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About Business Council of Alberta

The Business Council of Alberta is a non-partisan, non-profit, and for-purpose organization dedicated to

building a better Alberta within a more dynamic Canada. Composed of the chief executives and leading

entrepreneurs of the province’s largest enterprises, Council members are proud to represent the majority of

Alberta’s private sector investment, job creation, exports, and research and development. The Council is

committed to working with leaders and stakeholders across Alberta and Canada in proposing bold and

innovative public policy solutions and initiatives that will make life better for Albertans.



Background: What is the Clean Fuel Standard?

The Clean Fuel Standard (CFS) is a new federal regulation intended to lower the intensity of greenhouse gas

emissions that occur when we burn fossil fuels. It is a central plank in the federal government’s plan to reach its

Paris Accord commitment—reducing GHG emissions by 30% from 2005 levels by 2030. 

The CFS is intended to act as a supplement to the federal carbon tax (or provincial equivalents) already in

place. While the carbon tax is a well-publicized levy that creates a disincentive to burn fuel by making it more

expensive to do so, the CFS is a hidden charge that works to lower the carbon intensity (CI) of the fuel we end

up burning anyway.  

Effectively, the CFS regulates the amount of GHGs that can be emitted for every unit of fuel that we burn. All

fuels will be required to meet a certain carbon intensity threshold, and that threshold will be ratcheted down

every year from implementation through to 2030. According to the federal government, by that time, the CFS

will reduce Canada’s total GHG emissions by 30 megatonnes (MT)—about 15% of the reduction needed to

reach our Paris Accord commitment.   

The CFS will cover all fossil fuel types and will be implemented in two phases. It will come into force in 2022 for

gasoline and other liquid fuels, with detailed regulations expected to come out later this year. The second phase

will implement a CFS on gaseous fuels (natural gas, propane, etc.) and solid fuels (coal and coke) in 2023.

The new standard applies to “primary suppliers”—companies that produce or import end-use fossil fuels in

Canada. On the liquids side, that means refineries and importers of fuels like gasoline, diesel and home heating

oils must comply with the standard. For gaseous fuels, primary suppliers include importers and those

companies that operate pipelines delivering natural gas to end-users. 

Only fuels for domestic end use are subject to the standard; those that are exported or transshipped through

Canada are exempt, including crude oil, natural gas and petroleum products. Other exemptions include liquid

fuels for aviation and international marine use; small amounts imported in vehicle tanks and other

inconsequential amounts; and liquid fuels used in remote communities. 

The first (liquid fuels) phase is expected to do the heavy lifting in meeting the government’s target emissions

reductions. Once fully implemented, the CFS would reduce the carbon intensity of the liquid fuels we burn by

10-12%, accounting for about 23MT of the 30MT target. The gaseous and solid fuels phase is expected to

account for the remaining 7MT, with gaseous fuels accounting for the vast majority of that total. 

Canada is not the first jurisdiction to put a clean fuel standard in place. Within North America, BC, California,

and Oregon have implemented similar standards on liquid fuels for transportation, while the European Union

has done so as well. 

What makes the CFS different, however, is the scope of application. In all the above cases, clean fuel

regulations are limited to fuels used in transportation. When the CFS comes into effect, Canada will become the

only jurisdiction in the world to extend fuel standards to industry and buildings.
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https://www2.gov.bc.ca/gov/content/industry/electricity-alternative-energy/transportation-energies/renewable-low-carbon-fuels
https://ww2.arb.ca.gov/our-work/programs/low-carbon-fuel-standard/about
https://www.oregon.gov/deq/FilterDocs/cfpoverview.pdf
https://ec.europa.eu/clima/policies/transport/fuel_en#:~:text=The%20Fuel%20Quality%20Directive%20requires,6%25%20after%20the%20year%202020.&text=Together%20with%20the%20Renewable%20Energy,regulates%20the%20sustainability%20of%20biofuels.


How does it work?

While many specific details have yet to be ironed out, the general proposed structure of the CFS has been

established. The CFS sets performance standards for the carbon intensity of fossil fuels beginning in 2022 (in

the case of liquid fuels) or 2023 (in the case of gaseous or solid fuels). Those standards are lowered each year

from implementation through to 2030. 

As noted above, only primary suppliers are required to comply with the CFS. However, any reduction in carbon

intensity at any point in the life cycle of a fuel—from extraction to combustion—could count towards CFS

compliance, provided the activity in question meets “additionality” criteria (i.e. that it represents incremental

emissions reductions beyond the status quo); and has received a quantitative assessment by Environment and

Climate Change Canada (ECCC) regarding the extent of emissions reductions it represents. 

The CFS is underpinned by a system of tradeable credits—the same general system in place in BC, California,

and other jurisdictions with a similar regulation. A wide range of activities that manifestly reduce GHG

emissions can generate credits which can then be applied against the carbon intensity requirements. 

Any primary supplier or “voluntary credit creator” can participate in the market for compliance credits—
creating, owning, buying or selling. However they do it, primary suppliers are responsible for generating or

otherwise acquiring compliance credits that are then applied against their emissions intensity reduction

requirements. Credits expire when used. If a company generates surplus credits, they can be sold on the open

market. In addition, a limited number of credits can be banked for use the following year.  

Voluntary credit providers are a critical part of this open market system. Companies other than primary

suppliers can participate in the compliance credit market by taking action to reduce their own emissions

intensity or to produce lower-carbon fuels. For example, if an oil sands operation invests in a new carbon

capture facility; a utility company builds wind turbines to partially power a refinery; or a business expands

hydrogen output, these actions will generate credits which can then be sold to primary suppliers.  

This is one of the key features of the CFS system. Companies that invest in lowering GHG emissions or

generating low-carbon fuels will create a new revenue stream from the sale of compliance credits. That

revenue stream will help companies recoup their costs and could incentivize more investments. If the company

in question is producing a lower-emissions fuel (say, hydrogen), they would earn money from the sale of their

fuel AND from the compliance credits they generate. 

Although it does not directly reduce the carbon intensity of fossil fuels, credits can also be generated in the

transportation sector by switching to lower-emissions fuels. This would include moving from gasoline to

natural gas, hydrogen, or electric-powered vehicles. The types of companies that can generate credits under

this category depend on the type of alternative fuel being used. Generally speaking, they include charging and

fuelling stations, companies that offer onsite charging, electricity network operators and original equipment

manufacturers.

The determination of how many credits are generated for each emissions-reducing activity will be made

according to an assessment model built by ECCC.  
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Based on this system of credit generation, application and sale, primary suppliers have four basic options for

how they can meet the standard. They can:
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What does the Clean Fuel Standard mean for Alberta?

The impact of the CFS on Alberta—and Canada generally—is a matter of considerable debate. Perspectives on

the new regulation vary widely. Those in the environmental NGO community tend to see the CFS as a

cornerstone of Canada’s strategy to reduce GHG emissions and meet its Paris Accord targets. Meanwhile, the

business community raises several concerns about its implementation in its current form. With some

exceptions, the business community is concerned about the compliance burden; the potential impact on costs

(particularly on the gaseous fuel application) to consumers and themselves (which ultimately affects cost of

living and competitiveness); the timelines associated with regulatory approvals to achieve implementation and

compliance: and how the credit market will function in practice. They have also raised concerns about the

implications for overall Canadian competitiveness—specifically, how Canadian businesses will be able to

compete with foreign producers that are not subject to the same standard and associated costs.

There are also cost implications for consumers as higher production costs will be passed down (at least in

part) to fuel end-users. Finally, the structure of the CFS, and in particular the introduction of carbon intensity

requirements on gaseous fuels, is such that it will have a disproportionately heavy burden on Alberta. These

issues, and some others, are discussed in more detail below.

That said, the CFS does offer some potential benefits to Alberta and Canada. Subject to the details being ironed

out, it holds the potential to create a significant incentive to invest in carbon capture, hydrogen production,

biofuels, and other forms of renewable electricity as these technologies become more cost competitive. By

creating sellable compliance credits, companies that make these investments can create a revenue stream to

help offset their costs. 

The CFS could also offer reputational benefits on the global stage. Steps to differentiate Canadian fossil fuels

and manufactured goods as “cleaner” than those produced elsewhere could help preserve or even enhance

market access. For example, the EU is considering implementing carbon border adjustments that would

penalize imports from countries without climate strategies. The CFS could allow Canada to retain access to

those markets and give us an advantage over competitors that could be locked out.

Reduce the emissions intensity of the fuels they provide. This would happen through increased blending of

ethanol, biodiesel and other lower-carbon energy sources into gasoline and other standard fuel types. In

other jurisdictions that have implemented fuel standards, this is the most common approach used. 

Reduce emissions in their production processes. For example, this could come through switching to lower-

carbon fuels to power refineries, or finding other ways to operate more efficiently and use less fuel as an

input.

Buy compliance credits on the open market from other businesses that have either lowered their own

emissions, or that create low-carbon energy sources (renewable electricity, hydrogen, etc). Details on the

credit market have yet to be finalized, including the question of whether or not there will be ceilings or

floors placed on the value of those credits.  

Pay into a Fund Compliance Mechanism. This is essentially an escape valve. Companies can meet up to 10%

of their compliance requirements in this way. The price of these credits has yet to be finalized, but is

proposed to be in the range of $350/tonne.



Those potential benefits notwithstanding, Alberta businesses have raised a number of concerns about the CFS

and its potential impact on economic activity in the province. These concerns are not borne of a disregard for

the environment or for Alberta doing its part to reduce GHG emissions. Rather, they focus on unintended

consequences, design flaws and perverse incentives that will add to the cost of doing businesses without

achieving significant results on the emissions side; as well as the realities of Alberta’s power and industrial mix.

 

Broadly speaking, these issues can be divided into three categories: the CFS achieves limited environmental

benefit at a higher cost than other policy options; the new standard is harmful to many businesses and

consumers, and places a disproportionate burden on Alberta specifically; and it has many unknown or

unintended consequences that, in some  cases, carry severe penalties for non-compliance. 

While this is not a comprehensive list, the following issues will need to be addressed by the federal government

to ensure that the CFS is delivered in a way that is efficient, equitable, and minimizes the negative economic

impact that would otherwise result. There are a range of potential solutions for each of these issues; in each

case, we offer examples of what steps could be taken to improve the regulation.

1) The CFS offers limited environmental benefit at a relatively high cost

a) The environmental impact of the CFS is likely overstated

One of the main questions surrounding the CFS is how much additional reduction in GHG emissions it will

generate. While the federal government’s stated objective for the CFS is to achieve “up to” 30MT in annual

reductions, many analysts cast doubt on this claim for two reasons. First, it is unclear if the federal

government’s expectation for 30MT reduction considers large, important factors that increase emissions over

time: specifically, consumer demand driven by population growth. While the CFS would reduce emissions

intensity over time, population growth alone would place upward pressure on overall emissions. 

Second, the expected 30MT reduction does not account for the interaction between the CFS and other federal

and provincial regulations and legislation that will already lower emissions–provincial renewable fuels blending

regulations, for example. As a result, analysts at Navius Research believe that the reduction in emissions

attributable to the CFS is likely to be far less than 30MT; potentially 7MT or even less. 

Considering some of the expenses associated with CFS compliance ($350/tonne for the Credit Clearance

Mechanism, for example), 7MT in annual GHG reductions could be achieved at far lower economic cost by

exploring alternative emissions reduction strategies. 

Potential Solution: The federal government should provide Canadians with an accurate estimate of the

environmental benefits expected from the CFS net of the impacts attributable to other regulations and

legislation. Providing Canadians with a sense of the actual impact of the CFS—and the economic costs (to

both consumers and business) of achieving those results—is critical to high-quality and transparent policy

development. 

Policy Paper| Clean Fuel Standard 6

Issues & Concerns

https://policyoptions.irpp.org/magazines/march-2020/the-clean-fuel-standards-impact-has-been-overstated/
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b) The window for generating compliance credits is too short

As noted earlier, companies that invest in lowering GHG emissions or generating low-carbon fuels will create a

new revenue stream from the sale of compliance credits, which can be used to help offset the cost of making

that initial investment. However, companies can only generate credits for a limited period of time, usually five

years, and 10 in the case of carbon capture projects. This time limit might be extended in some cases, but the

final regulations have not yet been finalized.

Several companies have pointed out that these timeframes are not sufficient to generate a return on

investment in major projects. While the ROI on major projects is affected in part by the market price of

compliance credits, it was suggested that even with prices in the range of $200-$250/tonne, five years (or

even 10) is not enough time to make an investment economic. The Province of Alberta permits investment

recovery over 20 years with the possibility of extensions at 5-year increments. This timeframe is far closer to

what will be needed to attract investment capital. This should be designed to reflect the economics of a project.

Moreover, once a particular technology becomes widely used, it could cease to qualify for generating

compliance credits. This could put companies in the position where they make significant investments in a

process like carbon capture, but after a period of time, those investments not only stop generating credits, but

no longer even count towards CFS compliance. Significant new investments would be needed just to maintain

current compliance requirements, never mind meeting more stringent ones. 

Potential Solution: The federal government should extend the allowable timeframe for generating credits in

order to create a greater incentive to invest in the types of large-scale initiatives that will be needed to comply

with the CFS, and to position Canada towards meeting its 2030 and 2050 climate targets.  

c) The CFS deters innovation and transformative investments

One of the ostensible features of the CFS is that it is solution-agnostic; companies can choose from multiple

pathways to comply with the standard. In practice, however, businesses have noted that the design of the

standard favours high-cost, pre-determined pathways and places restrictions on which technologies can be

used to achieve emissions reductions.

This issue has two components, the first of which relates to the time limit on credit generation. As suggested

above, companies will be swayed away from large-scale, ambitious projects because they will not be able to

recoup their costs before the five-year (or 10-year) window for credit generation expires. Moreover, some

compliance options–like renewable fuel blending–have no time limits for how long they can generate credits, as

long as they remain less carbon-intensive than the (declining over time) standard. Finally, fluctuating credit

values, and the fact that Environment and Climate Change Canada’s Life Cycle Analysis model is subject to

change outside the regulatory process, create additional uncertainty around business investment decisions

and steer those decisions towards shorter-term, less risky projects.  

The second component is about gaining compliance credits for novel approaches to reducing emissions. The

ability of a project to generate credits is determined by ECCC according to a specified quantification

methodology. If no such methodology exists, it will have to be created. That is almost certain to be a lengthy

and complicated process, likely spanning several years. Businesses lack the confidence that ECCC will expedite

the process; and in the meantime, they have no incentive to invest in a new technology or solution because

they will not know if it will be eligible to generate enough compliance credits to be economically worthwhile. On

top of that, there is the additional risk that the new technology could quickly become “business as usual” and

thus no longer qualify for credits at all. 
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Potential Solution: The CFS would be significantly improved if all technologies that reduce emissions as part of

the fuel life cycle qualify for credit; and all projects be eligible for credit creation throughout their projected

lifespan. Doing so would help achieve the federal government’s ultimate goal of significantly reducing GHG

emissions. Furthermore, quantification methodologies for new innovations should be accelerated and

businesses should be eligible for retroactive credits.

d) CFS compliance relies on timely federal approvals

One of the biggest concerns with the CFS and its ability to deliver low-cost and meaningful climate action is

around the timelines required for companies to build the projects needed to comply with the CFS. While some

smaller projects, refits, or minor upgrades will not need federal approval, major projects and initiatives could.

According to rankings done by the World Bank, Canada is one of the slowest countries in the industrialized

world at approving projects—a process that only gets longer as time passes because of increasingly stringent

environmental assessments and community consultation requirements. Without a significantly reimagined and

transformed approvals process, companies will likely not be able to make the investments they need in time to

comply with the standard.  

This issue is linked to the potential problems around credit availability and the potential consequences for

businesses that are unable to comply with the regulation—discussed further below. This issue is further linked

to the punitive measure of making non-compliance with the CFS a criminal offence—also discussed further

below.

Potential Solution: To ensure that companies can build emissions-reducing projects in time to comply with the

CFS, the federal government must transform and reimagine the regulatory and approvals process to exceed

those in leading jurisdictions like the US. 

e) High compliance costs and administrative burden

Another concern with the CFS is the compliance burden and administrative costs it will impose on primary

suppliers and other companies. Each component of the CFS comes with meticulous reporting and approval

requirements–for proposed new projects, for measuring the GHG impact of each one, for establishing and

assessing facility-specific carbon intensity values, for compliance reporting, for determining if a project will

continue to generate credits beyond its initial 5-year (or 10-year) allotment, and so on. 

These reporting and assessment requirements will make the CFS even more expensive for businesses. The

more onerous those costs are—especially for large or unproven projects—the more of a disincentive they

create for companies to pursue those projects. Moreover, it will take significant government resources to

provide these approvals and assessments in a timely fashion. Otherwise they will only magnify current delays

with major project approvals and put companies in a position where they may not be able to comply with the

CFS in time, or in the way they wish. 

Potential Solution: The federal government should look for ways to minimize the compliance burden on

businesses while also ensuring they have sufficient resources to provide timely approvals and assessments for

the various components of the CFS. 

http://www3.weforum.org/docs/WEF_TheGlobalCompetitivenessReport2019.pdf
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2) The CFS will have a significant negative impact on consumers and businesses, and

Alberta specifically

a) The CFS disproportionately impacts lower-income Canadians

Many critics of the CFS liken it to a second carbon tax. While this is technically not true (the CFS is a

regulation), it does add additional costs to the production of fuel over and above the carbon tax. Some of those

higher costs will be passed down to consumers. How much, exactly, is still unknown at this point. For gasoline,

estimates range from as low as two cents per litre to a 20% increase over current prices. The unfortunate

reality is that with the CFS the “tax” is “hidden.”

The issue is that, unlike the carbon tax, where lower-income consumers can get a rebate, there will be no

offsetting financial relief from the CFS. Most Canadians who drive vehicles on a daily basis have little

alternative in the short term. 

This issue will be magnified in Alberta when the CFS comes into effect on gaseous fuels. Unlike many other

provinces, Alberta does not have an emissions-free electricity grid, nor any ability to transition to one of stable,

baseload power any time soon, despite the advancements in renewable technologies and deployment. A CFS on

gaseous fuels will increase the cost of natural gas feedstock, driving up electricity and home heating prices for

Albertans. By how much costs will rise is unclear; it depends on factors such as how much investment in

renewables is triggered; the impact renewables have on electricity prices; and the clearing price for compliance

credits under the CFS. Nevertheless, prices will go up and since utilities and fuel make up a larger proportion of

consumer spending for lower-income Albertans, the CFS will have the largest effect on those who can afford it

the least.

Finally, the treatment of electric vehicles under the CFS also has an implicit regressive wealth transfer

component. Even though it is unrelated to the carbon intensity of fossil fuels, the CFS allows credits to be

generated by charging electric vehicles. However, a proportion of those credit revenues must be re-invested

into additional incentives to adopt electric vehicles. While prices are falling, electric vehicles remain impractical

or out of reach financially for most Canadians. As a result, those who are less well off will be forced to pay

higher prices for their fuel, while those wealthy enough to afford electric vehicles will receive a subsidy for their

purchase. 

Potential Solution: The federal government could expand its current carbon tax rebate to offset the impact of

the CFS on lower-income Canadians. Such support should be targeted according to where the impact of the

standard is highest, and should not impose additional costs on business.   

b) It undercuts Canada’s global competitiveness

As noted earlier, Canada will be the first jurisdiction in the world to apply a clean fuel standard outside of liquid

fuels used in transportation. As the standard raises fuel prices, it will layer substantial new costs not just on

fuel suppliers and consumers, but also on any business that needs energy to operate. Since no other country in

the world imposes such a regulation, the CFS will put Canadian companies at a unique disadvantage relative to

their foreign competitors. This is especially a concern for Canada’s energy-intensive, trade-exposed

industries–notably cement, aluminum, and other heavy manufacturing.
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Businesses that export energy will also be negatively affected, including oil and gas producers that are not

directly required to comply with the standard on liquid fuels. While exports are exempt from the CFS on liquid

fuels, it is highly unlikely that energy companies are going to establish two parallel production lines—one for the

domestic market that complies with the CFS; and a second one for the export market that does not. It is far

more likely that companies will adopt measures to comply with the CFS across their entire production line.

Moreover, even if they are exempt from the liquid standard, energy producers will face additional costs when

the standard on gaseous fuels comes into effect. In both cases, the CFS will add to production costs for

exported goods, undermining their competitiveness in foreign markets.

Part of the problem is the base year against which carbon intensity requirements are measured. According to

the proposed federal regulatory approach, all carbon intensity reductions will be made relative to 2016 levels. In

BC and California, the base year is 2010. The result is that any action taken by Canadian businesses from 2010

to 2016—including fuel blending requirements introduced in 2010—will not count towards compliance, while it

does in California. 

To the extent that the CFS imposes additional costs on doing business in Canada, it will deter investment in the

country and potentially result in carbon leakage – where businesses move their operations to other

jurisdictions without the same stringent regulations. The result would be a loss of economic prosperity in

Canada and zero—or even negative—impact on global GHG emissions. 

It is important to note that the recent election of Joe Biden to the US Presidency has the potential to diminish

these concerns. To the extend that the new US President raises decarbonization criteria south of the border, it

will put Canadian businesses on a more level playing field, at least within North America. Moreover, if the US

imposes carbon border adjustments on imported goods, the CFS could provide Canadian goods with an

exemption, creating an access advantage in that market. 

Potential Solution: To preserve domestic competitiveness, every effort should be made to harmonize carbon

measurements and pricing policies with those in the US. Canada should cancel implementation of the CFS on

gaseous and solid fuels until such time as the standard could be harmonized with any future US or international

initiatives. Canada should also consider its own carbon border adjustment taxes and export credits for trade

outside the US. 

c) It has a disproportionate impact on Alberta companies 

The issue of competitiveness is magnified in Alberta. As noted above, imposing the CFS on gaseous fuels will

raise electricity prices in Alberta because we do not have an emissions-free baseload. This is the crux of the

issue in the province. Through our natural resource endowments (or lack thereof), Alberta has abundant

natural gas reserves, but extremely limited capacity to invest in zero-emissions options like hydroelectricity.

Alberta’s utility companies have made remarkable strides in reducing their emissions intensity, and are

continuing to do so. However, natural gas remains the lowest-emission baseload option in the medium term.

The CFS will treat that natural gas baseload as part of the problem rather than part of the solution. Meanwhile,

provinces like Quebec, which by fate of geography are endowed with abundant hydroelectric capacity, will be

unaffected. 

On top of that, a gas standard impedes the incentive to electrify business operations in Alberta. Because our

electricity grid is underpinned by natural gas, companies that electrify cannot eliminate their exposure to

natural gas and, therefore, to the CFS. The end result is that the CFS will make it more expensive to do

business specifically in Alberta compared to many other provinces.
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Potential Solution: In addition to delaying implementation of the CFS on gaseous and solid fuels, the federal

government should provide targeted and outsized investment support for emissions reduction in provinces

disproportionately affected by the CFS, particularly in their power and industrial sectors.

3) The CFS will have unknown impacts, consequences, and severe non-compliance penalties

a) Uncertain access to supply of low-carbon biofuels 

Based on the experience of California and BC to date, increased blending of low-carbon fuels such as ethanol or

biodiesel will be the most common approach to complying with the CFS. However, it is far from clear whether

sufficient supplies exist. 

Canada certainly does not have the capacity needed to meet domestic demand today. Since BC implemented its

Low Carbon Fuel Standard and Canada introduced new renewable fuel blending requirements in 2010, imports of

fuel ethanol have soared. Canada now imports 10 times as much fuel-grade ethanol as it exports. 

One of the reasons for this trade imbalance and lack of investment in Canada is that the US provides generous

subsidies and other incentives for biofuel production. As a result, there has been little investment in Canadian

biofuels because domestic producers would not be able to compete with cheaper imports from the US. However,

even if Canada did increase its biofuel production capacity, there are several issues. For one, details on how the

lifecycle assessments of biofuels are to be calculated have not yet been released. A major issue will be how

indirect land use provisions (cutting down a forest to grow corn for ethanol, for example) will be calculated. These

impact assessments will significantly affect the calculated carbon intensity of biofuels and, consequently, how

many credits Canadian biofuels producers can generate. 

Second, there are physical limits to how much blending can take place in Canada, especially in colder parts of the

country. Biodiesel has limited effectiveness in northern climates because of its high cloud point (the temperature

at which particulate forms and begins to clog engine filters). This speaks not only to uncertainty of supply, but

also to the limited range of options that primary suppliers have for CFS compliance. 

Finally, even if new investments are made, it will take years to add new biofuels production capacity in Canada. In

the meantime, businesses will be forced to import their supply, causing funds to leave Canada and producing

uncertain environmental results if foreign-produced biofuels are not subject to the same assessments as

Canadian alternatives.

Potential Solution: To prevent the CFS from diverting money out of the Canadian economy, the federal

government should provide supports to enable investment in biofuels production capacity in Canada prior to the

regulation coming into force. 

b) Unknown interaction between CFS and TIER

It is unclear how credits generated under the CFS will interact with Alberta’s Technology Innovation and

Emissions Reduction Regulation (TIER). The CFS will recognize projects eligible under provincial carbon pollution

pricing systems, which likely includes TIER, but it is not yet confirmed if CFS credits will be created in parallel to

TIER credits or not. 
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The issue here is one of cost and technical capacity to reduce emissions. If a project that reduces emissions

intensity is eligible for TIER credits but cannot also receive parallel CFS credits, then companies will have to

look for additional emissions reduction opportunities, which may be technically impossible. Alternatively, if

companies can generate two sets of credits for the same activity, it could significantly and positively affect

their investment decision, allowing more projects to take place than would otherwise be the case.

It is important to note that the issue here is solely one of credit generation. A project that reduces emissions

intensity under TIER will make it easier to comply with the CFS even if additional credits cannot be earned from

the same project. However, since the objective of the CFS is to lower emissions intensity and to incentivize

investment in low-emission alternatives, any additional support for making those investments should be

encouraged.

Potential Solution: To maximize GHG-reduction efforts, the federal and provincial governments should allow

companies to generate two sets of compliance credits for their investments–one under TIER and one under the

CFS. 

c) Uncertainty about the liquidity of the compliance credit market

Little is known about how the compliance credit market will work in practice. While businesses and the federal

government can draw lessons from the experiences of BC and California, the parallels are limited because

those jurisdictions only apply emissions standards to liquid transportation fuels. Extending fuel standards to

gaseous and solid fuels—and to industry and buildings—creates a potentially very different market. 

That fact, coupled with uncertainty about project approvals and various other limitations, has resulted in a wide

range of conflicting views on how many compliance credits will be available for sale/purchase. Some believe

there will be too few to be able to comply with the CFS at all. Others believe there will be a glut in supply, which

would mean low prices and a minimal incentive to invest in emissions reduction. For its part, ECCC believes

there will be ample credits available, but has not provided any modeling evidence to verify its claim. 

Potential Solution: ECCC should make public any evidence it has to support its claim that there will be a

sufficiently liquid market for compliance credits under the CFS. 

d) Criminal charges for compliance failure

CFS regulations are to be housed under the Canadian Environmental Protection Act. While the location of a

specific regulation in law is not usually a cause for concern, it is in this case because violations of the CEPA

carry with them a criminal charge. This matters because there is so much uncertainty about compliance

pathways and access to credits; and only a limited ability to carry forward credit liabilities or pay into a

compliance fund. In short, companies are concerned they could face jail time because they cannot find enough

credits to buy on the open market, or cannot build new projects in time because of the federal government’s

own lengthy approval processes. 

Potential Solution: To prevent criminal charges for non-compliance, CFS regulations should be moved from

under the Canadian Environmental Protection Act to the Greenhouse Gas Pollution Pricing Act which carries

financial penalties rather than criminal charges.  
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The Business Council of Alberta supports the intent behind Canada’s climate change ambitions and the CFS: to

materially reduce Canada’s emissions. Aside from its impact on GHG emissions, it could create a significant

incentive for businesses to invest in emissions reduction initiatives such as hydrogen fuels, renewable

electricity, and carbon capture and storage in Alberta. It could even help those companies that have pledged to

be net zero by 2050 to achieve their goal. 

At the same time, however, there is a lengthy list of issues and concerns for how the regulation will function

and the impact it will have on the Canadian economy and Alberta in particular. For the CFS to be truly effective

and to minimize the damage to Alberta businesses and consumers, issues like interprovincial inequity, impact

to consumers and low-income Canadians, global competitiveness and costs, compliance market uncertainty

and government project approval timelines need to be urgently addressed. These adjustments must reflect the

unique position of Alberta within the federation—its position as an energy supplier to the world; its lack of

natural assets with which to create a zero emissions baseload power; and its specific strengths and

weaknesses when it comes to the carbon intensity of its resource endowments. 

Absent such changes, the province may be best served by developing a made-in-Alberta solution, an equivalent

provincial initiative to the CFS that achieves the same (or better) results on the emissions side, but that works

better for Albertans economically. This could be done in a similar manner to the federal carbon tax regime

whereby provinces can choose to implement programs of their own as long as they adhere to overarching

principles and frames. 

As more information comes out, BCA will be digging more deeply into these issues and recommending action

that would minimize the economic damage—and even create greater opportunities—in Alberta, while still

allowing Canada to meet its climate ambitions. 

Conclusion
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