Albertans Win with More Royalties

The October 25, 2008 edition of the Calgary Herald featured an article headlined “Alberta’s energy gamble”.  

The debate over the Alberta government’s “New Royalty Framework” which evolved from the Royalty Review Panel’s report “Our Fair Share” was reviewed.  On October 25, 2007, the government released its plan to introduce new royalty regimes for conventional oil, natural gas and the oil sands that would increase revenue by an estimated 20%.   The New Royalty regime would take effect on January1, 2009.

The oil industry responded with protests, indignation and treats.  Though the heat of the debate has subsided over the last twelve months, industry representatives still try to get the government to back-off at every opportunity.  They are claiming that because of the current economic problems and the decline in oil and gas prices, the government should delay the implementation of the new royalty regime or even give a complete royalty holiday to encourage investment in drilling of conventional oil and gas wells.

It is my opinion that the increase in royalties is long overdue and should not be postponed or watered down in any matter.  Rather the current plan should be implemented on January 1, 2009 and a schedule of regular reviews should be instituted thereafter.  I hope to explain why I have come to this conclusion and convince free-thinking Albertans to support this action.

Oil and gas spokesmen point out that oil has dropped from $147 a barrel to $64.  Therefore, they are demanding that the Alberta government should delay any royalty increases because this would only exacerbate the situation.  

Now just because a person becomes accustomed to dining on filet mignon doesn’t mean he will starve when he can only afford chuck steak.  Perhaps if he had been satisfied with eating sirloin steak and put some in the deep freeze when his income was high, he could now be eating sirloin instead of chuck.

Oil companies have made huge profits as the price of oil sailed over $100.  Canadian Natural Resources Ltd., a major oil and gas company based in Calgary, reported that its 2007 fourth-quarter profit jumped 155 per cent to $798 million, from $313 million in 2006.  The full-year profit rose to $2.6 billion from $2.5 billion in 2006.
At Petro-Canada, this year’s third-quarter profit climbed to $1.25 billion from the $776 million recorded in the same period a year earlier.  EnCana's earnings rose to $3.55 billion compared with $934 million in the third quarter of 2007.
$3.55 billion is a lot of money.   If this amount of money was distributed to the owners of Alberta’s oil and gas, that is, all Albertans, every man, woman and child would receive over one thousand dollars.

Other oil and gas lobbyists are proposing that Alberta give the companies a royalty holiday so that this money could be used for drilling more wells.  They point out that land sales in Alberta are being outstripped by B.C. and Saskatchewan which in turn means that many drilling rigs will be going to these provinces instead of Alberta.  Rigs are also going south into the US to support development of their shale gas plays.

Now there are reasons for the anticipated reduction in drilling other than the coming increase in royalties.  First, drilling activity reached record levels in the last couple of years.  It is unrealistic that this high level of activity would be maintained indefinitely and a reduction is to be expected sooner or later.

Secondly, the oil and gas industry threatened that if royalties were increased, they would reduce investment in Alberta.  Now that royalties are being raised, these companies would look foolish if they didn’t reduce their budget expenditures in Alberta, so are doing so to save face.   To date, there has been some retreat on this stance.  For example, Encana said it would cut Alberta expenditures by $1 B and then lowered the reduction to $500 million.

I think if we let the CEO’s of these companies sit and pout for a year or two they will revive and even enhance their investment in Alberta.  For they lost the royalty debate and now must show their shareholders they are worth the huge pay packages they have been receiving.
In 2006, Encana Corporation’s current chief executive officer made nearly $6.4 million.  The former CEO who retired that year, took home a larger paycheque, receiving about $8.8 million dollars.  At Canadian Natural Resources Ltd., the president made $11.8 million.  At oil sands giant, Suncor Energy Inc., the chief executive made $10.9 million in salary, bonuses and stock options, as the company’s profits tripled over the previous year.
These CEO’s need to be wary of the bluff game they are playing, for other players are eager to get a piece of the action.  The national oil companies of Norway, France, China, Korea, Japan and Abu Dhabi have already made major investments in our oil and gas industry.  Many more are waiting in the wings for there are few places that offer open access to the development of their oil and gas reserves.  Most of the world’s oil reserves are under the control of national oil companies and are off limits to private, for-profit oil companies. Canada is one of few countries where companies are free to come in and produce our resources which represent more than half of the investable oil reserves in the world.
In conclusion, oil and gas companies are making huge windfall profits, and with good management will continue to be profitable with lower prices and slower economies.  There is no good reason to postpone the royalty increases scheduled for next year.   This would be an affront to all Albertans for they deserve to keep a much better share of their oil and gas wealth.

So, if you should be asked whether we should postpone or cancel our royalty increases or give the resource companies a royalty holiday then I hope that you are convinced to answer with a resounding “No!” 
Len Skowronski

