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ABSTRACT 

In the context of Canadian energy policy since 1947, the Progressive Conservative 

initiative of 1984- 1985 represented a distinct change not just in how policy was forrnulated 

but alço in their vision of Canada. The Liberais, especidy under Trudeau, centraked power 

in Ottawa, created an atmosphere of confrontation with Alberta, and relied heavily upon the 

bureaucracy to assemble their National Energy Program. Conversely, the Tories endeavoured 

to decentrafize govemment, encourage cooperative federal-provincial relations, and develop 

an energy poiicy outside of the bureaucracy through consultation with the industry. Patricia 

Carney played a vital role while she was first Opposition energy cntic and then Minister of 

Energy, Mines and Resources. She emphasized consultation and cooperation with the 

industry and provinces and accepted mon of their input uncriticaily. These developments are 

explored through an examination of the policy-making process developed in Opposition, and 

then put into practice after the Conservatives took power in 1984. 
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INTRODUCTION 

In a very cmsûuche reaction to the NEP policies of the previous Governent the Progressive 
Consmative Party caucus released its enerp policy principIes in Prince Aibert in July of 1984. and 
again m Halifax m A u p t  of that year. These weie energ resource[s] as an engiue of economic growth; 
m e r 0  seif-dcien~y; hmased Canadian participation; fair treatment of energy consumers and 
producers. and ~ t i o n  ktween the federai and provincial Governments and the indus-. Canadians 
were presented with a choice on energy policl; in the last election campai@ and t h q  voted for a new 
approach - the? voted for an end to the National Energ  Progam. ' 

-- Patricia Carney 

On 30 October 1985, Patncia Camey, MUiiaer of Energy, Mines and Resources for 

the Progressive Conservative Goverment, introduced the policies that effectively dismantled 

the previous Liberai govermnent's National Energy Program W P ] .  In tabling the policy 

document, Ca n ada's Enerw Frontier - a Framework for Investment and Jobs, to the House 

of Commons she stated: "...It is a privilege and an honour for me to announce that on 

Monday, October 28 [1985], when we marked the fifth anniversary of the NEP, [it] was the 

last anniversary of the NEP."' Exuberant cheers of 'Wear, hear!" followed her declaration. 

The following day Camey introduced the Aaeement on Nah ira1 Cas Markets and Pricez, the 

last of three agreements between the federal govemment and the Western Provinces which 

concluded the process. Addressing the House of Commons Pat Carney announced: 

The Atlantic Accord, the Western Accord, the frontier energy policy which 
I amounced yesterday, and this latest agreement on natural gas, represent the 
beginning of a new era for consumers and producers. We have moved Canada into 
an environment which is âee of excessive regulation, unfair taxes and intervention in 
the marketplace. It wili be an era of economic pr~rnise .~ 

Mer little more than a year of negotiating with the producing provinces and the oil and gas 



industry, the controversial policy was gone. The Progressive Conservatives (PCs) 

accomplished what they had promised during the 1984 election campaign; they eliminated the 

NEP. 

There are many in ways in which an hinorian can approach the Conservative policy- 

making process that resulted in the dismantiing of the NEP. Quite ofien hinorians and 

political scientists have focussed on the Prime Muiisters as being responsible for their parties' 

policies and actions of the people around thern? Others might look at the role of the 

bureaucracy in the formulation of energy policy, but since the policy was actually conceived 

while the PCs were in opposition, the participation of the bureaucracy was essentially 

confined to its implementation rather than its formulation.' 

In this case, however, it is necessary to approach the policy-making process in energy 

through the experiences and actions of Pat Camey rather than Brian Mulroney or the 

bureaucracy in Energy, Mines and Resources. Aithough the Progressive Conservatives would 

have disrnantled the NEP without her, the manner in which the basic principles and policies 

were developed, and the final content of the agreements with the producing provinces, were 

a direct result of Pat Carney's personal influence. The importance of an individual, other than 

the Prime Minister, and his or her influence on events cannot be underestirnated or 

overlooked because in ". . . energy politics, ideas are central and personalities, egos and 

reputations are rampant .'4 

IfPat Camey, then, was central to the policy-making process, it might be argued that 

the best means to approach this subject might be through her biography. Aithough Carney 

was the key player in fomulating the PC policy, it would be dificult in this case to use a 



biographid approach because there is not sufncient information on Carney herself, how she 

afkted the people around her and how she perceived the events.' The information available 

is mostly written by joumalists, in the fom of newspaper interviews, and there is very linle 

acadernic writing about Carney. While journalistic reports are uiformative they lack the 

corroboraMg evidence and in depth study of a subject that an academic analysis may provide. 

In addition, only a fiaction of Caniey's manuscript collection is accessible to the public and 

it is difficult to gain permission to examine the information, while it is possible to gain access 

to some of the Provincial and Federal Governrnent documents.' Therefore, this thesis will 

focus primarily on the process of developing PC energy policy and Camey's influence upon 

it. 

Since Carney is at the centre of the policy-making process some might argue that a 

gender mode1 might be used to examine the issue ffom the perspective of Fat Carney as a 

woman in poli tic^.^ In the past decade there has been a considerable amount written about 

women in poiitics. Unfominately, most of the l i t e ra~e  has been concemed with how women 

have ben discriminateci against in the Canadian electoral system rather than examining what 

women have indeed accomplished. 'O A recent article by Margaret Conrad has suggested that 

academics focus more on women in the Liberal Party or the CCF/NDP than on Progressive 

Conservative women. 

She points out, in her discussion of Eilen Fairclough, for example: 

. . . the fact that Fairclough is still alive - historians seem to prefer dead subjects; that 
she represented a party [the PCs] which draws less scholarly attention than other 
parties at the centre and left of the politicai spectrum; that she frequently and 
passionately declares that she is not a feminist, a position not likely to endear her to 
women's studies scholars who might otherwise find her story interesting; that gender 



historians have pointedly criticized a scholarly focus on the experience of middle- 
class white women who, it is claimed are over represented in the women's studies 
cannon; that both biography and women's hiaory are aill fiequently discounted in 
academic circles as less sophisticated and relevant than either gender studies or the 
'new' national hiaory. " 

Conrad's objective to introduce "the sticky question of gender into a period of Canadian 

politicai hiaory where the concept is fiequently ignored,"12 is a noble and necessary one for 

other political studies. The problem of approaching this topic from a purely gender-based 

perspective is that there has been litile written about Pat Carney in general and more 

important, her gender did not influence how she made policy. l3 Certainly, there is no doubt 

that Pat Carney's gender affected her experiences and the way certain individuals interacted 

with her; a purely gender-based approach though would obfùscate the most important 

features that Carney brought with her into the energy portfolio: a background in econornics, 

experience in owning and operating a business, and previous contact with the oil and gas 

industry. '' 

The purpose of this thesis is to show the importance of Pat Carney in the formulation 

of the Progressive Conservative Party's energy policy in the period frorn 1983 to 1985 when 

the Consematives moved from Opposition to the Govemment, led by Prime Minister Brian 

Mulroney. The first chapter wili survey energy policy in Canada from 1947 to 1984 and 

include an examination of the National Energy Program to provide an understanding of the 

animosity it created. The background information wiil provide a contextual overview to 

illustrate the profound difEerences in the policy-makmg process that emerged under the PCs 

in the 1980s as comparai to the policy development of the Trudeau governrnent. Where the 

Liberai energy policy was driven by the bureaucracy under the direction of the Energy Minster 



Marc Lalonde; the PCs were guided by the industry which worked closely with Pat Carney 

while she was still in Opposition. 

The second chapter wiil delve into the background of Patricia (Pat) Camey. She 

firmly believed, as did the Conservatives, that there should be iess govemment intervention 

in business and more cooperation between Ottawa and the provinces. PC energy policy 

reveaied a vision of a new Canada - with improved relations between government and 

business and a cornmitment to economic rather than bureaucratie growth; and a more 

decentralized federation reflecting the equaf partnership between federal and provincial 

go~emments.'~ The NEP was a symbol of ail that was wrong with the Liberal idea of Canada 

and for that reason its elirnination becarne a pnority for the Conservatives. Carney's 

personality, business background and personal philosophy were afso centrai to the process 

and first as critic and then as rninister she played an important role in shaping Conservative 

energy policy. 

The third chapter d l  analyse, in chronological order, how Carney formuiated that 

policy when she was in Opposition by examuiing the suggestions presented by industry and 

provincial representatives, gathered fiom various policy papers, and outlined in pre-election 

platfoms. The recornmendations of the six industry task forces or study groups that Carney 

created wili be scrutinized to determine the degree of influence they had on the final content 

of PC energy policy. These proved to be vitaiIy important because she largely accepted the 

industry ' s input into the policy-making process. 

The fourth and final chapter wili examine the dismantling of the NEP through a survey 

of the four policy documents that were announced in 1985. It will also evaluate the extent 



that the Conservaive energy program, developed while in opposition, was incorporated into 

their actual policy afkr they assumed power. The PC policy-making process, between 1983 

and 1985, represented a significant change 60m the Liberal Party's methods of the 1970s and 

1980s. The Mulroney-Ied Conservatives were cooperative and consultative rather than 

confrontational and secretive; their election marked the beginning of a new era in Canadian 

politics and an attempt to reconstmct the country dong new lines. Pat Camey would play 

an important role in that process. 
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CHAPTER 1 
Canadian Energy Policy 1947-1984 

The large quantities of oii and natural gas discovered at Leduc, Alberta in 1947 and 

throughout the province aftemards, had a profound effect on the economic future of this 

province and Canada. Energy policy wouid affect relations between Alberta and Ottawa and 

accent the dserences in how each approached energy policy. Alberta, as a producing 

province, was dedicated to defending its provincial rights with respect to resources and 

emphasized cooperation with the industry in policy development. There was linle federal 

intervention or involvement in the development of the 02 and gas industry in Albena, mainly 

because oil pices were very low Ui the postwar period. The Social Credit govemment of 

Emest Manning, as manager of the provincial resources, encouraged the large multinationals 

to develop Alberta's oii and natural gas.' In exchange, Alberta received many jobs, minimal 

work commitrnents and a fraction of the revenue generated by the development. Alberta's 

economy prospered. Growth continueci throughout the 1950s and 1960s and Alberta became 

the most populous and most powerful prairie province. The development of the oil and gas 

industry in Alberta dso produced an increase in urban professionals: "[The] economic boom 

in the cities during the 1950s created immense opportunities for skilied Unmigrant workmen, 

technicians, and profe~sionals."~ Manning's policy of encouraging the multinationais to 

exploit and develop the resources "was safe, relatively lucrative, and resulted in rapid 



de~eloprnent.''~ Nevertheless, Canadian companies were also ïnvolved in the development of 

Alberta's oil and gas fields, but they were dependent upon the major companies which had 

the large sales contracts and purchased the oil and gas from the Canadian companies.' 

The decade of the 1950s was one of unprecedented expansion of the oiî and gas 

industries. The production of oil went from 30 million barrels in 1950 tu 190 d o n  in 1960. 

In the same penod the production of naturai gas swelled from 70 million cubic feet to 500 

d o n  cubic feet.' With the increase in production it became necessary to transport the oil 

and gas to suitable markets. As a result, in the period between 1947 and 197 1 there were only 

two main issues that preoccupied both the Alberta and Federal govements: the development 

of the Western oil and gas industry, and the establishment of a transportation system to move 

the Westem oil and gas to the large consumer markets of Eastern Canada and the United 

S t a t e ~ . ~  

There were some parliarnentary debates in this period about the extent to which 

Canadian oil and gas should be used to meet Canadian requirements, dthough the more 

contentious issue proved to be the route which a pipeline should take. C.D. Howe, Minister 

of Trade and Commerce in the early 1950s, stated that oil and gas should be purchased fiom 

the cheapest source and moved to markets nearest the source of supply.' The Interprovincial 

Pipeline Company proposed to build an oil pipeline to Eastern Canada via Superior, 

Wisconsin rather than through Fort WiUiam, Ontario. It was the cheapest route and could 

also be utilized to export oil to Amencan markets, thus improving the efficiency and 

profitability of the supply system.' 

The idea of a pipeline transporthg Canadian oil to Canadian destinations through the 



United States provoked some controversy, but the transportation of naniral gas created even 

greater opposition because first, the Canadian govemment was going to provide a large loan 

to an Arnerican-controiled wmpany, and then the Liberal govemment invoked closure to end 

the debate. The Progressive Consexvatives led by John Diefenbaker were outraged and 

argued that the use of closure made a mockery of democracy. Neve~heless, the biu was 

passed and pipeline construction contin~ed.~ The Pipeline debate polarized public opinion 

against what appeared to be an arrogant Liberal party too long in power, and in a surprising 

turn, Canadians swung to the PCs in the general election on 11 June 1957. 

In October 1957, the minority Diefenbaker government appointed a Royal 

Commission to look into the state of the oil and gas industry of Canada. The Royal 

Commission on Energy, headed by Henry Borden, produced two reports. The first made 

several recomrnendations, however, the most important was the creation of the National 

Energy Board W B )  that would act as an independent agency to rnonitor the petroleum 

industry 'O 

The second report, presented in 1959, stated that Canada had ample oil reserves to 

meet national requirements and therefore it was acceptable to increase oil exports. It also 

recommended that the oil pipeline not extend east of the Ottawa River; that pan of the 

country was to continue to import foreign oil. Oil exports to the United States were to be 

increased to compensate Western producers for the loss of the Montréal market." This 

became the central tenet of the National Oil Policy (NOP) announced by the Diefenbaker 

government in 196 1 . 

The NOP was probably the most significant energy policy development at the federal 



level More 1973. It diowed the Interprovincial Pipeline to cany oil produced in the Westem 

provinces to Ontario while the market east of the Onawa River would receive imponed 

Venezuelan oil. Alberta could increase production and export oil to the expanded markets 

of the Arnerican Midwest and West Coast. Ontario was somewhat annoyed because at this 

Sme oil fiom Western Canada was more expensive than imponed 08. However, in exchange 

for paying the higher prices, Ontario maintained its expanding petro-chernical and refining 

industries. " 
The NOP also eaabiished the Canada Orl und Gas Lands Regulatims to govern the 

development of federally-controued land in the northern fiontier. The new regulations, 

developed partidy in response tu the darming level of foreign ownership in the Canadian oil 

and gas industry, served to restnct production licenses to Canadian owned firms or foreign 

controlled firms in which Canadian's could invest." But the regulations provided few 

restrictions regardhg exploration licenses, and exploration was the most important aspect in 

the Frontiers or Yukon and Northwest Territorie~.~' Therefore, the federal governrnent 

decided to become directly involved in the oil and gas industry and purchased 45 percent of 

PanArctic oils. PanArctic then undertook high risk oil and gas exploration in the Arctic, and 

reflected Diefenbaker's vision of the North as the fiiture of Canadian resource and economic 

development .'' 
There were no sigdicant comroversies during the 1960s and no major policy 

initiatives were introduced between 1962 and 1972. The prices for oil and gas were stable 

and Canadians were assured by the industry that there was an abundance of oil and gas 

supplies in the country. At the sarne time, Canadian oil and gas consumption and the export 



of Canadian oil and gas grew steadily.I6 Although there was a sense of optimisrn that Canada 

had energy supplies that would last several hundred years, Ottawa began to reaiize that it 

reiied heavily upon the industs, for moa of its information about the oil and gas development. 

Thus, the Govemment of Canada created the Department of Energy, Muies and Resources 

(EMR) in 1966. The new department was given a broad mandate that "covered energy in 

al1 of its forms, to ensure that national developmental policies were related in the most 

effective and economic mariner to Canadian needs. "17 EMR was also responsible for energy 

poiicy development and coordination for the federal govemment. 

If the 1950s and 1960s cm be characterized as a period of cooperation between 

government and the industry and between ûttawa and Alberta, the 1970s and early 1980s 

were definitely an era of aisis and coriflict. The period began ominously. In 1970 the United 

States began reviewing its oil irnport policy and found that it had become too dependent on 

oil imports; the result was a Presidential proclamation restricting Canadian oil imports. A 

year later the United States made drastic changes to its trade policy, including a 10 percent 

surcharge on ail dutiable imports, Wte oil and natural gad8 Both measures provoked a strong 

response fiom the Canadian govemment because the Amencans had acted unilaterally. There 

was aiso a fear that the United States was going to replace Canadian oil with the recently- 

discovered oil fiom Prudhoe Bay, Alaska. Then world events wodd shake the Canadian 

energy industry and force the Canadian government to generate specific energy policies in 

reaction to them. 

The ûrganization of Petroleum Exporting Countries (OPEC) was formed in 1960 so 

that its member countnes of Venezuela, Saudi Arabia, Iraq, Iran, and Kuwait could exen 



more control over the pricing, conservation, production and exploitation of oil resources 

within each country's borders;19 (in 1962 Libya and Indonesia were added.) Throughout the 

decade of the 1960s OPEC was largely inefectual. The tuniing point came in 1969 when 

there was a military coup in Libya led by Colonel Mohamar Khaddafi. Mer he consolidated 

his power, he successfùiiy imposed new operating terms on the foreign oil companies 

operathg in his country. Libya received higher posted pnces and more tax revenue fiom the 

petroleum industry." When the other OPEC countries saw that Libya received better 

arrangements they attempted to renegotiate their agreements wit h the petroleum companies. 

They were not satisfied with the results, and OPEC unilaterdy increased prices and taxes, cut 

production, and nationalized some of the oil cornpanies operating in their respective 

countries." The consequence was the oil cnsis of 1973 which was sparked by a fourfold 

increase in oil prices; an oil embargo by OPEC against the United States, South Africa, the 

Netherlands, and Portugal; and a five percent cut in production per month by OPEC countries 

until Israel removed its forces from Arab temtory occupied since 1967? Between 1970 and 

1975 the pnce of cmde oil increased from $1.80 to $12.38 ( U . S . )  per barre1 and the 

multinational companies began to assert that oil and gas reserves would not last long into the 

next century.'.' 

The oil crisis came as a shock to most countries in the world and in Canada, on 6 

December 1973, Prime Muiiaer Pierre Trudeau announced a revised Federal energy policy. 

The minority Liberal govemment took a number of haphazard steps to deal with the problems 

that increased prices would have on Canada: 

. . . in quick succession, the govemment imposed oil export controls, similar controls 



over the expon of refined produas, aruiounced the extension of the Interprovincial 
oil pipeline to Montreal, froze domestic oil prices, levied an expon tax on crude oil, 
developed an oil import compensation scheme to protect consumers dependent on 
imported oil, considered and rejected acquiring a subsidiary of one of the major 
multinational 02 companies, and contemplated the imposition of oil rationing." 

The Liberal governent also declareci that it was going to increase the amount of research 

into developing the oil sands and enabiish a national oil company, ~etro-canada? There 

were several reasons why Ottawa wanted to do this: 

Contributing factors to th is  decision [establishg a national oil company] were 
Ottawa's concem about the wherability of Québec and Atlantic Canada to 
interruption in world markets; Ottawa's growing frustration with its lack of control 
over security of supplies; the growing popularity among the producing nations with 
state-to-state contracts; Ottawa's recently recognized lack of solid idormation with 
respect to Canada's indigenous supplies and reserves and the growing apprehension 
of being dependent on the foreign-owned industry for this information; . - . the 
growing acceptance among the bureaucrats in the Department of Energy, Mines and 
Resources that a state oil company could extend their control over the energy sector 
and expand their departmental influence, and the fact that the minority Liberal 
government was dependent for its parliamentary life on the support of the NDP who 
advocated the creation of a state oil ~ o r n p a n y . ~ ~  

While the New Democrat Party urged a stronger move toward nationalization, the Liberal 

government, which sou@ more control of the oil and gas industry, did not want to go as far 

as certain OPEC cuuntries and nationalize the induary. The compromise was Petro-Canada 

which was "an alternative to nationafization, rather than an instrument of nat ional izat i~n.~ 

Nevertheless, the policies put fonvard by the Liberal government were reflexive in nature, 

rather than a concerted effort to design a fonvard-looking and comprehensive energy policy. 

The various federal energy policy initiatives in 1 973 and 1 9 74 creat ed a great deal of 

tension between Ottawa and Alberta. In 197 1, there had been a provincial election in Alberta 

and the Social Credit government was defeated after thirty-six years in power. The revitalized 



Progressive Conservative Party, led by Peter Lougheed, swept the election on a platform of 

using oil and gas revenues to promote and diverse Alberta's economy." In 1972, Alberta 

introduced the NuturaI Resources Reveme P h i  that was designed to increase the royalty 

levels fiom the fked maximum of 16% percent. Through negotiations with the industry, it 

was agreed that the Government of Aiberta would impose a tax on remaining oil reserves and 

implement a nisucimum royalty rate of 23 percent." Nevertheless, the industry was not happy 

and for the fin tirne, "the govenunent of Alberta perceived that it had a set of intereas 

related to oil and gas that were distinct from those of the ind~stry."'~ The increased royalty 

would prove to be more substantiai when the price of crude oil began to spiral up. 

Eariy in 1974, according to Trudeau's memoirs, the rninonty Liberal government 

engineered the defeat of its budget in the House of Cornrnons so that an election could be 

called and it could win a majorityJ1 The 1974 budget contained provisions to retaliate against 

Alberta's moves to take a larger proportion of the windfall profits of increased oil prices. 

Finance Minister John Turner presented arnendments to the Incorne Tax Act to disallow the 

deductibility of provincial royalties from federal income t a . .  Thus, the industry would be 

taxed as if no provincial royalty had been taken.)' Then a year later the federal government 

. . 
created the P p t  to provide Ottawa with broad powers over the 

pricing of oil and gas if federal-provincial negotiations failed to provide a consensus. In the 

House of Commons Trudeau stateà: "We do not think it equitable or fair that surplus profits 

return solely to the provinces producing oil. In the govement's opinion, the whole country 

should take benefit from any windfali profits."33 In order to receive some of the windfall 

profits, the federal government imposed an expon tax on oil that happened to be the sarne 



amount as the increase in priceY The irksome part of the federal actions was that they were 

done with little or no consultation with the producing provinces or the industry. 

Alberta's reacbon was to move unilateraliy . It wit hdrew the previously agreed-upon 

royalty arrangement with the industry and made royalties nse with oil pnce increases. Alberta 

announced that it would take 65 percent of the increase in the domeaic oil price. The 

reasoning was that if the oil companies had been making satisfactory profits when oil was 

$2.85 per barrel, they did not need the windfall profits when the production costs had not 

increased. The industry was shocked since it had always been consulted by the provincial 

govemment and raisxi vocal objections. Then in the spring of 1974, and in response to both 

the federal and provincial policies, it laid people off, ccacelled projects, and slashed 

exploration budgets. But the grand spectacle came when, in fiont of television cameras, 

several of the major companies moved many of their oil rigs south across the b~rder . '~  Later 

in 1974, both Alberta and Saskatchewan introduced legislation to strengthen their 

constitutional control over the production, marketing, pricing and regdation of resources 

within the borders of each province.36 

Bot h federai and provincial govemments eventually reaiized that negotiations and 

concessions were necessary in order to reach some sort of agreement and revitalize the 

development of the oil industry. Alberta launched the Nberta Petroleuw Exploration Plan 

that provided every Company with a one million dollar tax credit. It also cut the magna1 

royalty rate on natural gas, inmeased M i n g  incentives, and promised to reduce the marginal 

royalty rate on further oil pnce increases fiom 65 percent to 50 percent. " In addition, a 

large portion of the money collecteci by Aiberta was to be put in the Heritage Fund which was 



created in 1976 to diverse the provincial economy. A comerstone of Lougheed's plan was 

the development of a provincial petrochemical industry. He intended that the Alberta 

petrochernical indusüy would compete with the plants in Sarnia, Ontario and tried, but failed, 

to prevent the expansion of the Petrosar plant in Sarnia." In 1975 the federal govemment 

decided that synthetic oil produced from the Syncnide heavy oil plant would receive world 

prices. This decision was Iargely based on the fact that the Syncrude project was in hancial 

difficuity and had to be bailed out by both the federai and Alberta govemments. The 

prevailing view was that oil sands and heavy oil projects were vital to the future of Canadian 

energy security and therefore had to be promoted. A year iater the federal government 

tumed its 15 percent share in Syncrude over ro Petro-Canada. 

A series of federal-provincial negotiations took place during the 1970s to discuss 

pricing and revenue sharing. The dispute regarding revenue sharing revolved around the 

concept of economic r en t~ . '~  The federal government was concemed that if the producing 

provinces increased their royalty rates in order to take a larger chunk of the economic rent 

it would mean that Ottawa would have to provide more money to the have-not provinces to 

maintain their standard of living. B y 1 977, Ottawa and the Alberta government arrived at a 

two-year crude oil pricing arrangement that would increase the price of oil by $1 per barre1 

at six-month intervals until the price reached 80 percent of worid prices. Then in 1978 the 

. * 

federal govemment established the Petroleum Corporations Momtonng Act to repoR on the 

operations of certain petroleum companies in Canada which comprised 90 percent of the 

industry." The two levels of government agreed to implement moderate price increases to 

ease the consumer into paying more for oil and by 1979 Canadian oil prices were 



approximately 80 percent of world prices.*' 

The second oil crisis came in 1979. The price of oil leapt from $12.70 in 1978 to 

about $18.00 U.S. per barrel." This crisis was based largely on perception because in reality 

there was an oil glut. The international oil market has two ways to purchase oil; through the 

term market with prices set by the producing countries based on negotiated contracts; and on 

the spot market where short term volumes can be purchased at fluctuating rates. With the 

Iranian revolution in 1978, there was a slight decrease in production that was met by Saudi 

Arabia. However, the irnporting countries fwed that there would be a shonage in the future. 

They panicked and stockpiled oil by purchashg large arnounts f?om the spot market. The 

term market had a large surplus of oil, but the spot market had a shonage which increased 

the prices. Saudi Arabia tried to exert its d u e n c e  to keep the tenn market prices low; 

unfortunately it was pressured by the other OPEC countries to increase the term market 

prices." Therefore, it was "panic buying on the spot market [that] caused the world oil price 

to d~ub le . ' ' ~  

In Canada, a federal election was held in 1979 and the Progressive Conservative Party, 

led by Joe Clark, won and fonned a minonty govemment. The new government's energy 

policy prornised energy self-sufficiency for Canada by 1990 and sought to promote 

Canadianization of the oil and gas industry through tax and investment incentives. To gain 

self-sufficiency, Canadians would have to conserve energy and find new alternative sources. 

The 1979 budget contained 

privatization of Petro-Canada. 

for lower and middle income 

proposais for oil price and tax increases as weli as a partial 

There was also an energy profits tax and an energy tax credit 

Canadians." In order to encourage energy conservation the 



PCs decided that increased taxes on al1 transportation fiels should be imposed. There had 

been a seven cent tax on gasoline under the previous Liberal government âom which 

commercial users had been exempted. Under the PC plan, commercial users would pay an 

additional 25 cents for fuel while fuel for personal use, like automobiles, would face an 

increase of 18 cents; fanners, fishermen, and urban public transit would pay 15 cents more. 

Revenues fiom the tax would be used for the development of aitemative energy sources, 

conservation, assisting Canadians who were absorbing the higher coas, and paying off the 

large deficit accrued from the previous years of Liberal govermnent? 

Joe Clark's brief govemment also attempted to negotiate a permanent energy 

agreement with Alberta but did not succeed. This was a significant failure for the 

Governent since many of its Members of Parliament were fiom Western Canada. Clark was 

f?om Kgh River, Alberta and the Minister of Energy, Mines and Resources, Ray Hnatyshyn, 

hailed From Saskatchewan. If a Prime Minister and Energy Minister, who were both fiom 

Western Canada, could not corne to an agreement with Albena regarding energy poiicy then 

who ~ould?~ '  In the end, the PC budget of 1979 was defeated; an election was called; and 

Trudeau and the Liberals were returned to office. 

The election of the Liberals in February 1980 signified a turning point in the history 

of Canadian energy poiicy. On 28 October 1980, Finance Minister Alan MacEachen 

deiivered a budget in the House of Commons which announced the creation of the National 

Energy Program (NEP). The NEP was developed during the spnng and summer of 1980 

under the direction of the Minister of Energy, Mines and Resources, Marc LaIonde? There 

had been some perfiinctory discussions with the producing provinces regarding energy policy, 



however, both sides were convinced that the talks had reached an impasse. "[Tlhere was 

therefore a pe&e climate of bureaucratie receptivity to take aggressive action to break the 

stalemate. In this important sense, the NEP and its unilateral nature was viewed as much as 

a bargaining ploy as it was a radical pa~kage."~ A cohesive group of people known as 

ENFIN, "an acronym for 'energy-finan~e"'~, worked diligently to prepare a comprehensive 

energy policy that would escalate the conflict over energy resources and federal-provincial 

powen in Canada. The Liberal energy policy was essentially driven by the bureaucracy and 

directed by key individuals like Prime Mùiister Trudeau, Energy Minister Marc Lalonde and 

Finance Minister AlIan MacEachen. 

Since the NEP contained several tax changes, it became part of the budget and its 

formation was cloaked in secrecy. There was no consultation with either the producing 

provinces or the industry. Essentially, the NEP had three main objectives: 

1. It mua establish the bais for Canadians to seize control of their own energy future 
through security of supply and ultimate independence fiom the world market. 
2. It mua offer to Canadians, al1 Canadians, the real opportz~iity to participate in the 
energy industry in general and the petroleurn industry in pariicular, and to share in the 
benefits of industry expansion. 
3. It mua establish a petroleum pncing and revenue-sharing regime that recognkes 
the requirement of faimess to al1 Canadians no matter where they live." 

The kst two objectives affected the foreign oil companies the most, while the third affected 

them to a lirnited extent since the revenue-sharing design was planned more to cut out the 

Aibena government's share of revenue than to reduce the companies' revenue. There was 

great concem in Ottawa that the powers of the Alberta govement needed to be iimited and 

the NEP was the mechanism that the federal govement would use to achieve that result. 

Nevertheless, the primas, goal of the NEP was to achieve energy security for Canada within 



a decade." 

Linked to the priority of Canadian energy security was the balance of payrnents 

problem facd by Ottawa. The Canadian govemment sanctioned subsidized imported oil for 

Eastern Canada so that the region would pay the same pnce as the area west of the Ottawa 

River which relied on cheaper Canadian oil. In 1980, Alberta was forced to sel1 its oil 

domestically at an average price of $15.75 Canadian per barrel, which was about 40 percent 

of the world price." In addition, Canada was exporting less cmde oil than it was importing; 

therefore, it had a trading deficit in petroleurn p r o d u c t ~ . ~  Energy security could not be 

achieved if Canada continued to import more oil than it exponed and Canadians continued 

to consume large quantities of the irnported non-renewable resource. 

Ln an effort to encourage people to use altemate energy resources the NEP contained 

numerous conversion and conservation programs. For example, the govemment provided 

incentives to convert vehicles fiom gasoline to propane or compressed natural gas. There 

were also incentives for people to make their homes more energy efficient. The Canadian Oil 

Substitution Program (COSP) offered grants, up to $800, for the conversion of oil-based 

heating systems to alternate energy sources like propane, natural gas, or electricity. The 

Utility Off-ûii Program was designed for Atlantic Canada and provided "up to 75 percent of 

the cost of environrnentally acceptable conversions of oil-5red electrical plants to c ~ a l . ' ~ ~ '  

The Canadian Home Insulation Program (CHIP) provided grants to cover 100 percent of 

insulation material coas up to $350 and one-third of labour CORS up to $150. In order for 

residents to be eligible, their houses or apartments, in Newfoundland and the Temtones, had 

to have been b d t  before 1 January 1977. In other regions residences had to be built before 



1 Januaq 1971. There was dso the Super Energy Efficient Housing (SEEH) program that 

spent %6 million to support the construction of 300 - 500 SEEH wits in canada." Ali of 

these initiatives were designed to heip conserve energy and to make Canada less reliant on 

outside sources of energy. The subsidies, furnished by the federal government, also served 

to reinforce the idea that Ottawa was indeed a strong central government which provided 

leadership and assistance to al1 Canadians. 

Conservation and subsidies were not enough to confirm that the federai government 

was in control of Canadian energy policy. Ottawa needed to reassert its economic leadership, 

as it pertained to energy in Canada, and did so through the foilowing initiatives contained in 

the NEP: the reorientation of exploration and development onto federally-controlled Crown, 

or Canada, Lands; the creation of new Canadian firms that would be loyal to Ottawa and not 

to Alberta; and the capture of a more significant portion of the oil revenue? There were 

t hree cont entious methods for achieving these objectives. First. there were the Petroleum 

lncentives Payments (PIP) that were designed to lower the cost of strictly Canadian 

investment in oil exploration and development. Second, there were three requirernents for 

exploration and development on the Canada Lands: a 25 percent "back-in" or interest in 

every development, past and future, on Canada Lands that would be controlled by Petro- 

Canada or some other Crown Corporation; a minimum 50 percent Canadian ownership 

requirement for any company with production on Canada Lands, private or public sector; and 

a strict requirement for the usage of Canadian goods and services in any prograrns being 

conducted on Canada Lands. Third, there were pncing and revenue sharing changes that 

would see "old" oil (production f?om wells estabfished before 198 1) priced lower than "new" 



oil (&om wells still to be discoverai). In addition, the federai govemment would take a larger 

percentage of revenues at the expense of the industry and producing pro~inces.~' 

Alberta's response to the NEP was hostile. The PIP grants favoured exploration on 

the Canada Lands rather than in the provinces by providing an incentive in the form of a 25 

percent payment of approved costs; in addition, if the e x p l o ~ g  Company was more than 74 

percent Canadian-owned, it received an 80 percent incentive payment of approved costs. 

Albena was most cuncerned about the section regarding the ownership provisions and supply 

requirements, on the grounds that it would alienate the foreign cornpanies, which were mostly 

.hencan, and which provided most of the investrnem within ~ l b e r t a . ' ~  

The Alberta government responded Mgorously to the NEP. It reduced oil production 

and shipments to Eastern Canada, in three stages, by 60,000 barrels per day. It launched a 

court challenge to the NEP on the grounds that federal taxation on expons of provincially- 

owned resources was a violation of the constitution. In addition, the Alberta govement 

withheld approval of new oil sands and heavy oil projects." 

The final result of Alberta's retaliatory actions was the 198 1 Energy Accord, or 

Canada-Albena Energy Agreement. Essentially, the terms of the agreement altered the 

pricing arrangement to increase the "old" oil pnces incrementally to a sigruficant percentage 

of the world oil price; there were changes to the taxation structure and revenue sharing; and 

Alberta took over the financing costs and administrative responsibilities of the PIP program 

within ~ lbe r t a .~ '  

Initially, the Liberal govemment projected that an equal cut would be taken fiom the 

indu- and the provinces to provide for the federai increase in revenue sharing. Before the 



NEP came into operation, the share of revenue between 1975 and 1 980 was 50.5 percent for 

the producing provinces, 40.7 percent for the industry, and 8.8 percent for the federal 

go~ernment.~~ The proposed changes in revenue sharing projected for 1981 - 1983 would 

provide 43 percent of total rwenue for the producing provinces, 33 percent for the industry, 

and 24 percent for the federal govermnent. For a better sense of the distribution refer to 

Table 1.1 which outhes the revenue saring from 1979 to 1983. The chart also uicludes the 

total arnount of revenue that was accumulated each year and the percentages are the portions 

of that total revenue. 

TABLE 1.1 
h il 

Revenue Sharing in Percentage 

2 979 1980 198 1 1982 1983 

-- pp - - - - - 

Industry 41 -2 54.4 39.7 45.9 50.3 
1 

Total 10.1 17.0 15.0 20.4 22.1 
Revenue in 

I RR 
. . 

Source: Petrolsurn industn. Monitorinrz S m e ~ .  (Ottawa: Supph and Srnices, 1980, 1981. 1982. 1983) 

In the distribution mentioned above, the federal govemrnent attempted to convince 

the producing provinces that they were not going to be losing very much revenue. The reality 

of the situation was that by 198 1, industry's share of the revenue increased to 39.7 percent, 

the provinces' share declined to 3 7.3 percent and the federal government's share decreased 

to 23 percent6) The reason for the change in the revenue projections was that the 



calculations were based on the assurnption that oil prices would continue to increase. The 

more oil prices increased the more revenue the provinces would receive. However, by the 

end of 198 1, world oil pnces were beginning to level out. 

The justification for Ottawa to dip into the provinces' share of revenues can be 

illustrated in the following excerpt fiom the JVEP 1 980 document: 

The producing provinces are entitled to substantial revenues by vimie of theû 
ownership of resources. . . .[T]he energy surge is b ~ g i n g  about a major, enduring 
westward shift of wealth, activity, and population. . . .At the same tirne, there must 
be recognition of a national claim - a daim by all Canadians - to a share in these 
revenues and benefits. . . .The citizens of Canada, and their national govemment, have 
played a major role in fostenng the development of the oil and gas industry, and 
deserve to share in its benef i t~ .~  

The document went on to state that under the then current policies, only one provincial 

government was receiving the windfdl and that the policies were no longer in the national 

interest. What seemed to irritate the federal govemment moa was that "Alberta, with 10 

percent of Canada's population, receives over 80 percent of the petroleum revenues gained 

by provinces.'*s Ottawa believed that such an unfair distribution of wealth could not be 

tolerated when the federal govemment, lacking a significant percentage of the total revenues, 

continued to go into debt paying for subsidies, tax breaks, and programs that afTected and 

benefited al1 Canadians. However, the federal govemment position was based on the 

assumption that oil pnces would continue to rise through the foreseeable future? When 

Ortawa signed the 198 1 Accord with Alberta, and with the consequent revision of the NEP, 

it was stipulated that the governrnents would get "a larger share of revenue when @ces and 

profits are high and a substantiaily smaller share in penods of declining profit and revenue.'*' 



The significance of the energy question had changed dramaticaiiy in the period since 

1947 - aff&g as it did the relations between govenment and the oil industry, and between 

Ottawa and the producing provinces. In the period from 1947 to 1973 there was an 

atrnosphere of cooperation between both levels of govemment and the Canadian oil and gas 

industry. The main priority for al1 three interests was the rapid development and expansion 

of oil and gas. However, with the oil crises, confhct prevailed between Ottawa, the producing 

provinces and the industry. The 1970s saw various initiatives to secure Canada's energy 

supply. But, the resource boom in the Western provinces meant that the owners of the 

resources had a real revenue gain at the expense of consumers. There was a shift in capital 

investment and labour from manufacturing to the energy industry and the result caused 

apprehension in Central Canada!' Moreover, the energy boom challenged the traditional 

Canadian political and economic power relationships between metropolis and hinterland and 

served to emphasize the Western Canadian feeling that the national interest was really equated 

with the interests of Ontario and Quebec. If the 1970s were seen as a time of province- 

building in the West, then the early 1980s became a period of aggressive nation building in 

Ottawa. The revitalized Trudeau Liberals sought to raise the profile of the federal 

govenunent and its involvernent in the oil and gas industry. If Canadians asked "Who speaks 

for Canada?'"', Trudeau wanted the nation to know that it was the federd government. If 

the federal energy policy of the 1970s was rather reflexive and piecemeal", the energy policy 

of the 1980s was quite different. The NEP saw the development and implementation of a 

comprehensive policy that expanded the initiatives undertaken during the 1970s and 

sharpened Ottawa's conflict with the producing provinces and the industry." 



By 1984, Trudeau stepped dom as Prime Miniaer and was replaced by John Turner. 

Public hostility to the Liberals made it unlikely that they would be returned to power. The 

Progressive Conservative Party, now led by Bnan Mulroney, were determined to irnprove 

federd-provincial reiations and remove the bureaucratic restrictions on business in order to 

stimulate econornic growth and pull Canada out of the depression.* The key would be the 

dismantling of the NEP, and the person who would be responsibie for developing and 

implementing that policy was Patricia Carney. 
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CHAPTER 2 
Pat Carney 

On 9 June 1983, Bnan Mulroney had been selected as the new leader of the 

Progressive Conservabve Party and this marked a tuming point in Tory fortunes. Mulroney 

wanted the Consewatives to be ready for power if they won the next federal election and 

began to reorganize the roles and responsibilities of MPs in his shadow cabinet. In September 

1983, he moved Pat Carney fiom the position of Finance Cntic to that of Energy, Mïnes and 

Resources Cntic. His choice was unexpected by some since Camey was chosen over the 

long-time supporter of Joe Clark, Hawie Andre.' Andre's constituency was in Calgary and 

he had considerable contacts with the oil and gas indu-, but his close ties to Clark probably 

did not work in his favour.' Camey, on the other hand, had been the CO-chair at both the PC 

Party Convention and the Leadership Convention and therefore was in a position where she 

couid clairn neutrality because she had not publicly supported a particular candidate; "in short, 

she made a lot of fiends, but more importantly, no enemie~."~ In addition, the events in 

Camey's Me before she became a politician suggest that she was very qualified to handle the 

job of Energy, Mines and Resources Critic. 

Patricia C m e y  and her twin brother Jim were bom on 26 May 1935 in Shanghai, 

China. Their parents, Dora May Sanders and John James Carney, met on board a ship bound 

for China and were married in Shanghai? John was a foreign s e ~ c e  officer and Dora was 



an ad writer. She was "a fourth generation South Afncan, [and] was raised in Toronto in a 

W y  ofjoudsts.'" M e r  a few years in China, John and Dora moved from Shanghai to 

Momston, Ontario where John enroiied in veterinary school. EventuaUy, the Cameys settled 

in British Columbia and purchased a f m  ''with a cow, two pigs and some chickens and 

horses.'" Several years later the Carney family rnoved to Satuma Island, off the Coast of 

British Columbia, where Pat Carney still has a cottage.' 

Pat Carney did not remain on the fann; she went to the city and began a career as a 

fieelance journalist for the Vancouver Sun and Vancouver Province. In 1956, at the age of 

21, she manied Gordon Dickson, a rewrite man who was much older than she and had a 

daughter fiom a previous marriage. While she was rnmied, Carney freelanced at the 

Vancouver newspapers and helped put her husband through law school. It is interesting that 

even &er she was married Pat Camey kept her own surname before doing so was 

fashionable. 

When her husband was attending law school "Carney worked, helped raise his 

daughter by a previous marriage, Jane, and their own son, John ~atrick."' She also attended 

the University of British Columbia and, in 1960, received a B.A. in economics and political 

science. By 1965, Carney had become a business columnist for the Vancouver Sun. In the 

late 1960s and early 1970s she also fieeianced with the Toronto Star, Macleans, T-cid 

Pest, The New York Times, and the Times of London. Her articles covered a variety of 

financial subjects as weii as the economic development of the  ort th.^ In addition, she wrote 

television specials for the CBC and CTV on hance and econornics. 

Holding a position as the business columnist of a major newspaper was quite unusud 



for a wornan and, for some tirne, Carney thought she was the first woman to occupy such a 

position: "1 thought I was the first female business writer but it ninis out that J.K. Edmonds, 

Jean Edmonds, was writing for The Fin- Pog. She wrote under J.K. Edmonds and 1 

wrote under Pat Camey, so veiy few people knew we were women."" However, Camey was 

the first woman business co1ur~iist on a metropolitan daily in Canada. l l When asked why she 

becarne a journalist she replied: 

Al1 [of the people in] my family are joumalists. My aunt was . . . not the founding 
editor [of Ch-], but the person who took it over and ran it fkom the time of its 
conception, in the thirties, . . . until Dons Anderson took it over. My mother is a 
writer. We just ail grew up knowing that if, in the total absence of any other ability 
to earn money we could always write. . . . [I]n the absence of a real job we could 
&te, so we started . . . my brother and 1. . . . When we were in University we were 
both stringers for the downtown papers at twenty-five cents an inch . . . and [it] just 
went on for both of us. J i  went on to radio and television and I went into print. We 
had another brother [Tom and] . . . ail that was lefi for him was the Canadian Press 
and our younger sister [Nora] went into advertising, . . . because, of course, the twins 
took the top meat; you know we were there fia, so they had to take whatever was 
lefi." 

Pat Carney's ability to write took her to places she never dreamed she would Msit. Her main 

interest was in resource developrnent and as oil and gas exploration went north, so did she. 

Carney's editor gave her considerable latitude, as a business columnist at the Vancouver Sun, 

to write about items that she found interes~g. In a ment interview she said, "In most of my 

cases 1 wrote my own stuE . . . 1 had the leeway to go where 1 wanted and 1 was writing 

about rwurce development and how it was changing the province. So I tended to go where 

there were people aories."" In 1968, the people aories she pursued were to be found in the 

area around Fort NeIson, British CoIumbia and Pointed Mountain, North West Territones. 

When Camey arrived in northem British Columbia to interview the industry 



representatives, the situation was rather troublesome and uncornfortable for her. The oil and 

gas industry did not include very many women and the men in charge were not very receptive 

to Camey's presence. However, Pat Camey is not the kind of woman to shrink away from 

di fficult circumstances: 

1 had gone up there [the North] in 1968 foilowing the oil - [the] PanArctic 
exploration, but then they didn't know that Pat Carney was a woman so [Il got off 
the plane and they were awfully mad. . . . And 1 had to sleep in the seismic shack and 
I had to sleep on the floor of the ofice. But that was okay; 1 had my sleeping bag and 
my M e  pink makeup kit, and my pink pantniit. . . . 1 didn't really care where 1 slept 
but 1 was so fascinated by what these Canadians were doing in the d or th." 

There was no cornplainhg from Camey about the sleeping conditions. She did not let the 

negative attitudes of the industry representatives interfere with her main objective of getting 

the story. Carney's articles were not limited to the simple depiction of how Canadians were 

exploring for oil and natural gas. Carney exarnined the increase in population and 

employment that went along with the exploration for new sources of oil and gas and the 

construction of pipelines and gas çcnibbing plants. Carney also suiveyed the economic effects 

that the oil and gas industry could have on a community: 

Fort Nelson looks brand new, and most of it is. Twelve years ago, it had ody 300 
people . . . today there are more than 3,000, mainly dependent on the natural gas 
industry. Natural gas has brought new jobs, new growth. Westcoast opened its $21 
million gas scrubbing plant here in 1965. Today it employs around 67 permanent 
employees. To house them, the Company has built 24 houses and 18 apmments in 
t o m  and another 14 homes at the plant a few miles away. Some 250 miles further 
south, the development of Fort St. John has been equaiiy ~pectacular.'~ 

Her writing expressed a certain excitement and hope for how the natural gas industry could 

stimulate a cornrnmîy. The above excerpt illustrates how Carney preferred to report on the 

benefits of development, rather than any possible negative effects that rapid expansion and 



development could engender. It is perhaps understandable that, as a business reponer and 

as a university graduate with a Bachelors degree in econornics, Pat Camey would view the 

oil and gas induary in a favourable light as a creator ofjobs and economic growth. 

Camey's career as a jounialist in the 1960s and her experiences in the North moulded 

and influenced her views on the roles of business and government in developing and 

sustainlng the Canadian economy. An article in the Toronto Star by Martin Cohn provided 

an accurate analysis of Camey's career in the North: "the experience moulded the ex- 

joumalist into an authentic conservative with the motto, 'less government is best 

govemment. "'16 Camey saw the North as an opportunity "to aart building Canada al1 over 

again, without making past mi~takes."~' Ln fact, in an article she wrote for Macleans 

magazine in 1969, Carney compared the exploration and development of oil and gas in the 

North to the role the railway played in opening the West. l8 

A year later, in 1970, Carney wrote two more articles for Macleans magazine. The 

first, "Why we should shape our future guided by Our nonhern Iights," recognized that 

sovereignty for Northemers was very important but it should not "be permitted to mask [the] 

main objectives in the N~rth ." '~  She went on to discuss her three priorities for the region: 

development funds, more jobs and better airstrips. However, Carney did not state who 

should provide the money to pursue these priorities. 

The second article was "Ofthe North, By the North, For the Northemers." The piece 

examined two main issues: the dissatisfaction of Northemers in their quest for self- 

government and the effect of natural resources on development. C m e y  interviewed a 

Northwest Temtories council member who complained: "Ottawa has transferred al1 the 



expenditure areas, such as education, to us and retained ail the revenue areas, such as 

resources. Then Ottawa cornplains that we can't pay our Later in the article Carney 

discussed the "lost generation [of Northemers], the 16-to-30-year-olds who have no interest 

in their parents' way of life and insufEcient education for ours. Jobs are the answer, but there 

are no jobs at Simpson - or@ m g  and despair. And jobs anywhere are scarce. . . ." The 

role of business was to create the opportunities for employment, whereas, the government's 

role was to create a stable atmosphere for business to operate. Ideally, government 

intervention in the &airs of business was to be kept to a minimum. Nevertheless, Camey's 

senes of articles provided her with her first experience of the North and it developed into a 

buniing desire to retum: "[I was] so enthralled with what the Canadians were doing in the 

high High Arctic that 1 wanted to live there."" 

An important issue in the Nonh during the early 1970s was not only the exploration 

and development of oil and gas, but also how to deliver natural gas fiom Alaska to the 

mainland United States. A consortium of the large multinational corporations cailed 

Canadian Arctic Gas Pipeline proposed to construct a pipeline "frorn Alaska across the 

nonhern Yukon to the Mackenzie Delta and up the Mackenzie Valley through Alberta into 

the United Sta te~ ."~  In 1974 the federai govenunent appointed a Royal Commission headed 

by Justice Thomas Berger to examine the potential social, economic, and environmental 

impacts of the proposed pipeline. 

C m e y  reaiized, when she was writing her articles in 1968, that she wanted to live in 

the Arctic. Unfortunate circumaances provided the opportunity for Camey to act upon her 

wish. A year after her articles on northem development, Carney's husband filed for divorce. 



In 1970 there was a strike at the Vancouver Sun and Camey found herself on a picket line 

"broke with a kid and rnortgage to ~uppor t . "~  Since Camey was unernpioyed, due to the 

strike, she decided to go north. Carney described her predicament: 

The only way, and 1 knew there was going to be an economic development boom 
coming, and the only way 1 muld figure out how to live there since no one was paying 
me as a joumalist, . . . there wasn't a job up there, [was to] set up my own consulting 
firm. 

She did not have any experience operating a business but she did have a great deal of 

determination, a B. A. in economics, and a sense of purpose. With a hint of laughter and 

sarcasm Carney described her reasoning for establishg Gemini Nonh, her consulting firm: 

" I I ]  set up my own consulting firm on the bais that since 1 had written about business for ten 

years, naturally 1 knew everything there was to know about it?"" C m e y  aiso had two 

partners in Gemini North, Frank Basham who had a Masers degree in econornics, and 

Terence D. Smyth who "had degrees from McGiIl in electrical engineering and bus in es^."'^ 

Gemini North was named for Pat Carney and her twin brother Jim. They were bom 

under the sign of Gemini and they previously had a company called Gernini ~roductions." 

They established Gemini North in 1970 and it conduaed detailed and extensive research into 

the social and economic impact that pipelines would have on native people.2g Her firm told 

"major companies what to do about everything from labour to satellite communication 

problem~."~ Arctic Gas commissioned a report, then subrnitted the results to the Berger 

inquiry . 

Carney's company conducted several studies between 1970 and 1975 for many 

different interests, including the Department of Indian and Northem AfFairs. However, a 



controversy surrounds the credentials of the people employed by Camey's company and the 

q d t y  of Ge& North's reports. In a book entitled Northem Developrnent: The Canadian 

Dilemma, Robert Page erroneously referred to Gemini North as a "group of consultants, 

made up of joumalists . . In reality, the only journalist was Pat Carney and she was not 

working as a journalist then. Her company "had a base core of about eight people to twenty 

on the "3' For the Social and Economic Impact of Proposed Arctic 

Cm Pi~eline in Nonhem Canada Gemini North employed twelve people. N i e  of the twelve 

ernployees held university degrees varying in fields fiom economics to engineering to social 

anthr~pology.'~ Pat Carney, herself, held a Bachelor's degree in econornics and political 

science and while working as a consultant in the Arctic she "also picked up a Master's degree 

in regional planning at UBC.'"" As for the quality of Gemini North's reports, Robert Page 

stated in his book that Carney's company 

tried to provide the socio-econornic data to flesh out the Arctic Gas application . . . 
[and] proved to be a major embarrassrnent to their clients . . . [with their] simplistic 
assumptions on the cash value of native country food and other analysis. . . . Arctic 
Gas, embarrassed by these superficial efforts, quietly dropped the Gernini Nonh 
evidence before they presented their case to the NEB N i o n a l  Energy Board]. Like 
rnany corporations in the early 1970s, Arctic Gas had only limited in-house expertise 
and it was bumed by entrepreneurs passing themselves off as experts." 

From Camey's perspective, the depiction of her company's work is inaccurate. She saw 

Gemini Nonh's research as ground-breaking work that presented Me in the northern 

settlements in a very realistic and graphic manner. It was not acceptable at the tirne to 

recognize or address the northern living conditions that Gemini Nonh reported in its st~dies.~'  

Pat Carney explained: 

Some of the things that we discovered are now part of the conventional wisdom, the 



fact that the infant mortality rate was x-times the rate of the south; the fact that 
alcoholism and crimes and alcohoi abuse were y-tirnes the rate of the south, [these 
facts] had never been actuaiiy formulated before our report. We had al1 kinds of 
people, we had anthropologists doing some of that work. So when it [the report] 
came out, people said 'Oh, you can't say that! You can't say that about natives! You 
can't say that [the people in] ArcticRed River drink hair spray! ' But they did. And 
then, five, ten years later people started writing about the temble social conditions in 
some of the Settlements and people started realizing yes, that in Arctic-Red River the 
[people] really did drink hair spray and that's why they put it under the counter in The 
Bay store. . . . But at the time, . . . there was very little interest in the kind of work we 
were doing in the whoie system of the M a c k e ~ e .  And, 1 guess we didn't know 
enough not to say these t h i n g ~ . ~ ~  

It was Camey's opinion that We Berger Inquiry was [not] at aii interested in the kind of hard 

line economic research we were doing. . . .The Berger Commission was going for the ethic 

of 'the beautiful native on the land' and trapphg, getting back to the traditional values . . 

but we were doing hau spray addicts where everyone couid see.'"' Cmey's solution to the 

poverty and social iils that piagued northern communities was to encourage the development 

of oil and natural gas. The oil companies, and the energy industry in general, were viewed 

by Carney as potential saviours of a depressed economy, and she "had little patience for 

romantics who opposed de~elo~rnent."~~ This view did not fade over tirne. In fact, while she 

was living and working in the Nonh during the 1970s, Carney's view of the oil and gas 

industly as an "engine of growth became firmiy entrenched in her personal philosophy and 

happened to coincide with Progressive Conservative ideoiogy. 

It is important to point out that Camey's career in the 1970s was not limited to 

conducting socio-economic studies on the impacts of northern development. She also "set 

up the first satellite tele-education project ever in B.C. for the B.C. g~vernrnent,''~~ and heid 

memberships in nurnerous professional organizations like the Canadian Institute of Planners, 



the Canadian and Arnerican Economics Associations and the Econornic CounciI of Canada? 

In an interview with a journalkt fiom the Vancouver Stin in 1985, Camey stated that her 

involvement with the Economic Council of Canada in the 1970s heiped to prepare her for a 

Me in politics." 

However, Carney was not an eager entrant into the political life. Although she was 

highiighted in a 1971 aatelain_e article "105 Potential Women MPs," it took eight years for 

Camey to take an active role in politics." She was recruited in 1978 while she ' k a s  in 

Whitehorse reviewing the nght of way for the Foothills pipeline on the day that [she] received 

a call from the nding association in Vancouver asking [her] to run in Vancouver Centre."" 

There is a story about her ignoring a phone cd1 fiom William Neville, Joe Clark's chief of 

staff ,  Camey's reason for not running to the phone was that: "The buses were on strike and 

1 had to drive rny son to school.'" Clark was T g  to ternpt Carney into entering politics and 

had Jean Pigott, a former PC MP for Ottawa-Carleton, telephone Carney to assure her that 

they would help to look f i e r  her son John Patri~k.~' Camey is quoted as saying, "They call 

you and cail you and call you, and Say the countq's going to go to min ifyou don? Save it, 

and d e r  a year of this - this was Joe Clark, in 1978 - you begin to believe it. . . .'- A year 

later, in 1979, Carney succurnbed to Joe Clark's pressure. She decided to "put her economic 

consultant business on hold and run in Vancouver Centre . . . againa former mayor and 

Liberai Art Philips. She Iost by 95 votes but was finally elected in 1980.'"' Sorne accounts 

aate that Carney was initiaily a shy campaigner and "had to be dragged by fellow Tory Flora 

MacDonald into shaking hands with ~o te r s . ' ~ '  However, once she was elected, Pat Carney 

was determined to be available to her constituents. She provided regular Neighbourhood 



Night forums where she would speak with her constituents on whatever topics they wished 

to ~ ~ S C U S S . ~ ~  

Pat Carney is not the kind of person who will quietly blend into the background, 

particularly if she feels passionately about an issue. A journalia once wrote of Camey: "She's 

very smart, v e q  hard working and very, very tough. . . . She takes no guff She swears 

occasionally. . . . She is the kind of woman who does not produce in men the inclination to 

be cute or ta& down to her."" For ewmple, in her first year as an MP she became embroiled 

in a large controversy concerning the travel allowance. MPs could use the travel allowance 

to fiy their spouses to ûttawa but, since Carney was divorced, she wanted to use her 

aliowance to fly her son to Onawa to visit. The people who enforced the niles of Parliament 

would not allow her to use the travel allowance to do this; therefore, Carney boycotted 

Parliament, nating that it discnrninated against single mothers. A friend of Camey's said 

"whenever they get her Irish up, C m e y  lowers the boom,"" and with al1 the firy of her 

Black Irish temper she charged that Parliament's "antiquated, old-fashioned, Edwardian d e s  

[were] concocted for the convenience of the WASP, middle-aged and definitely rnarried 

majonty."" The result was that they changed the rules." 

During her fia year as an MP Camey was given the position of Cntic of the Secretary 

of State (1980-1981). A year later she becarne Critic of the Minister of State for Finance 

(1  98 1 - 1982). Then, in the spnng of 1983, Joe Clark called the Progressive Conservative 

leadership convention and Cmey took over as Finance Cntic so that Michael Wilson could 

nin for the leadership." In late 1981 she had attacked the Liberal budget of then Finance 

Minister Ailan MacEachen, "damning hirn for cancelling a number of tax breaks for a large 



number of half-built apartrnent buildings, halting their construction and forcing the layoff of 

thousands of workers? M e r  two days of repeated attacks fiom the Opposition PCs, 

Machchen announced changes to the budget and, not long fier, he was removed fiom his 

post. 

Although Camey was not the critic of Energy, Mines and Resources (EMR) until 

1983, she did occasionally comment on energy issues. During a debate in the House of 

Comrnons in Oaober 198 1 on Bill C-48, the Canada OiI and Gas Act, she gave a poignant 

speech about her experiences in the North and her perception of what role federal 

governments of the past had played in the economic development of the Nonh. It is worth 

quoting at length: 

Before I becarne a Member of Parliament, 1 had the opportunity to spend a lot of time 
in the Nonh. During the 1970s 1 lived in the Nonhwest Temtories where 1 worked 
for several yean. . . . During that time 1 developed a deep appreciation for the people 
of the Nonh and its traditions. 1 travelled extensively throughout the Nonhwest 
Territories. . . . 1 am opposed to the assumption that underlies the federal 
government ' s attempt to take a straight 25 percent ownership of projects. It is typical 
of the attitude that the federal govemment has always adopted when dealing with the 
North. Federal governments have rarely demonstrated any red sensitivity to the 
needs of the Nonh. Federal governments have always, throughout the hiaory of the 
North, taken the major revenues for themselves and prevented Nonherners fiom 
attaining any degree of control over their own future. . . . Throughout the period, the 
essential conflict has been the demand by Northerners for a greater measure of self- 
government and the federal government's reluctance to relinquish ownership and 
control over the natural resources which would provide the financial base for self- 
government. Bill C-48 fits into this traditions6 

From her statement it is apparent that her experiences as a joumalist and businesswoman in 

the North iduenced her attihide toward the interventionist role that Ottawa had played Ui the 

exploitation of resources in northem Canada. This attitude grew stronger throughout 

Camey's t h e  in opposition and would be a significant factor in how she developed the PC 





that a11 interested parties would be satisfied. Without her strong personality and deep 

conviction that the NEP was wrong, she would not have been successful in negotiating 

agreements with the provinces and industry. The heart of the PC energy policy was 

deveioped by Pat Camey while she was Opposition energy critic, and was cleariy articulated 

before the 1984 election. Ultimately, Camey was the guiding force behind the Conservative 

energy policy. 
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CHAP TER 3 
PC Energy Policy Formulation 

The Beginning of Policy: Sqtember tu December 198.3 

Although Brian Mulroney had some basic ideas about what the PC econornic and 

energy policy should contain, his role in the policy-making process was that of a leader who 

delegated authority to trusted officiak1 One of Mulroney's fist actions was to ask Finlay 

MacDonald, an experienced PC fund raiser fiom Nova Scotia, to examine the ways in which 

the Conservatives could assume the reigns of power in an organized and efficient manner. 

The repon by MacDonald recommended that the Conservatives establish four transition teams 

that would prepare information on the status of the civil service, future poiicy, the machinery 

of govemment, and the staffing of the ministers' offices.' The recommendations did not go 

unnoticeci. Soon der  the by-election in August 1983 that made Mulroney an official member 

of the House of Comrnons, he created his own shadow cabinet. He displayed his expertise 

as a conciliator "when he appointed supporters and leadership rivals to shadow cabinet 

positions."' 

In early September 1983, Pat Carney assurned the role of Energy Cntic.' She was 

given the task of dismantling the NEP and her £ira aep in that process was to meet with 

industry and provincial representatives to get a clear idea of what they did or did not like 

about the NEP.' In an interview with the Globe and Mail Pat Camey bnefly described her 



technique for a c q u i ~ g  information on energy poiicy: "I've had intimate Bay Street dinners 

and opened a gas plant in Hythe? Alta., - population 700. . . . I'm tryïng to wrap my muid 

around an extraordinarily complex (energy) program and h d  out what 's in the minds of the 

players.'" It was common knowledge that Camey went on fact-finding missions and 

established study groups to examine the various aspects of the NEP, but there was little detail 

provided. In addition, the degree to which the industry study groups intluenced the content 

of the PC energy policy was never clearly presented or exarnined in the media or subsequent 

literature except to point out that the PCs had "a direct pipeline to the policy changes 

expected by those acton."' The PCs were extremely secretive about the specifics of their 

policy and did not want to release the information until coherent and complete policies were 

developed. 

In order to develop such policies the rnembers of the shadow cabinet were given an 

outline entitled "Steps in the Policy Process" that provided a tirne-fiame for each critic to 

prepare assessments of their  portfolio^.^ The assessments were then to be used to form a PC 

Policy platform for the 1984 election and " a  coherent and coordinated economic development 

policy for a new goverment.'* It is important to recognize that the PCs in Opposition, 

under Bnan Mulroney, were very weli organized. They did not want a repeat of the situation 

in 1979 when the Party led by Joe Clark was not prepared when it assumed office and, as a 

result, Clark made several promises during the election that the PCs could not keep.1° 

The policy-making process that Camey camied out as energy critic went through 

various stages between September and December 1983. The f ~ s t  step in the policy-making 

process was the gathering of information. She needed to know how the NEP worked, ifit 



was successfùl in accomplishg its goals, and how it could be changed to reflect PC ideology 

as weil as satisfy the disgruntled interests. In her first three months as energy critic, Camey 

met with the Canadian Association of Oiiweli Drilling Contractors; the former PC energy 

cntic, Harvie Andre; officials from Energy, Mines and Resources (EMR); representatives 

from Dome Petroleurn, TramCanada Pipelines and many others at dinners held specifically 

to introduce her to industry representatives. She also met with Alberta Energy Minister, John 

Zaozirny, and was bnefed on the interests and concems of Saskatchewan and Ontario." 

However, the information gathering was not confined to meetings and interviews. Camey 

also received detailed letters and copies of speeches and submissions made by infiuential oil 

and gas businesmen to assorted organizations and governrnent cornmittees. The content of 

these packages outlined what induary representatives like J. L. Stoik, President of Gulf 

Canada, J. K. Gray, Executive Vice President of Canadian Hunter Exploration, Jock Osier 

of Canterra, and A. H. W W ,  Senior Vice President of Westcoast Transmission Company 

Lirnited would like to see in an energy policy. '' 
The next step in the policy-making process was for Pat Carney and her staff to sifi 

through ail of the information that had been acquired f?om the briefings, meetings and letters 

and decide which suggestions or recommendations would fit into the PC energy policy. It is 

important to keep in mind that Carney was on a schedule and had deadlines for the 

development of policy. A memo fiom Miche1 Wilson, dated 19 October 1983, reminded his 

feiiow memben of the Economic Dwelopment Envelope Cornmittee (EDEC) about the target 

date of 6 December 1983 for policy repons. Members of the shadow cabinet were asked to 

complete "a prelirninary report on policies that would be foilowed by a new Mulroney 



government." The memo also provided a proposed framework for the reports. The following 

quotation outlines the seven basic points each report was to follow: 

1) Assess current spending of department (and agencies, etc. under jurisdiction of 
department) 
2) Evaluate current status of the indunry 
3) Review the spring 1983 policy initiatives as attached for your particular area 
4) Mentie constraints and smictural problems within the induary resulting fiom 
government policy. 
5) For resource-based departments, identify any changes in the management of the 
resource which we should follow in govemment. 
6) Idenrie any other policy initiatives, foilowing the same guidelines as set out in 
three above. 
7) As a concluding section to your report state the overall pnonties which you believe 
should be followed. l3  

The memo aiso irformed the Cornmittee members that the party was going to stand by the 

principle of less govemment intervention and regdation in ail aspects of the economy. Thus, 

the critics were to take that into account when examining expenditures in departments. In 

addition, the memo suggested that the critics consult someone fiom the private sector "to 

assist in the anaiysis and the writing of your report."" The 6 December 1983 deadline was 

considered crucial so that the party would have an oppomtnity to refine and coordinate the 

various policies Uito a workable platform for the new govemment. The result, for energy critic 

Pat Camey, was the development of three policy discussion papers in November and 

December 1983 that refiected the initial stages of the policy-making process. 

The £ k t  energy policy papa was circulated through the PC caucus on 10 November 

1983. However, the deficiency of substance in the Memorandum on "Energy Policy," 

indicates that, at this point, Carney had not spent very much tirne reviewing the mountains of 

information she had acquired. She began the Memorandurn by stating what strategy the PCs 



should pursue: 

Our approach to energy policy must be based on the premise that self sufliciency in 
energy is one of the oustanding [sic] failures of this administration. The Petroleum 
h p o n  Compensation Board and the Petroleurn Incentive Program both demonstrate 
gross negligence in their implementation and tiaud on the people of Canada by the 
administrators of these programs. l5 

She proceeded with an outline of the PIP grants and the Petroleum Import Compensation 

Board and then put forward several broad statements of what PC energy policy should 

contain. Potential elements included a focus on energy self-reliance in Canada and the 

benefits of alternative energy resources. The former had the possibility of creating an 

econornic boom: "The transmission consoniums, the pipe and fitting companies, the 

construction workers to be employed, ail wuld be a ves, poçitive advantage for this country." 

The latter would assist in the conservation of Canadian oil and gad6  Nevertheless, the 

memorandum did not provide the clarity and detaii that are found in later documents with 

respect to more concrete policies. 

A more in-depth and detailed document was distributed to the PC caucus on 30 

November 1983. AU of the initiatives containeci in the third ciraft of the Canadian Energy Plan 

(CANEP) were clearly extrapolated fiom the myriad of suggestions that Carney had collected 

over the previous two months. The document began by stating that it was the Clark 

government in 1979 that f i r ~  htroduced the objective of oil self-sufficiency. It then went on 

to express the primary aims: "The Canadian Energy Policy has as its underlying objective the 

rehim of the initiative of finding and producing energy to those who actuaiiy do and know 

the job." This objective, which meant the rernoval of govemment intervention in the industry, 

was supplemented by three basic principles: a simplified and reduced role of government, an 



equity of prices and supply, and a reestablishment of investor confidence. l7 

The people fiom whom Cmey had received input provided suggestions almost 

identical to the underlying objective and the three principles listed above: "[The] central 

theme of any policy should be to put the industry back to work . . . the industry is a re- 

invesmient machine . . . [and] means jobs across the country"; "We want less govemment"; 

''Government interference with the marketplace is the major problem"; "Fairness of revenue 

sharing between govemments and industry . . . Realistic consumer cost both as consumers and 

as taxpayers . . . Equal treatment of investors, Canadians and others"; "Lack of clarity results 

in uncertainty and (more so an investor fear) as a consequence [there is] restricted 

ùi~estrnent."'~ The sunilarities b e t w n  the suggestions and the policy do not end at the basic 

principles. 

The recommendations pemeate the content of al1 the specific policy initiatives which 

followed in the document. Several of the people whom Carney consulted suggested that the 

PIP grants be replaced with some form of têu break or royalty holiday, that money be spent 

on the development of oil sands and heavy oil upgraders, and that the PGRT be phased out 

and replaced with a tax on profits.Ig These proposais are reflected in the first three policy 

initiatives: 

Emphasis will shift fiom encouraging only large-scale oil producing projects to 
schemes of al1 sizes, producing or converting energy fiom aii foms. 

Effective the day of taking office, the PGRT will be deductible for corporate tax 
purposes. In the longer term, an appropriate vehicle for replacing the PGRT and 
IORT wiU be found, and the over-al1 taxation regime d l  be simplified. 

The PIP grants will be phased out and replaced with a non-discriminatory, more 
practical and less coaly means of encouraging exploration and development, while 



maintaining the involvement of Canadian-owned cornpanie~.~~ 

An interesthg observation is that none of the people who were consulted even mentioned the 

fourth policy initiative: "The tax system, wili be examinecl with an eye to eaablishing a regime 

which encourages production or conversion of al1 sources of energy. For instance, there 

should be a tax advantage to a homeowner who instails a solar heating system comparable to 

those which the oil industry re~eives."~' Perhaps the industry representatives were not tenibly 

concemeci about consumer or taxpayer issues; or a more likely reason was that it would not 

be in th& best interest to encourage conservation or utilization of altemate energy sources. 

Nevertheless, the remaining policy initiatives were al1 based on advice Pat Carney had 

received f?om the industry and provincial representatives The concluding policies dealt with 

natural gas pricing, the expansion of markets for the sale of oil and gas, "the speedy 

construction of [an] . . . oil sands plant," the removal of the Crown-share under the Canada 

011 and Gas Act, and the proposa1 for Petro-Canada to be more accountable to the public." 

Ya, these policies were still quite brief and did not provide a very comprehensive assessrnent 

of how and why such changes were necessary. 

The third policy paper, which capped the initial stage of the policy-making process, 

was entitled "Federal Energy Policy: A Discussion Paper." The c'Discussion Paper," dated 

Decernber 1983, expanded upon the items in the previous "CANEP" document and provided 

even more detailed poiicy ideas. The introduction gave a bief sumrnary of the PC perspective 

of the political goals set out by the NEP. The ccDiscussion Paper" then went on to suggest 

how a PC energy policy should be presented. The passage is wonh quoting at length since 

the m m e r  in which the policies were proposed dunng the 1984 election campaign emulated 



the following template: 

A new federd (as opposed to ~tiond)  energy poiicy statement should be concise, 
concentrate on broad goals or issues, and be fiee of graphs, numbers and the usual 
quasi-technical appendices which have become the trademark of federal policy or 
"position" papers. This approach will give the new federal government some 
flexibility at a time when the world energy situation is in a state of flux . . . Such a 
statement aiso will send a broad but unmistakeable signal to the petroleum indust~y, 
to investors and to the Canadian public at large that the new government means 
business, that it intends to put in place programs which d l  get Canadians back to 
work hding and developing theù hydrocarbon energy resources for the overall 
benefit of the country? 

The above aatement set the tone for the document and, as in the "CANEP" policy paper, it 

established three basic p ~ c i p l e s  as the foundation for PC energy policy. The three objectives 

were defined as follows: to promote security of supply; to maxirnize economic and social 

benefits of energy development and ensure that the benefits accmed to dl Canadians; and "to 

restore investor confidence in Canada's oil and gas industry."" 

However, in the 'cDiscussion Paper," as opposed to the first two policy papers, there 

were specific ideas on how to accornplish each objective. For example, after the first principle 

there were three mechanisms listed conceming how to achieve crude oil self-sufficiency. 

They were: emphasis on oil sands and heavy oil development, promotion of conservation and 

substitution of ail, and review of research and development initiatives pertaining to alternate 

sources of energy .u In addition, each mechanism had a description for how to approach the 

respective issues. Thus, the c'Discussion Paper" represented a more advanced step toward 

the development of PC energy policy. 

In the "Discussion Paper," the section on revenue-sharing stated that the PGRT, 

NGGLT, and COSC taxes would be phased out as PIP was phased out. However, the 



difference in this proposai compared to the "CANEP" document is that the PGRT was to be 

eliminated not replaced. The Papery' also explained that the federal governrnent 

would receive its f& share of revenue "through the corporate tax system and through various 

ad valorem and excise taxes it gets through the sales of goods, services and refined 

prod~cts."'~ The document advocated the idea of "one crude oil price for Canadians . . . 

[and] world pnces for ail domestic cmde oils," with the stipulation of a force majeure clause 

that would protect both the consumers and the induary in the event of unforeseen pice 

shocks. The section on Naturd Gas Pncing and Oil and Gas Expons were a little more vague 

and it was suggested that the issues be left aione until after the election. The final section 

discussed how to restore investor confidence in Canada's oil and gas induary and redly only 

reiterated points made earlier in the other two sections of the "Discussion Paper." The three 

new aspects of the policy initiatives were the cornmitment to eliminate the 25 percent 'back- 

in' on Canada Lands, the pledge that 50 percent Canadian ownership would be required in 

a project on the Canada Lands before production could begin, and the reference to making 

Petro-Canada more U e  a pnvate-sector Company. 

Although Pat Camey had a fkkly dear idea herseif of what a PC energy policy should 

contain, there is continued evidence that the policies in the December ccDiscussion Paper" 

were indeed innuencd by the rnany different people with whom Carney consulted. AU of the 

policy initiatives were recornmendations made by several of the industry and provincial 

representatives.27 However, there were two exceptions. Under the headings Canadian 

Content and Regional Benefits the message had a more political nature and did not refiect any 

specific policies or recommendations. 



This is not to Say that every recommendation or suggestion that came across Pat 

Camey's desk was uicorporated into policy. There were some recommendations that were 

not included in any of the policy documents. Former PC energy critic Hamie Andre 

suggested that PIP grants be replaced with a bid system. Alberta Energy Minister John 

Zaozimy wanted the PGRT abolished Unmediately when the PCs assumed office rather than 

phasing out the tax. Imperial Oil recommended that there should be 50 percent Canadian 

ownership of an interest on the Canada Lands at the production level except if no Canadian 

h could be found to fidfïll the 50 percent ownership, then the d e  would not apply? None 

of these suggestions made it into the policy papers that Pat Carney circulated to the PC 

caucus in the fa11 and winter of 1983. 

Despite the number of recommendations that influenced the PC energy policy in the 

pre-election discussion papers, the ideas of less government intervention, faimess for both 

producers and consurners, and the restoration of investor confidence in Canada's oil and gas 

indunry were ail a clear retlection of Carney's and the Party's ideology at that time. The 

concept of energy as an "engine of growth" was not a new one for Pat Carney. Since her 

thne as a joumalist in the 1 9 6 0 ~ ~  she had subscribed tu this particular concept. Nevertheless, 

the policy papers of November and December 1983 lacked specific proposais to implement 

the policy suggestions. The one item that al1 three policy papers had in common was the 

repeated remark that M e r  examination of the issues was nece~sary.~ The reason for more 

research was to develop a more thorough policy that could be used once the Progressive 

Conservatives took office. 

At a private dinner in Calgary with several industq representatives, Pat Carney related 



that her strategy was to have an energy policy developed before the election that would be 

in the national interest. She then told those present to "ignore [the] political implications; 

just feed us poiicies, poiitics is ow job." However, the information Carney accumulated 

between September and December 1983 was received in an informal fashion, and it did not 

provide the type of detail that she required to implement the policy objectives if the Party 

assumed office. Carney inforrned the PC caucus that "during the initial review of the many 

complex problems facing the energy sector, it became clear that five areas needed further 

consideration and ~tudy."'~ Thus, in order to formulate a comprehensive PC energy policy 

that would combine both political statements and specific policies, Carney decided to appoint 

six industry task forces, or study groups, to examine those five areas. 

The idea for the study groups did not originate with Carney. Brenda Brown, Camey's 

assistant, had previously worked for former Ontario premier Bill Davis and he had employed 

task forces quite o h  when he wanted issues examined. Ms. Brown suggested that it might 

be worthwhile for Carney to establish task forces to study various aspects of the NEP. The 

notion was initially rejected by Carney, but she reconsidered and realized that task forces 

could accornplish a great deal. Carney explained, ". . . my job in replacing the NEP was 

simply to figure out how we could best develop the regirne . . . so that the feds were out of 

the picture. . . . 1 did look to the industry [for advice]. They knew what their problems 

~ e r e . " ~ '  

On 18 January 1984, Carney sent letters to the prospective study group members." 

Each task force was composed of between five and seven members £tom various oii and gas 

companies. Many of the i n d u w  representatives with whom Camey had consulted between 



September and December 1983 comprised the study group membership. The audy groups 

were *en 'tems of reference', or questions that Camey wanted answered. The beginning 

of each 'terms of reference' letter included a statement of the study's objective. The objective 

dso outlined how the report should be organized: 'cRecommendations should be specific and 

should include, where appropriate, implementation proposals for the rec~mmendations."~~ 

The study groups were also asked to submit their hdings to Camey by 15 March 1984. 

There were between seven and ten questions in the ternis of reference, and they were specific 

to the panicular program or policy that the study group was being asked to examine. It is 

notable that the chairrnen of each group had been in contact with Camey, in an advisory or 

consultative capacity, before they were recniited? Therefore, it is not surprising that many 

of the general objectives outlined in the three policy papers of 1983 were found in various 

foms within each study group ' s recommendations. 

Although the letter sent to the study group members stated explicitly that "the report 

of the study group should only be considered as input, however valuable, to Our policy 

formation process," Carney implied the opposite to PC party members. In the minutes of a 

meeting with the Economic Development Envelope Cornmittee Carney is quoted as saying: 

"our funire policy is being developed by five industry task forces . . . their recommendations 

will be for govemment policy not the electi~n."'~ Despite these words it was not inevitable 

that the task force recommendations would indeed become policy. Carney's role as energy 

critic and fùture Minister of EMR was to evaluate the recommendations and advice she was 

given and then formulate a policy f?om that information. The ultimate decision about what 

was going to comprise the energy policy presented to the PC caucus was still Carney's 



responsibility . 

Indusîty Task Forces 

in the following section, the recommendations of the study groups will be examined 

in detail. The five aspects to be scrutinised by the study groups were price/taxation/revenue 

sharing, PIP gants, COGLA operations, oii sands and heavy oil development, and natural gas 

policy. The primary objective of the analysis will be to determine which proposais were 

incorporateci into policy and which were not. The beginning of each study group segment will 

begin with a brief overview of the corresponding Liberal policy in order to assess how the 

recommendations varied fiom the NEP policies. 

1. Price/Taxation/Revenue Sharing 

Backprmmd The Liberal govemment's NEP was a behemoth of new taxes, rules, and 

regulations. Refer to Table 3.1 on the following page for a cornparison of Pre-NEP taxes and 

royaties to the NEP system The Petroleum Compensation Charge (PCC) was a charge levied 

on domestic refiners to pay for the Oil Import Compensation Program (OICP). The OICP 

was a federal subsidy designed for refiners who processed irnported oil in order to reduce 

their costs to the same level as refiners who processed Canadian oil. In 1980, the pnce of oil 

fiom a Canadian well, excluding transportation costs, was $16.75 per barrel; the delivered 

pnce to central Canada was $18.00 per barrel; and the landed cost of imported oil to Canada 

was $38.00 per barrel?' The federal subsidy amounted to $20.00 per barrel or approximately 

53 percent of the cost. Previously, the OICP was paid out of generai revenues." 



TABLE 3.1 
Taxation and Royalty Cornparison Chart - 

Pre-NEP 1 NEP & NEP Update 

- - - - - - - 

II Provincial Royalties 1 FederallProvincial Royalties II 
II "Syncrude Levy" $1.75 er barrel to 

compensate uurchases of n,m 8 ettc m d e  od I Petroleum Corn ensation Charge (PCC) - 
rcplaccd the 4 b S M d  Le* II 

II 1 Incremental Oil Revenue Tax (IORT) II 

Expon Tax (Federal govemrnent) 

I r - - -  1 Natural Gas and Gas Liquids Tax (NGGLT)38 II 

Petroleum and Gas Revenue Tax (PGRT) 
I 

Canadian Ownership Charge (COC) 

Export tax - sharrd by fcdcral and provinciai govcrnmcnts 

Sotrrce: DEMR, NEP 1980. 25; and f i ce  Waterhouse. The National Enerm Progam 2nd Edition (Pnce 
Waterhouse. November 1 98 1 ). 1 0- 1 1. 

The PCC was levied on domestic refiners so that the charge was borne by those who 

used petroleurn produas rather than directly by the taxpayer. The charge amounted to $2.55 

per barre1 at the end of 1980, and was set to increase by $2.50 per barrel on January 1 of each 

year beginning in 198 1 . However, the actual increase in 198 1 was greater than expected 

because of increased imports due partly to Alberta's production cutbacks in the wake of the 

announcement of the  NEF.^' 

The next new truc was the Petrolewn and Gas Revenue Tax (PGRT). The PGRT was 

quite a complex mechanism that consisted of two parts, the production revenue tax and the 

resource royalty tax. The former was initially set at a rate of 8 percent on the production 

revenue which was defined as revenue "derived from the production of Canadian petroleum 

or gas, or the processing in Canada of petroleum up to the crude oil stage? There was also 



a rate of 8 percent charged to every person who received any type of resource royalty. A 

resource royalty was defined as "any amount computed by reference to the amount or value 

of production afler December 3 1, 1980, of Canadian petroleum or gas and includes any 

minimum or advance royalty payment in respect thereof '"' The PGRT was to be reviewed 

as oil pnces increased. 

At the beginning of 1982, the PGRT was still levied at 16 percent, but it was 

reduced, in the NEP Update. to 14.67 percent for the period 1 June 1982 to 3 1 May 1983. 

The tax applied to anyone who had income fiom oil and gas production in Canada. 

Therefore, it was not imposed on income fiom transporthg or transmining gas and oil, 

processing or refining crude oil, but rather was levied on the "net operating incorne fiorn 

production of oil and gas.'" The PGRT was not income tax deductible, but the goverment 

did permit the companies to deduct the resource allowance from their net income, a provision 

which effectively lowered the amount of rnoney that went to the tau.') The reason for the 

PGRT was to provide extra revenue to the Federal Government so that it could continue 

funding the existent incentives to the oil and gas industry. 

The Canadian Ownership Charge (COC) was levied on "gasoline and petroleum 

products and gas consumers'* for the purpose of purchasing major foreign-owned oil 

companies by publicly-owned Canadian companies. This would in tuni increase the Canadian 

ownership and control levels in the oil industry of Canada. These funds fiom the COC went 

directly into the Canadian Ownership Account (COA). These were to be used specifically for 

"investment in shares, debentures, bonds, or other evidences of indebtedness andor for 

property acquisitions f?om any person in order to increase Canadian public ownership of the 



oil and gas industry in Canada and to repay loans or expenses incurred for that p u r p o ~ e . ' ~ ~  

The funds fiom the COA were used to help pay for Petro-Canada's purchase of Petr~fina.~' 

In addition, money f?om the COA was earmarked to hance the Trudeau government's loan 

package of $ 5 0 0  million to Dome Petroleum if it became necessary4' However, by 1984 the 

governrnent broadened the uses of the account to assist in hancing some of the other 

incentive programs, Wre PIP grants or certain types of project hancing, for Canadian-owned 

oii companies. 

The NEP advocated an averaged or "blended7' pnce for aii types of oil whether they 

be synthetic, conventionai, crude bitumen or any other type. But under the terms of the 

Canada-Alberta Energy Agreement of 198 1, a two-tiered oil pricing system was developed 

to differentiate the price of "old oil" and "new oil." Old oil was defined as conventional oil 

recovered fiom a pool before 1 January 1981 and would "not include hcremental oil 

produced by enhanced recovery schemes.'"* ~ e w  oil was referred to under the New Oil 

Reference Price (NORP) system. New oil was defined as conventional new oil fiom Alberta, 

synthetic oil, and oil âom Canada Lands, that was discovered after 3 1 December 1980. 

Conventional new oil included oil recovered using enhanced recovery techniques and cmde 

bitumen fiom oil sands. The NORP was designed to encourage, through higher prices, the 

development of new supplies of oil, but the pnce of new oil was not to exceed 100 percent 

of the actual international price of oil.lg 

The hcremental Oil Revenue Tax was another outcome of the 198 1 Canada-Alberta 

Energy Agreement. It was to become effective on 1 January 1982 and was "designed to tax 

the incremental revenue emed  by producers of 'old oil' in Alberta. . . . [Olld oil revenue is 



defined as the additional revenue emed by producers of old oil under the price schedule 

containeci in the agreement as compared with the price schedule as origindy planned under 

the NEP."' This was to ensure that producers did not a m a s  windfall profits as a result of 

prices being raised above the levels that were set out in the original NEP document. 

The forecasting of the NEP and the CanadaAberia Energy Agreement prices was 

based on the assumption that prices would continue to increase. Table 3.2 on the following 

page is a chart comparing the wellhead oii prices under the NEP and the price schedule that 

was established in the Canada-Alberta Energy Agreement. The pnces listed in the table were 

projections. The schedule, and other plans that sought to phase-h regular pnce increases, had 

to be altered dramaticdly when the forecasted world pnces did not rise as anticipated. 

Natural gas pnces were aiso afEected by the NEP. The naturd gas tax that was set 

out in the 1980 NEP document was a charge of 30$ per thousand cubic feet (Mcf) for 

domestic sales and 15$ per Mcf for exports. Additional increases of 15$ per Mcf were 

assignecl for 1 July ! 98 1, 1 January 1982 and 1 January 1983. However, the Canada-Alberta 

Energy Agreement altered the natural gas tax and made the wholesale price at the Toronto 

city gate quai to about 65 percent of the average price for crude oil at the Toronto refinery 

gate. Under the agreement the export tax on naturai gas was temporarily shelved for the 

agreed upon terni of 1 October 1 98 1 to 3 1 December 1 986. Nevertheless, al1 natural gas and 

gas liquids sales or d marketable gas in Canada were hit with the Natural Gas and Gas 

Liquids Tax (NGGLT) the amount of which varied depending on certain factors such as 

transportation costs and the pnce of oil." 



TABLE 3.2 
Schedule of Wellhead OiJ Prices 

I I L if 

(AU prices are in NEP Alberta A eement Alberta Agreement 
Canadian $) 0ld %il New Oil 

January 1, 1982 1 19.75 1 23.00 1 45.92 II 

July 1, 1983 1 22.75 1 33.75 1 57.06 II 
January 1, 1984 1 25.00 1 37.75 1 60.18 II 
July 1, 1984 1 27.25 141.75 1 63.48 II 
January 1, 1985 

July 1, 1985 

January 1, 1986 

The export taxes that the federal govement  did Ievy on oil were split with the two 

oil producing provinces, Alberta and Saskatchewan. The amount was determined by taking 

the "additional revenues generated from the difference between the export pnce and the 

domestic price of oil."" One-haif of the tax revenue was to be divided between the two 

provinces with the federal govement retaining the other h a .  The NEP also indicated that 

Cmda would work toward phasing out oil exports by 1985 in order to become cornpietely 

seLf-sufficient. The achievement of self-mfliciency could only be attained by havhg a secure 

and plentifid çupply of oil and gas. Therefore, it was necessary to find new oil and gas fields 

and have the majority of the discoveries made by Canadianswned or Canadian-controlled 

July 1, 1986 38.75 

3 1.75 

35.25 

57.75 77.48 
buvce: Pnce Waterhouse. W P  2nd Edition. 3 5. E.xhibit 27. 

49.75 

53.75 

70.23 

74.08 



firms. 

Sfudv Grmp Assessmenr, There were two study groups appointed to examine the 

issues of price, taxation and revenue sharing. Representatives fkom the Canadian Petroleum 

Association (CPA) composed the membership of one study group and members from the 

Independent Petroleum Association of Canada @AC) formeâ the other group." Each group 

was presented with the same set of terms of reference and each produced a repon. 

The CPA report began with a brief surnrnary of the pricing, taxation and royalty 

systerns as they existed in 1984. The CPA's recommendations for the pncing system for oil 

and gas were the elunination of govemment control of crude oil wellhead pnces with the goal 

of establishing a free crude oii market. They also suggested that the federal government 

should not license expons and irnports but maintain "stand-by powers in case of a supply 

ernergen~y."~ They recognized that a government should keep its options open in case there 

were drastic fluctuations in the world oil pnce. An alternative to the free market pncing 

systern was also put fonvard. The alternative suggeaed was an "'adrninistered' market 

syaem at international price levels." However, a new system would require a review of the 

NEB's and Alberta Petroleum Marketing Association's roles and responsibilities. As for 

natural gas pricing, the report outlined the cornplexhies of the gas marketing system and also 

concluded that competition in an open market environment should be the ultirnate goals.5s 

The IPAC report was more in-depth and covered more issues than the CPA report. 

Nevertheless, many of IPAC's policy proposais were similar and sometimes identical to the 

CPA proposais. In the case of suggestions for the pricing system, IPAC's recommendation 

was essentially the same as the CPA's advice. PAC advocated the deregulation of oil prices 



in üne with a move to a system based on the world oil market price. It aiso suggested that 

naturai gas, Iike oil, be priced at the international market value. However, the producing 

provinces would establish a reference prie which would be used to set a ceiling for domestic 

piices. They also advised that trqortation rates and surplus tests "be examined with a view 

to developing an altemate approach to provide supply protection for Canadians.""j 

The next aspect covereà in the task forces' reports was the question of when pricing 

changes should be made by the PC govemment. The reply was that decontrol of oil pnces 

should occur expeditiously. However, decontrol should be linked with a federal-provincial 

agreement '20 abotish the duai royalty system (retain only new oil royalties or sirnilar scale). 

. . .'"' The CPA report also recommended that the PGRT be eluninated or modified. With 

respect to naturai gas, the suggestion was to phase-in changes but in the interim to have a 

type of "administered market oriented pricing system [that would lead] to orderly 

decontr01."~~ The impact of price changes on the consumer was described as negligïbk for 

oil and uncertain for naturd gas. 

IPAC responded that changes to oil and gas pricing could be made whenever the 

federal and provincial govemments decided to make the changes. Aiterations in the pricing 

system could be made by amending federal-provincial agreements or negotiating new ones. 

IPAC concluded the section by stating that it would be beneficiai for al1 sides if the industry 

would be consulted pnor to implementing any changes to the ~ ~ s t e r n . ~ ~  P A C  ' s assessrnent 

regarding the impact of pnce changes on the consumer was the same as the CPA's: the 

changes would be insignificant for oil and unpredictable for nahiral gas." 

One of the main recomrnendations made by the CPA was that profits rather than the 



gross revenue of the oil industry should be taxed. Its argument was twofold: fh t ,  no other 

industry in Canada had its gross revenue taxed; second, if there were no front-end taxes then 

more money wouid flow-through to the industry and the revenue could be used for 

reinvestment purposes. Not surprisingly, the ultirnate advice was that the PGRT, IORT, 

NGGLT, COSC and PCC all be elirninated.61 IPAC concurred with these recommendations 

and added that it did not ' W e  a position on the right or otherwise of the federai govenunent 

sharing revenues beyond the present income tax system. '" IPAC stressed that the petroleum 

industry only wanted to be treated like al1 other industries in Canada. 

In the tenns of reference Camey also asked the two study groups for suggestions on 

how provincial royalties should be modified. The response by the CPA was that the two- 

tiered system of classifjmg oil as old or new should be removed and replaced with a revised 

system. The new system could be linked with the decontrol of prices and the removal of the 

PGRT. There was also an exhortation that high-cost capital projects like the oïl sands should 

be exempt from royalties or that royalties be levied at a minimal rate until pay out. Then, 

after the project began to make money, the governments should tax the profits." 

IPAC's recommendations varieci f?om the CPA's on the royalty issue. The two-tiered 

system was retauied but with some modifications. There would be a base royalty but its rate 

would be qualified by whether oil and gas was classified as old or new. Added to the base 

royalty was the proposed resource levy, calcuiated "as a percent of revenue less operating 

costs; less base royalty; less capital, and administered by the provincial governent 

~oncemed.'~ The levy would be deductible fiom taxable income for corporate income tax 

calculations. In addition, in order to assis smaller exploration companies, IPAC suggested 



that there should be a credit that could be applied to both the resource levy and payable 

royaltie~.~' 

The ternis of reference also asked the study groups to discuss how the 

recornmendations would affect the revenue shares of the federal and provincial govemments. 

The response by the CPA was that the changes codd be implemented in such a fashion to 

"avoid any major disruptions in the revenue flow to govements. Decontrol of oil pnces 

would increase gross revenues available for sharing.'* The CPA suggested that by 

simplifjmg the pricing system and removing the various NEP taxes the government would 

Save in the area of administrative costs. In addition, the report emphasized the point that if 

the Uidustry had more revenue to reinvest the entire econorny would benefit through increased 

employment and various other spin-off effects. The government would also gain through 

extra tax revenue £tom the increased econornic activity as weli as through less Unemployment 

Insurance and w e k e  payments. Overail, the CPA advised that the changes recomrnended 

would be positive for both the govemments involved and the country as a whole. 

IPAC did not r d y  address the issue of what impact its recommendations would have 

on federai and provincial revenue shares. There is some reference made to revenue shares in 

the discussion of royalties and taxation but it is vague. The recomrnendations focus more 

on how to levy the royalties rather than what the projected revenues would be for 

govemments. However, IPAC went into great detail about issues that were not included in 

the terms of reference. 

Additional recommendations were made by IPAC conceming Canadiankation and 

Canada Lands. IPAC proposed that there should be special incentives for new Canadian 



investon and srnalier Canadian cornpanies. Suggestions included changes to the capital gains 

tax or its eiimination, modifications to the fiow-through tax provisions, and the creation of 

a tax credit for new investors. The PIP grants were to be eliminated but grandfathered for 

exploration agreements signed before the termination. It suggested a resource tax for the 

Canada Lands that would be similar to the resource levy proposed earlier in its report. The 

resource tax would also be tax deductible. Ifthe government decided that there would be 

grants provided for exploration on Canada Lands, the incentive would be avaiiable to dl  

investors. The 25 percent back-in was to be removed, a 50 percent interest by a Canadian 

cornpany would be necessary to receive a production license on Canada Lands, and Crown 

Corporations would be required to operate under the same rules as evev other c~rnpany.~' 

Aside fiom the additional information provided in its presentation and its different 

approach to the royalty system, IPAC subscnbed to the same basic principles as the CFA. 

The ideas for the govement to deregulate oil and gas prices and move to a system based on 

the world oil market, to include a force majeure clause in case of sudden price swings, to tax 

profits instead of gross revenue, and to eliminate ail of the NEP taxes were recommended by 

both groups. The degree to which these proposais iduenced PC energy policy will be 

examined lat er. 

II. Petroleum Incentive Program (PIP) 

Backgm~izd~ In the prearnble to the description of the need for new supply 

development and PIP grants, the NEP document aated: 

. . . the Govemment of Canada must review carefùlly whether there are areas where 
incentives are no longer warranted in view of the private investor's expected risks and 



rewards. It m u t  aiso consider whether the form of the incentive is consistent with 
the objective of increased Canadian ~wnership.~' 

This statement meant that the federal govenunent had reexamined the previous incentive 

system and found that it contlicted with the new objectives of Canadian energy policy. The 

earned depletion allowances for exploration outside of Canada Lands, which had been 

sigdcant deductions and incentives for the induary, were to be phased out. The depletion 

allowance was an income tax deduction of approximately "one-third of oil and gas 

exploration, development, and cenain capital expenditures related, for example, tu oil sands 

The NEP eliminated the depletion allowance for conventional oil and gas 

developrnent expenditures, but aiiowed the depletion allowance to be used for oil sands 

projects, enhanced recovery projects, and heavy cnide oil upgraders to a maximum of one- 

third of qualifjnng expenditures incurred in and after 198 1. This had the ef5ect of moving 

exploration and development away fiom the Western Sedimentary Basin and into the Frontier 

and high-risk projects.'' 

The PIP grant system was developed to replace the depletion aliowance and 

eaablished direct incentive payments for exploration and development in Canada by Canadian 

taxable and non-taxable £ims as weU as individuals. nie payments were higher for Canadian- 

owned f h s ,  with the grant king cdderably more for those companies that had a Canadian 

Ownership Rate greater than 75 percent. In addition, the grant amount was significantly 

greater for exploration and development expenses sustained in Canada Lands than those 

incurred on land under provincial control. 

The process for applying to receive a PIP grant was extremely t h e  consuming and 



invoived a large amount of papenvork. There were also several restrictions conceming the 

eligibility requirements to quaw for the new federai incentive. Applicants for a PIP gant had 

to meet five aiteria in order to be eligible for the incentive payment and these also determined 

what percentage of eligible costs or expenses would be covered: 

The Canadian Ownership Rate ('COR') of the applicant; 
The Canadian-control statu of the applicant; 
The location of the land, whether Canada Lands or Provincial Lands, where the work 
[was] canied on; 
The nature of the expenditure (whether it [was] on account of exploration, 
development or eligible assets); 
The year in which the expenditures [were] incurred." 

In order to be eligible for a COR certificate, an applicant had to be one of the following: a 

corporation that was incorporatecl in Canada, a Canadian citizen ordinarily resident in Canada, 

a landed immigrant, or a partnership or trust that would be treated on the same basis as 

corporations whose shareholders were essentially partners and beneficiaries. In addition, an 

application could not be made on behaif of a joint venture; instead, the participants of the 

joint venture were considered as individual applicants." The COR was designed to identie 

and expose the corporate tactic of using either nominee ownership through Canadian 

intermediaries or numbered investment companies. If the ownership interests were not 

identified, it was assumed that the Canadian content was nil. 

The whole process for calcuiating COR was quite complicated and involved a formula 

among many other steps to determine the eiigibility of the various types of ownership classes 

and corporate structures that abounded in the oil and gas industry. However, in essence, the 

COR was an average of the various classes of "formal equity," such as cornrnon or preferred 

shares, shares issuable on the conversion or exercise of securities, or other instruments. The 



natures of the shares were characterized by voting iights or Canadian ownership constraints." 

The COR applications were admuiiaered by the Petroleum Monitoring Agency (PMA) and 

were valid for twelve months, after which time the application had to be renewed. 

The P m  using the guidehes &om the Foreign Investment Review Agency (FIRA), 

was also responsible for determining the Canadian control level within a company. The level 

of Canadian-control was necessary in order to ascertain the applicant's eligibiiity for a P P  

gant. The extent of Canadian control over a company dif5ered fiom the level of Canadian 

ownership in the sense that it does not take a majority of shares to actually control a 

Company. F R A  defined control as "direct control through ownership of shares or indirect 

control through a tnist, a contract, or through the ownership of shares of another 

corporation.'" The following are three examples of what wodd not be accepted as Canadian 

controlled : 

A public corporation where 25% or more of its voting stock is owned by non-eligible 
individuals, foreign governments or govenunent agencies, corporations incorporated 
outside Canada or any combination thereof; 
A private corporation where 40% or more of its voting stock is owned as indicated 
above; 
Any corporation, where 5% or more of its voting stock is owned by any one non- 
eIigible individual, foreign govemrnent or agency, or foreign incorporated company.'' 

In essence, the decision was based on what was determined to be control in fact and not legal 

controi. If a company did not have a significant amount of Canadian ownership or Canadian 

control, there was Iittle hope that it would receive any gant for exploration and development 

expenses. Howwer, there was the provision that aii enterprises would quaw for an incentive 

payrnent of 25 percent of approved exploration expenses on Canada Lands. The greater the 

amount of Canadian ownership and Canadian control in a Company, the more money it 



received in incentive payments. In this way, the federal govemment hoped not only to 

encourage investment by Canadian individuals and Canadian companies, but also to promote 

exploration and development on Canada Lands. 

Under the 198 1 Canada-Alberta Energy Agreement, the Alberta and federal 

governments jointly administered the incentive program. It is notable that both British 

Columbia and Saskatchewan signeci separate agreements with Ottawa that allowed the federal 

govemrnent to fund and admirister the Petroleum Incentive Prograrn in those provinces. The 

Alberta government administered and paid the incentives for activity on provincial land while 

al1 other aspects of the prograrn were handled by the federal government. The Albena 

govemment was obligated, on an annuai basis, to provide a report on the prograrn. The 

opening section of the 198 1 annual report described the nature of the agreement between 

Alberta and the Governent of Canada for the Alberta Petroleum Incemives Program (APIP): 

Under the terms of the Agreement, Alberta undenook to administer and fund the 
portion of the federal Petroleum Incentives Program applying to oil and natural gas 
exploration and development activities in Alberta. The federal Petroleum Incentives 
Prograrn was created in October 1980 to provide cash grants to Canadian owned and 
controlled companies in lieu of the earned depletion aüowances provisions of the 
corporate income tax system. 

APIP's objective is to encourage the exploration and development of 
Alberta's petroleum and natural gas resources. The program aiso suppons work on 
enhanced recovery oil recovery pr~jects.'~ 

Costs and expenses that were eligible for AFP hnds included exploration and development 

of oil and gas weils; bcgeological and geophysid expenses; and development drilling and asset 

m a s  related to enhancd oil recovery projects.'" The larger percentage of expenses covered 

for companies that had a higher COR and Canadian control, as opposed to companies that 

did not have a very significant Canadian content, are profiied in the following Table. 



TABLE 3.3 
Incentive Payments as a Percent of Eligible Erpenditure! 

Canada Lands COR Level 1 COR Level2 COR Level3 
-- 

COR Level4 

Ltss than 50% COR S0%+ COR I 60% COR in 1981. 
O/aScac to 

-6 1 

1984 seq 1 25% 1 50% 1 65% 1 

1984 seq - 1 0% 15% 

Provincial 
Lands 

Exploration 

1984 seq 1 - 1 15% 

1984 seq - 1 10% 1 15% 1 
Source: Price Waterbouse mP 2nd e t i o n ,  27. 
*These same grants were available for qualified coas in respect of non-conventional and 
tertiary oil projects and for crude 011 upgraders. 



Gr- Aswsment. The PIP shidy group report began with a general oveMew 

of PIP operations, including reasons for its creation as well as PP's  objectives, 

achievements, and cost. Foilowing all of that came the recommendations. The main 

recornmendation was that PIP be temiinated "at the enOd of 1986 coinciding with the expiry 

of federal-provincial energy agreements.'" The delay in ending the PIP system was dso 

recommended in order to maintain some stability for companies that had changed their 

business strategy in order to capitalke upon the government grants. The study group also 

suggested that the PIP grants be grandfathered beyond 1986 90 minimire the negative effects 

the prograrn tennination would have on investors and their work c~mmitrnents."'~ 

Since the PGRT was levied for the purpose of fbnding PIP, the study group 

recommended that the PGRT be reduced or eliminated. However, with the elhination of PIP 

there was a fear that companies would not be able to conduct high-risk exploration. The P P  

task force suggested that an "offset could be found in a mix of eamed depletion and royalty 

reduction but this raises provincial-federal revenue sharing implications and, thus, should be 

considered as part of the broader revenue sharing issues."80 Yet, the report argued that 

invest ment would be stimulated in Western Canada if the royalty burden was significantly 

reduced. The example of Saskatchewan's policy was provided to augment the argument. In 

July 1982 Saskatchewan ineoduced a program that exempted wells from provincial royalties 

for the first to fifth years of production. The prograrn doubled the interest in exploration 

Iicenses and the number of rigs that 

operated in the province went from fifieen in September 1982 to fifty-one during the £irst 

week of September 1983. The success of the program prompted the Saskatchewan 



govement  to extend the royalty holiday." Thus, the study group concluded that if al1 

provinces wodd implement poticies that reduced the royalty rate, more investment would 

occur in the Western Sedimentary Basin. 

The advisory group also recommended that PIP be replaced with another fonn of 

incentive for exploration in the Canada Lands. It also supported the concept of increasing the 

Canadian content in oil and gas exploration and development. However, the study group 

tempered its statements with the suggestion that the incentives should not discriminate against 

foreigkowned companies and foreign investon. But what kind of program could replace PIP 

that would be "cost effective, nondisciimlliatory, simple and acceptable to governments, [and] 

would still achieve a satisfactory modicum of results with regards to the two stated 

objectives?"vhe PIP study group had several policy suggestions that it believed could 

accomplish the sarne objectives as PIP but without the negative facets that had angered the 

industry . 

The first suggestion was for the federai govement to estabiish a more appealing 

fiscal regirne that would tax profits rather than revenues. The study group argued that if there 

was only an incremental royalty combined with incorne taxes the govemrnent would receive 

its fair share of the econornic rent while ensuring that companies would have more revenue 

to reinvest. The study group also recommended that the 50 percent Canadian content 

requirement be rnaintained for both the exploration and production stages on Canada Lands. 

The reasoning for this recornrnendation was that the 50 percent Canadian content requirement 

"would partly compensate ail Canadian companies, regardles [sic] of their tax situation, for 

the loss of PIP funds by ensuring their participation in al1 frontier h r e  prospe~ts.'"~ 



However, the task force also recommended that nondiscriminatory tax-based 

incentives be provided to generate high-risk exploration activity in Canada Lands. The 

incentive proposed was an earned depletion allowmce that would range between 50 and 65 

percent and "resuit in an afkr tax cost of investment not significantly higher than the current 

cost to the high COR Company when 25 percent crown's interest is taken into a~count."'~ 

The recommendation contained the stipulation that the unused tax write-offs and depletion 

allowances could be transfmed to Company shareholders with a flow-through mechanism of 

some kind. The final suggestion, to complete the policy objectives to replace PIP, was that 

the 25 percent Crown carried interest be eiiminated. The report contended that the 

combination of the various policy objectives would result in a more balanced and fair system 

and would encourage acmiity in both the Frontier lands and the Western Sedimentary Basin. 

The study then addressed the eEects of a terminateci PIP program. Exploration would 

probably decline, but the aaivity could be regained, after a transition period, if there were 

appropriate replacement measures. The report went on to Rate that the loss of Canadian 

investors who participated in Frontier exploration specifically because they received PIP 

grants would not really rnatter, since their capital expenditures were insigrüficant. The study 

did point out that the elimination of PIP grants might cause a drop in the involvement of 

Canadian companies on Cana& Lands. However, if there remained the 50 percent Canadian 

content provisions for both exploration pennits and development, Canadian participation 

wouid increase. Under the ' t e m  of refierence', Carney stipulated that a consensus regarding 

the recornrnendations was desirable, but minority opinions would be accepted ifthey included 

reasons for their dissent. Geny Maier, President of Bow Vaiiey Industries, did not agree 



cornpletely with MO recommendations of his fellow PIP midy group members. He argued 

that 'WP [should] be maintaineci but modi£ied fier 1986. Wthin the context of a new energy 

policy, a PIP type of program should be one of a number of instruments of that energy 

policy." Kis fear was that the smaller and financidy weaker Canadian h s  would not benefit 

fiom tax breaks because they did not pay enough taxes to offset the type of incentive they 

received 6om PR? grants. His suggestion was that the new system combine tax benefits with 

grants. 

Maier's second point of contention was actudy an elaboration upon the 

'grandfathering' system for PIP. He agreed that the indunry would require two or more 

years of notice in order to alter or plan their future commitments. He then provided some 

specific policy recornmendations about how the grandfathering system should operate. First, 

all commitments made should continue to be eligible for the grants until the comrnitments 

expire, including contracts that were before COGLA but had not been approved. Second, any 

optional exploration weils defined in "the initial fm-ou t  agreements should be 

grandfathered." Maier asserted that such a policy would allow Canadian fims the 

opportunity "to earn the maximum interest" in both the exploration and development on 

Canada Lands." On other issues, Maier concurred with the recommendations made by the 

PIP study group. 

m. COGLA Operations 

~~ckprmind ,  The C m &  Oil and Gas Lands Administration (COGLA) was created 

by the federal govemment to adrninister the Canada Oil and Gas Act (Bill C-48). Bill C-48 

received royal assent on 19 December 1981 and was proclaimed in March the following 

88 



year? The Act included objectives to ensure that Canadian taxpayers would receive a fair 

retum on frontier oil and gas exploration and development; encourage exploration and 

development on Canada Lands; and promote the use of Canadian goods and services, as well 

as employrnent for Canadians, in Eontier oil and gas activities. As Doem and Toner point 

M A P  3.1 
The Canada Lands 

Source: Rice Waterhouse. D e  National Enerm Proerq. 1 st Edition. 198 1. 

out, this legislation aiso "established new d e s  and regdations for exploration and production 

on the Canada Lands, and provided for the 25 percent Crovm interest in eves, development 

right on the Canada Lands."" See Map 3.1 above for the locations of Canada Lands. 



Initially, the 25 percent back-in provided no compensation to the companies which 

had conducted exploration on these lands. M e r  intense pressure fiom Alberta, the oil and 

gas industry and the United States, the Canadian govenunent modified Bill C-48. It included 

compensation (ex-gratia payrnents) for some past exploration costs, accumulated up to 3 1 

December, 1980, on land that was to be appropnated by the 25 percent Crown interest. 

Compensation came in the 'Yom of funire production, the arnount or value of which is to be 

calculated based on a formula outiined by the Minister."" However, the back-in clause had 

precedents in previous Canadian legislation. The Canada Oil and Gas Lands regulation of 

1961 provided the federal govemment with an automatic ''minimum 50 percent interest in the 

acreage of any area slated for produ~tion."~~ The acreage was distributed, in a checkerboard 

fashion, between Onawa and the industry to ensure equity to both interests. The back-in was 

also supported by precedents set by Petro-Canada in 1977. In situations where permits had 

expired and which were on lands proven to be barren, Petro-Canada was "given the right to 

acquire a 25 percent working interest subject to the level of Canadian o ~ n e r s h i p . ' ~  This 

provision also ensured that Petro-Canada did not have to pay its 25 percent share in previous 

exploration expenses as compensation. 

COGLA7s mandate was to oversee and manage the exploration and development of 

oil and gas operations throughout the Canada Lands. This included the responsibility for 

negotiating, on a more rigorous basis, the conversion of interests in the Canada Lands to 

exploration agreements." It was also designed to contribute, in conjunction with the PIP 

program, to the Canadianization and seif-sufficiency goals of the NEP. In the NEP Uq& 



the federal govenunent stated that exploration and developmem of resources on Canada 

Lands wouid not proceed uniess t was saCe, environmentdy prudent, and in accord with the 

needs and preferences of the region's people? 

Although the ternis and conditions of each agreement varied, there were six main 

fàctors that had to be considered in every negotiation. First there was the size of the holding. 

It was not to exceed, for one agreement, 810,000 hectares or two d o n  acres, and it must 

ensure that a b a l a n d  exploration progrsm was implemented. The second consideration was 

tenure. The maximum duration of an agreement was five years but the Minister had the 

option of extending the agreement to eight yean in an exceptional circumstance. Tenure also 

varied with the operating conditions and the work program. The third factor was the 

composition of the work program. At least one weU had to be drilled under each ageement 

and more activity was required in mature areas. Seisrnic and drilling commitrnents were 

necessary as weli. Canadian ownership levels comprised the fourth consideration. A 

minimum 50 percent Canadian Ownership Rate (COR) had to be demonstrated before a 

production liceme was granted to a cornpany. Companies were encouraged to involve "new 

Canadian players at the exploration stage, either as partners or through such dwices as f m -  

outs.'" This was fàcilitated by PIP gants to Canadian companies. Generally, in a fami-out 

situation, the h e e  (Canadian cornpany) would earn an imerest in the area of the exploration 

agreement, in rehim for a partial payment of the wsts of the exploration pr~gram.'~ The f%lh 

factor was land selection. As part of the negotiating process, compades were asked to return 

50 percent of the lands, under each agreement for the term of the agreement, to the Crown. 

This aspect was relaxed if there were not enough drilling prospects during the course of the 



work program. As for land dimibution, "companies keep a i i  discoveries they have made, as 

well as additional prospects which they are prepared to drill, and aiso have fist choice for the 

additional land blocks which they believe to be most prornising.'" However, COGLq would 

have the chance, c?hrough an alternathg process of selection with the company," to select 

blocks of land for the Crown? The final consideration for negotiating exploration 

agreements between the federal govemment and oil and gas companies was environmental 

protection. AU agreements had to hclude measures that would protect the environment to 

the fillest extent po~sible.~' 

Despite ail the negotiations and the consideration of the six main factors described 

above, the work program d d  not begin until the company submitted a Canada Benefits plan 

to the Minister of Energy, Mines and Resources. The Canada Benefits plan had to include 

an assurance that Canadians wodd be "given full and fair access on a cornpetitive bais to the 

industrial and employrnent benefits arîsing from exploration pro gram^.'*^ In some cases 

affirmative action programs were required to aid native people or other disadvantaged groups. 

In addition, the Canada Benefits plan had to include a description of how, and to what extent, 

Canadian partners would be active participants in exploration. The MUiister of Energy, Mines 

and Resources had final approval authority and if the Canada Benefits plan did not meet 

expectations work would not commence." 

Su& Grmm Aswsment. The study group began its report with a bnef background 

of the purpose and operations of COGLA The report charged that COGLA failed in its role 

of "providing a single point of contact between govemment and the petroleum Uid~stry."'~ 

The administration was accused of ûying to -01 the petroleum industry, intervening in the 



day-to-day operations of companies, being very conf?ontational and suspicious of the 

industry, providing inconsistent treatment of companies, having inexperienced staffwith no 

business expaience, and abushg t s  power by imposuig des,  unrelated to the Canada Oil and 

Gas Act, on the industry. In addition, the study group asserted that COGLA was just another 

agency arnong the several others that dealt with Canada Lands and that it made decisions 

based on political considerations. 

The study group provideci many recommendations for improving COGLA. The 

principal recornmendation was to overhaul the mandate, terms of reference and organization 

of the agency. The overhaul would hclude making COGLA genuinely a 'single window' 

between govemment and industry by removing the overlaps of other departments. COGLA 

would be rnandated not to intervene in the management of petroleum companies and it would 

base its decisions on commercial factors rather than political considerations. Simplifkation 

of the agency was recornrnended dong with a suggestion that COGLA should treat ail 

companies on an equd basis. 'O1 

The COGLA task force was not opposed to Exploration Agreements @As). The 

members of the study group did however suggest changes to the EAs. They recommended 

that acreage should not have to be relinquished until the end of the prirnary term of the EA. 

Exploration on Crown Lands should be awarded to companies on a fair and 

nondiscriminatory basis. It was also recommended that COGLA should not renegotiate basic 

terms once a winning proposal had been accepted, and once proposals were initiated they 

should be carried through to conclusion. 

COGLA' s work requirement demands. 'O2 

In addition, there should be more flexibility in 



The issue of Canada Bendts was addressed in the context of offshore resources 

more-so than Canada Lands in general. n i e  £irst recommendation, with respect to this issue, 

was that both leveis of govemment "should work with industry to develop reasonable 

guidelines and objectives for optimiang Canada Benefits. . . . "lm The study group also 

suggested that a Canada Benefits monitoring cornmittee should meet with industry 

representatives on an annual basis to estabiish objectives that would benefit al1 interests. An 

arrangement could be made so that the committee could operate under the direction of the 

boards established in Nova Scotia and Newfoundland. The arrangement would permit an 

annual performance review of companies O perating in the offshore areas. 

It is no surprise that the study group recommended that the 25 percent back-in be 

abolished. However, Nova Scotia presented a problem. The province had signed an 

agreement with Ottawa that gave the province haif of the "federal govemment's 25 percent 

share of the discovery in a gas field or 25 percent of the federal goverment's 25 percent 

share of the discovery in an oil field."lM The study group's solution was to honour the 

provincial share but remove the federal interest. In addition, the task force warned that it 

would not be wise for the f e d d  govemment to increase royalties to offset the loss; after al1 

the govemment had income tax revenue to fd back on. 

The 50 percent Canadian ownership requirement was not dismissed. The study group 

advocated the idea but included the following provision - a project would be allowed to 

proceed if it could confirm that it had a plan to attain 50 percent Canadian ownership and 

control in the production stage, or if'it couid demonstrate that it had at least made a 

reasonable effort to correct the deficiency of Canadian content at the production stage. The 



task force suggested that the "Canadian ownership deficiency penalties" be abandoned, and 

that reasonable negotiations occur between the industry and governent to correct any 

ownership and control deficiencies. 'O5 

The task force was asked in the ternis of reference if the ''study group member 

agree[d] with the P.C. Party's amendment [sic] to the back-in as put fonvard during Bill C-48 

debate."lo6 The response was a dehite no. The study group couid not sanction a policy that 

would d o w  the govermnent to assume a share in a company's interest on Canada Lands in 

order to increase the Canadian content to the required 50 percent. Less govemment 

intervention was at the heart of every recornrnendation made by the study group. 

W .  Oil SaodsAeavy Oil Development 

BackprOzMd. The NEP hcluded a provision that aiiowed cmde oil upgrading plants 

to be treated as a resource activity rather than as a processing and manufachiring activity. 

This dlowed the incorne fiom the operations to be eligible for the resource allowance; the 

capital expenditure of the plant and the equipment and machinery used in processing to be 

eligible for the depletion aiiowance; and the plants to quai@ for PIP gants. The various 

pricing arrangements conceming synthetic oil, heavy oil and produas fiom the oil sands are 

discussed under the heading Price/TaxationlRevenue ShaNig. 

Stzd'~ G r m ~  Assesment. The Oil Sands/Heavy Oil Development (OSHOD) study 

group prepared a very thorough and detailed report. Although the subject of oil sands and 

heavy oil deveiopment was important, it did not have a very significant role in the policies that 

were announced while the PCs were in opposition, or even after they were elected in 1984. 



The announcements of continued federal assistance for the heavy oil upgrader in 

Saskatchewan and the continued suppon of the oil sands projects in Alberta were not 

included with the major policy agreements. Therefore, the discussion of the OSHOD study 

group's recommendations will be brief 

The principal concerns of the study group were hurdles to development. Taxation and 

royalties were thorny issues and impediments to profitable development. The task force, 

therefore, recommended that the econornic rents taken by both levels of govemment be 

minimized until the project was operating at a profit; then the taxes and royalties should be 

based on profits rather than on gross revenue. A realization by governrnent of the high costs 

to developing oil sands and heavy oil needed to be recognized. In addition, the study group 

recommended that the PGRT be eliminated and that heavy oil and oil sands production 

receive world prices. The development of expon markets was also suggested dong with the 

advice that heavy oil and oil sands production should have unlimited access to the Canadian 

domestic market. 

The study group recommended that mega-projects highlight a Canadian energy policy. 

What this meant was that the govenunent would encourage the projects through loan 

guarantees, special financing terms, and fioor pnces for oil sanddheavy oil production. The 

idea of Canadian content was not rejected by the study group. Ln fact, it stipuiated that "the 

participation by Canadian controlled companies in the development of oil sandsheavy oil 

should be an objective of energy policy." Their recommendations, designed to encourage 

Canadian content, were for the govemment to implement various tax-breaks and deferred tax 

deductions. The final recommendation concerned technological developrnent. The study 



group suggested that research and development expenses should be considered a valid proj ect 

cost and therefbre tax deductible. 

V. Natural Gas Policy 

~ a c k ~ o t m d ,  Mer the first OPEC crisis, Canada decided to set the price of exponed 

natural gas at a level similar to competing energy sources. Thus, in January 1975 Canada 

increased the pnce from 55é per Mcf to $1 .O0 per Mcf Canadian natt.mil gas export prices 

also increased significantly when the second OPEC crisis occurred. The United States was 

outraged and protested vigorously. Negotiations between the U.S. and Canada ensued and 

at the end of March 1980 an agreement was reached.lo7 The Duncan-Lalonde pnce 

agreement stipulated that "the border price for Canadian gas exports to the United States 

would be set on the basis of the average cost of crude oil irnported into Eastern Canada, with 

cenain transponation adjustments. A formula cdcuiation was to be made each month. . . ."'O8 

The price change would only be applied if it was over 1 SC per MMBtu U. S., and there would 

be a Nnety-day delay before the change was implemented. However, the agreement was 

never implemented efleaively and there were never any significant changes to the export 

price of natural gas. 

Later in 1980 the NEP presented changes to the domestic pricing of natural gas. The 

NEP established city-gate pnces for inter-provincially exported naturai gas for centres east 

of Alberta.'" The price increases for a three-year penod beginning 1 November 1980 were 

set at 45$ per Mcf Gas shipped west of the TransCanada Pipelines' (TCPL) eastern zone 

was cheaper in order to reflect the lower cost of transportation. Prices in British Columbia, 



Alberta and Saskatchewan were set by each province, but were still subject to some level of 

fèderaf taxation. The NEP wanted a pricing policy that would encourage production of 

natural gas and persuade consumers to use namal gas instead of  il.^''' 

There was also a provision in the NEP for a Naturai Gas Bank. This bank would 

provide cash to assist Canadian h s  in exploration for new gas reserves and would aIso 

purchase gas fiom Canadian-owned and-controlled companies that could not find a market 

for their surplus gas. In addition, the Natural Gas Bank would enter joint-venture operations 

or provide production loans for Canadian-owned and Canadian-controlled companies. This 

idea was replaced in 198 1, after the Canada-Alberta Energy Agreement came into effect, by 

the Market Development Incentives Payrnents (MDIP). 

The MDIPs were used to help h n d  the opening up of new gas markets ean of 

Alberta. The money was given by Alberta to the federal government for the sole purpose of 

finding markets for natural gas produced in Aiberta and the funds could not be accrued to 

general revenue. The federal govemment had a legai obligation to provide Alberta with an 

annual account of how the funds were used."' The finds assisted the Distribution System 

Expansion Progarn (DSEP) that provided gants for utiiities to expand into new markets. 

There was also the objective in the natural gas policy of the NEP to expand the natural 

gas infiastructure. For example, the federal govemment promoted and helped hance the 

construction of the TransQuebec & Maritimes Pipeline by paying "the full c o s  of engineering 

and survey work on the gas transmission system between Quebec City and the Atlantic Coast. 

. . ."'12 The Govenunent of Canada also encouraged the development of the Sable Island gas 

reserves off the coaa of Nova Scotia. In these ways, Ottawa tried to develop an 



intiasaucture that couid accommodate an increase in the demand of altemate energy sources. 

An increase in dernand was predicted when the participation in the conservation and "off oil" 

prograrns expanded. 

Groztp Assesmeni. The natural gas export pricing study group was asked to 

"examine the appropriateness of the current natural gas export policy and make 

recommendations for impr~vement."'~~ There were ten points or questions that Carney 

included in the study group's tems of reference. The fist two points requested a review of 

the existent expon pncing policy and then asked for recommendations to improve the syaem. 

The fint recornrnendation was to minimize govenunent intervention in the setting of 

natural gas pnces. Buyers and sellers, the study group advised, should be f?ee to negotiate 

competitive prices based on the marketplace. The suggestion was tempered with the 

recognition that al1 pricing arrangements would have to receive NEB, Cabinet, and U. S. 

regdatory approval. The NEBYs pnmary role would be to ensure that the sale of Canadian 

natural gas to the United States was in the Canadian public interest and whether the prices 

agreed upon were appropriate. '14 

The second recornmenàation was that competitive export prices should be negotiated. 

However, the study group stated that competitive pricing must also ensore that Amencan 

customers would always have to pay more for Canadian natural gas than t ana di ans."' The 

new policy of a PC governrnent would have to include a provision that would d o w  tbr 

contracts, implernented betbre the new policy, to be renegotiated. However, the study group 

remmmended that there be no policy regulating a buyer to take the amount of gas stipulated 

in contracts. The argument was that ifprices were competitive there would be no problem 



in increasing the volume of exports. I l b  

Off'shore resources, the h idy  group recommended, should be treated like any other. 

The policies for expo&g natural gas found in the ofikhore areas should be no diflérent tiom 

exports to the U. S. from other areas of the country. The applicant would have to 

demonstrate that the prices were competitive and in the Canadian public's interest."' 

The domestic pncing structure was more complicated. Pnces for natural gas sold 

beyond the producing provinces' borders were set by federal-provincial agreements. 

T herefore, the snidy group suggested that there be closer cooperation and consultation 

between provincial and federal govemments dunng the approval process. "* 

The final recommendation discussed the fiture energy policy of a PC governrnent. 

The export pricing agreement of the Liberals was to expire on 1 November 1 984. Thus, the 

task force proposed that the Conservatives would have to announce a new policy before the 

expiration of the previous agreement. The study group advised that the new policy 

announcement could "suggest that buyer and seller negotiate such competitive prices and any 

other necessary contractual char~ges."~'~ The NEB would then receive the renegotiated 

contracts for review and submit recommendations to the cabinet. The task force 

recommended that the new policy state that "the single border pnce [was] no longer 

appropnate in Light of the competitive market ~ituation."'~' The report concluded that it 

would take approxùnately six months to renegotiate contracts and another six months for 

NEB approval of the contracts. The tirne it would take to renegotiate and approve contracts 

would eff'èctively provide the new govenunent with a window of about one year to implement 

a new policy agreement. 



One of the study group members submined a letter outlining some ditterences of 

opinion with some of the study group's recornmendations. The f h t  concern was with respect 

to the NEB. Mr. J. Anderson of the Westcoast Transmission Company did not fàvour the 

idea of the '?El3 acting as a continuous monitor of contracts."121 He thought that the onus 

should be on those who negotiated the contracts to work out any changes or differences in 

the contracnial arrangement. In addition, he wanted the study group members to emphasize 

in the report that dthough provisions withm a contract were difficult to entorce when gas is 

noncornpetitive, a contract is still a contract and its provisions should not be taken iightly. 

In a supplementary Ietter to Pat Cmey fiom the study group, concems were raised 

regarding Canada Lands. The tèar was that natural gas on provincial lands would be used to 

maintain the 25-year surplus requirement, while natural gas produced fiom the Canada Lands 

would be exporteci. Ifthe provincial gas was used for the surplus requirement that meant it 

would have to stay in the ground and not be exported. Therefore, the study group appealed 

to Camey that fàimess and equity be the paramount consideration when decisions were made 

regarding the export of natural gas. '" 

The Dotelopment of Policy : Januav to Septem ber 1984 

Cornmittees a& Mretingg W M e  the study groups were f o h g  their assessments, 

Pat Carney continued to attend caucus and cornmittee meetings to report on the basics of her 

energy policy. At the Economic Development Envelope Cornmittee meeting of 23 January 

1984, Carney was asked to surnrnarize the policy to that point and provide two or three key 

priorities. The central theme was "energy as an engine for growth"; there were also links to 

unity, self-sufficiency and conservation. Fair domestic pricing would help heal the wounds 
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with the producing provinces; increased development of the oil and gas industry would assist 

in the goal of self-t'-sufticiency, gen~rate jobs across the country and boost taxation revenues 

for the governrnent; and less consumption of energy resources meant conservation of 

resources. la 

One of the main wncerns of the cornmittee was how energy policy would impact upon 

the budget. Camey replied that the energy budget would have to be fixed at the then current 

levels und 1986 because of commitments made through PIP and other govenunent prograrns. 

The energy portfolio had fixed expenditures of approximately three billion dollars, half of 

whch were used for PIP gants. Carney made the point that the PGRT and COC would be 

rescinded eventudy, but they were still needed in order to pay Wr the Liberal commitments. 

She also stated that "many of the issues do not lend themselves to a campaign; these include 

incentives for drilling, deveiopment of heavy oil, fàir pncing policies . . . the PIP program will 

be replaced with an incentive program that will not disairninate against regions or companies. 

. . ."'" Yet again she stressed that the PCs should refrain fkom making energy an issue in the 

election. 

Several rnembers of the cornmittee argued that pncing would indeed be an election 

issue. Carney responded that it would be folly to make pncing an issue because a PC 

government would be "Iocked into the existing arrangements under the NEP, and 

renegotiating with the proMnces [would] be diffi~ult.""~ Don Mazankowski was particularly 

adamant about making energy an election issue. M e r  several etforts to be polite and to 

provide explmations to Mazankowski about why it was not wise to make energy pncing a 

campaign issue, Carney made a stinging retort: "It should be a conservation issue, not a 



promise of 18 cent gas."'" Her remark was a pointed reference to the problem that led to the 

downfàil of the Clark govemment in 1979. 

Despite the minor disagreements regarding what should or should not be an election 

issue, the purpose of the meeting was to decide on the priorities of each envelope. Several 

questions were raised regarding the fùture of Petro-Canada, Canadianization, atornic energy, 

and the move to world prices. Camey responded that Petro-Canada would be made 

accountable to the Canadian public and would receive no additional fiuiding. The energy 

poky wodd also ernphasize the concem "to ensure the maximum participation of Canadian 

cornpanies," and it wodd end the COC."7 Atomic energy was not a high priority for Carney 

but she stated that a PC govemment would cooperate with the provinces on the issue. 

Finally, she wamed that the rnove to world prices could be dangerous because the world 

market fluctuated in an unpredictable manner. Unfominately, from the transcript of the 

committee meeting, it is dScult to determine what priorities were actually decided upon for 

the energy envelope. 

On 22 February 1984, Pat Camey sent a letter to Harvie Andre which outlined the 

seven policy initiatives discussed at the January committee meeting. The COC would be 

removed and it was predicted that this would reduce gasoline prices. PIP grants would be 

replaced but there was no alternative presented. The sales tax on gasoline would be removed 

for fàrming and f i s h g  industries. Petro-Canada would be made accountable to Parliament 

and would be fùnded fiom intemally generated revenue. Atomic Energy of Canada Lirnited 

(AECL) would be rnaintained, but its objectives and funding would be evaluated and 

redirected. The PGRT wodd be elirninated. Conservation would be actively encouraged and 



the fùnding for direct gant prograrns would be redirected to technology development in 

con~ervation.'~~ AU of these policies were eventually included in the PC Pre-Election Policy 

Handbook. However, the proposed energy policies were not accepted without debate. 

The PCs in opposition were very well organized. The critics had to provide an 

estimate ofwhat their particular department's expenditures would be if the Party was elected. 

This meant that the critics had to produce better nurnbers than the Liberals. Two members 

of the Cornmittee on Government Planning, John Crosbie and Ron Huntington, were put in 

charge of questioning each critic's expendinires and clariwng details. l3 The purpose \vas 

to have a clear fiscal fiarnework that would stand up to Liberal and media scrutiny. 

On 6 Mar& 1984 Pat Carney received a List of questions regarding her energy policy 

initiatives. The questions fiom Crosbie and Huntington were very thorough and Cmey had 

the assistance of Ian Hornby and Dr. G. Gurbin in answering the questions. The former was 

in the PC Research Depanment and the latter was an MP tor Bruce-Grey who had 

considerable knowledge regarding AECL. The responses to the questions were equaily 

thorough and they provided sensible explmations to additional expenditures in the energy 

envelope. When the question was raised about what would replace PIP, Camey responded 

that she would not make a decision on a PIP replacement until she had received and reviewed 

the PIP snidy group's recommendation~.~~~ The policy initiatives and the expenditures 

associated with them were approved and included in the Pre-Election Policy Handbook. 

The month of March was filied with several policy planning cornmittee meetings. The 

Priorities and Planning Cornmittee was scheduled to define the Party's 'govemment' 

priorities. The Policy Advisoiy Group reviewed the Priorities and Planning material and then 



the two cornmittees met and evaluated the Poiicy Advisory Group's recommendations. The 

result was a draft budget and throne speech that was presented for approval at a caucus 

retreat at Mont Ste-Marie at the beginning of April. AU of these meetings were treated with 

'cabinet secrecy,' wmplete with distributing copies ofthe draft budget and throne speech by 

hand. l3 

March was also the month that Pat Carney received the study group reports and met 

with each task force to discuss its recomrnendations. The i n t e ~ e w s  provided an opportunity 

for her to ask the study group members to cl- their recommendations. The members also 

had an opportunity to explain and, in some cases, juste their suggestions. However, there 

were no significant challenges to the various recommendations. The task that remained for 

Pat Cmey was to analyse the information she had received fiom the study groups, couple 

it with the prehnary policy she had developed in 1983, and forge it al1 into a coherent and 

comprehensive energy policy. 

However, before she could make a decision concerning the fàte of the PCC in her 

energy policy, she had to take into wnsideration the information she received in a confidentid 

letter. G.C. Watkins, President of Datametrics Lirnited, informed Carney in a letter of 20 

March 1984 that the PCC was "deliberately LLQ~ being set at present to cover the cost of the 

compensation programme on an ongoing ba~is.""~ The implications were staggering. The 

PCC account, used to pay the OICP, was suspected of being in deficit, which meant that an 

estirnated S600 million would have to be transferred from general revenues, sometime in 

1984, to cap the shonfd. The only other solution would be to raise the PCC. Watkins 

suspected that "there may be some kind of pre-election chicanery going on to avoid the 



current government being seen as increasing oil prices to the ~onsurner."~~' In addition, it 

meant that Finance would have another addition to the deficit. 

Policv Papers. At the beginning of April 1984, after processing al1 the 

recommendations and idormation she had assembled during her term as energy critic, Pat 

Camey produced two important policy papers. The £irst one, 'TC Energy Policy", was wrïtten 

mostly in point form and provided a breakdown of energy issues as well as policy. The 

political strategy, profiled on the first page of the document, nated that the goals of the NEP 

were to be supported, due to popular opinion, but the NEP's methods for achieving these 

goals were to be attacked Camey suggested that energy policy be employed as an econornic 

issue in the election. rather than as a taxation or pricing issue. The document then went on 

to examine the faiiure of the NEP's objectives and its impact on various aspects of the 

economy The section on the 'Energy Consultation Process' iisted the industry task forces 

and stressed how the PC Party was cornmitted to continued consultation with the provinces, 

special interest groups, task forces, and the industry. The "PC Energy Policy" document was 

designed primarily for the election campaign and therefore it stated general policy goals with 

few specific references about how the policy was to be achieved.13' 

The five policy goals listed within the "PC Energy Policy" document were identical 

to the goals outiined later in the July policy statement during the election; they were: energy 

as an engine of growth and creator of employment; energy secunty and productivity; 

increased Canadian participation; fairness for both producers and consumers; and 

collaboration between govemments. The Canadian participation and faimess goals contained 

the most detailed references about how these goals were to be achieved."' 



The emphasis for the Conservatives was to increase Canadianization in the pnvate 

sector rather than through Crown corporations. The energy policy stipulated that there would 

be 50 percent CORS for mega-project approval and for both exploration and production 

Licenses on Canada Lands. PIP grants were to be phased out and replaced with a depletion 

system. A programme for a tax credit incentive was suggested but the description was rather 

vague. The 25 percent back-in would be removed and the cnteria for Canadian ownership 

and control would be simplified. Government intefierence, in particular COGLA, would be 

withdrawn fiom the daily operations of corporations. Fhally, there would be "tough and 

thorough audits of Company performance on Canada Benefits by G~vernment.""~ The 

underlying theme for the goai of enhanced Canadian participation was reduction of the 

Govemment's interference in the oil and gas industry. This theme was continued in the next 

policy goal of fair treatment. 

The goal of fair ueatment covered oil pricing, natural gas pricing, and revenue sharing 

and taxation. The policy stated that fairness in oil pricing for producers would result when 

the domestic price was moved to international levels. Consumers would be protected by the 

Govemment in the event of sudden international price fluctuations. A PC govenunent would 

maintain "an administered pncing system for domestic natural gas with a modified pricing 

structure, subject to current review."'" However, export pricing would be more market 

sensitive with the condition that Canadian consumers always pay less for Canadian naturai gas 

rhan Amencans. With respect to revenue sharing and taxation, the "PC Energy Policy" 

document stated that taxation would be based on profits rather than revenue. The policy 

document also proposed that the level of fiont-end taxes would be reduced but included a 



reference that the PGRT would be removed completely. Some industry taxes were to be 

phased out "concurrent with phasing out expenditwes so as to muiimize any impact on the 

deficit,""' and the COC was also to be removed completely. AU of these measures were 

designed to provide more equity in the relationship between a Progressive Conservative 

govenment and the industry. 

The second major policy paper that Camey produced was the "Dr& Energy Policy'' 

at the beginning of April. Although the title suggeas that it would be less detailed than the 

"PC Energy Policy" document, the "Draft Energy Policy" was a comprehensive analysis of 

ail aspects of a prospective governent poiicy. The policy book was over one hundred pages 

long and contained nvelve chapters. Four of the chapters are of particular relevance to this 

analysis: they are Poiicy Themes, Pre-Election Policy Handbook, Departmentai Philosophy, 

and the Minister's Work Plan.'39 The thoroughness of the policy cannot be emphasized 

enough. The document outlined not only what the policy platform would be for the election, 

but it also detailed what the policy and departmental organization would be if the PCs won 

the election and assumed power. 

The chapter on Policy Themes was most indicative of the policy discussion papers that 

had preceded the ''Draft Energy Policy". The Policy Themes were statements concemed with 

the type of policy direction that would be necessary to generate and support a "vibrant energy 

ind~s t ry . " '~  The prearnble to the seven general principles Uicluded a statement that is 

representative of the philosophy behind Pat Camey's energy policy: "Good energy policy 

is good economic policy; good econornic policy means jobs for cana di an^."'"^ The seven 

principles that would underpin the PC energy platform did not change from the previous 



policy papers. 14' 

The solutions presented about how to achiwe the principles were generally consistent 

with the policy recommendations made by the snidy groups and contained in the previous 

policy discussion papers. However, there were some principles that were conspicuously 

minimized and others that were left out completely. Although conservation and research and 

development were not mentioned in the study group recornmendations, the issues were 

stressed in al1 three of the 1983 energy policy discussion papers. In the 1983 "CANEP" 

document Cmey suggested that there be a tax advantage for people who convened their 

homes or vehicles to an altemate energy source."' But conservation issues were hardly 

mentioned in the 1984 policy papers. Both 1984 policy papers state that conservation would 

be important, but aside from declaring that the rnoney spent on conversion incentives would 

be redirected, there is linle in the way of a specific p ~ l i c y . ' ~  

The December 1983 policy discussion paper also stated that 'ad valorem' and excise 

taxes on the sale of goods, services, and refined products would give the federal governrnent 

its fiiir share of resource revenues rather than maintaining the multitude of NEP taxes on the 

industryl" There is no menti09 in either of the 1984 documents or in any of the study group 

recommendations, of the 'ad valorem' and excise taxes. 

Taxation was a complicated issue and Camey was particularly indecisive about the 

PGRT. The "CANEP" docurnent stated that the PGRT would be tax-deductible for the short 

term and then replaced with an "appropriate vehicle" for the long term.'" However, the 

December 1983 doment  declared that the PGRT would be eliminated after PIP grants were 

phased out.'" The letter sent to Hanie Andre in February 1984 aiso stated that the PGRT 



would be removed.'" The fmt 1984 poiicy document 'TC Energy Policy" asserted that front- 

end taxes would be reduced but the PGRT would be elimuiated. The second 1984 policy 

document "Dr& Energy Policy" wavered again and announced that the appropriateness of 

the PGRT would have to be exarnined. In an interesthg twist the document stated: "There 

is strong pressure to abandon the PGRT, but the realities of the budget deficits may require 

us to mod@ it innead. . . . Ea more cost-effective, efficient tax based incentive syaem were 

implemented, a comesponding reduction could be made in PGRT."'49 While Carney herself 

had advocated that the PGRT be eliminated and al1 of the midy groups supported this 

position the finance committee exerted considerable pressure on her to maintain some of the 

taxes for the purpose of deficit reduction. Therefore, the principle of abolishing the PGRT 

was quietly dropped. 

Another idea that was absent from the 1983 Discussion Paper and the 1984 policy 

documents was the potential for expanding Liquid Natural Gas (LNG) exports to the Pacific 

Rim co~ntries. '~ The naturai gas study group did recommend the possibility of LNG exports 

to lapan, but they were somewhat indifferent about the issue. The "PC Energy Policy" 

document does not even mention expansion of export markets, it ody discussed the pricing 

of nanirai gas. The 'Pr& Energy Poiicy" discussed the need for an increase in surplus gas 

exports to the United States, but nothing was said about expanding the export market beyond 

the U.S. border."' 

The level of Canadian ownership required for various projects went through some 

fluctuations in the PC energy policy. In the 1983 policy papers the basic idea was for 50 

percent Canadian ownership at the production stage on Canada Lands. "' However, in the 



1984 "PC Energy Policy" document, there was suddenly an added dimension. The policy 

recommended that fifty percent Canadian ownership would be necessary for eontier 

exploration agreements, the approval of mega-projects, as well as for fiontier production 

1icenses.l" But, in the 'Pr& Energy Policy" the 50 percent Canadian ownership requirement 

was necessary only for the production stage. There was a provision regarding Canadian 

content in oil sands projects and enhanced recovery fiontiers that stipulated: "To obtain 

approval of new energy projects, applicants should be required to optimize utilization of 

Canadian manpower, s e ~ c e  and supplies where ec~nornical ."~~ Many of the study groups 

supported the idea of 50 percent Canadian ownership at the production stage, but none of 

them recommended anything beyond encouragement of Canadian participation in the 

developrnent Sage and mega-projects. Nevertheless, the idea for 50 percent Canadian 

ownership in areas other than the production stage on Canada Lands was non-existent in the 

"Dr& Energy Policy. " 

The chapter that contained the Pre-Election Poiicy Handbook was quite bnef. The 

Handbook outlined how the energy policy would impact on Canadian consumers, the 

industry and govemments. Aside fiom a few general political statements like, energy policy 

will create jobs and unite the country, all of the policies pronled were study group 

recommendations. They couId dso  be traced through the various policy papers that Camey 

had drafted throughout the end of 1983 and early 1984.''' At the core of al1 the policies was 

Carney's idea of energy as an "engine of growth". In addition, the policies were designed to 

be fairly flexible so that there would stili be roorn for negotiation with the industry and 

provinces if the PC Party assumed power. 



The Departmental Philosophy for Energy, outlined in the ''Dr& Energy Policy," 

stipulated that the fiindamental role for the department under a PC govemment would be "to 

work with industry and the provinces to dwelop policy and prograrns which create a business 

climate where energy development and economic growth can flounsh and re-investment is 

en~ouraged."'~~ The role of the department would also be to provide policy 

recornmendations to achieve the Mùiiner's goals. Moreover, Carney indicated clearly that 

the bureaucracy would be encouraged to develop policy initiatives but ultimately "policy 

direction must and WU flow from the Miniaer's office."157 The specific policy goals for the 

department were then described. The seven goals of the department were economic 

developrnent that would increase employment and investment, energy secunty, energy 

productivity, cooperation with industry and provinces, consultation, emphasis on private 

sector activity, and simplified and efficient regulations. The chapter concluded with the 

statement that "the department's fira challenge will be to assess the energy policies developed 

by the party for the election to see how they can be best implemented. ""' This was a clear 

statement that Pat Carney had developed the main tenets of the Party's energy policy before 

the PCs forrned the government. 

The most reveaiing chapter of the Draft Policy was that which contained the proposed 

Minister's Work Plan. The work plan was divided into three main sections: administrative 

priorities, consultations and major prio~ities. '~~ The administrative pnonties were to staff the 

office, meet with department officials for briefbgs, "make senior department changes as 

necessary", and cultivate a working relationship between the department and the Minister. 

Continued consultation with the provinces, industry and consumer groups was an important 



objective for Carney. The work plan stated that on the day of the Minister's appointment 

telegams would be sent and meetings would be arranged between the Department and the 

provinces, indunry and consumer groups. Then founeen major priorities, to be 

accomplished in the first year of the mandate, were listed. 

The first two priorities were to renegotiate energy agreements with the producing 

provinces, and to resolve the offshore dispute with the Atlantic provinces. The 25 percent 

back-in was to be eliminated and policy was to be implemented pertaining to pnce, revenue 

sharing, PIP gants, and Canadianiration. COGLA' s administrative methods were to be 

improved, the natural gas expon pncing policy was to be evaluated and revised Xnecessary, 

and Petro-Canada's mandate was to be reviewed. The Department was to determine the 

necessary measures that would encourage oil sands and heavy oil development, the 

appropnate role of the nuclear industry domestically and in export policy, and the impact of 

hydro surpluses on natural gas sales. The NEP's regulatory approval process was to be 

examineci '%th a view to eliminating duplications in other areas", and proposais for pipeline 

construction and development were to be reviewed. The role of the federal government 's 

participation in the development of the Canada Lands was to be evaluated. The various 

conservation prograrns were also to be assessed. These fourteen initiatives represented the 

basis of the PC energy policy not only for the election but also if the party forrned the 

governent . 

The significance of the "Dr& Energy Policy" document and the other policy 

documents that were drafted throughout the end of 1983 and early 1984 c m o t  be stressed 

enough. The various policy p a p a  dustrated the evolution of the PC energy policy from the 



very basic and vague policy objectives set out in the 10 November 1983 Discussion Paper to 

the compact "PC Energy Policy" document that contained specific goals to accomplish. 

However, the '?>raft Energy Policy" document was the most comprehensive of all the policy 

papers. It represented one of the last stages in the policy development process and as such 

provided a comprehensive and coherent plan not only for policy initiatives but also for the 

coordination and organization of the Department. 

The document also reflected the amount of detail, thought, and work that Pat Carney 

put into her task of disrnantling the NEP. In addition, the degree of thoroughness in the 

policy development process, and the "Dr& Energy Policy" in particular, was a reflection of 

the near obsession with preparedness that the PCs experienced in 1983-1984. Brian 

Mulroney did not want to be caught off guard the way that the Clark Conservatives were in 

1979. If the Conservatives won the election there would be few MPs with expenence in 

govemrneot. The solution, then, was to have the critics prepare specific policy initiatives and 

administrative information ahead of time. Thus, when they walked into their respective 

depanments they could initiate departmental changes and deliver their objectives to the 

bureaucracy because they would be prepared. Therefore, Pat Carney developed her energy 

policy while in Opposition. The policy was based on the idonnation she had gathered in 

1983 and the study group recommendations of 1984. Yet, there were two public declarations 

of PC poiicy made before the 1984 election that also need to be discussed: the Atlantic 

Offshore Accord with Newfoundland and the energy platform statement made at Prince 

Albert, Saskatchewan. 

NefrnMdIrn~d meement .  The junsdictionai boundary of the Canada Lands, in the 



coastal areas of provinces, was a controversial subject in energy policy. Although the study 

groups did not examine the issue of offishore resources, it is important to discuss the initiatives 

of the Progressive Conservatives regarding this issue. However, before discussing the 

offshore policy it is necessary to provide a brief background about the dispute between 

Newfoundland and the Governent of Canada. 

Throughout the 1970s and early 1980s Newfoundland and Ottawa had been fighting 

a bitter war over the jurisdiction of offshore resources. Newfoundland claimed that the 

resources of the continental shelf belonged to the province, and that the principle of 

ownership should be enshrined in the constitution as it is for land-based provinces.'@ The 

Liberal governments of the 1970s and 1980s refused to cede jurisdiction of the offshore to 

any of the Atlantic provinces. Ottawa becarne even more protective of the federal daim f i e r  

natural gas was discovered off Sable Island and large oil deposits were found at Hibernia. 

The brief Clark govermnent did agree in principle to transfer the "ownership of the offshore 

resources to the pro~inces."'~' However, it was defeated by the Liberals before it could 

implement any changes to offshore jurisdiction. 

The revitalized Liberals were willing to negotiate agreements with the Atlantic 

provinces regarding shared management of the offshore resources. But, they would not even 

consider recognizing the ownership clairns of Nova Scotia and Newfoundland. 

Coincidentally, both provinces were led by Tory govemments. M e r  much discussion and 

negotiation Nova Scotia signed an agreement with the federal government on 2 March 1982. 

Newfoundland was also willing to negotiate but an agreement could not be reached. Premier 

Brian Pecldord M y  believed that the continental sheif belonged to the province. When the 



federal govement fded to sati* Newfoundland's desire to have its ownership rights of the 

offshore acknowledged, Pecldord took the issue to the Supreme Court. In March 1984 the 

Supreme Court mled that the federai govemment had both ownership and jurisdiction over 

the offshore areas and its resources.IS2 

The goal for the Mulroney PCs was to reach an agreement with Newfoundland 

concerning the offshore resources so that the Hibernia project could be developed. An 

agreement wouid not only please the influentid Atlantic members of the Party, it would dso 

illustrate to the voters across the country that the Consenratives were comrnitted to 

cooperation with the provinces rather than confrontation. Both Brian Mulroney and John 

Crosbie promised Newfoundland that "regardless of the decision of the Supreme Court of 

Canada, a Conservative government would give Newfoundland ownership of the offshore 

petroleurn resource."'" However, soon &er the court's decision was announced, Mulroney 

revealed that he could not promise Newfoundland ownership. 

in November 1983 Brian Mulroney met with Premier Peckford to discuss a number 

of issues relevant to Ne~foundland. Pat Camey also attended the meeting dong with various 

members of the provincial govement. Although Mulroney and Crosbie provided sorne input 

into the offshore negotiations, C m e y  was at the centre of the energy negotiations with 

Newfoundland. Discussions took place between Carney and the provincial Minister for 

Energy, William Marshall, dWng the fd of 1983, but serious negotiations did not begin until 

after the Supreme Coun decision. 

In the spring of 1984 Pat Camey went to Newfoundland and said: "Why don't we just 

lave the issue of jurisdiction. Why don? we just treat it 'as if you owned [the resource]." 



The Newfoundland Minister for Energy replied, dumbfounded, "You mean, W<e Alberta?' 

Carney said: "Yeah, like Alberta. Why don't we run the Offshore 'as i f  you owned it like 

~lberta."'~ The result was a letier from Brian Mulroney to Premier Peckford which outlined 

the basic policies for the development and management of the offshore resources. 

The letter contained the elements of an Agreement in Principle (AP) and on 14 June 

1984 Mulroney and Peckford met in Newfoundland to publicly endorse it. The AIP, as 

negotiated by Pat Carney, contained meen points concerning the developrnent and 

management of the offshore resources. The meen points spanned the issues of management 

of the resources, revenue sharing, the crown share, local benefits, equalization payments, 

constitutional amendrnents, and implementation of the agreement.'6"The key elements were 

recognition that Newfoundland should be the primary beneficiary of the offshore wealth; 

equality of federal and provincial governments in managing the resources; the creation of a 

joint management agency; the federal government would control the Pace of development 

until national self-dciency was secureci; the federal govement  would retain responsibility 

for environmental protection of the offshore; and most important, Newfoundland would "be 

entitled to establisb and coUect resource revenues as if those resources were on land. "W Both 

sides were satisfied, not only with the content of the Agreement but also with the fact that 

they had achiwed something in ten months that the Liberals had not been able to accomplish 

in ten years. The Agreement was a significant accomplishment for the Consenratives and for 

Pat Camey. 

Imrnediately following the signing of the Agreement in Principle, Camey received 

congratulatory letters fiom William Marshall, John Crosbie, and Bnan Mulroney. The 



following ex- fiom John Crosbie's letter provides an insight into Pat Camey's role in the 

negotiating and policy-making process: "You certainly kept the negotiations m o h g  dong 

and kept ai l  imerested parties involved so that the outcome is one widely supported, not only 

in Newfoundland but across the ~ountry."'~' Brian Mulroney's cornments were more brief 

but in the same tone. He congratuiated Carney on the accomplishrnent of the Agreement and 

said that its success ' k a s  also a tribute to your talents for conciliation, tough negotiation, and 

straight talk. "'" The achievement of reaching an agreement with Newfoundland while the PCs 

were still in Opposition can be attributed to a great degree to Pat Carney. Her own 

fiindamentai belief that "the resources belonged to the provinces . . ."169 was at the centre of 

her entire approach toward energy policy. 

Critics shmgged off al1 of the PC initiatives, stating that it was much easier to talk and 

make policy when in Opposition than to hplement it when in power. An editorial column 

in the ûttawa Citizen dismisseci the Agreement in Principle stating that Mr. Mulroney was "in 

no position to offer Peckford anything until he is Prime Minister," and then it proceeded to 

criticize him for not providing specific policy alternatives while in Opposition. '" Pat Camey 

decided to address the issue and sent a Mtuperative letter to the editor challenging the 

inconsistent argumentation and overall content of the editorial. Pat Carney retorted: "As 

leader of the Conservative Party negotiating team, I assure you Mr. Mulroney's proposals are 

so specific he succeeded where Liberal Energy Minister Jean Chrétien failed.""' She then 

rejected the editonal's suggestion that "the offshore deal [was] 'shallow"' and proceeded to 

describe how the PCs s u d e d  because they operated in a spirit of cooperation rather than 

confrontation. '" 



k e n  and The Toronto Star published an ed i tod  similar to the one in the Qttawa Ci 

the &g also received a letter from Pat Camey. The chided the efforts of the 

Conservatives to sign an Agreement in Principle with Newfoundland. The editorial declared 

that the Agreement was a "siily and needless Uritant in federal-provincial  relation^."'^ Caniey 

responded by outlining the process of negotiations, the benefits of cooperation rather than 

confrontation, and the advantages the Agreement offered Newfoundland. She concluded with 

the foilowuig rebuke: ". . . your editorial States: 'The opposition should cnticise government 

policy when it sees fit and advance alternatives.' That is precisely what Brian Mulroney has 

done.""' Despite the detailed offshore policy represented in the AIP, the two newspaper 

editorials demanded a more solid policy alternative from the PC Party. Their demands were 

addressed when Pat Camey and the Conservatives revealed their energy and econornic 

platform for the election in Prince Albert, Saskatchewan. 

Priace Albert Staternent. A month &er the Agreement in Principle was signed in 

Newfoundland, the PC Party's Westem caucus met in Prince Albert. On 5 July 1984 it 

revealed the "PC Agenda For Govemrnent, Policy Area: Energy", or what is referred to as 

the Prince Albert Statement. It reflected the policies recornmended by the study group 

process initiated by Camey over the past year. 

The Prince Albert Statement addressed the issues that were directly related to the 

NEP and particularly sensitive to Western Canada. The statement began with the recognition 

that certain elements of the NEP had been helpfùl to some parts of the country. There was 

alço agreement with the three NEP goals of faimess, security of supply, and Canadianization, 

but the Conservatives disagreed with the Liberals' methods for achieving those goals. The 



underlying principle for the Tories was to have a policy that would "unite the country both 

economically and poiiE~ally.""~ Energy was going to be used as an 'engine for gowth'. The 

PCs also declared that the future of federal energy policy would be based on cooperation, 

consultation and trust. Jobs and unity were the basis of Carney's PC energy policy and 

the five goals outlined in the Prince Albert Statement were the sarne as those listed in the "PC 

Energy Policy" document. '76 The Prince Albert Statement then reviewed the twelve specific 

policies needed to achieve the five goals. The first stated that a PC govemment would 

remove the 9 percent sales tax on gasohe for all primas, industries. This policy was 

discussed at the Economic Development Envelope Cornmittee meeting on 23 January 1984 

but was not a recommendation made by any of the midy groups. The policy concerned 

taxation and emphasized that profits would be taxed instead of gross revenue, and that the 

front-end taxes would be reduced on large projects. The next stipulated that a PC 

govemment would protect the consumer from any sudden pnce changes. Market sensitive 

pricing was recommended for naturd gas exports with the provision that Canadian consumers 

would pay less than Amencan consumers for Canadian gas. Al1 refinery taxes would be 

removed to assist the petro-chemicai industry and the developrnent of the oil sands projects 

would be accelerated. The PIP gants would be replaced with a system of tax-based 

incentives that would assis Canadian companies. The 25 percent back-in would be removed 

but the 50 percent Canadian ownership requirement would still apply to the production stage 

on Canada Lands. Petro-Canada would be made accountable to Parliament and "act as a 

private-sector corporation." Al1 of these policies were rec~mmended by most or all of the 

study groups with whom Carney had consulted during her time as energy cntic."' 



There were some policies that were not directly recommended by the study groups. 

One was the development of the Offshore resources and the recognition of the Atlantic 

Onshore Accord. There was also a policy concerned with conservation programs. It stated 

that al1 the programmes would be reviewed and their funding would be combined and then 

apportioned to the most cost-effective projects. The conservation issue had been mentioned 

consistently in the PC energy poiicy discussion papers throughout 1983 and 1984. There was 

aiso a statement about federal support for finding new export markets for hydro-electricity, 

tidal and nuclear power This issue had not been discussed by any of the audy groups 

because it was beyond the scope of their terms of reference. The statement was designed for 

the benefit of Ontario, Quebec and the Maritimes; the PC energy policy, unlike the Liberals', 

could not appear to be ignoring any region."' 

Throughout the entire Prince Albert Statement there were continued references to 

how the PC energy policy would generate employment across the country and heal the 

various fis that had been created by the Liberals' NEP. Also highlighted was the PC policy 

process: "For the past year the Progressive Conservative caucus has undertaken the most 

comprehensive policy development exercise in the history of any Canadian political party." 

The Statement was then defhed as the vehicle to present "some of the specific commitrnents 

which a Progressive Conservative government in ûttawa will implement."'79 Cenainiy, in the 

case of energy policy, the agenda was set before the conservatives assumed power. The 

energy policy was influenced by the i n t e ~ e w s  Camey conducted in 1983 with industry and 

provincial representatives, the letters sent to her fiorn interested parties, the cornmittee 

meetings, and the study group reports. Al1 of the input that Carney received and cultivated 



between September 1983 and July 1984, assisted her formulation of the energy policy. 

Carney made the point quite clearly: "1 did al1 the work as an MP and critic. Al1 the 

preliminary [work], ail the policy formulation was done before we were in government. . . . 

We had dweloped Our task forces, we did develop our platfom, we did develop everything 

[in Opposition] and we hit the gound ninning."'80 But how much or how linle of the policy 

that was developed in Opposition translated into legislation when the PC Party became the 

govemrnent in September 1984? The followhg chapter wili analyse how the policies of the 

PCs were implemented and the NEP dismantled. 
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CHAPTER 4 
Dismantling the National Energy Program 

The Nmv PC Government 

The election of 4 September 1984 ushered in a new era when the Progressive 

Conservative (PC) Party, headed by Brian Mulroney, won an overwhelming majority in the 

federal election. Although the PCs did not make energy the focus of the 1984 campaign, 

energy policy was certainly a priority before, during and after the election. While in 

Opposition from 1980 to 1984 much of the strong and consistent PC support came from 

Western Canada. The provincial govemments in Western Canada believed that the Liberal 

Pany's National Energy Program (NEP) discriminated against them, and the oil and gas 

industry viewed the NEP as an unnecessary government intrusion into their business. Both 

groups wanted the NEP dismantled. 

The process of dismantling the NEP began when Brian Mulroney appointed Pat 

Carney as the Minister of Energy, Mines and Resources (EMR). Camey was the £ira woman 

in the history of Canada to hold the portfolio.' Carney was prepared for the task of 

dismantling the NEP because of her own experience with the industry and because of the 

policies formulatecl while she was energy critic. Gien Toner for example, argued in 1986 that: 

[The shidy group recommendations] reinforced Camey's personal belief - which she 
has been vigorously championing now for at least fifteen years - that energy 
development can be a major 'engine of economic growth.' The Tory energy program 
can basicaily be understood as a manifestation of this conception of the potential of 



the private seaor. ' 
The private sector believed that it could only thrive if govenunents at both the federal and 

provincial levels interfered as littie as possible with its activities. Yet federal-provincial 

relations, as well as government-industry relations remained central to the resolution of the 

energy problem. Carney had drafted the PC policy while she was energy cntic and had 

achieved an Agreement in Principle with Newfoundland regarding offshore resources; now 

she faced the task of first taking control of EMR and then reaching agreements with the 

producing provinces through the Atlantic and Western Accords. (While the negotiations for 

the Atlantic and Western Accords occurred simultaneously, in order to maintain clarity, each 

Accord will be discussed separately.) In addition, Conservative policy regarding the 

Agreement on Natural Gas Markets and Pnces and the staternent on Canada's Energy 

Frontiers would have to be put in place. The challenge in negotiating al1 these agreements 

was that the Federal Governent would not only have to satisfi the producing provinces and 

the industry, it would have to appease consumer interests as well. 

However, before the process could begin, Carney wanted to put her stamp on the 

Department of EMR. Her first move was controversiai - she hired Harry Near as her chief 

of staff. In 1979 Near had been the Executive Assistant for Ray Hnatyshyn, PC Energy 

Minister in Joe Clark's government; f i e r  the PCs lost the 1980 election Near established a 

consultancy fhq Public Main International.' Cnticimi empted when Carney codrmed that 

Near would be paid $50,000 for a five-month contract." She justified her decision with the 

argument that Near "was invaluable because of his awareness of al1 the pitfalls facing a new 

administration.'" Camey had b e n  in contact with Near during her tirne as Opposition Energy 



Cntic and she knew about his grasp of the industry's expectations and that he had expenence 

in govemment administration. The new Govenunent needed as many knowledgeable 

personnel as possible to assist in its operations and it was irnperative that they support the 

ideological objectives behind PC policies. 

Camey also decided to retain Paul TeUier as Deputy Minister over the Prime 

Minister's objections! Mulroney was suspicious of Tellier, as were Alberta's officiais, 

because Teilier was M e d  to the Liberals and the NEP. Carney argued that Tellier was 

essentid because of ths background. If' the Conservatives were going to dismantle the NEP, 

it would be advantageous to have someone who knew what it was dl about and who could 

assist in taking it apart. Carney's argument was persuasive and Tellier remained as Deputy 

Minister. 

The officials within EMR were thus initially caught off-guard by Pat Carney. 

Normally, when there is a change in government, the responsibility of the bureaucrats is to 

bnef the new Minister about what the department has been doing. The senior officiais in 

EMR provided the Minister with a transition book outlimng "what they thought the issues 

were and how they [the issues] should be approached."' Carney rejected the advice of her 

senior bureaucrats: 'Wo. Those are not the issues and this is how we wili approach them [the 

issues we have defïned]. We WU do this. Itys already been approved by the cau~us."~ Carney 

then briefed the department officials on the issues and explained the direction that policy 

would follow under the Progressive Conservative govenunent. The EMR officiais were 

stupefied and dismayed. 

The bureaucrats had known about the Conservative position before and during the 



eleceion, but they did not anticipate that Camey would have a firm energy policy developed 

upon assuming office. If the policy had aiready been developed without the participation of 

department officiais, how would they be able to negotiate and implement the policies 

effeaiively? The differences between Carney and the senior EMR officials would cause some 

tension and difiiculty in the operation and hctioning of the department and will be discussed 

in the context of the negotiations that took place between the federal govemment and Alberta. 

Nevenheless, within &ys of being appointai Camey was on the telephone arranging 

meetings with the various provinces. By 27 September 1984 Carney had spoken to 

Newfoundland Energy Minider Bill Marshall regarding a tirnetable for negotiations to mm 

the Agreement in P ~ c i p l e  (AU?) on offshore resowces into legi~lation.~ She also began a trip 

to Ontario and Western Canada to market her policy: "We had Our energy policy developed. 

1 had the mandate tiom the Prime Minister to implement it. 1 was on the road within two 

days of being declared Energy minister. 1 mean, two days after 1 was sworn into Cabinet 1 

was on the road with that energy policy."1° The gobe and Mail reported: 

Ms. Carney's five-day, five-city tour is designed to bring her up to date with the views 
of many of the people she met oflen during the last year when she was energy cntic 
for the Tories while in opposition. Duriig this round of talks, however, she will be 
occupying the role of decision-maker rather than critic, a transformation that will 
significantly change the ambience of the meetings. Her audience will be looking to 
her for action rather than words of support." 

Atlan tic Accord 

The AIP, which was signed with the Premier of Newfoundland when Brian Mulroney 

was still Opposition Leader, was a significant gesture by the PCs. The AIP revealed the 

Cooservative approach to federal-provincial relations. Energy policy was not ody to be used 



as an 'engine of growth', it was also the larger "vehicle to promote national unity and 

demonstrate the trust and cooperation the Party deems es~ential."'~ The clearest indication 

that the PCs were cornrnitted to improved federal-provincial relations was to demonstrate that 

they kept their promises. The best way for the new govemment to achieve credibility was to 

translate the principles in the AIP into legislation. 

The problern for Camey in the discussions with Newfoundland was that the province 

wanted to use the AIP as a starting point from which more concessions could be extracted 

f?om the federal government. This is outlined in a document entitled "Implementation of the 

Atlantic Accord which discussed the negotiations with Newfoundland. Newfoundland 

sought a more independent joint agency that would make al1 the decisions concerning the 

management and development of the offshore resources. The province also wanted federal 

money designated as grants not loans; a guarantee of the provincial revenue share; and 

pressed ta extend the deal to other minerds found in the offshore areas.'' Newfoundland's 

proposais went beyond the AIP and did not go umoticed by the federal officials. However, 

ûttawa was more concemed with the details of drafting the legislation. 

Although the federal document discussed Newfoundland's proposais, and was 

partially occupied by the various options avdable for the legislative fi-amework and the time- 

fiame for implementation, a large portion of the document focused on the general concept of 

power-sharing. Three fundamentai questions were raised: (1) How were decisions going to 

be made? (2) How was the joint management agency or joint board going to be stnictured 

and what kind of powers would it have? and (3) How were the federal-provincial rninisterial 

powers to be shared? Categories were established in order to cornpartmentalire the decision- 



making process and provide specifics for discussion with the provincial negotiators. l4 

On 13 December 1984, Pat Cmey presented a brief at the Prionties and Planning 

Cornmittee meeting entitled "Energy Discussions: An û v e ~ e w . " ' ~  The document outlined 

the PC energy platform, the issues that pertained to dismanthg the NEP, and the process to 

be foIIowed in implementing Govenunent policy. The bnef also contained a basic sumrnary 

of the Newfoundland negotiations. The essentid points centred on the understanding: "That 

Newfoundland must be the principal beneficiary of offshore development, [and] that revenue 

sharing wiil be as ifthe resource were on land."16 The estimated tirnetable to secure a formal 

agreement was two to three months from the date of the brief 

In January a ciraft Agreement was produced. It contained a point-by-point 

cornparison between the Govenunent of Canada proposd and the Newfoundland text. There 

was an elaboration of the AIP and the points articulated in the 5 December 1984 document. 

The federal text was almost identical to what was in the finalized Agreement. Most of 

Newfoundland's proposd matched the federal text; the province's requeas for greater 

powers for the management agency, more clarity in pricing, and the inclusion in the 

Agreement of other minerals found in the offshore areas were not included." 

The Atlantic Accord was signed by Pat Carney, Brkn Mulroney, Brian PecWord, 

Wiam Marshall and Newfoundland MP and Justice MUiister John Crosbie, on 1 1 February 

1985 in St. John's. Sixteen of the eighteen points found in the AIP were included in the 

Atlantic Accord. Two political statements that were not specificaily related to policy were 

not.18 The Accord created a joint management board and outlined its role, responsibilities, 

authority and junsdiction. A significant aspect of the Accord was the fact that it allowed 



Newfoundland to treat the offshore resources 'as if' they were on land for revenue-sharing 

and jurisditiod purposedg In short, the Accord fùifilled the promises made by Pat Carney 

to Newfoundiand while she was the Opposition Energy critic. 

Western Accord 

The Western provinces were next on Camey's agenda. Within the first week of 

holding the Energy portfolio, Pat Carney met with the Energy miniaers of Alberta, 

Saskatchewan, British Columbia, and Ontario. This was a dramatic change fTom the 

behaviour of the previous Liberal govemment. There was a spirit of cooperation between the 

producing provinces and Carney, and a hope that a k i n g  energy agreement could be 

negotiated. However, it must be remembered that all parties concerned in the negotiations 

wanted to be cenain that they were going to receive maximum benefits fiom any agreement. 

In previous energy negotiations between the producing provinces and the federal 

governent Aiberta usually took the lead in the discussions. INtiaily, the producing 

provinces were hesitant about accepting Alberta's leadership. It was argued that multilateral 

rather than bilateral negotiations with the Ottawa might be best, but h d y ,  the provinces 

agreed to present a united front and Alberta once again took the Iead.20 

The Alberta Governent was thorough in developing its strategy for negotiations. 

It was very well briefed about every province's concerns, both producers and consurners. 

During September and the eariy part of October, Alberta officials met with their counterparts 

from Saskatchewan, British Columbia, Ontario and Quebec to discuss what stance each 

would prefer to take on the various issues that would arise in the negotiation~.~' In addition, 



Alberta was wgnizant of the energy policy that was presented when the federal PCs were in 

Opposition. 

A report prepared jointly by four Alberta government departments provided an 

assessrnent of the PC energy poiicy, developed from the various statements made while Pat 

Carney was the Energy critic. It also examined the timing and format of the potential 

negotiations and recornmended a negotiating strategy for the provincial officials? The 

report suggested that there would be advantages in beginning negotiations before January 

1985 in order '?O capitalize on the mornentwn of change [and] to establish Alberta's position 

early?"' However, some problems that rnight postpone serious negotiations until after the 

end of 1984 were also listed: "The federal govemrnent . . . probably wili not be ready for 

some tirne. The mechamcs of irnplementing the general pinciples of the Conservative policy 

statement will have to be worked out along with fiscal and other rnatter~."'~ The 

recornmendation, therefore, was that the Alberta government wait "until the New Year before 

engaging in neg~tiations."'~ Yet Alberta and the producing provinces were approached by 

Pat Camey within days of her becoming Minister in September and discussions concerning 

a new energy agreement began before the end of 1984. 

Camey experienced some difficulty in negotiating an agreement with the producing 

provinces. Even though ali sides agreed that there had to be a public statement conveying 

"'correct signals' to the ind~s t ry ,"~~ Alberta was very suspicious of the federal officials even 

though many of the senior bureaucrats who had helped develop the NEP went to the 

Department of Finance with Marc Lalonde. Yet, the Liberals had been in power federally for 

such a long period of time it was believed that rnost of the bureaucrats were Liberals and 



would somehow work to undermine the PC policies.'' Camey described the negotiating 

atmosphere: 'cJua understand the picture of the Alberta people [being] extremely suspicious. 

They hated the Liberal energy policy people. They hated the Liberal energy bureaucrats. 

They hated the politicai people. They hated the Liberals. . . . And so, they were very 

defensive about Alberta's po~ition."~ On the other hand, the Alberta officials were indifferent 

towards Pat Cmey, at least until the end of October 1984. 

In a document dated 26 October 1984, a provincial bureaucrat sumrnarized 

"observations received fiom a senior federal bureaucrat conceming the status of 

federal/provincial negotiations."lg It rwiewed a meeting between Carney and Michael Wilson 

and was not very flattering to Camey. It depicted her as an overwrought and uninformed 

Minister. Michael Wilson was quoted as advishg Carney to "stop shooting volleys into the 

night. You are in no position to negotiate when you have no officials you tmst and, as a 

result, no reliable facts and  figure^."'^ The document dso stated that "Federal Finance will 

have major input into energy policy during the first term of the Mulroney g~venunent."~' 

Camey does not dispute that she and the Finance Minister had some disagreements 

concerning fiscal issues in energy policy. 

It should not be a surprise that Finance was consulted in the details of how energy 

policy was to be implemented. Carney described the role of Finance as follows: 

1 don't know who the Federal bureaucrat was, but it's quite true that Finance took 
a very hard line on giving up the revenue and 1 was distraught because I could see that 
Finance was going to try and hang ont0 the fùnds that we were moraily committed to 
giving up. . . . Finance does - did have control - of the money. [The Department of] 
Finance had control because the national energy policy involved taxation, it involved 
the payments of rnoney and the collection of money which were taxes. . . . In the NEP 
when you're talking about PIP grants and the PGRT those are Finance taxes so of 



course Finance was involved. And my ability, and I did set the energy policy, but my 
abiiity to implernent energy policy was hog-tied by the Finance Minister's reluctance 
to give up the source of revenue. . . . You get elected and you Say you're going to 
eluninate the NEP which means you're going to phase out the PGRT and you're 
gohg to do al1 of these things, and then the guy who's the MUüster of Finance gets 
told by his officiais, "No, no, no. You can't a o r d  to do that.". . . So, there's always 
this tension . . . there was dways me pushing to have the policy implemented and 
Michael Wdm and the Finance people resisting giving up the money. Remember in 
Finance, these were the same officials who had imposed it [the NEP].'* 

The document did not end with its assessrnent of the role that Finance would occupy in the 

irnplementation of energy policy. The vitriolic conclusion addressed Camey's ccinadequacies" 

as perceiveci by the "senior Federal bureaucrat." Camey was described as having no credible 

siafYand of beinp disorganized, mercurial, and lacking personal credibility "especially when 

she is under any moud of pres~ure."'~ Yet the document ended with the comment that it 

would be in Alberta's best interest to encourage the Prime Mùiister to support Pat Carney 

"and allow her to handle energy issues . . . ber intentions are good and if she was put in a 

position where she could develop some credibility with the Prime Minister and her cabinet 

colleagues . . . she affords us the best avenue for achieving some of our objectives.'"' Carney 

responded to the cornrnents in a recent interview: 

1 don? know, women are mercuriai, wornen are always mercurial - [while] men are 
inspirational. 'She lacks credibility'. 1 think that's a male chauvinkt pig thing 
because the only person 1 had to be credible with was the Prime Minister and he gave 
me absolute freedom to negotiate. . . . If17m supposed to be lack[ing] credibility 
[then] why did they think they [the Provincial officials] could infiuence the Prime 
Minister to support Pat Carney? . . . 1 think that's very fumy, since the Prime 
Mïnister, as Leader of the Opposition, had corne down with me to Newfoundland and 
sign[ed] the Atlantic Accord [Agreement in Principle], an extremely gutsy thing to do, 
which you do not do if' you don? have coddence in your shadow cabinet MP 
person.)' 

This document had a significant eEect on Alberta's officials. After 26 October 1984, 



their tone, when discussing Carney and the federd EMR officials in intemal Memoranda, was 

decidedly more disparaghg. It is ironic that the provincial ofncials believed the negative 

commems that were conveyed by one of the very bureaucrats hated by the province and they 

affected fiiture  discussion^.^^ An excellent example of the changed attitude is in a 

Memorandum that desaibed a meeting of energy officiais at the end of November 1984. The 

section entitled "Concluding Thoughts" was a combination of the Alberta Deputy Muiister7s 

observations and cornments fiom industry and govenunent sources. The observations were 

again sharp: Tederat EMR is in a state of suspended animation, with little or no meaningful 

communication between Ms. Camey and her senior of fi ci al^."^' The Memorandum went on 

to represent the officials in the federal Finance Department as "being in full control of its 

mandate [and] . . . who very clearly have the final say (at the bureaucratic level) on fiscal 

matters." The document did not mince words in its final assessment: 

In this context Ms. Camey is at a distinct disadvantage in dealing with Mr. Wilson on 
major energy issues. She appears to be inadequately or poorly briefed, with no 
obvious game plan or strategy to follow up on the federal government's pre-election 
commitments. Mr. Wdson, in contrast, is well briefed by his officials and, moreover, 
seems to have the authority to hold back or veto any decisions or proposals put 
fornard by EMR. " 

How accurate were these perceptions? There is considerable evidence that the comprehensive 

study undertaken by Pat Camey as Opposition energy critic was translated into the 

Govemment's energy policy. Therefore the claims that there was no strategy and no game 

plan in E m  are patently fdse. How did the officials at both the federal and provincial levels 

develop such misleading impressions? Camey provided sorne insight in a recent interview. 

She asserted that the Federai officials had no idea what the new PC governrnent wanted and 



they did not want to admit it. ln addition, the bureaucracy did not want to "accept how it was 

supposed to respond," nor did the bureaucracy completely understand what the Minister's 

office wanted to do. Carney also suggested that the federal officials were not aware of her 

business background and her familiarity with issues that involved the oii and gas industry. 

Thus, it was easy for them to dismiss her and Say that she did not really know what she was 

doing as Minister of EMR." The negative attitude fostered by some federal bureaucrats and 

perpetuated by the Provincial officials probably made the negotiations more difficult than they 

needed to be: 

But, the perception that it PMR] was in a state of suspended animation, that could 
easily have been the bureaucracy because they didn't understand what the Minister's 
office wanted to do. . . . so you had a bureaucracy in place who had imposed the NEP 
[and] who were viewed with great distrust by the Conservative government. And, the 
bureaucracy wouldn't accept how it was supposed to respond. . . . So, what 1 see 
coming through these discussions [is an official] saying that 'Well, . . . they're in 
suspended animation; they don? seem to know what they want.' 77tq [the 
bureaucraq] didn't know what we wanted. We had a very clear program, and that ' s 
why 1 was able to start negotiations within forty-eight hours. . . . But reading those 
memos indicates how confushg it must have been to the people involved. . . . First 
of all, they [the EMR officials] didn't tike to admit that they didn't know what we 
were doing; and secondiy they didn't know what the Consemative policy was . . . and 
thirdly, guys like Barry Mellon in Alberta were extrernely burned, gun-powder shy, 
male chauvinist pigs and very, very defensive. . . . But I mean, they [the EMR 
officials] were quite stunned by the fact that we were going to completely reverse the 
poiicy, which we did. . . . And also, another thing to keep in mind is that very few of 
them had any idea that 1 had such an extensive background in energy anyway. 1 mean 
1 had spent years running an economic consulting Company dealing with pipeline 
econornics which you have to, by definition, pick up quite a bit about energy and 
energy polities. . . . And they weren't used to women with that kind of background. 
. . . So, ifthey don't think of you as havhg that capacity it's awfiilly easy for them to 
say, 'Oh, she doesn't know what she's doing.' That's just a gender issue which is 
quite real. But, the proof of the pudding that we knew what we were doing was that 
there were caucus position papers and basically that's what we had put in place. . . . 
There was a great deal of chauvinisn, what 1 cal1 inherent chauvinism, a great deal of 
disbelief that the Consenatives actuaüy knew what they were doing and a fear in the 
department because they knew that heads would roll. . . . The most important 



discussions, in temis of with the Ministers, [took place when] no officids were in the 
room. And, we did, we came to our conclusions without the help of all these little 
people who write memos about how important they are. . . . But, we had developed 
our task forces, we did develop our platfonn, we did develop everything and we hit 
the ground running. And if it confused them, maybe it7s because they weren't used 
to that? 

Despite the dficulty Carney experienced in conveying her policy to the public 

servants in EMR and in maintahhg her authority with the Provincial officials, sorne ' quick- 

£2 measures were introduced in the 8 November 1984 Economic Statement. The Statement 

was a mini-budget that set the agenda for the govemment until a budget could be presented 

in the spring of the New Year. The section conceming Energy issues addressed the desire of 

the Conservatives to "let the price of oil be determined by the marketplace.'"' The statement 

also provided reassurance to Canadians that there would be safeguards that would protect 

consumers in the event of extraordinary price surges. The lower PGRT rate for oil sands 

projects was extended for a year and the small producers' credit was increased fiom 

$250,000 to $500,000. A generai political statement was made conceming the goverment's 

cornmitment to examine the fiscal measures of the NEP with a view to reforming the various 

taxes. The producing provinces and industry would have preferred that the PCC be 

elimuiated immediately, but they were not surprised or extremely upset when the governent 

increased the PCC in order to deviate part of the deficit accrued in the Petroleum 

Compensation Account during the last year of the Liberal govemment. However, the PCC 

would only be levied until oil and gas p k e s  became fblly de~ontrolled.~~ The inclusion of 

energy sector issues in the economic statement was to provide the "nght signals7' to the 

indusay and reassure provincial govemments that the policy statements made in Opposition 



would be fùlfilIed. The NEP would be dismantled." 

This objective was clearly reflected in both the negotiations with the producing 

provinces and in EMR departmental policy papers. In a 1 3 December 1 984 document entitled 

Enernv Discussions: An Oveniew. which Pat Carney presented to the Pnorities and Planning 

Cornmittee, there were two sections of particular i rnp~rtance.~ One dehed the PC energy 

platform and it contained the five goals that were set out in the introduction of the Prince 

Alben Statement: energy as an engine of growth; self sufficiency and energy secunty; 

enhanced Canadian participation; fair treatment for consumers and producers; and 

cooperation beween the federal govenunent, provinces, and industry." 

The second section of the document contained six policy areas that were referred to 

as "Fundamental Changes to Energy Policy." They included: oil pricing going to world prices 

and dismantling the NEP; market sensitive pricing for naturai gas; flexible border pricing to 

reflect market conditions for natural gas exports; federal taxation of industry profits; 

reduction of industry tax load; replacement of PGRT; phasing out of PIP grants; replacement 

of PIP with tax-based incentives; the removal of the retroactive Crown share; petrochernicals; 

and ~anadianization.~ These had also been outlined in the Prince Albert Statement, and had 

been suggested kst by the study group recommendations. Although Conservative energy 

policy was now fomally presented, discussion with the producing provinces stded. 

The deadline for an agreement had to be extended twice, and following several more 

months of protracted meetings, consultations, and negotiations, a concIusion was finally 

reached. The Western Accord was signed on 28 March 1985. Despite the difEculty Carney 

had negotiating the agreement she managed to secure alrnost al1 of the provisions in the 



Govemment's energy policy. Certainly, there were changes conceming the details of how oil 

and gas prices were to be deregulated, how taxes were to be phased out, and to what extent 

revenues were to be shared; but the basic premises fiom which the details were negotiated 

came mostly f?om what Carney had worked out while in Opposition and afier consulting with 

the CPA and IPAC and the drafting of the Prince Albert Statement. 

Section One of the Western Accord deait with the deregdation of crude oil pricing. 

It was agreed: 'Wat market pricing of oil is desirable. . . .'*' Both the CPA and IPAC reports 

had recommended this, as did aimost wey person and group with whom Carney consulted.*' 

The purchase of oil was to be negotiated fieely between buyers and sellers and the expon 

charges on oil and petroleum products were to be removed, including the Oil Impon 

Compensation Program (OICP) and the PCC. There was dso a force majeure clause 

included that would ailow the Canadian goveniment to protect consumers in the case of an 

extraordinary fluctuation in world oil pri~es.'~ There were also political statements about the 

movement of oil and gas products across borders and the powers of the producing provinces 

regarding the control of production within their respective borders which reflected Tory views 

about decentralization and cooperation with the provinces.' 

The second section discussed domestic natural gas pricing. The provinces and the 

federal govenunent agreed that "a more flexible and market-oriented pncing mechanisrn" was 

required for natural gas pricing, a recommendation made by three of the study group 

reports." The Accord stipulated that all interested parties would have to work together in 

order to develop, on or before 1 Novernber 1985, an improved system in-ihe with the 

market-oriented objective. 



The final section of the Western Accord addressed fiscal principles. The prearnble 

stated that a revamped fiscal regime was necessary "to promote industry investment which 

fùnhers energy security and economic growth; and to ensure that the producing industry is 

taxed on the basis of profits rather than  revenue^.'"^ These objectives were repeated like a 

mantra by Pat Carney throughout her role as Opposition energy cntic and during her time as 

Muiister of EMR; therefore, it is not a surprise that they would be included in the ~ c c o r d . ~ '  

There were sigruficant alterations in the taxation regime. AU of the NEP taxes were removed 

and the Goverment of Canada promisecl not to initiate a new tax to recover the PC A deficit . 

The PIP grants were phased out with a 'grandfathering' clause that provided for the length 

of Exploration Agreements previously negotiated, and were replaced with tax-based 

incentives. The PGRT was removed fiom new oil and gas and it was phased out for old oil 

and gas. In order to assist smaller companies, which were rnostly Canadian-owned, 

exploration and development write-offs not used for federal corporate incorne tax could be 

used to reduce the PGRT? The Accord also made a political statement about benefits fiom 

Iower federal taxes flowing through to hdustry without provinces taking an extra percentage 

to illustrate the improved relationship between Ottawa and the business cornrnunity. There 

are two remaiMng policy initiatives that provide funher evidence that PC energy policy was 

formulated by Pat Camey while she was Opposition energy critic. 

Frontier Policy 

Amidst cheers fiom her feliow MPs in the House of Cornmons, Pat Carney unveiled 

the PC Government 's £iontier policy on  30 October 1985 C d ' s  Energy Frontiers: 



Framework for Invernent and Jobs. Every point could be found in the Prince Albert 

Statement and/or the COGLA and PIP shidy groups' recommendations. The frontier poiicy 

eliminated the controversial 25 percent back-in, repealed the extraordinary powers of 

COGLA bureaucrats, provided a 25 percent investment royalty credit and a 25 percent 

refundable exploration t u  credit above $5 million per exploration well. The incentives 

replaced the PIP grants and were not only tax-based but also non-discriminatory. The new 

policy maintained the requirement of 50 percent Canadian ownership at the production stage 

on Canada Lands. The exploration agreements were to be altered by iengthening their 

duration, simplifjmg the negotiations between companies and the govemment, and 

compelling realistic work requirements. The organization was also going to be sirnplitied and 

revamped. 

However, a significant study group suggestion that was conspicuously Ieft out of the 

frontier policy was the issue of Canada Benefits. Nowhere in the document are Canada 

Benefits or a Canadian share mentioned.'' This suggeas that the Conservative policy did not 

wish to interfere with how the oil and gas industry conducted its business, and did not endorse 

a Liberal policy that would favour Canadian companies over others. 

Naturd Gas Agreement 

The day after the fiontier policy was announced, the Governrnent tabled the 

Agreement on Natural Gas Markets and Prices in the House of Comrnons. The Agreement's 

main objective was to create "a more flexible and marketsriented pricing regime" for both 

domestic and export pricing of natural gas. Open negotiations between buyers and sellers 



were ailowed with the proWo that the NEB would determine whether the negotiated export 

prices would be an appropriate pnce for Canadian gas in the American market and would be 

in the Canadian public's interen. In addition, the export price of Canadian gas to the United 

States bad to be greater than or equal to the price that Canadian consumers paid for Canadian 

gas. It was also stipulated within the agreement that the p h  of exported gas had to 

"recover its appropriate share of costs incurred." This provision was designed to prevent a 

substantial price drop in the event that cornpetition became too fierce. The new agreement 

also provided for contract renegotiations, but did not make them mandatory. Exporiers were 

required to dernonstrate a "reasonable assurance that volumes contracted [would] be taken."56 

These had alJ been recommended by the Nahird Gas shidy group." Carney had fulfilled the 

promises made while in Opposition. The NEP had been dismantled. 
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CONCLUSION 

Since the massive oil find at Leduc in 1947 Canadian energy policy has expenenced 

several changes. In the years between 1947 and 1971 the main priority was the development 

and expansion of Canadian oil and gas and Ottawa did not interfere to any great degree with 

the operations of the industry or the policies of the provincial govemment. The economy of 

Alberta grew and relations between the provincial and federal govements were largely 

cordial and cooperative. Unfortunately, in the 1970s and eariy 1980s, the relationships 

between the federal government and the industry, and between Ottawa and Albena, 

deteriorated in an atmosphere of cnsis and codict and suffered considerably. 

When the oil crisis hit in 1973 the Liberal govenvnent attempted to deveiop an energy 

policy that would redirect the control of the industry toward the federal governent and away 

from the producing provinces. The confrontation between Ottawa and Alberta escalated 

when the federal govemment, with little consultation with either the province or the industry, 

kept the domestic price of Alberta oil rnuch lower than the world price. As well, it initiated 

changes to the income tax system that penalized both Alberta and the industry. Although 

lower pnces for oil were to benefit al1 Canadians, most of the consumers were in Central 

Canada; thus Ottawa's actions were perceived in the West, and particularly in Alberta, as a 

way to curtail the economic prosperity of a region outside of the traditional centre of 

economic and political power.' By 1978 a series of agreements had been reached between 



Alberta and Ottawa regarding the sharing of windfall profits, and there was a bnef respite in 

the detenoration of federal-provincial relations. 

The Liberals were defeated in the 1979 election and the brief Progressive 

Conservative government under Joe Clark had to deal with the second oil crisis which 

occurred in the same year. Clark's minority government, which had strong representation 

fiom the West, assumed that it would be able to reach a quick accord with Alberta on pricing 

and revenue sharing while it wntinued to protect Canadian consumers. However, the federal 

government was unsuccessfùl in negotiating an acceptable agreement with the govenunent 

of Alberta; then it was defeated in the House of Commons over a gasohe tax d e r  only 200 

days in power. 

The Liberals were retumed in 1980 and a small group of bureaucrats helped Energy 

Minister Marc Lalonde develop the NEP. The producing provinces despised the NEP and 

roared that it discriminated against them. The industry was not happy either since the NEP 

contained more niles, regulations and taxes than any energy policy before. The Trudeau 

Liberals foaered an atmosphere of confrontation and division whiie arguing that they were 

simply maintaining a strong federal authority to protect the interests of al1 Canadians in the 

face of greedy Albertans. 

The primary goal of the Progressive Conservatives under Brian Mulroney, who 

became leader in 1983, was to take the country in a difYerent direction. The Party in 

opposition subscni  to the ideology that market forces should direct the economy, not the 

bureaucracy ; less government wouid allow business to operate more efficiently and profit ab1 y. 

It also sought a more cooperative partnership between ûttawa and the provinces in a more 



decentralized federation. The process for PC energy policy formulation reflected these 

objectives. Pat Cmey, the key political player in these developments, looked to the industry 

rather than the bureaucracy for leadership. She wanted a policy that would stimulate 

economic growth, heai the rift between the provinces and Onawa through the recognition of 

regionai interests, and benefit al1 Canadians. She beiieved: 

fundamentally, [that] the resources belonged to the provinces . . . that's a different 
view than the NEP concept. . . . Ontario didn't share gold . . . the resources belonged 
to Alberta and B.C. and Saskatchewan, therefore that was the founding principle [of 
our energy poliq] . . . [th] the provinces owned the resources. Therefore the object 
was to get the Feds out2  

The hated symbol of Liberal economic control and centrdization was the National Energy 

Program and if the Consemative vision of the new Canada was to be put in place the NEP had 

to be eliminated. 

The policy that dismantled the NEP was formulated by Pat Camey when the PCs were 

in Opposition. During her tirne as energy critic between September 1983 and July 1984, 

Carney had several meetings with provincial officiais and industry representatives. From these 

meetings and the recomrnendations of industry task forces, Camey and her staff sifted through 

the Uiforrnation, developed severai cira poiicy papers, assembled the PC energy policy, and 

directed that policy through the caucus. Once they attained power in 1 984, the Conservatives 

could put their policies into practice and they did with the Atlantic Accord, the Western 

.4ccord, the Agreement on Naturd Gas Markets and Pnces, and the Frontier Poiicy. The 

process represented a significant shift not just in policy-making but in how the country as a 

whole was to function. It also demonstrated the importance of Pat Camey as the person 

responsible for directing and devishg the program that dismantled the NEP. In doing so she 



achieved her own personal goais - improved govement-industry relations and more 

cooperative federal-provincial relations. 

Nthough Carney's approach to creating the PC energy policy was not necessarily 

unique in the context of Tory policy-making in general, she was one of the few Cabinet 

Ministers who actuaily translated the opposition platform into govement policy when the 

Party assumed power. Mulroney's PCs were very well organized and each critic had been 

given a specific outline of how they shouid gather information and when the policies were to 

be presented to the caucus for approval. The approved policy was then to be implemented 

to the greatest possible extent when the PCs took control of the govemment. The most 

notable failure in this process was Michael Wilson who, as Miniaer of Finance, was unable 

to translate his deficit reduction program into action. Moreover, when his 1985 budget tried 

to de-index Old Age SecUnty and Famiiy Allowance payments and increased the federal sales 

tax and provided more corporate tax breaks, Mulroney backed off Social prograrns were, 

in his words a "Sacred Tni~t . ' '~  Camey succeeded, where other Ministen failed, because she 

was detemined to push her policies through and was uncompromising with the bureaucracy, 

the provinces, and the PC caucus once she became Miniaer of Energy, Mines and Resources. 

She also believed fundamentally in almost al1 of the industry recommendations and therefore 

it was much easier for her to be finn on those matters. The final contents of the agreements, 

inasmuch as they reflected the policies created in opposition, were a direct result of Camey's 

intirnidating, inflexible, and tough attitude. 

The process of policy development revealed both strengths and weaknesses. By 

developing the essential tenets of the policy whiie in opposition, Cmey  avoided relying too 



heavily upon the bureaucracy for ideas. The process also emphasized the conciliatory role 

that the PCs desired when dealing with the provinces and the industry in theû quest for 

Canadian unity and economic growth. However, the potential problem with this approach 

in the energy sector was that only the industry and the producing provinces would provide 

input, while the consumer and national interests would becorne secondary. Camey attempted 

to address the problem during the negotiations once she became Minister, but it would appear 

fiom the agreements that the industry Mew prevailed. Nevertheless, Carney would argue that 

less government intervention in the affairs of the oil and gas induary would mean a stronger 

economy for Canada and mate jobs across the country; therefore, her policy would succeed 

for al1 interested parties. 

There is the possibility that Carney might have failed in her role if oil pnces had 

increased dramaticdy rather than declined as they did. There would have been a sigrilficant 

amount of pressure fiom the consuming provinces to maintain strong controls over oil and 

gas prices and the exploration and development of Canadian oil and gas. However, Carney 

was committed to the deregulation of oil and gas pricing and other aspects of the industry. 

It is unlikely that she would have advocated permanent governrnent intervention but rather 

would have implemented some type of temporq measures that would satisQ both producers 

and consumers - as was outlined in the force mujewe clause of the Westem Accord. Healing 

the rifts between the Western provinces and the federal govenunent and between the oil and 

gis industry and Ottawa, was a high priority for both Camey and the Mulroney Goverment, 

therefore some compromises would have been necessary in order to moiiify ail the parties. 

The collapse of world oil prices in 1986 only temporarily tempered the success of Camey's 



energy policy; the ultimate test was in the long-term abiiity ofthe Govemment's policy to 

adapt to fluctuating economic conditions. In the end, it has s~rvived.~ 

It should be noted that afler Carney eliminated the NEP and put her stamp on the 

Conservative Goverment's energy policy, her job, as she saw it, was done. She was not 

interested in the &y-today details of running EMR and said so herself in a recent interview: 

"Once you've done the Atlantic Accord and the Western Accord, and deregulated Naturd 

Gas, which was the toughest of them ail . . . what else was there to do?'" She needed another 

big issue to tackle and so she was moved. On 1 July 1986 Pat Carney went to the 

Department of International Trade where, as Minister, she was responsible for directing the 

negotiations of the Free Trade Agreement with the United States. In 1988 she became the 

president of the Treasury Board and commissioned a task force to study "The Barriers to 

Women in the Public Senice." In describing her political career Carney stated: "In every one 

of my three portfolios I've tried to concentrate on one thing. Like one major task. . . . You 

find your main assignment and people can criticize you because you never did more things in 

other areas? Carney was the kind of politician who needed to focus oii a sigrilficant and 

controversial issue because she was not content with simply adas t e r ing  her department. 

However, soon a e r  her appointment to the Treasury Board she became very il1 and 

announced that she would be retiring fiom politics due to a chronic back and arthritis 

problem.' 

Carney made an incredible recovery and was appointed to the Senate of Canada in 

1990 where she continues to sit, acting as Chairman of the Standing Senate Cornmittee on 

Energy, the Environment and Natural Resources. She is also an Adjunct Professor at the 



University of British Columbia where she teaches courses on regional planning.' ui addition, 

Camey remains involved with the important political questions of the day as a Senator from 

B.C.: 

Now I've been working with the Govemmem of B. C. on the fish issue, same thing [as 
Newfoundland's ownership of the offshore resources] . . . [there is] no reason why 
B.C. can't manage its own fish, because they have the sarne coa~iine [for the 
province]; it's not iike the Maritimes where you've got four provinces and the Feds 
have to do it. So, B.C.'s trying to foiiow the idea [ofl how do you manage the fishery 
'as if B.C. owned it?' 

Carney is a staunch advocate of senators representing their regions. She uses her position to 

lobby "persistently and passionately on B.C. issues. . . . [and tries] to advance the collective 

British Columbia interest."'* As a journalist in the 1950s and 1960s it struck her that one has 

"to shout to be heard over the Central Canadian chorus," and she continues to believe that 

"poiicy-makers in Ottawa çtiu don? understand Canada's West Coast province any more than 

they did before."" In the end, Carney's view of Canada has not changed and she remains a 

force in Canadian politics. 
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