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Ukraine Conflict
Impact Update

IBISWorld's analysts are currently monitoring the economic impacts of the Russian invasion of Ukraine. Here is an
update of how this industry is likely to be affected.

· Russia's attack on Ukraine has driven oil prices to increase as countries, companies and investors have decreased
or halted their purchases of Russian oil. Despite Russia decreasing prices, buyers have largely concluded that the
cons outweigh the pros of doing business with Russia.

· Russia is the third-largest oil producer and supplies around 10.0% of global oil. The decrease in supply from
Russia has caused oil prices to increase in Canada.

· The overall decrease in demand for Russian oil has caused and increase in demand for Canadian producers. As
Canadian oil producers increase production, they are expected to raise prices.

· The increase in oil prices at the production level is expected to lead to an increase in prices in downstream
industries that use oil as an input. This may negatively affect consumers' spending power.

· On March 8, 2022, President Biden announced the ban on Russian oil imports which includes Russian oil, liquefied
natural gas and coal. Additionally, this ban prohibits new US investments in Russia's energy sector. Energy markets
are very global, therefore, although the United States does not account for a significant portion of Russia's energy
exports, the ban has, and is, expected to continue to raise gas prices in the United States.

· On March 9, 2022, the US House of Representatives voted to approve the US ban on importing Russian oil and
energy. Opposers to the ban claim that this will further increase gas prices for US consumers.

· In an attempt to minimize the effect of the global decrease in oil supply from Russia, President Biden is expected to
call on Venezuela and the Middle East to increase their production. Although, the United States has previously
attempted to limit these countries for oil imports, Russia's invasion of Ukraine has forced international relations to
adjust.

Note: The content in this report will soon be updated to reflect the above trends.

COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an update of
how this industry is likely to be impacted as a result of the global COVID-19 pandemic:

· In 2022, further expected growth in the world prices of both crude oil and natural gas is expected to fuel growth in
industry revenue that year and result in overall revenue growth over the five years to 2022. For more detail, please
see the Current Performance chapter.

· Since price is a major source of internal and external competition, the drastic volatility in industry product prices,
particularly in 2020 and 2021, has affected the performance of all industry operators. For more detail, please see the
Basis of Competition chapter.

· In 2022, conditions around the world are expected to normalize following the COVID-19 (coronavirus) pandemic in
2020. Ultimately, this is expected to increase downstream demand for industry products and fuel revenue growth.
For more detail, please see the Demand Determinants chapter.
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About IBISWorld
IBISWorld specializes in industry research with coverage on thousands of global industries. Our comprehensive data and in-depth analysis help
businesses of all types gain quick and actionable insights on industries around the world. Busy professionals can spend less time researching
and preparing for meetings, and more time focused on making strategic business decisions that benefit you, your company and your clients. We
offer research on industries in the US, Canada, Australia, New Zealand, Germany, the UK, Ireland, China and Mexico, as well as industries that
are truly global in nature.



Oil Drilling & Gas Extraction in Canada March 2022

5 IBISWorld.com

About This Industry
Industry Definition Companies in the Canadian Oil Drilling and Gas Extraction industry operate and develop oil and gas field properties.

Activities include the exploration and production of crude petroleum, the mining and extraction of oil from oil shale
and oil sands, the exploration and production of natural gas, sulphur recovery from natural gas and recovery of
hydrocarbon liquids. Companies may operate oil and gas wells on their own account or for others on a contract or
fee basis.

Major Players Canadian Natural Resources Limited

Suncor

Imperial Oil Limited

Main Activities The primary activities of this industry are:

Oil extraction

Natural gas extraction

Exploration of crude oil and natural gas

The major products and services in this industry are:

Crude oil

Natural gas
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Supply Chain

SIMILAR INDUSTRIES

Oil & Gas Field Services in
Canada

Natural Gas Distribution in
Canada

Petroleum Refining in Canada Petrochemical Manufacturing in
Canada

       

       

RELATED INTERNATIONAL INDUSTRIES

Global Oil & Gas Exploration &
Production

Oil Drilling & Gas Extraction in the
US

Hydraulic Fracturing Services Natural Gas Liquid Processing

Oil and Gas Extraction in
Australia

Oil & Gas Drilling in China Crude Petroleum & Natural Gas
Extraction in the UK

Oil and Gas Extraction in New
Zealand
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Industry at a Glance
Key Statistics

$133.1bn
Revenue

Annual Growth

2017–2022

4.9%

Annual Growth

2022–2027

-0.3%

Annual Growth

2017–2027

 

$8.2bn
Profit

Annual Growth

2017–2022

45.6%

  Annual Growth

2017–2022

 

6.2%
Profit Margin

Annual Growth

2017–2022

5.0pp

  Annual Growth

2017–2022

 

3,420
Businesses

Annual Growth

2017–2022

-7.1%

Annual Growth

2022–2027

-4.0%

Annual Growth

2017–2027

 

52,531
Employment

Annual Growth

2017–2022

-0.5%

Annual Growth

2022–2027

-1.1%

Annual Growth

2017–2027

 

$6.6bn
Wages

Annual Growth

2017–2022

-3.5%

Annual Growth

2022–2027

-1.0%

Annual Growth

2017–2027

Key External Drivers % = 2017–22 Annual Growth

4.1%
World price of crude oil

25.4%
World price of natural gas

2.1%
US Gross domestic product
(GDP)

1.0%
Canadian effective exchange rate
index

 
Industry Structure

POSITIVE IMPACT

  Technology Change
Low   Barriers to Entry

High / Steady

MIXED IMPACT

  Life Cycle
Mature   Concentration

Medium

NEGATIVE IMPACT

  Revenue Volatility
Very High   Capital Intensity

High

  Industry Assistance
Low / Increasing   Regulation & Policy

Heavy / Steady

  Industry Globalization
High / Steady   Competition

High / Steady

 

Key Trends

 Volatile conditions have prompted some companies involved
in oil sands development to exit the industry

 Improved product prices and growth in production is
expected to fuel growth in employment

 The existence of vast proven resources has encouraged
operators to explore and develop new wells

 Increased demand for industry products are expected to
result in industry revenue growth

 As a result of recent volatility, the number of establishments
is expected to decline

 The world price of crude oil will likely decline modestly in
response to supply growth outstripping demand

 The prices of both oil and gas will likely grow, resulting in
growth in industry revenue and capital investment
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Products & Services Segmentation

 
Major Players SWOT

STRENGTHS

  High & Steady Barriers to Entry

  Low & Increasing Level of Assistance

  High Revenue per Employee

   

WEAKNESSES

  High Competition

  Very high Volatility

  High Imports

  Low Profit vs. Sector Average

  High Customer Class Concentration

  High Product/Service Concentration

  High Capital Requirements

   

OPPORTUNITIES

  High Revenue Growth (2017-2022)

  High Revenue Growth (2022-2027)

  High Performance Drivers

  World price of natural gas

   

THREATS

  Low Revenue Growth (2005-2022)

  Low Outlier Growth

  Canadian effective exchange rate index
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Executive Summary Drilled down: Continued extraction from offshore locations and oil sands
will likely constrain industry revenue declines

The Oil Drilling and Gas Extraction industry in Canada is highly dependent on global market prices of crude oil and
natural gas. The industry exhibited strong growth in the years leading up to the reporting period, with rising prices
leading to significant growth in investment. In turn, industry production of natural gas and oil has risen consistently
over the past decade. Further, the prices of both commodities are expected to grow over the five years to 2022,
resulting in growth in industry revenue and capital investment. Industry revenue is expected to grow an annualized
4.9% to $133.1 billion over the five years to 2022, including forecast growth of 2.2% in 2022 due to further growth in
industry product prices.

Despite operating volatility, Canada remains one of the largest energy producers in the world. Expanded use of
hydraulic fracturing and horizontal drilling techniques has enabled industry operators to tap into previously
uneconomical deposits, most notably in the oil sands of Alberta. Oil sands production has risen to account for an
estimated 63.0% of total domestic oil production in 2020, according to 2020 figures from Natural Resources Canada
(latest data available). In fact, the size of Canada's proven reserves trails only Saudi Arabia and Venezuela. In
addition to Canada's status as one of the world's largest energy producers, it also remains one of the largest export
sources of oil and gas products for the United States.

Over the five years to 2027, industry revenue is forecast to decline at a modest rate. This decline will be a result of
lower prices for oil and gas, with the world prices of natural gas and crude oil expected to decline an annualized
11.1% and 5.3%, respectively, over the five years to 2027. Still, continued extraction from offshore locations and oil
sands will likely constrain the decline in revenue, although the pace of production growth is forecast to slow when
compared with the previous period. Less expected operational volatility, like the spread of COVID-19 (coronavirus)
in 2020, should benefit industry profit over the next five years, despite lower prices. Industry revenue is expected to
decrease at an annualized rate of 0.3% to $131.4 billion over the five years to 2027.
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Industry Performance

Key External
Drivers

World price of crude oil

The basic principles of supply and demand determine the world price of oil. The price of crude oil has historically
exhibited high volatility, with any increase having a positive effect on industry revenue and profit. The world price of
crude oil is expected to grow in 2022.

 

World price of natural gas

International and local trends in supply and demand influence the price of natural gas. The price of natural gas is
often volatile, which has a significant effect on industry revenue. When the price of natural gas rises, industry
revenue also increases. The world price of natural gas is expected to increase in 2022, representing a potential
opportunity for the industry.

 

Canadian effective exchange rate index

High levels of trade in the industry make the Canadian effective exchange rate (CEER) index, a measurement of the
value of the Canadian dollar relative to its trading partners, vital to industry performance. When the CEER index
increases, it makes the industry's exports more expensive in global markets. Conversely, when it declines, exports
become more affordable. In 2022, the CEER index is forecast to increase, posing a potential threat to this industry.

 

US Gross domestic product (GDP)

Exports to the United States make up a substantial portion of industry revenue. Stronger growth in US GDP typically
increases demand for oil and natural gas exports. The GDP of the United States is expected to increase in 2022.
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Current
Performance

The Oil Drilling and Gas Extraction industry in Canada has endured
significant volatility over the five years to 2022.

Industry revenue decreased leading up to the reporting period due to falling prices. Over the past decade, improved
technology and extraction techniques enabled industry operators to tap into previously inaccessible and
uneconomical resources. As a result, industry operators rapidly shifted production to take advantage of these new
opportunities. The industry has benefited from substantial investment from international oil companies into domestic
oil sand regions during the period. Industry revenue grew steadily between 2017 and 2019 before a decline of
22.5% in 2020 as the spread of COVID-19 (coronavirus) reduced consumer travel and demand for goods, which
also resulted in lower oil and gas prices. In 2021, the easing of coronavirus quarantine measures resulted in strong
growth in demand for oil and gas products from a variety of markets, which fuelled growth in industry product prices.
Industry revenue is expected to grow an annualized 4.9% to $133.1 billion over the five years to 2022, including
forecast growth of 2.2% in 2022 due to further growth in product prices and increased oil production. The recent
invasion of Ukraine by Russia has further increased oil and gas prices due to the sanctions placed on Russian oil
and gas production by various countries, which has lowered the global supply of these products. This situation will
continue to affect industry performance in coming years.

RISING OIL SANDS PRODUCTION

Alberta's oil sands contain vast amounts of bitumen, which is a form of
petroleum in a solid or semisolid state mixed with clay, sand and water.

Technological improvements made this resource economically recoverable, which has driven increased activity in
the region over the past five years. Bitumen is extracted through surface mining or in situ extraction techniques.
While these unconventional techniques have increasingly contributed to industry growth, hydraulic fracturing and
horizontal drilling have also boosted the industry's performance, most notably in the Western Canadian Sedimentary
Basin. This region contains the majority of Canada's conventional oil sources, but industry operators have
increasingly used hydraulic fracturing and horizontal drilling techniques to tap into tight shale deposits.

These technologies have attracted some new operators, although volatile conditions during the period have
prompted some companies involved in oil sands development to exit the industry. Lower industry prices between
2017 and 2020 alongside heightened capital requirements resulted in the number of establishments declining an
annualized 7.0% to 3,701 locations over the five years to 2022. Alongside the decline in establishments, industry
employment is expected to decline at an annualized rate of 0.5% to 52,531 workers over the five years to 2022.

PRICE AND PRODUCTION GROWTH FUEL REVENUE GROWTH

Industry production has fared well over the past five years.
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According to 2020 data from the Canadian Association of Petroleum Producers (latest data available), industry
production of crude oil has risen at an annualized rate of 5.4% since 2016, while natural gas production grew an
annualized 0.1%. While production has risen, both commodities have exhibited significant price volatility that has
affected industry revenue.

These prices are closely linked to a variety of geopolitical supply and demand conditions. Prior to the period, global
oversupply and weak demand caused product prices to drop. Between 2017 and 2019, improved product prices and
increased production resulted in steady revenue growth, before falling considerably in 2020 due to the coronavirus
pandemic which lowered overall consumer and business demand for oil and gas. The poor economic landscape
resulting from the spread of the coronavirus and less travel due to quarantine measures, is expected to result in a
decline of 32.7% in the world price of crude oil in 2020. However, both crude oil and natural gas prices are expected
to grow by more than 50.0% in 2021, respectively, as a result of increased consumer spending and business
sentiment alongside strong forecast growth in demand in export markets.

THE IMPORTANCE OF TRADE

The industry is highly reliant on global markets.

The United States continues to account for a majority of trade, accounting for more than 95.0% of exports and
70.0% of imports in 2022. As a result, the United States continues to heavily influence industry performance. The
vast majority of exports to the United States are destined for the country's downstream refineries. Most exports to
the United States are for processing purposes, as the petroleum extracted from the oil sands in Alberta requires
refining capacity that is often unavailable in Canada. The total value of exports is expected to grow an annualized
5.7% to $122.0 billion over the five years to 2022. In 2022, exports are expected to account for 91.7% of industry
revenue, up from 88.0% in 2017.

Imports are expected to decrease during the period as increased domestic production has reduced the need for
imported oil and gas. Imports are expected to decrease an annualized 2.4% to $21.0 billion over the five years to
2022. Industry imports are also closely linked to refining capacity, as producers refine their products in the United
States, then send finished products back to Canada.

Industry profit, measured as earnings before interest and taxes, is expected to account for 6.2% of industry revenue
in 2022, up from 1.2% in 2017. In 2020, the coronavirus pandemic is expected to result in an operating loss of 1.9%
of revenue as operators contend with high operating costs amid a dramatic decline in prices. Despite recent
volatility, the existence of vast proven resources in Canada has encouraged industry operators to explore and
develop new wells. Ultimately, strong growth in oil and gas prices has been the primary driver behind profit growth.
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Historical Performance Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Crude oil
production
(Thousand
barrels per

day)
2013 141,913 33,300 5,174 4,797 60,106 111,158 37,179 5,721 67,935 1,530
2014 161,773 44,963 5,942 5,509 56,861 133,617 34,325 9,496 62,481 1,587
2015 97,834 14,885 5,804 5,381 55,222 88,222 23,579 8,117 33,190 1,488
2016 81,606 12,725 5,733 5,316 56,634 71,882 19,560 8,418 29,284 1,454
2017 104,926 25,721 5,318 4,931 53,879 92,330 23,722 7,876 36,318 1,540
2018 106,444 30,152 4,936 4,577 55,755 100,264 25,264 7,775 31,444 1,676
2019 119,103 29,842 4,450 4,126 55,978 110,575 24,783 8,086 33,311 1,750
2020 92,252 21,757 4,116 3,816 62,081 78,091 14,858 8,440 29,018 1,745
2021 130,165 32,788 3,807 3,530 52,220 120,241 18,451 6,515 28,374 1,723
2022 133,056 34,716 3,701 3,420 52,531 121,989 21,024 6,575 32,090 1,757
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Industry Outlook
Outlook The Oil Drilling and Gas Extraction industry in Canada is expected to

decline over the five years to 2027.

IBISWorld anticipates that industry revenue will fall over the coming years, in response to lower prices for oil and
natural gas and increased competition from cleaner energy sources. Still, industry production is expected to
continue to grow as operators attempt to keep revenue at a similar level amid lower prices. A potential way to
increase the pace of production growth would be an expansion in domestic pipelines and other infrastructure to
transport goods to downstream markets more efficiently and improve domestic price conditions. Ultimately, industry
revenue is expected to decline at an annualized rate of 0.3% to $131.4 billion over the five years to 2027. The
increase in oil production is expected to constrain the decline in industry revenue amid a decline in prices for oil and
gas.

EXPANDING OPERATIONS

Demand for industry products is expected to grow over the next five
years.

Canada's vast oil and gas resources are the third-largest in the world, following Saudi Arabia and Venezuela.
Growth in global demand is expected to drive further growth in industry production. According to 2020 data from the
Canadian Association of Petroleum Producers (latest data available), domestic oil production is forecast to rise an
annualized 2.2% over the five years to 2027, while oil sands production is forecast to increase an annualized 2.1%
during the same period. Both of these figures represent growth below the level of growth in production prior to the
period. However, Alberta's oil sands contain the vast majority of the country's available resources and industry
operators are expected to compete aggressively in this region. Unfortunately for operators, oil produced in oil sands
typically sells at a discount to conventional sources of oil. With oil now at prices below those it reached in previous
years, oil sands production is less profitable than it had previously been. While many larger companies have
pursued development projects that are now coming to fruition in these regions, low prices are expected to outweigh
the growth in production over the next five years. In fact, many foreign operators have recently divested themselves
of oil sands assets.

As a result of recent volatility and a forecast decline in industry product prices, the number of establishments is
expected to decline an annualized 3.8% to 3,056 locations over the five years to 2027. Due to the expected decline
in establishments, IBISWorld anticipates that industry employment will decrease an annualized 1.1% to 49,608
workers over the five years to 2027, which will ultimately result in a decline in wages. The remote locations in which
many establishments are located makes it difficult for industry operators to attract the amount of labour required and
IBISWorld expects the average wage in the industry will remain high as operators attempt to attract new talent.
IBISWorld also expects that demand for workers will continue to increase as the level of technological change in the
industry persists. Improvements in hydraulic fracturing, horizontal drilling and in situ extraction techniques have
spurred competition for qualified workers. Furthermore, IBISWorld forecasts that the midstream oil and gas sector in
Canada will expand over the next five years, which will spur additional demand for skilled labour because many
industry operators maintain their own transportation infrastructure.

GLOBAL PRICES AND INTERNATIONAL TRADE

Industry operators rely heavily on international trade.
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The industry is the largest supplier of energy products to the United States and this is expected to continue over the
next five years. Despite expected growth in the US economy, industry exports are expected to stagnate and reach
$17.1 billion over the five years to 2027. Imports are forecast to fall at an annualized rate of 4.0% to $17.1 billion
over the five years to 2027 as a result of increased domestic production.

The world price of crude oil is forecast to decline in response to supply growth continuing to outstrip demand. In fact,
the world prices of natural gas and crude oil are expected to decline over the next five years after strong growth over
the five years to 2022. Despite lower product prices, IBISWorld expects industry profit to grow amid less operational
volatility and continued consolidation activity by the industry's largest players. Overall, IBISWorld expects industry
profit, defined as earnings before interest and taxes, to account for 8.3% of industry revenue in 2027, up from 6.2%
in 2022.

Performance Outlook Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Crude oil
production
 (Thousand
barrels per

day)
2022 133,056 34,716 3,701 3,420 52,531 121,989 21,024 6,575 32,090 1,757
2023 124,225 35,091 3,465 3,203 49,728 114,256 18,765 6,208 28,734 1,804
2024 121,067 33,883 3,286 3,031 48,304 111,621 17,658 6,034 27,105 1,857
2025 124,983 34,919 3,198 2,938 48,862 115,512 17,582 6,129 27,053 1,913
2026 129,154 36,288 3,126 2,860 49,467 119,659 17,501 6,230 26,996 1,950
2027 131,367 37,157 3,056 2,788 49,608 122,012 17,125 6,266 26,481 1,921
2028 133,070 37,485 2,996 2,726 49,504 123,901 16,664 6,271 25,833 1,896
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Industry Life Cycle The life cycle stage of this industry is    Mature

LIFE CYCLE REASONS

Industry products are accepted by downstream consumers

The rate of change for industry products is very low

The number of industry operators is expected to decline over the 10 years to 2027

The Oil Drilling and Gas Extraction industry in Canada is in the mature stage of its life cycle. Industry value added
(IVA), which is a measure of an industry's contribution to the overall economy, is expected to grow an annualized
3.7% over the 10 years to 2027. Canadian GDP is expected to increase an annualized 1.7% during the same
period. Although IVA growth outpacing overall economic growth is typically indicative of a growing industry, this
industry is closely linked to the prices of crude oil and natural gas, which depend on cyclical global demand and
supply conditions that are not necessarily linked to the domestic economy. As a result, IVA is not necessarily aligned
with GDP growth in a given time frame. Further, the industry began the period at a relatively low level of revenue,
therefore the growth is somewhat amplified.

The industry exhibits many characteristics of a mature industry. For example, a forecast decline in the number of
industry operators over the next 10 years is expected as price volatility forces some operators to exit. Other
operators have increased consolidation activity, in an attempt to strengthen their domestic market share.
Additionally, the industry's two stalwart products, crude oil and natural gas, have not been modified and are
completely accepted by downstream markets. Further, the rate of technological change in the industry is fairly slow.
However, improving technology has helped to boost earning power by expanding production potential, thus leading
to overall growth over the 10 years to 2027.
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Products & Markets
Supply Chain Key Buying Industries

1st Tier

Natural Gas Distribution in Canada

Petroleum Refining in Canada

2nd Tier

International Airlines in Canada

Gasoline & Petroleum Bulk Stations in Canada

Petrochemical Manufacturing in Canada

Gas Stations with Convenience Stores in Canada

Gasoline & Petroleum Wholesaling in Canada

Key Selling Industries
1st Tier

Oil & Gas Field Services in Canada

Metal Pipe & Tube Manufacturing in Canada

2nd Tier

Pump & Compressor Manufacturing in Canada

Products & Services

  The main products of the Oil Drilling and Gas Extraction industry in
Canada are crude oil and gas, including natural gas plant liquids and
natural gas.

Generally, it is not unusual for product shares in this industry to vary quite markedly during short periods of time
depending on the pace of price movements and output trends. This is the case with the drastic decline in natural gas
prices between 2016 and 2020, a trend that exacerbated the discrepancy in revenue shares between the two
products over the five years to 2022. This is due to the price of oil, which rose significantly faster than natural gas in
the decade leading up to the reporting period helping to prompt increased investment into oil production. Variation in
product shares is also affected by production from new fields, as it tends to come in fairly large increments, adding
to the potential for substantial shifts in product shares.

CRUDE OIL

Crude oil accounts for the majority of industry production.

In 2022, 63.0% of total industry production is expected to be accounted for by crude oil, up from 60.1% in 2017.
Crude oil is a naturally occurring mixture of hydrocarbons that is found in geological formations and can be refined
into many consumer products, including gasoline, diesel and plastics. Canada is typically one of the six largest oil
producing nations in the world. Oil is expected to grow as a share of industry revenue, with production of crude oil in
Canada rising at an annualized rate of 4.7% between 2015 and 2020, compared with annualized growth of only
0.6% in natural gas production during the same period, according to 2021 data published by the Canada Energy
Regulator (latest data available).

Domestic crude oil comes from either conventional sources or oil sands. Recent investment into oil sands production
sites by some of the industry's largest operators has helped this portion of development grow significantly over the
past decade. According to 2021 figures from Natural Resources Canada (latest data available), 63.0% of domestic
oil production comes from the domestic oil sands, with the remainder coming from convention oil reserves. Oil prices
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rose significantly in the years leading up to the reporting period, at a pace that eclipsed the price growth in natural
gas, which naturally caused increased investment into developing new production sites.

NATURAL GAS

Natural gas is a naturally occurring gas that primarily consists of
methane.

Natural gas is typically found along with crude oil and other fossil fuels. Canada is the fifth-largest global producer of
natural gas in the world according to 2020 data from the CIA World Factbook (latest data available). In 2021, natural
gas is forecast to account for 37.0% of industry production, down from 39.9% in 2017.

During the five-year period, the prices of both crude oil and natural gas have been extremely volatile, however the
price of natural gas is expected to grow at a faster rate. Still, crude oil production in Canada is increasing much
more quickly than that of natural gas, which is expected to push this segment down as a share of both production
and revenue. Over the five years to 2027, the strong growth in the world price of natural gas is expected to increase
investment in technology and equipment used for natural gas extraction and increase this product segment as a
share of industry revenue.

Demand
Determinants

Demand for the Canadian Oil Drilling and Gas Extraction industry is
largely dependent on consumer demand for other goods and services that
incorporate the use of crude oil or natural gas.

For example, downstream product demand from energy generation, transport, industrial goods and even consumer
products all have an effect on demand for crude oil and natural gas. Foremost among these products is transport,
especially by road and air, which accounts for the great bulk of petroleum product demand. Accordingly, the most
significant products made from crude oil are petroleum and automotive distillate or diesel. Other products include jet
fuel, liquefied petroleum gas (LPG), fuel oil, petroleum coke and asphalt.

Demand for petroleum products is linked to the level of activity in the economy. Furthermore, the industry is one of
the largest providers of crude oil and natural gas products to the United States. In 2022, the United States is
expected to account for 97.2% of all industry exports. Moreover, exports are expected to account for 91.7% of
industry revenue in 2022. As a result, the health of the US economy and US demand for crude oil and natural gas
products heavily influence the performance of this industry. The spread of COVID-19 (coronavirus) significantly
reduced demand for petroleum products across a variety of downstream markets, including exports, as consumer
spending activity and business sentiment fell substantially in 2020. In 2021, consumer spending and business
sentiment improved significantly following the rollout of the coronavirus vaccine, which increased demand for oil and
gas products and fuelled growth in product prices. Further, the conflict between Russian and Ukraine has resulted in
sanctions and bans on Russian oil and gas by many countries, lowering the world supply of these products and
causing further growth in prices. This strong recent growth in both oil and gas prices is likely to reduce consumer
travel and increase investment in alternative forms of energy.

Nonetheless, domestic crude oil production accounts for a growing share of crude oil consumption in Canada,
reflecting both rising oil use and local output. As a result, industry operators are the major beneficiary of rising
demand. Domestic demand for natural gas is less closely linked to economic performance and is affected by the
availability of gas to end users. Within particular areas, gas usage tends to rise rapidly when supply infrastructure
becomes available, before settling to a more moderate rate of expansion. An important use for gas is as a heating
fuel and, as a result, demand peaks during the colder months of the year. Extreme conditions can lead to large rises
in demand and can increase gas prices.
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Major Markets

  The majority of the Canadian Oil Drilling and Gas Extraction industry's
crude oil and natural gas production is exported, primarily to the United
States.

  The remaining share of industry revenue is generated from sales to downstream industries. The oil sector is tightly
connected and many industry companies are important participants in these industries and in petroleum wholesaling
and retailing.

OIL REFINERIES

Oil refineries in Canada are expected to account for 5.2% of industry
revenue in 2022, down from 7.2% in 2017.

An expected surge in exports as a share of revenue is the primary driver for the decline in this market segment. In
fact, recent price growth is expected to increase the amount of revenue generated by this market, but at a slower
rate than growth in exports. Price growth is expected to occur as a result of renewed demand for gasoline and other
types of fuel as consumers and businesses increase activity. Additionally, the conflict between Russian and Ukraine
has caused a sharp increase in oil and gas prices by lowering the global supply of these products. Between 2017
and 2020, the world price of crude oil remained fairly low as a result of tepid global demand and a high level of
supply, which negatively affected the performance of this market for those years. Over the five years to 2027,
IBISWorld expects the world price of crude oil to remain comparatively high as a result of geopolitical tensions and a
decrease in global supply caused by the Russian invasion of Ukraine.

NATURAL GAS MARKETS

A large share of natural gas produced in this industry is consumed by end
users within Canada, though the structure of local natural gas
consumption is fairly complex.

For example, electricity generators and industrial users of natural gas buy mostly from producers, with natural gas
distribution operators providing transport via pipelines. In contrast, most of the natural gas used by households and
operators in the commercial sector is sold and transported by natural gas distributors. This gas is purchased from
producers by these companies and resold to retailers. Natural gas markets are estimated to account for 3.1% of
industry revenue in 2022, down from 4.8% in 2017. Similar to crude oil, strong growth in industry exports is expected
to cause this market segment to decline as a share of revenue. Still, strong growth in the world price of natural gas
has increased revenue for industry operators in this segment. Over the five years to 2027, the world price of natural
gas is forecast to fall as a result of increased competition from substitutes and continued growth in the supply of
natural gas following the discovery of Marcellus Shale and other shale gas sites.

EXPORTS

The industry supplies its natural gas and crude oil to several markets,
though its largest market by far is exports.

Exports are anticipated to account for 91.7% of revenue in 2022, up from 88.0% in 2017. The majority of the oil and



Oil Drilling & Gas Extraction in Canada March 2022

20 IBISWorld.com

natural gas exports are destined for markets in the United States, particularly its oil refineries. Growth in industry
prices alongside growth in the value of the domestic dollar are expected to fuel growth in industry exports over the
five years to 2022. In fact, the value of exports is forecast to grow at an annualized rate of 5.7% to $122.0 billion
over the five years to 2022. This forecast growth in exports is expected to outpace overall industry revenue growth,
leading to growth in this market segment as a share of revenue. Over the five years to 2027, exports are expected to
grow as a share of revenue as a result of increased domestic production and potential volatility with the global
supply of oil and gas.

International Trade Exports in this industry are    High and Increasing

Imports in this industry are    High and Decreasing

International trade plays an important role in the Oil Drilling and Gas Extraction industry in Canada and trade has
been extremely volatile as a result of price volatility over the five years to 2022. Overall, trade is forecast to grow
considerably during the period as a result of increased domestic production and growth in industry product prices.

Exports

The value of exports is forecast to grow at an annualized rate of 5.7% to $122.0 billion over the five years to 2022,
including expected growth of 54.0% in 2021 alone. This forecast growth is magnified by the fact that industry exports
began the period at a relatively low value, due to global oversupply and weak demand. Still, strong growth in exports
in 2021 is expected to be fuelled by a large increase in consumer and business activity following the rollout of the
COVID-19 (coronavirus) vaccine. Additionally, exports are expected to account for 91.7% of revenue in 2022, up
from 88.0% in 2017 as growth in exports outpaces overall industry revenue growth. Exports are destined primarily
for the United States, which is forecast to account for more than 95.0% of the total value, with no other country
accounting for a significant share.

Imports

Imports are forecast to decrease at an annualized rate of 2.4% to $21.0 billion over the five years to 2022. Imports
are sourced from a variety of nations, with the primary source of industry imports being the United States, which is
expected to account for about 70.0% in 2022. Other significant industry importers include Saudi Arabia, the world's
largest oil producer, in addition to Nigeria and South Korea. Strong growth in domestic production over the five years
to 2022 is expected to result in lower demand for imports during the period.
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Business
Locations

  The spread of establishments in the Oil Drilling and Gas Extraction industry in Canada is entirely linked to the availability of the
industry's underlying commodities across the country. As a result, the majority of industry activity are focused in Alberta, which is
home to an estimated 71.1% of industry establishments in 2022. Other significant producers include British Columbia, which is
expected to account for 9.4% of industry establishments in 2022 and Saskatchewan, which also accounts for an estimated 9.5%
of establishments. Alberta is home to the Athabasca oil sands, which are large deposits of bitumen or heavy crude oil. These oil
sands are located in northeastern Alberta and are a major draw to the region as many companies currently work out of these oil
sands. For example, Suncor Energy Inc., one of the industry's largest operators, derives the majority of its industry-relevant
revenue from this region. The oil sands are also expected to account for 97.0% of Canada's oil reserves, according to a 2020
report from Natural Resources Canada (latest data available).

According to 2020 figures from Natural Resources Canada (latest data available), Alberta accounted for about 70.0% of the
marketable natural gas in Canada. The other primary producer of natural gas is British Columbia, accounting for about 30.0% of
the production of natural gas in Canada.
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    Medium

Market share concentration within the Oil Drilling and Gas Extraction industry in Canada is moderate, as the top five
companies are expected to account for more than 50.0% of industry revenue in 2022. Of these, Suncor Energy Inc.
and Canadian Natural Resources Limited will generate the largest share of revenue, at a combined 42.5% of
industry revenue in 2022. Still, the industry consists of many large, multinational energy companies that operate on
a global scale. The dispersion of the industry across Canada, in addition to the global-scale on which its companies
compete, are representative of an industry with low market share concentration. These characteristics make it
difficult for even major oil companies to control more than a modest share of output. Over the five years to 2022,
market share concentration has increased as a result of consolidation taking place in the sector. Additionally, the
availability of unconventional resources has attracted smaller operators, which are most likely to be acquired by the
largest corporations. Further, significant investment into projects can be highly expensive and many of the largest
industry operators have invested billions into expanding production in recent years. As a result, market share
concentration has risen over the past five years. In 2022, strong growth in industry product prices is expected to
increase market share concentration, as larger operators are expected to disproportionately benefit from price
growth.

Key Success
Factors

IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

Economies of scale:
Large oil and gas deposits are generally more costly to develop. Industry operators that can acquire these types of
deposits will out-compete their peers.

Downstream ownership links:
Operators that vertically integrate exploration operations are much more competitive than other companies. These
operators often have a ready-made market for their output.

Ability to find new resource deposits:
Oil and gas production depends on access to resources. Operators that have access to new resources have the
ability to develop more oil and gas.

Ability to meet environmental regulations:
Operators must meet environmental regulations to bring new production on stream.

Strong cash reserves:
Due to the volatile nature of industry prices and downstream demand conditions, operators must maintain strong
cash reserves to weather periods of economic uncertainty.

Adaptability of operations to comply with social distancing protocols:
Due to the inherent nature of industry operations, employees are sometimes required to work in somewhat confined
quarters. Operators must adjust operations to ensure the safety of employees.
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Cost Structure
Benchmarks

  Profit

Industry profit, defined by earnings before interest and taxes, is
expected to account for 6.2% of revenue in 2022, up from 1.2% in
2017. The primary driver behind profit growth has been overall growth
in industry product prices, including growth in the world prices of both
crude oil and natural gas in excess of 50.0% in 2021 alone.

The primary factor behind shifts in industry profitability and the
industry's cost structure is the price of oil. Higher oil prices push up
revenue and as a result, a range of costs decline as a proportion of that
inflated revenue. Typically, even if employment is lifted and more
material inputs are used as companies boost production, the resulting
increase in costs falls well short of the increase in revenue given the
scale of industry production. However, the opposite occurs in a climate
of declining prices. Costs normally cannot be reduced as rapidly as the
fall in revenue and the share of industry revenue expended on a range
of cost increases.

 

  Wages

Wages are expected to account for 4.9% of industry revenue in 2022,
down from 7.5% in 2017. Average wage costs are also exceptionally
high, both due to the highly technical nature of many jobs in the
industry and the fact that many industry positions are dangerous or
located in inhospitable climates, so employers must pay a premium to
attract talent.
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  Purchases

Purchase costs include machinery, drilling equipment and fluids and a
wide range of newly developed technologies. Purchases are expected
to account for 68.2% of industry revenue in 2022, with a majority of that
consumed by new technologies to tap into resources. The forecast level
of purchases in 2022 represents a decline from 70.8% in 2017.

 

  Marketing

Marketing expenses are minimal for this industry, accounting for an
estimated 0.8% of industry revenue in 2022, up slightly from 0.7% in
2017. Many large operators are vertically integrated and service their
own production, minimizing the need for marketing expenses.

 

  Depreciation

Depreciation typically absorbs a significant share of industry revenue,
varying between years and reflecting the high levels of capital spending
required to extract oil and gas. In years of particularly strong growth or
decline in revenue, depreciation as a share of revenue can fluctuate
significantly. In 2022, depreciation is expected to account for 14.9% of
industry revenue, down from 15.8% in 2017.
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  Rent

Rent expenses are estimated to account for 1.5% of industry revenue in
2022, a figure that has remained steady over the five years to 2022.
This accounts for rent for facilities or warehouses for storage.

 

  Utilities

Utility costs are fairly low for this industry, accounting for an estimated
1.1% of revenue in 2022, up from 1.0% in 2017.

 

  Other Costs

Companies are subject to a wide range of other costs. Substantial cash
expenses incurred by the industry include payments to contractors,
transportation and exploration costs. The industry must invest heavily in
exploration to locate new resources. Industry operators typically can
bolster their reserve base by either discovering new resources or by
acquiring other companies' assets. IBISWorld expects that exploration
costs account for the majority of other costs incurred by industry
operators. This trend is expected to continue over the five years to
2027.

Other costs include legal and other professional service fees, costs
related to environmental remediation and cleanup and insurance,
among other expenses. Companies also pay royalties to the
government for access to natural gas and crude oil reserves. In 2022,
other costs account for an estimated 2.5% of revenue, up from 1.5% in
2017.
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Basis of
Competition

Competition in this industry is    High and the trend is Steady

  Producers in the Oil Drilling and Gas Extraction industry in Canada
essentially compete on the basis of price, although other factors, such as
the grade of the crude oil, the level of impurities that it contains and the
heating value of gas, also play a role.

PRICE COMPETITION

The price of oil reflects global supply and demand conditions.

In particular, prices tend to rise sharply in response to supply disruptions, but fall sharply if growth in prices produces
a reduction in demand or leads other producers to increase production. In 2020, the spread of COVID-19
(coronavirus) caused a severe downturn in demand for oil, which ultimately resulted in a drop in the world price of
oil. In 2022, the Russian invasion of Ukraine resulted in various sanctions and bans being placed by world leaders
on Russian oil and gas. This has reduced the global supply of oil and gas which resulted in growth of more than
20.0% in oil and gas prices in March 2022.

The price of gas, which competes with oil in some markets, is also influenced by global supply and demand factors,
although to a lesser extent. Local supply and demand play a much larger role in determining gas prices, but the
mechanism is similar to that for oil. Supply disruptions or large surges in demand lift gas prices. Typically, gas
purchasers reduce their demand for gas if the price rise is sufficiently large and producers attempt to increase gas
output. This trend results in gas prices stabilizing.

OIL GRADES

Different grades of oil command different prices depending on the level of
demand.

Grades range from light to heavy, with light crude being the most attractive. Light crude is easier to refine into
gasoline. Worldwide, there are adequate supplies of heavy crude oils, which are used to make products such as tar
and bitumen. As a result, the price for heavy crude is generally less than for lighter grades of oil, which can be used
to make a greater variety of refined downstream products.

IMPURITIES

The level of impurities in oil also plays a role in the pricing process.

Most purchasers pay a premium for oil with a low level of impurities, such as sulphur. These oils typically are called
sweet for their low sulphur contents. A lower level of impurities offers the petroleum refiners purchasing the oil lower
operating costs and also makes complying with environmental restrictions easier.

SECURITY

Security of supply and transport costs also forms part of the basis of
competition.

Most petroleum refiners attempt to diversify their sources of supply to reduce risk. At the same time, refiners tend to
favour suppliers where shipping costs, which are paid by the buyer, are relatively low.

Barriers to
Entry

Barriers to Entry in this industry are    High and the trend is Steady
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  There are substantial barriers to entry into the Oil Drilling
and Gas Extraction industry in Canada. For example, this
industry is associated with high levels of risk. The nature
of oil and gas exploration and development is highly risky
as companies can spend hundreds of millions on a yearly
basis on exploration. Meanwhile operators are vulnerable
to volatile shocks in the prices of these commodities,
which creates a substantial amount of risk for industry
growth. Additionally, the industry is highly capital
intensive. It requires significant amounts of capital
equipment, including offshore platforms and other
extraction machinery to bring fields into production.

Finally, many of the major oil and gas producers are
vertically integrated companies, with interests in
downstream operations, such as petroleum refining and
marketing. New entrants lacking such linkages may find it
difficult to effectively penetrate the market.

Barriers to Entry Checklist

Competition High  

Concentration Medium  

Life Cycle Stage Mature  

Technology Change Low  

Regulation & Policy Heavy  

Industry Assistance Low  

Industry
Globalization

Globalization in this industry is    High and the trend is Steady

  The level of globalization in the Oil Drilling and Gas Extraction industry in Canada is high. All the major oil producers have
operations overseas in addition to their presence in the Canadian market.

Oil companies focus on the most promising areas for exploration and development and pursue prospective oil and gas
finds wherever economic and political conditions permit. The highly risky nature of exploration, the huge costs involved in
both exploration and production and the need to undertake often sensitive negotiations regarding development with
governments, often limits participation in the industry to large companies with a global perspective. The high share of the
domestic market supplied by imports and the significant amount of industry production destined for export markets also
contributes to a high level of globalization.
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Major Companies

Major Players Canadian Natural Resources Limited

Market Share: 24.9%

  Canadian Natural Resources Limited (CNRL) is a Canadian oil production and gas exploration company based in
Calgary. The company was founded in 1973 and currently employs more than 10,000 workers across its facilities in
Alberta, British Columbia and Saskatchewan. In addition to its production operations in North America, CNRL also
produces oil and gas off the North Sea and offshore Africa. Currently, the largest project in CNRL's portfolio is the
Horizon Oil Sands Project, which is based in Fort McMurray, AB. According to the company's 2021 annual report
(latest data available), CNRL generated $32.9 billion in revenue from its global operations in 2021, an increase of
87.8% from 2020.

The company operates in this industry through its North America exploration and production segment and its oil
sands mining and upgrading segment. In 2018, CNRL reported total average daily production of more than 780.0
thousand barrels a day from its Northwest British Columbia, Alberta, Northern and Southern Plains, southeast
Saskatchewan oil sands mining and its upgrading production facilities (latest data available). This is significantly
higher than 2016 production levels of about 500.0 thousand barrels per day.

The company has pursued a variety of deals to grow its business in recent years. The most notable was in early
2017 when the company announced that it is in the final stages of acquiring an estimated 70.0% stake in the
Athabasca oil sands project which would also include a 70.0% stake in the Scotford Upgrader facility. The deal
closed in 2017 and since the acquisition, the number of company employees has risen steadily. The combined stock
and cash deal is valued at an estimated $12.5 billion.

Financial performance

Revenue from CNRL's oil drilling and gas extraction operations in Canada is expected to grow at an annualized rate
of 15.3% to $33.1 billion over the five years to 2022, aided by growth in product prices in 2021 and 2022. In fact,
IBISWorld expects the company's industry-relevant revenue to grow 92.6% in 2021 alone due to growth in product
prices, although some of this growth is a result of the 27.2% decline in revenue in 2020 due to the COVID-19
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(coronavirus) pandemic. Company fortunes have largely followed the overall industry, with a strong decline in
revenue prior to the period, leading industry-relevant revenue to begin the period at a low level. Company revenue
grew significantly in 2017, an estimated 64.5%, in response to the company's purchase of the previously mentioned
stake in the Athabasca oil sands, but still remained relatively low compared with historical figures. This purchase
also resulted in the company's oil sands revenue growing 166.2% in 2017. Notably, conventional oil production has
declined steadily over the past five years, although significant growth in oil sands output has helped to negate this.
Growth in oil prices is expected to benefit industry profit. Industry profit, defined as earnings before interest and
taxes, is expected to grow an annualized 17.9% to $6.9 billion over the five years to 2022.

 
Canadian Natural Resources Limited (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2017 16,233.0 N/C 3,044.0 N/C
2018 20,031.0 23.4 5,110.0 67.9
2019 22,175.0 10.7 5,573.0 9.1
2020 16,152.0 -27.2 316.0 -94.3
2021 31,114.0 92.6 10,642.0 3,267.7
2022 33,071.4 6.3 6,931.8 -34.9

Source: Annual Report and IBISWorld
Note: *Estimates

Suncor Energy Inc.

Market Share: 17.6%

  Suncor Energy Inc. (Suncor) is a global integrated energy company based in Calgary and was founded in 1919. The
company focuses primarily on crude oil products from oil sands, but also conducts a range of natural gas extraction
operations. Suncor also has a refining segment and it operated 280 Sunoco brand gas-retailing establishments until
2009. According to Suncor's 2021 annual report (latest data available), the company employs about 17,000 workers
worldwide. Suncor produces oil and gas in western Canada and in Colorado, while conducting offshore drilling
efforts off the eastern coast of Canada. Suncor also has international production operations in Libya, Syria, Trinidad
and Tobago and in the North Sea. In 2021, Suncor generated revenue of $41.1 billion from its global operations
(latest data available).

The company undertakes industry-relevant operations in its upstream segment that it further divides into two
subsegments, which are oil sands and exploration and production. The company's oil sands business mainly
operates in the Athabasca oil sands region where it primarily undertakes mining through in situ processes. The
exploration and production segment in Canada consists of a 37.7% stake in the offshore Terra Nova field, where the
company sanctioned a life extension project. Furthermore, the company has a nonoperational stake in the Hibernia,
White Rose and Hebron fields in the Newfoundland and Labrador regions. Suncor typically generates about one-
third of its exploration and production segment revenue from its Canadian operations.

Over the five years to 2022, despite volatile revenue and profitability, the company has acquired several
concessions and stakes to bolster its production capacity. The company's historically strong cash position has
helped it make acquisitions even with tumultuous demand and price conditions over the past five years. Most
notable of these acquisitions is Canadian Oil Sands Limited (COS), which Suncor purchased an estimated 73.0%
stake for $4.2 billion in February 2016. This acquisition will help the company tackle declining sales and increase its
provable reserves base over the coming decade.

Financial performance

Revenue for Suncor's oil drilling and gas extraction operations in Canada has endured significant volatility, but is
ultimately forecast to rise at an annualized rate of 10.0% to $23.5 billion over the five years to 2022. Falling crude oil
prices prompted a decline in industry revenue prior to the period, leading the company's revenue to begin the period
at a relatively low level. Suncor's industry-relevant revenue has benefited primarily from the company's oil sands
operations in Alberta, which account for more than 90.0% of domestic revenue. Its recent purchase of COS has
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already helped to boost its bottom line significantly. In 2017, the company generated a 38.4% increase in its oil
sands segment revenue. Production has increased over the past five years, with 2019 production levels being the
highest during the five-year period, producing nearly 750.0 thousand barrels of oil per day. The company will
continue investing in the Alberta oil sands due to the vast resources available in the region and growth in product
prices is expected to fuel profit growth. Industry profit, defined as earnings before interest and taxes, is expected to
grow an annualized 17.8% to $2.8 billion over the five years to 2022. In 2020, the company is expected to endure an
operating loss of $2.8 billion, due to a combination of much lower product prices and an increase in operating costs
as a result of the COVID-19 (coronavirus) pandemic.

 
Suncor Energy Inc. (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2017 14,597.0 N/C 1,237.0 N/C
2018 17,479.0 19.7 1,287.9 4.1
2019 20,270.0 16.0 2,147.9 66.8
2020 11,769.0 -41.9 -2,769.7 N/C
2021 21,604.0 83.6 2,877.6 N/C
2022 23,471.9 8.6 2,806.8 -2.5

Source: Annual Report and IBISWorld
Note: *Estimates

Imperial Oil Limited

Market Share: 12.2%

  Imperial Oil Limited (Imperial Oil) was founded in 1880 and is a crude oil and natural gas exploration and production
company based in Calgary. US-based Exxon Mobil Corporation currently controls nearly 70.0% of the company,
which employs more than 5,000 workers worldwide. In addition to oil and gas exploration, Imperial Oil refines and
markets petroleum products, manufactures petrochemicals and operates gasoline service stations under the Esso
brand in Canada. According to the company's 2021 annual report (latest data available), Imperial Oil generated
$37.5 billion in revenue in 2021.

Imperial Oil operates in this industry through its upstream segment with operations across Alberta. In 2020, the
company's Cold Lake, Kearl and Syncrude operations averaged 140,000, 186,000 and 71,000 barrels of bitumen a
day, respectively. In 2013, Imperial Oil opened its Kearl Oil Sands Project in Alberta, which is expected to have a
lifespan of more than 40 years. The project is jointly owned by ExxonMobil Canada Ltd. (29.0%) and Imperial Oil
(71.0%) and the site contains some of Canada's highest-quality oil sand deposits. This helped the company to
become one of the top four oil sands producers in Canada. Furthermore, this project represents the largest capital
investment in the company's history and it is expected to positively affect Imperial Oil's performance.

Notably, while the company has benefited from expanded production over the five years to 2022, more recently it
has opted to postpone its Horn River and Mackenzie natural gas projects. This was due to a lack of profitability
resulting from low gas prices, which resulted in impairment charges of $566.0 million in 2017. In fact, in early 2018,
Imperial Oil announced that it was seeking to sell its Horn River asset. However, strong growth in the world prices of
natural gas and crude oil in 2021 and 2022 have benefited Imperial's many projects.

Financial performance

Over the five years to 2022, Imperial Oil has endured drastic revenue fluctuations, in line with the overall industry.
As a result of significant growth during most of the reporting period, IBISWorld estimates that the company's
industry-relevant revenue will increase at an annualized rate of 11.2% to $16.3 billion over the five years to 2022.
This is despite a decline of 33.6% in 2020 alone, which occurred as a result of lower prices for natural gas and crude
oil caused by a decrease in demand by consumers due to the spread of COVID-19 (coronavirus). While revenue is
expected to grow, the company's operating profit, defined as earnings before interest and taxes, is expected to be
$1.5 billion in 2022, after starting the period at an operating loss of $425.3 million in 2017. The company's
operations in Alberta's oil sands are expected to contribute to the company's growth over the five years to 2027 as it
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has continued to invest significantly to bolster production from these assets.

 
Imperial Oil Limited (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2017 9,566.0 N/C -425.3 N/C
2018 11,159.0 16.7 299.7 N/C
2019 13,242.0 18.7 865.9 188.9
2020 8,790.0 -33.6 -2,986.6 N/C
2021 15,819 80.0 1,854.6 N/C
2022 16,252.6 2.7 1,484.1 -20.0

Source: Annual Report and IBISWorld
Note: *Estimates

Other Companies ConocoPhillips

  Market Share: 4.1%
  ConocoPhillips is a global energy corporation based in Houston, with its Canadian headquarters in Calgary. The

company formed from the merger of Conoco Inc. and Phillips Petroleum Company in 2002. It currently stands as the
world's largest independent energy exploration and production company. ConocoPhillips has operations in the
United States, Canada, Latin America, Europe, the Asia-Pacific region and other international locations.
ConocoPhillips conducts a range of exploration and production operations, midstream and chemicals operations and
refining marketing operations.

In Canada, ConocoPhillips competes in the industry through its exploration and production segment, with Canada
typically accounting for less than one-quarter of the segment's revenue. In 2022, IBISWorld estimates that
ConocoPhillips will generate $5.5 billion in revenue from its oil drilling and gas extraction operations in Canada,
representing a 4.1% share of the market. The company's revenue grew more than 100.0% in 2021 alone as a result
of improved product prices and an improvement in consumer demand following the easing of COVID-19
(coronavirus) quarantine mandates.
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Operating Conditions

Capital
Intensity

The level of capital intensity is    High

  The Oil Drilling and Gas Extraction industry in Canada is
highly capital intensive. In 2022, for every $1.00 spent on
wages, the average industry operator is expected to invest
$3.02 in capital equipment. This ratio ranks this industry
among the most capital intensive of all industries.
Companies rely heavily on large-scale capital equipment,
including offshore platforms for drilling and production, for
output rather than upon labour. Still, production does
involve labour input and the technical nature of industry
activities means that average wages tend to be high. The
scale of industry production and the value of its products
helps decrease labour costs as a share of revenue.

In addition, the substantial capital cost of production
facilities also reflects the need for a high degree of
reliability. Facilities operate constantly and must be
resistant to corrosion. Industry structures must also be able
to withstand extreme weather, offshore and onshore.
IBISWorld expects that capital intensity in this industry will
remain very high over the five years to 2027. In fact,
increased oil and gas prices should increase industry
investment in new technology and equipment and increase
the level of capital intensity in the industry.
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Technology &
Systems

Potential Disruptive Innovation: Factors Driving Threat of Change

Level Factor Disruptive
Effect

Description

Very Low Rate of
Innovation

Very
Unlikely

A ranked measure for the number of patents
assigned to an industry. A faster rate of new
patent additions to the industry increases the
likelihood of a disruptive innovation occurring.

Very High Innovation
Concentration

Very Likely A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area increases
the likelihood of technological disruption of
incumbent operators.

Very Low Ease of Entry Very
Unlikely

A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
incumbents by putting new technologies to
use.

Medium Rate of Entry Potential Annualized growth in the number of
enterprises in the industry, ranked against all
other industries. A greater intensity of
companies entering an industry increases the
pool of potential disruptors.

Very Low Market
Concentration

Very
Unlikely

A ranked measure of the largest core market
for the industry. Concentrated core markets
present a low-end market or new market entry
point for disruptive technologies to capture
market share.

  The rate of new patent technologies entering the industry is low, which limits the potential for innovations. A low rate does
not mean that innovations cannot occur, just that the likelihood of some innovation materializing as a threat is lower.
However, the concentration of technologies is high in this industry. This suggests that industry operators have exposure to
potentially unforeseen areas of innovation.

The industry structure is not accommodative to new entrants succeeding, which limits the incentive for new companies.
This is accompanied by an average level of new entrant operators. The combination provides a limited threat from
disruptors.

Major market segments for industry operators are relatively diversified. The spread of market segments suggests that there
are limited entry points other than those already served my incumbent operators.

The most relevant disruptive force in the Canadian Oil Drilling and Gas
Extraction industry has been the pressure from the rising popularity of hybrid
and electric vehicles.

As the country moves to greener incentives, the development and demand for hybrid and electric vehicles, which reduce or
negate the requirement of oil and gasoline, have risen. Furthermore, freight companies and public transportation operators
have also moved toward more hybrid and electric vehicles. Consequently, the industry has been disrupted. Due to strong
growth in the world price of crude oil in both 2021 and 2022, this threat is expected to intensify.

The level of technology change is    Low

  The technology used to recover oil and natural gas from wells in the Canadian
Oil Drilling and Gas Extraction industry has not changed over the five years to
2022.

However, new drilling techniques are being used to recover oil and gas from deeper deposits than what was possible
before.
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Oil and gas are generally recovered by drilling wells into underground or undersea hydrocarbon fields. Initially, the internal
pressure of the field causes the oil or gas to rise to the surface of its own accord. However, as this pressure drops, various
techniques are used to boost hydrocarbon recovery. These include injecting steam, water or chemicals into the well. In
combined oil and gas fields, the gas is sometimes reinjected to improve oil recovery.

Offshore oil is considerably more expensive to extract than onshore oil. A variety of production wells are used offshore,
depending on the size of the field, the depth of the water and the climatic conditions. On average, offshore drilling costs are
about seven times more than onshore drilling.

Fixed platforms, where the legs of the structure are embedded in the sea floor, are expensive to erect and their use is
generally confined to relatively large oil and gas fields. However, the cost of these facilities is extremely sensitive to water
depth; it rises exponentially for water depths in excess of 300.0 metres. Tension leg platform installation costs are less
sensitive to water depth, but are not as well-suited to large-scale operation. Floating storage production systems are the
least costly facility for water depths up to 600.0 metres.

Drilling techniques also play an important role in oil and gas recovery. Onshore wells can now be drilled successfully to
depths of 8,000.0 metres, compared with 5,000.0 metres 50 years ago. Offshore wells can be drilled in water depths of
1,000.0 metres or more. Horizontal drilling has also resulted in some of the world's abandoned oil fields being brought back
into production. Horizontally drilled wells increase the surface area of the bore hole exposed to the oil reservoir and thereby
enable increased production rates and higher oil recovery. However, drilling costs for wells using horizontal drilling are
substantially higher than for conventionally drilled wells.

Revenue
Volatility

The level of volatility is    Very High

  Over the five years to 2022, the Oil Drilling and Gas Extraction industry in
Canada has exhibited a very high level of revenue volatility.

Revenue performance in this industry is typically volatile and is sensitive to shifts in both crude oil prices and natural gas
prices, which vary markedly in response to global supply and demand trends. Oil and gas prices tend to increase sharply
during periods of excess demand and fall markedly if excess supply emerges. The recent conflict between Ukraine and
Russia has increased the industry's level of revenue volatility and is expected to keep it at a very high level for the
foreseeable future.

The volume of oil production, especially in the short term, does not respond strongly to price movements, particularly price
increases. However, in times of low product prices, companies tend to invest less in capital expenditure and so the pace of
domestic production growth will slow. Resource depletion limits the extent to which output can respond to rising prices.
Similarly, demand for local crude oil does not respond strongly to shifts in prices; instead, imports tend to bear the brunt of
weak or falling demand, but gain disproportionately as demand rises.

The relatively fixed nature of local crude oil production means that oil price movements feed directly into revenue. In
contrast, natural gas consumption and production is trending upward but is also sensitive to both economic conditions and
natural gas prices. Solidifying economic growth has a positive effect on demand for and production of natural gas while
economic weakness tends to reduce demand for gas, especially for industrial use.
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The influence of shifts in natural gas prices on revenue depends on the magnitude of the change. Small price rises have a
minimal negative affect on demand and lift industry revenue, but large price increases are usually partly offset by lower
demand. Overall, revenue is expected to fluctuate an average of 34.9% over the five years to 2022.

Regulation &
Policy

The level of regulation is    Heavy and the trend is Steady

Operators in the Oil Drilling and Gas Extraction industry in Canada are subject
to heavy government regulations regarding oil, gas and mineral extraction and
environmental damages.

FEDERAL REGULATIONS

Industry operators are regulated under the Canada Petroleum Resources Act
and the Canada Oil and Gas Operations Act.

The Petroleum Resources Act regulates the bidding process for oil and gas resources on government land. Industry
operators must also obtain exploration licences from the federal government to drill and test for petroleum on frontier lands.
Exploration licences have a maximum duration of nine years, with no possibility for renewal or extension.

The Oil and Gas Operations Act regulates drilling activities in the Northwest Territories, Nunavut, Sable Island and offshore
territories of Canada. The legislation protects the property rights of individuals living on land where oil and gas resources
may be present. Additionally, the Canada Energy Regulator must approve of any development plans. The National Energy
Board also regulates the general safety and efficiency of oil and gas operations.

PROVINCIAL REGULATIONS

This industry is also regulated under the Canada-Newfoundland Atlantic
Accord Implementation Act and the Canada-Nova Scotia Offshore Petroleum
Resources Accord Implementation Act.

The two laws are agreements between the federal government and respective provincial governments to jointly manage
offshore petroleum resources. Public revenue derived from drilling activities is also shared between federal and provincial
governments.

Additionally, industry operators are regulated by multiple agencies in the Alberta provincial government. These include the
Energy Resources Conservation Board, which regulates the development of Alberta's energy resources. The province's
Department of Energy also grants permits for the exploration and development of petroleum and mineral resources.

Industry
Assistance

The level of industry assistance is    Low and the trend is Increasing

The Oil Drilling and Gas Extraction industry in Canada does not receive any
nontariff protection.

It also does not receive any direct government or industry assistance; however, companies may benefit from several tax
breaks and other indirect subsidies. For example, the Canadian government enables companies in the oil industry to claim
tax deductions and other special tax exemptions worth an estimated $1.4 billion per year. These added exemptions are
also above the standard corporate income tax deductions that most companies receive.

There are a variety of associations that can offer industry operators professional assistance. For example, the Canadian
Association of Petroleum Producers works on behalf of upstream oil and gas producers to advocate for the domestic
industry and provides research, forums and lobbying activities for industry operators.

Additionally, various industry operators qualified for government assistance programs that were instituted in Canada as a
result of the spread of COVID-19 (coronavirus). Export Development Canada increased its lending capacity for small- and
medium-sized oil and gas companies, so that companies remained liquid and continued operating and employing workers.
The government also announced the Canada Emergency Wage Subsidy, which covered up to $847.00 per week of an
employee's wages for eligible employers.
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Key Statistics
Industry Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Crude oil
production
(Thousand
barrels per

day)
2013 141,913 33,300 5,174 4,797 60,106 111,158 37,179 5,721 67,935 1,530
2014 161,773 44,963 5,942 5,509 56,861 133,617 34,325 9,496 62,481 1,587
2015 97,834 14,885 5,804 5,381 55,222 88,222 23,579 8,117 33,190 1,488
2016 81,606 12,725 5,733 5,316 56,634 71,882 19,560 8,418 29,284 1,454
2017 104,926 25,721 5,318 4,931 53,879 92,330 23,722 7,876 36,318 1,540
2018 106,444 30,152 4,936 4,577 55,755 100,264 25,264 7,775 31,444 1,676
2019 119,103 29,842 4,450 4,126 55,978 110,575 24,783 8,086 33,311 1,750
2020 92,252 21,757 4,116 3,816 62,081 78,091 14,858 8,440 29,018 1,745
2021 130,165 32,788 3,807 3,530 52,220 120,241 18,451 6,515 28,374 1,723
2022 133,056 34,716 3,701 3,420 52,531 121,989 21,024 6,575 32,090 1,757
2023 124,225 35,091 3,465 3,203 49,728 114,256 18,765 6,208 28,734 1,804
2024 121,067 33,883 3,286 3,031 48,304 111,621 17,658 6,034 27,105 1,857
2025 124,983 34,919 3,198 2,938 48,862 115,512 17,582 6,129 27,053 1,913
2026 129,154 36,288 3,126 2,860 49,467 119,659 17,501 6,230 26,996 1,950
2027 131,367 37,157 3,056 2,788 49,608 122,012 17,125 6,266 26,481 1,921

Annual Change

Year
Revenue

(%)
IVA
(%)

Establishments
(%)

Enterprises
(%)

Employment
(%)

Exports
(%)

Imports
(%)

Wages
(%)

Domestic
Demand

(%)
Crude oil

production (%)
2013 12.4 32.1 5.59 5.59 0.58 8.72 -7.47 10.6 5.74 5.61
2014 14.0 35.0 14.8 14.8 -5.40 20.2 -7.68 66.0 -8.03 3.68
2015 -39.5 -66.9 -2.33 -2.33 -2.89 -34.0 -31.3 -14.5 -46.9 -6.20
2016 -16.6 -14.5 -1.23 -1.21 2.55 -18.5 -17.1 3.70 -11.8 -2.30
2017 28.6 102 -7.24 -7.25 -4.87 28.4 21.3 -6.45 24.0 5.93
2018 1.44 17.2 -7.19 -7.18 3.48 8.59 6.49 -1.28 -13.4 8.78
2019 11.9 -1.03 -9.85 -9.86 0.39 10.3 -1.91 3.99 5.94 4.44
2020 -22.6 -27.1 -7.51 -7.52 10.9 -29.4 -40.1 4.37 -12.9 -0.32
2021 41.1 50.7 -7.51 -7.50 -15.9 54.0 24.2 -22.8 -2.22 -1.26
2022 2.22 5.88 -2.79 -3.12 0.59 1.45 13.9 0.92 13.1 1.97
2023 -6.64 1.07 -6.38 -6.35 -5.34 -6.34 -10.8 -5.60 -10.5 2.70
2024 -2.55 -3.45 -5.17 -5.37 -2.87 -2.31 -5.90 -2.80 -5.67 2.89
2025 3.23 3.05 -2.68 -3.07 1.15 3.48 -0.44 1.57 -0.19 3.06
2026 3.33 3.92 -2.26 -2.66 1.23 3.59 -0.46 1.65 -0.21 1.89
2027 1.71 2.39 -2.24 -2.52 0.28 1.96 -2.16 0.57 -1.91 -1.46

Key Ratios

Year
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(Units) Average Wage  ($)

2013 23.5 54.7 78.3 2,361 4.03 11.6 95,185
2014 27.8 54.9 82.6 2,845 5.87 9.57 167,011
2015 15.2 71.0 90.2 1,772 8.30 9.51 146,992
2016 15.6 66.8 88.1 1,441 10.3 9.88 148,642
2017 24.5 65.3 88.0 1,947 7.51 10.1 146,170
2018 28.3 80.3 94.2 1,909 7.30 11.3 139,457
2019 25.1 74.4 92.8 2,128 6.79 12.6 144,455
2020 23.6 51.2 84.7 1,486 9.15 15.1 135,950
2021 25.2 65.0 92.4 2,493 5.01 13.7 124,768
2022 26.1 65.5 91.7 2,533 4.94 14.2 125,172
2023 28.2 65.3 92.0 2,498 5.00 14.4 124,829
2024 28.0 65.1 92.2 2,506 4.98 14.7 124,911
2025 27.9 65.0 92.4 2,558 4.90 15.3 125,425
2026 28.1 64.8 92.6 2,611 4.82 15.8 125,943
2027 28.3 64.7 92.9 2,648 4.77 16.2 126,304

Figures are inflation adjusted to 2022
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Additional Resources
Additional
Resources

Canadian Association of Petroleum Producers
http://www.capp.ca

Statistics Canada
http://www.statcan.gc.ca

Innovation, Science and Economic Development Canada
http://www.ic.gc.ca

Canada Energy Regulator
http://www.cer-rec.gc.ca

Industry Jargon NATURAL GAS
Gases that consist primarily of methane, but also include small amounts of heavier hydrocarbons such as propane
and butane.

OFFSHORE PLATFORMS
Structures located in the ocean that are designed to extract oil or gas from underneath the seabed.

OIL SAND
A deposit containing a mix of clay, sand and water that is saturated with dense and viscous petroleum.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it is easy for
new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on labour.
IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital intensity is more than
$0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of labour; low is less than $0.125 of
capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the current year (i.e.
year published) as the base year. This removes the impact of changes in the purchasing power of the dollar, leaving
only the "real" growth or decline in industry metrics. The inflation adjustments in IBISWorld’s reports are made using
Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived by adding
imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners, managers
and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one or more
establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location where
business is conducted or where services or industrial operations are performed. Multiple establishments under
common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in Canada.

INDUSTRY CONCENTRATION
An indicator of the dominance of the top four players in an industry. Concentration is considered high if the top
players account for more than 70% of industry revenue. Medium is 40% to 70% of industry revenue. Low is less
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than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on production; all other
operating income from outside the firm (such as commission income, repair and service income, and rent, leasing
and hiring income); and capital work done by rental or lease. Receipts from interest royalties, dividends and the sale
of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services used in
production. IVA is also described as the industry's contribution to GDP, or profit plus wages and depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic demand. For
exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%. Imports/domestic demand:
low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life cycle by
considering its growth rate (measured by IVA) compared with GDP; the growth rate of the number of establishments;
the amount of change the industry's products are undergoing; the rate of technological change; and the level of
customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by self-
employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is calculated as
revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB
Atlantic | NB, NS, PE, NL
Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five years.
Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is ±3% to ±10%;
and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.
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