


Recommendations
1. Simplify Canada’s tax system to attract investment and reduce compliance burden.

2. Scale up the Indigenous Loan Guarantee Program (ILGP) to encourage and increase
Indigenous participation in Canada’s natural resource development.

3. Build on recent progress and continue to streamline the approvals process,
environmental policies, and regulatory framework for the oil and natural gas
sector.



Turning Progress into Growth: Creating the Conditions for Long-Term Energy and
Economic Competitiveness

The Canadian Association of Petroleum Producers (CAPP) welcomes the opportunity to contribute to the
Standing Committee on Finance’s work ahead of Budget 2026. We support the federal government’s
recent reforms, which recognize that Canada must continue to strengthen its approvals processes and
overall investment environment to reach our shared objectives of becoming a global energy superpower
and the fastest-growing economy in the G7.

CAPP members resonate with the priorities outlined by Prime Minister Carney to grow production,
expand infrastructure, protect competitiveness, and lower emissions. Recent commitments, including
Budget 2025’s ambition to mobilize $1 trillion in investment and the Canada-Alberta Memorandum of
Understanding (MOU), are important steps toward unlocking Canada’s world-class oil and natural gas
resources at a time when global energy security and affordability have taken on renewed urgency.

However, achieving these goals will require continued progress to improve Canada’s competitiveness
and enable timely project development. This includes fostering the conditions for sustained capital
investment through a competitive and efficient tax system, streamlined and predictable regulatory
processes, and expanded export infrastructure to connect Canadian production to global markets. With
global competitors (particularly the United States) advancing reforms to attract investment, Canada
must continue to build on recent progress swiftly to keep pace. Targeted, timely policy changes are
needed to unlock production, strengthen our geopolitical position, and deliver economic benefits for
Canadians through jobs, investment, and government revenues.

The new industrial carbon tax plan agreed with the Government of Alberta on May 15, 2026, improves
on earlier proposed versions yet still represents a unique cost to Canadian oil and natural gas producers.
If growing Canadian energy exports is our goal, we should not be adding costs to oil and natural gas
production when no other directly competing country has done so.! Industrial carbon pricing, and
Canada’s climate policy more broadly, must consider and support our competitiveness, ability to attract
long-term investment, and the ability to seize the opportunities afforded by the Canadian oil and natural
gas industry.

At the same time, with the right action, Canada has a tremendous opportunity to grow energy exports
which will improve national sovereignty and energy security, diversify trade, and grow our economy. Qil
and natural gas exports accounted for more than 20 percent of Canada’s total trade value in 2025.2
Between 2022 and 2024, the sector contributed nearly $116 billion in taxes and royalties.> Canada’s
growth opportunity is real: expanding oil export capacity by 1.5 million barrels per day could add an
estimated $31.4 billion a year to national real GDP over the next decade.?

Canada is a stable, democratic, and responsible energy producer, recognized as “a world leader in
reducing the carbon intensity of our barrels.”® With abundant oil and natural gas resources, we have an
important geopolitical role to play. Canada can contribute meaningfully to supporting allies and global
markets with reliable supply. Our energy can help reduce exposure to geopolitical chokepoints,

I https://portal.studio.energy/publications/carbon-competitiveness-and-canadas-oil-industry
2 CAPP Data Centre: The Economic Impact of Canadian Qil and Gas

3 Ibid.

4 https://www.cogem.energy/publications/the-gdp-payoff-of-additional-oil-pipeline-capacity
5 This Is Our Moment: An Interview With the Honourable Tim Hodgson
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strengthen energy security for importing countries, and contribute to more resilient global supply
chains.

Nationally, the sector supports nearly 450,000 direct and indirect jobs, contributes $85 billion annually
to GDP, and leads all sectors in environmental protection investments.® Supporting our upstream oil and
gas sector, and building necessary export infrastructure, will further strengthen our sovereignty, our
communities, and improve outcomes for Canadians as well as for our economy. Growing Canada’s
resource strength also advances Indigenous economic participation. Since 2017, more than $5 billion in
Indigenous equity positions have been secured in oil and natural gas projects.

Budget 2026 is a chance to turn global demand into Canadian growth. In addition, Canada must deliver
meaningful fiscal and regulatory reforms to accelerate approvals and unlock investment. Please find our
initial recommendations below. CAPP will make further detailed pragmatic recommendations on
regulatory and tax reform in the weeks and months. We look forward to working with government to
realize the growth, stability, and security in Canada’s oil and natural gas resources.

Lisa A. Baiton, MBA, ICD.D

President and CEO
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Recommendations for Budget 2026
1. Simplify Canada’s tax system to attract investment and reduce compliance burden.

Canada has a competitive average marginal effective tax rate (METR), and we recognize and
commend the Government of Canada’s efforts to reduce the average METR over time.
However, this competitiveness does not hold across sectors. For oil and natural gas, the METR
is higher than the average, and producers face a higher METR than projects sited in the U.S.
when industrial carbon costs, slower capital recovery, higher statutory rates, and tax
compliance costs are considered. Consequently, CAPP recommendations focus on reducing the
oil and natural gas METR through faster capital recovery and simplification to reduce
complexity and compliance burden. CAPP will share further pragmatic recommendations to this
end in the coming months.

e Amend section 150 of the Income Tax Act (ITA) to reduce complexity. Canada should
leverage existing corporate and partnership filings to declare participation in bare trust
arrangements and rescind the current T3 reporting requirement. This will support the
global commitment to transparency in combatting money laundering and terrorist
financing while avoiding tens of thousands of annual T3 returns.

In addition, CAPP recommends two amendments to leverage the proposed draft
legislation published by Finance Canada in August 2025,” as follows:

o Indraft paragraph 150(1.31)(f), change “Canadian resource property” to
“principal business corporation, or a partnership that would otherwise be a
principal business corporation if it was a corporation”.

o Revise draft paragraph 150(1.31)(f) to relax the “each of which is” constraint
to allow a threshold for minority joint venture partners that do not meet the
eligibility requirements (e.g., a trust would not be required to file if the
majority of the beneficial ownership of the trust property is held by public
companies).

e Reduce compliance burden by amending the Excessive Interest and Financing
Expenses Limitation (EIFEL) provisions in Section 18.2 of the ITA to ensure producers’
surface lease and mineral lease payments are not treated as economically equivalent
to interest. The current EIFEL definition of “interest and financing expenses” includes
certain non-interest amounts, creating interpretive risk that routine surface lease
payments and provincial Crown mineral payments could be misclassified, despite being
long-standing operating costs.

e Reform CRA audit, dispute, and performance-incentive frameworks to provide
certainty and timely resolution. Lengthy audits, longer disputes and litigation,
mandatory 50% prepayment, and the new $20 billion Direct Compliance Revenue Effect
target increase uncertainty and tie up capital. CAPP recommends repealing the
prepayment requirement, capping audit timelines, rebalancing CRA incentives toward
quality, expanding pre-clearance for complex tax issues, and reforming the CRA rulings
process.

7 Finance Canada. August 15, 2025. Government releases draft legislation for previously announced tax measures -
Canada.ca
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e Make Accelerated Capital Recovery Permanent and Modernize the CCA Regime. The
Accelerated Investment Incentive remains temporary, and the 100% immediate
expensing is limited to select asset classes. It does not extend to CCA Class 41 for oil and
gas production and processing or Class 49 for oil and gas pipelines, both of which are
central to upstream capital investment. These limitations are compounded by a complex
CCA framework, with approximately thirty active Schedule Il classes that create frequent
classification disputes and unnecessary compliance costs.

o CAPP recommends making permanent the suspension of the half-year rule,
the 1.5x first-year multiplier, and the 100% immediate expensing treatment to
Class 41 and Class 49 property to align Canada’s upstream capital recovery
with the United States’ permanent 100% bonus depreciation regime.
Additionally, CAPP recommends an expert review to consolidate Schedule Il
classes and better align depreciation rates to be competitive with
depreciation rates of Canada’s largest competitor for capital, the U.S.

e Reform Canadian Development Expense (CDE) and Canadian Exploration Expense
(CEE) to better align with competing jurisdictions. The 30% declining-balance rate
under subsection 66.2(2) of the ITA has not changed since the 1970s, despite a
fundamental restructuring of upstream development economics around horizontal
multi-stage hydraulic fracturing (initial-year decline rates of 65-80%). CAPP
recommends amending subsection 66.2(2) to permit 100% expensing of CDE in the year
incurred, aligning with the U.S. treatment of intangible drilling costs for independent
producers. CEE under subsection 66.1(6) should be enhanced to reinstate drilling and
completion costs for early-stage exploratory wells.

e Further unlock the economic potential of Canada’s offshore resources by unlocking
investment, improving competitiveness, and removing uncertainty by:

o Reinstating and increasing the Atlantic Investment Tax Credit (AITC) for the oil
and natural gas industry to 15% and amending the AITC to be a refundable tax
credit.

o Establishing that the Government of Canada’s commitments under Article 82
of the United Nations Convention on the Law of the Sea will be met by
government for all future projects.

2. Scale up the Indigenous Loan Guarantee Program (ILGP) to encourage and increase
Indigenous participation in Canada’s natural resource development.

Additional funding would enable industry to support Indigenous ownership of infrastructure,
increase community prosperity, and ensure meaningful participation in development. While the
government’s $10 billion commitment to the ILGP is a significant step forward. It is not
sufficient to fully support Indigenous equity participation in the number and breadth of
resource project opportunities that are being advanced across Canada.

3. Build on recent progress and continue to streamline the approvals process, environmental
policies, and the regulatory framework for the oil and natural gas sector:



e Recognize provinces’ efforts to reduce methane emissions by completing the agreed
to methane equivalency agreement with Alberta® and deliver further efficiencies
through long-term equivalency agreements with British Columbia, Saskatchewan, and
Manitoba.

e Amend the “Canada-Newfoundland and Labrador Offshore Area Petroleum
Operations Framework Regulations and the Canada-Nova Scotia Offshore Area
Petroleum Operations Framework Regulations” to codify offshore methane
requirements. This will provide regulatory certainty and support effective compliance
requirements for offshore operations.

e Continue to streamline major project approvals by:

o Working collaboratively with provinces to maximize the opportunities for
comprehensive substitution: from assessment to approval;

o Amending the Physical Activities Regulation to remove projects that do not
pose a high probability of causing significant adverse effects within federal
jurisdiction, including in situ oil sands facilities, fossil fuel-fired power
generation, refineries and upgraders, gas processing facilities, inland liquified
natural gas facilities, storage facilities, and offshore exploratory wells; and by,

o Limiting federal assessments to exclusively consider significant adverse effects
within federal jurisdiction.

e Amend the Species at Risk Act to properly reflect constitutional authority over lands
and natural resources, increase efficiency, and include provisions for socioeconomic
impact analysis to inform decision making.

e Simplify approvals of offshore projects by adjusting the Fisheries Act Authorization
process to remove the requirement for a Fisheries Act Authorization Review and
procced directly with an Authorization Application.

e Engage industry to clarify the definition of “harmful alteration, disruption or
destruction of fish habitat” and its implementation.

o Allow multiple proponents to contribute to, and withdraw from, a habitat bank under
the Fisheries Act.

e Collaborate with industry to address administrative burden and resource sterilization
risks linked to the Pileated Woodpecker's Schedule 1 listing under the Migratory Birds
Regulations.

e Reduce administrative burden and regulatory uncertainty by developing compliance
tools for high importance activities that are low-risk to migratory birds.

CAPP welcomes recent progress made by the Government of Canada to accelerate and
streamline project approvals and will have further pragmatic recommendations in response
to the ‘Discussion Paper on Proposed Legislative, Regulatory, and Policy Reforms’ in the
coming weeks.

8 Agreement in principle — Canada-Alberta methane equivalency agreement - Canada.ca
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