
  

 
 

 

  

Building a Sustainable Future 
ESG in Canadian Oil and Gas 

 November 2021 

This article is a summarized excerpt of a report published by BMO Capital Markets Research on 
November 21, 2021. For the full report, click here. 

Environmental, Social, and Governance (“ESG”) practices are an increasingly  topical theme that we expect will only  rise in 
importance in the investment decision process for  energy companies. BMO’s Equity  Research team recently  introduced its own 
approach to evaluate issuers on ESG factors, detailed in the BMO Capital Markets report, A  Paradigm  Shift:  BMO’s  Approach  for  
Assessing  ESG  Factors. Our  approach includes carefully  curated quantitative and qualitative insights that can be harnessed in 
an investor’s investment process. While quantitative ESG scores have been widely used by investors for  many  years, they are 
facing unprecedented criticism due to a lack of standardization and consistency  across providers. Instead of joining the chorus 
and assigning issuer-specific ESG scores, our  approach shines a light on observable performance metrics, such as greenhouse 
gas (“GHG”) intensity  and fresh water intensity rates, and supplements these indicators with fundamental insights about 
firm-level performance on key  ESG issues. Although lacking the immediate digestibility  that comes with composite ESG 
scores, we believe our cle ar  and in-depth approach is a much more valuable source of analysis for  investors as they  
contemplate the ESG performance of Canadian energy  companies and the myriad ways that this information can be integrated 
into their investment processes. 

This article highlights Canada’s recognition as a leader in ESG among the world’s major oil and gas reserve holders, and it 
provides separate assessments of the Canadian Oil Sands, Exploration and Production, and Energy Services sectors. 

Setting the oil and gas industry context: Canada’s leading ESG position 
We have highlighted numerous times in our past work that Canada, as a country, has continually been recognized as a 
leader in Environmental, Social, and Governance practices among the world’s largest oil and gas reserve holders according to 
independent evaluations, including the Yale/Columbia Environmental Performance Index (“EPI”), Social Progress Imperative’s 
Social Progress Index, and World Bank’s Worldwide Governance Indicators (Exhibit 1). The country also ranks third overall 
among the world’s current top oil-producing regions, next to Norway and the U.K. 

Exhibit 1: Canada #1 in All Categories vs. Top Reserve Holders 
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Source: Yale Environmental Performance Index (EPI); Social Progress Imperative; World Bank Governance Indicators 
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Canada ranks #1 for its 
Environmental, Social, and 
Governance practices among the 
world’s top oil reserve holders, and 
#3 overall among the largest 20 oil 
producing countries. 

https://research-ca.bmocapitalmarkets.com/documents/B0AC44E8-3728-414D-A545-AA1D44C62AC7.PDF
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We like to highlight the sizeable gap in Governance quality between Canada and the rest of the oil-producing world as a 
critical distinction, as astute oversight is logically a root enabler of environment and social stewardship. Canada’s standards 
for accountability, regulatory discipline and corporate oversight stand head and shoulders above most major energy producing 
countries. We believe that regulatory prudence is of particular importance for the energy industry, whereby Canada’s regulatory 
system and climate policies are already regarded among of the most advanced vs. other producing nations. This is a competitive 
advantage that strongly supports its role in a sustainable energy future. Governance structures continue to evolve in alignment 
with emerging sustainability goals. 

Exhibit 2: Leadership in Key, Industry-Relevant Governance Factors 

Accountability Regulatory Corruption 

Source: World Bank Worldwide Governance Indicators, BMO Capital Markets 

There is a particularly wide gap in 
Governance quality between Canada 
and most other global oil suppliers – 
we view as a root enabler of overall 
ESG performance. 

Canada’s industrial sector emissions 
per US$GDP are just half the 
global average, while per-capita 
emissions have fallen 1.8%/year 
since 2000 vs. an average increase 
of ~2% worldwide. 

Already a leader in climate policy and action 
Against many  misconceptions, Canada is already  viewed as a world leader  in climate policy  in the context of energy  
producing nations. Alberta has held industrial emitters accountable with a price on excess carbon since 2007 that have 
steadily increased from $15/T  to $40/T and are set to rise to $170/T  by  2030 under  Federal pricing legislation. 

Leading Emissions Reductions. Despite the many misconceptions about Canada’s emissions profile, the fact is that Canada is a 
leader in global efforts to lower GHG intensity. Of note, Canada has posted the fourth-best improvement in per-capita emissions 
intensity among major oil and gas regions since 2000 at 1.1%/year CAGR, which is notably ahead of Norway and compares to 
a world average increase in per-capita intensity of 0.7% (Exhibit 3). If we hone in on the industrial sector, Canada’s emissions 
per unit of GDP are just half the global average (Exhibit 4), while on a per capita basis, it has managed to reduce industrial 
emissions intensity by an annual average rate of 1.8%. 

Exhibit 3: GHG/Capita - 20-Year % Change (CAGR)   
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Source: United Nations, CAIT, BMO Capital Markets 

Exhibit 4: Industrial Sector GHG per US$GDP (MT) 
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Source: United Nations, World Resources Institute (2020), BMO Capital Markets 
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Natural gas flaring and venting practice is an important testament to Canada’s regulatory  standards. The Alberta Energy  
Regulator  (“AER”) Directive 060 places strict limits on flaring and is firmly  enforced by  the Environmental Protection and 
Enhancement Act. As a result, non-routine flaring has been virtually  eliminated, making Canada one of the lowest flaring 
intensity  producers globally (Exhibit 5). 

Exhibit 5: Flaring Intensity by Major Oil Producer (mcf/bbl) 
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Source: World Bank, BMO Capital Markets Estimates 

Canada’s gas flaring regulations 
rank it one of the lowest intensity  
producers globally. 

Social standards: ethical development 
Social standards also have important implications for business risk, continuity and profitability. As we remind investors in 
Exhibit 6, regard for human rights and social progress are unfortunately not a high priority in many producing regions, and 
Canada is a standout in the evolving social dynamic. We believe that variances in ESG quality are exacerbated in times of 
market turmoil and that persistently challenging industry conditions could induce “cheating,” by those with lax governance and 
social policies. Conversely, Canada’s stringent oversight and standards should circumvent corner cutting, in our view. 

Exhibit 6: Social Progress Index (SPI) – Top 15 by Reserves 
100 
90 
80 
70 
60 
50 
40 
30 
20 
10 
0 

Source: Social Progress Imperative, BMO Capital Markets estimates 
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Canada’s strong ESG ratings reflect its oil and gas sector 
Although contrary to the common narrative, the country-level ESG ratings that we outlined are reflective of Canada’s largest 
economic sectors, including oil and gas. While we do not recommend investors rely solely on third-party ESG scores to draw 
investment conclusions, we note that Canada’s leading oil and gas companies do achieve top consensus ESG scores relative to 
global competitors. Importantly, these lead ratings are directionally consistent with our internal assessment of corporate ESG trends. 

Exhibit 7: Canadian Oil & Gas Companies Top Consensus ESG Ratings
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Source: CSRHub (January 2021), BMO Capital Markets Estimates 

Canada’s oil sands: last barrel standing? 
We like to say that Canada’s oil companies have been “practicing ESG since before it was a thing,” stemming from a long history 
of outsized scrutiny. While early production involved novel and crude processes that logically raised concerns about negative 
environmental consequences, business and operating practices have evolved considerably, including the introduction of far less 
invasive in-situ extraction. Yet, this history of scrutiny has shaped the world-class regulatory system and corporate oversight 
that Alberta has in place today, and motivated companies to be more proactive than the rest of industry in operations and 
disclosures. The implications are evident in underlying ESG performance to date. Our work shows that oil sands producers have 
led the pace of improvement in numerous ESG trends over the past decade including emissions intensity, fresh water and 
tailings, as well as social/governance progress in Indigenous engagement, health and safety and executive alignment. 

• Leading pace in GHGi. Oil sands emissions intensity has decreased 44% since 1995, including 25% since 2013 vs. 13% for 
global majors and 15% for legacy U.S. oil producers. Viewed another way, the average oil sands barrel has shaved off >22 
kg/bbl vs. just 5 kg for competing oils. The typical oil sands barrel now emits just 5% more than the global average crude 
over its life cycle from production to end-use, while several projects have below-average footprints. 

• Top in fresh water and recycling. Oil sands producers have reduced fresh water intensity ~7%/year since 2014 vs. just 3% 
for global majors. Recycling is the main differentiator, averaging 82% vs. 29% for U.S. seniors. In situ projects use 60% less 
fresh water than conventional oil operations. 
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• Accelerated tailings reclamation. Mining projects, which represent a negative image in media, have greatly evolved in 
tailings treatment and reclamation. Some projects have cut annual tailings in half, and work is well advanced on waterless 
extraction that may eliminate tailings. 

• Leading health and safety record. Injury frequency has fallen ~60% since 2013 to a new record low in 2019 and is quickly 
approaching the leading metrics of the Majors (down 17%). Importantly, while the sector has not been immune to the 
pandemic, its relative containment of risk stands in stark contrast to many regions where a lack of protocol has greatly 
impacted employees and operations. 

• Community and indigenous investment a top priority. Community investment increased to a record $93 million in 2019 
and has averaged >$80 million since 2010. Producers have also allocated $15 billion to Indigenous business since 2012 with 
record spending of $2.6 billion in 2019. 

• Ahead in ESG-linked compensation. ESG metrics accounted for 15.1% of Canadian oil sands producers’ executive incentive 
pay consideration in 2020 vs. 11% for U.S. E&P executives. 

Transition survivor: Despite mounting pressures, we believe the sector is well positioned for an energy transition given a 
strong ESG track record, clear technology pathways to net zero, the inherently low decline, low sustaining cost nature of the 
extraction process, and unique opportunities to divert bitumen from fuel to non-combusted products. If we are correct, the oil 
sands could stand as one of few oil schemes outside of OPEC to sustain production and gain market share in the global “friendly 
oil” supply opportunity that we inevitably still see ahead. 

ESG improving competitiveness and free cash flow: ESG improvements have contributed to a >45% decrease in core OPEX 
since 2013. Low sustaining capital of <$10/bbl is a key differentiator in the long- term sustainability of oil sands supply. With 
cash costs <$40/bbl, we estimate the sector could generate $260 billion in free cash flow by 2030, extending support for faster  
pace of ESG improvement vs. peers. 

Canadian exploration and production companies 
While the spotlight has historically been focused on the oil sands producers, Canadian exploration and production (“E&P”) 
companies have also been leaders on the ESG front. Factors driving the conscientious approach to environmental sustainability  
are the long storied regulatory frameworks in the Western Canadian prairie provinces, including flaring/emissions reduction 
targets as well as strong carbon capture support. Industry has also strived to be leaders in abandonment and reclamation of oil 
and gas properties and recent incentives by all levels of government have accelerated the “clean-up” of inactive wells/facilities. 
In summary, we believe the Canadian E&P industry has among the best-in-class “ESG” practices in the world. 

Canadian energy services 
The Canadian energy service space has made strides toward improving their Environmental, Social and Governance initiatives 
over the past few years, although disclosure through formal ESG reports remains somewhat lacking from a large portion of 
our coverage universe. Positive initiatives include a shift toward lower emission intensities on equipment, maintaining strict 
employee safety records, strong engagement through various charitable, community and Indigenous partnerships, as well as 
improving management/board diversity. That said, the industry still has plenty of ground to make up with formal ESG reporting. 
We also believe that producers and other customers are looking to use service providers that are more ESG friendly, including a 
shift to lower emissions equipment, technology and techniques to drill, complete and service wells. 

For more information, please speak with your BMO financial professional.w.bmocm.com/. 

BMO Private Wealth provides this publication for informational purposes only and it is not and should not be construed as professional advice to any individual. The information contained in this  
publication is based on material believed to be reliable at the time of publication, but BMO Private Wealth cannot guarantee the information is accurate or complete. Individuals should contact  
their BMO representative for professional advice regarding their personal circumstances and/or financial position. The comments included in this publication are not intended to be a definitive  
analysis of tax applicability or trust and estates law. The comments are general in nature and professional advice regarding an individual’s particular tax position should be obtained in respect of  
any person’s specific circumstances. 
BMO Private Wealth is a brand name for a business group consisting of Bank of Montreal and certain of its affiliates in providing private wealth management products and services. Not all  
products and services are offered by all legal entities within BMO Private Wealth. Banking services are offered through Bank of Montreal. Investment management, wealth planning, tax  
planning, philanthropy planning services are offered through BMO Nesbitt Burns Inc. and BMO Private Investment Counsel Inc. If you are already a client of BMO Nesbitt Burns Inc., please  
contact your Investment Advisor for more information. Estate, trust, and custodial services are offered through BMO Trust Company. BMO Private Wealth legal entities do not offer tax advice.  
BMO Trust Company  and BMO Bank of Montreal are Members of CDIC.  
® Registered trademark of Bank of Montreal, used under license. 
All rights are reserved. No part of this publication may be reproduced in any form, or referred to in any other publication, without the express written permission of BMO Private Wealth. 
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General Disclosure 
“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its subsidiaries BMO Nesbitt Burns Inc., 
BMO Capital Markets Limited in the U.K., Bank of Montreal Europe Plc in Ireland and BMO Capital Markets Corp. in the U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Limited, Bank of 
Montreal Europe Plc and BMO Capital Markets Corp are affiliates. BMO does not represent that this document may be lawfully distributed, or that any financial products may be lawfully  
offered or dealt with, in compliance with any regulatory requirements in other jurisdictions, or pursuant to an exemption available thereunder. This document is directed only at entities 
or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws or regulations. Their contents have not been reviewed by any regulatory  
authority. Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Capital 
Markets. The opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change without notice. 
BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and contain information and opinions that are 
accurate and complete. However, BMO Capital Markets makes no representation or  warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions 
contained herein and accepts no liability  whatsoever for any loss arising from any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets 
or its affiliates that is not reflected in this report. The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client 
objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This document is not to be construed as an offer to sell, a solicitation 
for or an offer to buy, any products or services referenced herein (including, without limitation, any commodities, securities or other financial instruments), nor shall such Information 
be considered as investment advice or as a recommendation to enter into any transaction. Each investor should consider obtaining independent advice before making any financial 
decisions. This document is provided for general information only and does not take into account any investor’s particular needs, financial status or investment objectives. BMO Capital 
Markets or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or  
employees have a long or short position in many of the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader  
should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of 
issuers discussed herein. 
Dissemination of Economic Publications 
Our publications are disseminated via email and may also be available via our web site https://economics.bmo.com/. Please contact your BMO Financial Group Representative for more 
information. 
Additional Matters This report is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws or regulations. 
Its contents have not been reviewed by any regulatory authority. BMO Capital Markets does not represent that this report may be lawfully distributed or that any financial products may  
be lawfully offered or dealt with, in compliance with regulatory requirements in other jurisdictions, or pursuant to an exemption available thereunder. 
To Australian residents: BMO Capital Markets Limited is exempt from the requirement to hold an Australian financial services licence under the Corporations Act and is regulated by the 
UK Financial Conduct Authority under UK laws, which differ from Australian laws. This document is only intended for wholesale clients (as defined in the Corporations Act 2001) and 
Eligible Counterparties or Professional Clients (as defined in Annex II to MiFID II). 
To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein subject to the terms set out above. Any  
Canadian person wishing to effect transactions in any of the securities included in this report should do so through BMO Nesbitt Burns Inc. 
To U.K./E.U. Residents: In the UK, Bank of Montreal London Branch is authorised and regulated by the Prudential Regulation Authority and the Financial Conduct Authority (“FCA”) 
and BMO Capital Markets Limited is authorised and regulated by the FCA. The contents hereof are intended solely for clients which satisfy the criteria for classification as either a 
“professional client” or an “eligible counterparty”, each as defined in Directive 2014/65/EU (“MiFID II”). Any U.K. person wishing to effect transactions in any security discussed herein 
should do so through Bank of Montreal, London Branch or BMO Capital Markets Limited; any person in the E.U. wishing to effect transactions in any security discussed herein should do 
so through BMO Capital Markets Limited. In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct Authority. 
The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional experience in matters relating to investments falling 
within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of 
the Order (all such persons together referred to as “relevant persons”). The contents hereof are not intended for the use of and may not be issued or passed on to retail clients.In an 
E.U. Member State this document is issued and distributed by Bank of Montreal Europe plc which is authorised and regulated in Ireland and operates in the E.U. on a passported basis. 
This document is only intended for Eligible Counterparties or Professional Clients, as defined in Annex II to “Markets in Financial Instruments Directive” 2014/65/EU (“MiFID II”). 
To Hong Kong Residents: This document is issued and distributed in Hong Kong by Bank of Montreal (“BMO”). BMO is an authorized institution under the Banking Ordinance (Chapter  
155 of the Laws of Hong Kong) and a registered institution with the Securities and Futures Commission (CE No. AAK809) under the Securities and Futures Ordinance (Chapter 571 of the 
Laws of Hong Kong). This material has not been reviewed or approved by any regulatory authority in Hong Kong. Accordingly the material must not be issued, circulated or distributed 
in Hong Kong other than (1) except for “structured products” as defined in the Securities and Futures Ordinance, in circumstances which do not constitute it as a “Prospectus” as defined 
in the Companies Ordinance or  which do not constitute an offer to the public within the meaning of that Ordinance, or (2) to Professional investors as defined in the Securities and 
Futures Ordinance and the Securities and Futures (Professional Investor) Rules made thereunder. Unless permitted by the securities laws of Hong Kong, no person may issue in Hong 
Kong, or have in its possession for issue in Hong Kong this material or any other advertisement, invitation or document relating to the products other than to a professional investor as 
defined the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules. 
To Korean Residents: This material is not provided to make a recommendation for specific Korean residents to enter into a contract for trading financial investment instruments, for  
investment advising, for discretionary investment, or for a trust, nor does it constitute advertisement of any financial business or financial investment instruments towards Korean 
residents. The material is not provided as advice on the value of financial investment instruments or any investment decision for specific Korean residents. The provision of the material 
does not constitute engaging in the foreign exchange business or foreign exchange brokerage business regulated under the Foreign Exchange Transactions Act of Korea. 
To PRC Residents: This material does not constitute an offer to sell or the solicitation of an offer to buy any financial products in the People’s Republic of China (excluding Hong 
Kong, Macau and Taiwan, the “PRC”). BMO and its affiliates do not represent that this material may be lawfully distributed, or that any financial products may be lawfully offered, in 
compliance with any applicable registration or other requirements in the PRC, or pursuant to an exemption available thereunder, or assume any responsibility for facilitating any such 
distribution or offering. This material may not be distributed or published in the PRC, except under circumstances that will result in compliance with any applicable laws and regulations. 
Singapore Residents: This document has not been registered as a prospectus with the Monetary  Authority of Singapore and the material does not constitute an offer or sale, solicitation 
or invitation for subscription or purchase of any shares or financial products in Singapore. Accordingly, BMO and its affiliates do not represent that this document and any other  
materials produced in connection therewith may lawfully be circulated or distributed, whether directly or indirectly, to persons in Singapore. This document and the material do not 
and are not intended to constitute the provision of financial advisory services, whether directly or indirectly, to persons in Singapore. This document and any information contained 
in this report shall not be disclosed to any other person. If you are not an accredited investor, please disregard this report. BMO Singapore Branch does not accept legal responsibility  
for the contents of the report. In Asia, Bank of Montreal is licensed to conduct banking and financial services in Hong Kong and Singapore. Certain products and services referred in 
this document are designed specifically for certain categories of investors in a number of different countries and regions. Such products and services would only be offered to these 
investors in those countries and regions in accordance with applicable laws and regulations. The Information is directed only at persons in jurisdictions where access to and use of such 
information is lawful. 
To Thai Residents: The contents hereof are intended solely for the use of persons qualified as Institutional Investors according to Notification of the Securities and Exchange Commission 
No. GorKor. 11/2547 Re: Characteristics of Advice which are not deemed as Conducting Derivatives Advisory Services dated 23 January 2004 (as amended). BMO and its affiliates do not 
represent that the material may be lawfully distributed, or that any financial products may be lawfully offered, in compliance with any regulatory requirements in Thailand, or pursuant 
to an exemption available under any applicable laws and regulations. To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for  
the contents herein, except to the extent that it refers to securities of Bank of Montreal. 
These documents are provided to you on the express understanding that they must be held in complete confidence and not republished, retransmitted, distributed, disclosed, or otherwise  
made available, in whole or in part, directly or indirectly, in hard or soft copy, through any means, to any person, except with the prior  w ritten consent of BMO Capital Markets. 
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ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate banking products.  
BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking clients are served by BMO Harris Bank N.A.,  
(Member FDIC). Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets.  
BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A. (member FDIC), Bank of Montreal Europe 
p.l.c, and Bank of Montreal (China) Co. Ltd, the institutional broker dealer business of BMO Capital Markets Corp. (Member FINRA and SIPC) and the agency broker dealer business of Clearpool 
Execution Services, LLC (Member FINRA and SIPC) in the U.S., and the institutional broker dealer businesses of BMO Nesbitt Burns Inc. (Member Investment Industry Regulatory Organization of 
Canada and Member Canadian Investor Protection Fund) in Canada and Asia, Bank of Montreal Europe p.l.c. (authorised and regulated by the Central Bank of Ireland) in Europe and BMO Capital 
Markets Limited (authorised and regulated by the Financial Conduct Authority) in the UK and Australia.
 ® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
 ™ Trademark Bank of Montreal in the United States and Canada. 
© COPYRIGHT 2021 BMO CAPITAL MARKETS CORP.  
A member of BMO Financial Group 
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