








FIGURE 6.3. Ted Link, Norman Wells area, 1920. Glenbow Archive PD-132-30-149,
Imperial Oil Collection.
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feared that Japanese submarines could prey upon them, and many of the
tankers were needed for Atlantic convoy service. An alternative proposal
came forward from an unlikely source: Vilhjalmur Stefansson, a promin-
ent Arctic explorer and ethnologist.

Born in Manitoba, Stefansson was raised in the United States, and
received a degree in anthropology from Harvard. Even before the First
World War, he had achieved fame as an intrepid and accomplished ex-
plorer of the Arctic region, particularly on the Alaskan shelf and Beaufort
Sea and in Siberia. He had campaigned for the construction of an Alaskan
highway even before the outbreak of the Second World War and was a
consultant with the US Army Air Forces in the 1930s.

Stefansson shared Ted Link’s conviction that there were huge deposits
of oil in the Mackenzie River region north to the Beaufort Sea. In early
1942 he began buttonholing officials in Washington advocating expand-
ing the oil fields at Norman Wells and building a pipeline to the Yukon
River to supply the needs of the US army and air force in Alaska. These
overtures were apparently rebuffed by General George Marshall, the
chairman of the US Chiefs of Staff, as well as the Petroleum Coordinator
for War Harold Ickes, but Stefansson found a more sympathetic listener
in Frederic Delano, chairman of the US National Resources Board, and,
more crucially, the uncle of President Franklin Roosevelt.

Stefansson also met with Eugene Holman, a member of Jersey
Standard’s Board, who served as an industry liaison with the Office of
the US Petroleum Coordinator, and Ronald MacKinnon, who was the
superintendent of the Norman Wells refinery for Imperial Oil. The refin-
ery had reopened in 1933 to supply the petroleum needs of El Dorado and
Yellowknife gold mining operations, but the output never exceeded 840
bbl./day. Between 1929 and 1941 the total production of the three oper-
ating fields was 128,000 barrels. MacKinnon indicated that the refinery
could increase output to 3,000 bbl./day but would require significant cap-
ital investment, which Jersey Standard was not in a position to provide.

Stefansson finally found a champion in the formidable figure of General
Brehon Somervell, who was appointed Commanding General of the US
Army Service Forces in March 1942. This position put him in charge of
what one observer described as “everything except the actual fighting.”>
Within a month Somervell, a man of action, had one of his advisers, James
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Graham, dean of Engineering at the University of Kentucky, meet with
Jersey Standard’s Holman and two Imperial Oil engineers. The Imperial
men were cautious, saying “no assurances could be made” about raising
output to 3000 bbl./day. But nevertheless, Graham was apparently satisfied
and recommended to Somervell that they proceed with a plan to increase
production at Norman Wells, and build a pipeline to Whitehorse where a
refinery could be constructed to handle the expansion.

On the same day—April 29, 1942—Somervell approved the propos-
al and summoned R.V. LeSueur, president of Imperial Oil, to come to
Washington and sign a contract. As an afterthought, the Canadian gov-
ernment was notified “through an informal note.” The cabinet of Prime
Minister Mackenzie King was initially divided, but the forceful (and
American-born) Minister of Munitions and Supply, C.D. Howe, enthusi-
astically endorsed the proposal and saw to it that information was leaked
to Parliament to bolster support for the project as a wartime measure. On
May 19 the cabinet approved the “Canol Project” as it came to be known
and the US and Canada agreed to it on June 29, less than two months after
Somervell’s recommendation.*

The contract Lesueur negotiated for Imperial with the US War
Department was complex, and modified by agreements involving the
Canadian government. But on the whole it could be considered a good
deal for the company, which was provided with “the means of enlarging
the Norman Wells field and their production . . . without having to invest
any risk capital.”” War Department negotiators were in a hurry but they
were also mindful that future Congressional committees might scrutinize
their work in search of wasteful spending—as indeed came to pass.

Imperial agreed to drill at least nine new wells as well as increasing
the production of its existing wells at Norman to reach the 3,000 bbl./day
target by October 1942. Any royalties due to the Canadian government
under the 1921 federal regulations would be waived for both the new and
existing wells, backdated to 1939 “to ensure that Imperial could offer a
reduced price to the War Department for its output.” Imperial would own
all the wells; the cost of development, estimated at $2 million (USD) would
be covered by the US War Department, and the Canadian government
would waive import duties on the equipment brought in to develop the
project. Imperial would be paid $1.75 (USD) per bbl. for oil produced in
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existing wells, and $1.25 (USD) for oil from new wells, whose cost would
have been covered by the War Department. After the US government had
bought 1.5 million bbl. of crude oil, the price would be set at 0.50 (USD)
per bbl. until the $2 million was paid off.?®

This complicated process all but ensured that Imperial would seek to
cover as much of its required output as possible by expanding the exist-
ing field at Norman Wells rather than developing new fields whose out-
put would have to be sold at a discount. Not surprisingly, more than 80
per cent of the oil from Norman Wells that was sold through the Canol
Project came from existing wells. On the other hand, Imperial was under
considerable pressure from their War Department “partners” to explore
and drill for oil anywhere they could go. By one account, by 1943 General
Somervell and his associates had acquired “wildcat fever,” anticipating
strikes the size of the East Texas fields in the remote wilds of northern
Canada. In 1943 Somervell boasted that the Norman oil fields could pro-
duce up to 100 million barrels of crude oil, and projected output of the
(as yet uncompleted) refinery in Whitehorse up to 20,000 bbl./day. The
Canadian government by now had pinned its hopes on the great white
whale, since three quarters of the oil it was using had to be imported.”

To facilitate this grand quest, in November 1942 the US government
persuaded Canada to expand the original leasing area for Norman Wells
from 3,400 acres to 5 million acres, and to limit the prospecting and drill-
ing rights to the nominee of the War Department, Imperial Oil, at least
for the duration of the war. New regulations were imposed to keep out
“nuisance staking” by wildcatters not associated with the project. Imperial
dutifully expanded its exploration operations in 1943: Ted Link “swept out
the senior class of the University of Alberta’s Department of Geology” to
fill the ranks of those needed to cover this wider territory.** Surveys by
the US Army Air Force initially intended to identify the best route for
the pipeline from Norman Wells to Whitehorse were expanded to provide
aerial coverage of the enlarged domain of the Canol Project. But all these
activities did not lead to an increase in actual production output. Imperial
reported in 1945 that it had drilled sixty-three wells, with a potential cap-
acity of thirty-six million barrels—Ilittle more than one third of the figure
Somervell had projected in 1943. The company capped most of the wells
at the end of the war.”!
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FIGURE 6.4. Means of transportation, Canol, 1944. Glenbow Archive IP-17a-3712,
Imperial Oil Collection.

Meanwhile, the rest of the project was foundering amid scandals
and investigations. The Whitehorse refinery, which was supposed to be
in place by October 1942, was not completed until the following year by
which time the Japanese threat to Alaska had receded. The pipeline from
Norman Wells to Whitehorse, undertaken through unexplored territory,
was not completed until early 1944 and was plagued with problems—oil
leaks, wildfires, and damage to the permafrost. This was truly a “pion-
eer” undertaking, with no environmental considerations. Fortunately for
Imperial Oil none of these debacles could be attributed to their company,
which had done its job of producing the oil. In 1942 LeSueur had advised
General Somervell that aviation gasoline could probably be provided more
cheaply to the US bases in Alaska by flying supplies in by air rather than
by building pipelines from Norman Wells.*?
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Meanwhile, American Congressional watchdogs were circling the
fetid carcass of Canol. Harold Ickes, the US Petroleum Coordinator, had
long opposed the project as an intrusion on his turf (even though it was
in Canada) and useless in any case; he was joined by the Secretary of
the Navy Frank Knox and assorted other bureaucratic rivals to the War
Department. Senator Harry Truman’s Special Committee to Investigate
the National Defense Program honed in on Canol in the autumn of 1943.
It concluded that the project, estimated to cost $25 million (USD), came
in at more than $125 million (USD), much of it wasted. In its final re-
port on Canol in 1944 the committee “cited the great benefits Canada and
Imperial Oil got out of the contracts drawn up by the War Department.
The United States paid for the exploration and development of the oilfield
but retained no rights to the oil after the war.”*

As might be expected, the demise of Canol was accompanied by much
backbiting and finger pointing. Amazingly, the US War Department tried
to keep a foothold in the Norman Wells operation after the war, demand-
ing that the US should retain a 60 million barrel “strategic reserve” in
return for turning over all the equipment provided to Imperial to expand
its operations. LeSueur objected to this proposal, as did the Canadian
government; in the end a bizarre, face-saving agreement was reached—
Imperial would agree to hold a 60 million barrel reserve for the US Army,
but only if the company discovered enough oil to export beyond covering
its local market. Imperial was already in the process of capping its wells
and had no plans to export any output from Norman Wells—its produc-
tion fell to 200,000 bbl. in 1946.

When the project was under negotiation, much attention was paid
to the disposition of properties after the war. As the war wound down,
however, the US government embarked on a policy of systematic liquid-
ation of the assets in which it had invested for wartime purposes, both at
home and abroad. The Canadian government was offered a first option on
taking over the pipeline from Norman Wells to Whitehorse, which it de-
clined, and the poorly constructed system was allowed to deteriorate until
it was largely dismantled in the 1960s. In 1947 Imperial Oil purchased
the Whitehorse refinery, which had cost $22.5 million (USD) to build for
$1 million; it then dismantled the refinery and shipped it to Edmonton at
a cost of $9 million to be rebuilt as the refinery for the Leduc oil field. A
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very good bargain. During the war the company had produced 1,675,132
barrels of crude oil at Norman Wells, processing more than one-fifth of
the output at its own refinery there and earning a $1.16 million (CAD)
profit from its operations. On the other hand, explorations in the region
by Imperial in 1946 did not indicate the presence of the large-scale oil field
the company needed to find as output from its other domestic operations,
including Turner Valley, declined.*

Leduc

Imperial Oil emerged from the Second World War as still the largest
petroleum company in Canada. In terms of assets, it was larger than all
the other oil companies in the country put together. It had the only na-
tionwide refinery and distribution system. Despite inroads on its sales in
the 1930s, Imperial still held 50 per cent of the Canadian market. It had
been the major contributor to wartime production of essential materials,
including synthetic rubber and aviation fuels. Yet the company faced an
internal crisis on several levels.

First, there was the issue of leadership. In 1945 G.H. Smith, who had
presided over International Petroleum in the 1920s and Imperial Oil
in the following decade, retired. His successor, R.V. LeSueur, another
International Petroleum veteran, retired and died that same year. Both
men owed their rise in part to their association with Walter Teagle, and
they reflected his view of Imperial Oil as a loyal player in Jersey Standard’s
global game with Shell, Anglo-Persian, and American-based international
competitors. Jersey Standard was going through its own changing of the
guard, as Teagle, Farish, and others of that generation departed.

Jersey Standard’s executives were aware of the management problems
and the succession issues at Imperial even before the Second World War.
After Imperial’s share of the Canadian gasoline market fell from two-
thirds to one half, Teagle had ordered a sweeping critique of Imperial’s
marketing policies in 1936 that found many failings despite Smith’s (ac-
curate) protests that Jersey Standard’s depletion of the Canadian com-
pany’s capital investment funds had contributed to these problems. In
1938, Jersey Standard sent in a new man to run the show.
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Henry Hewetson had been born in the United States, but had many
Canadian ties: he had served with the Canadian forces in the First World
War and was married to a cousin of Victor Ross. But his work experi-
ence was with Jersey Standard, first at Bayway refinery and then as vice
president of Standard Oil of Louisiana, one of the largest of the American
subsidiaries. He was very much in the Walter Teagle mode—a big man
with a square jaw and an-around-the-clock manager. At Imperial, he
reported directly to Smith and then LeSueur. Among his other achieve-
ments, he could boast of establishing thirty-eight new service stations to
boost Imperial’s sales. Since the war improved Imperial’s business, it is
hard to know whether he was the primary contributor to the company’s
turnaround, but Jersey Standard’s executives were obviously impressed.*

Hewetson was indeed a breath of fresh air in the halls of Imperial’s
headquarters in Toronto. Given his background in marketing, a great deal
of attention was given to improving performance in this area: product
sales doubled between 1939 and 1947, although net income only rose by 10
per cent, in part because of wartime taxes, and the imposition of rations
on gasoline from 1942-45. During the war, he held prices down for “large
industrial accounts” while allowing them to rise elsewhere, in order to re-
tain these clients. Hewetson also opposed federal government proposals to
allow lower priced oil imports for the civilian market, on the grounds that
Canadian refining capacity needed protection. He lobbied successfully to
force co-operatives in Saskatchewan to be subjected to federal taxes, to the
delight of colleagues in the private (profit) sector.

Hewetson was also mindful of the issues of supply and supported
the construction of the Portland to Montreal pipeline in 1941, which was
intended in part to protect eastern Canada from the submarine attacks
on tankers that peaked in that year. When he became president in 1945,
Hewetson authorized the establishment of catalytic cracking plants and
set up a separate division to that end. In addition he set up an Economics
and Supply Department to encourage new innovations. At the senior level,
he established an executive committee, modelled on Jersey Standard, to
provide an overall strategic review and guidance for the company’s oper-
ations—a major change in a company that had largely been run by the
chief executive, with occasional prodding from Jersey Standard.*
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Despite these energetic achievements, Hewetson faced the same chal-
lenge that had bedevilled his predecessors, all the way back to Teagle. The
Petrolia fields were all but defunct, the Turner Valley output was declin-
ing, and for all its sound and fury Canol had produced no elephants. The
Colombians were threatening to nationalize International Petroleum’s
holdings there by 1951, and Imperial Oil faced the prospect of becom-
ing a refining and distributing company with no secure source of crude
oil—not very different from the situation in 1914. Meanwhile, Imperial’s
familiar competitor in Canada, British American, took over Union Oil of
Canada, and there was a potentially formidable American entrant, Sun
Oil of Philadelphia, which focused initially on the eastern Canadian mar-
ket but also acquired a half-million acre block for exploration in Alberta in
1945. Also in the west, Shell and Standard of California showed renewed
interest in Alberta, joined by another American company, Husky Oil of
Wyoming. The field was becoming more crowded.”

The government of Canada was also concerned about the declining
domestic reserves, and the need to import more oil from the US during
the war exacerbated dollar exchange problems. Since 1921, the federal
government had allowed oil companies to offset exploration costs against
their taxes. In 1941 the Dominion War Exchange Conservation Act al-
lowed oil companies special depreciation and depletion allowances to en-
courage domestic production, and two years later duties were removed on
equipment imported for use in oil and gas exploration.*

The lure of government tax breaks may have attracted some of the
new entrants into the exploration game during the Second World War, but
Imperial Oil remained the company most committed to finding new oil
and gas in Canada. In 1946 Imperial reported that it had spent more than
$18.7 million (CAD) on exploration and $6 million (CAD) on leases since
1919, representing 40 per cent of all the exploration costs recorded for the
country; almost half of its expenses since 1942 had been offset by tax relief,
but the record indicated the degree of engagement—or desperation—the
company placed on finding new reserves.*

As exploration expenses—and frustrations—grew, Imperial’s man-
agers began looking at alternative ways of rebuilding reserves. One of
the patents that Jersey Standard had acquired in the 1930s from German
sources (not, in this case, from I.G. Farben, but from a coal-based company
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called Ruhrchemie) involved the conversion of coal into synthetic fuels,
which the Germans had used during the Second World War. Research at
Jersey Standard indicated that a similar process could be deployed to con-
vert natural gas into various forms of high-octane fuel. Since Alberta ap-
peared to have abundant supplies of natural gas, Imperial began drilling
for gas at the Viking-Kinsella field near Edmonton in late 1945. Although
the synthetic fuel conversion process would be an expensive propos-
ition—50 million cubic feet of natural gas per day would be required to
produce 5,000 barrels of synthetic fuel—it was still deemed better than
relying entirely on imported oil.

But Hewetson was not yet prepared to give up the quest for oil in
Alberta, and he was supported by not only the ever-optimistic Ted Link
but also O.B. Hopkins, now vice president of Imperial, who—like Link—
had been involved in the early explorations of the North West Company.
They persuaded Jersey Standard’s top managers in the exploration area,
including Lewis Weeks, the chief geologist, to send Michael Haider to help
coordinate a final attempt to find the holy grail: Haider was a petroleum
engineer from Stanford who had been involved with Carter Oil, Jersey
Standard’s major exploration arm, before coming to headquarters. Haider
would later join the Imperial board and go on to become president and
board chairman of Jersey Standard.*’

A crucial meeting in this process took place on April 19, 1946, at-
tended by the major geologists from both companies including Link,
Hopkins, Haider, and Weeks. They mapped out an ambitious strategy that
would cover a range of potential western Canadian sites, but focused on
an area in Alberta around Edmonton that they regarded as most likely
to yield good results. Seismic studies of the 25,000 square mile area were
ordered for the search, a novelty for Alberta at that time—seismographic
research had been pioneered by Carter Oil for Jersey Standard in the 1930s
and was now being applied to their other affiliates.

Imperial’s accounts of the steps that led to the Leduc discovery imply
that it was carefully planned and executed; some historians have main-
tained that although the reasoning behind the strategy was well developed,
there was still more than a bit of luck involved: the initial drilling was
intended to penetrate to “Mesozoic” depths (formations dating back 225
million years) at about 4,000 feet; the promising but limited results led the
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drillers to go further into “Paleozoic” levels (formations going back 600
million years) at more than 5,000 feet—and most of the big oil discoveries
to follow in Alberta went to these depths. In any case, by early February
1947, after three months of drilling at Leduc, Imperial managers felt con-
fident that a strike was imminent and set the date for the public unveiling
of their success for February 13, 1947.*

At the same time, Imperial was drilling more wells in the Leduc ar-
ea—a second well proved disappointing, but Leduc #3 at 5,380 feet also
proved to be a gusher. In the following year Imperial discovered another
field, larger than Leduc, at Redwater. By this time, the other oil companies
had joined enthusiastically in the search.

Imperial’s managers could not bask in success. There were a number of
issues to be resolved: where would this oil be refined? How would it get to
market, and particularly to the central Canadian markets? Where would
the capital come from to finance this major increase in the infrastructure
required to ensure that Alberta’s oil would provide the basis for Imperial’s
long-term growth? These were challenges that the company would face
and overcome during the next several years, ensuring its predominant role
in the Canadian oil industry for at least two decades.
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