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Abstract

When Robert Arthur Brown, Jr. took control of Federated Petroleums Ltd.,
in May, 1948, he began to pursue an aggressive growth policy based on astrategy
of merger and acquisition financed mainly through borrowed funds. Within the next
few years, Brown was able to successfully guide his company through an intensive
expansionary period which culminated in the company's takeover of, and eventual
merger with, the much larger Home Oil Company. While Brown's personal strategy
played a fundamental role in determining the eventual size and function of the
company, its development was also heavily influenced by anumber of environmental
forces that guided the company's operations into specific sectors of the Alberta Oil
and Gas industry.

Although it was largely indirect, the influence of the Alberta

government and the major multinational oil companies affected the internal operations
of the company by restricting its activities within the external competitive and
regulatory environment.
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Introduction

For a moment, it seemed as though a miniature atomic
bomb had been dropped as the smoke formed amushroomlike cloud and beat its way upward with aroar. The full
impact of the possibility of oil being discovered in the
Edmonton area was felt by many as the flame from the
dark, brown oil lit the darkening sky. The magic word
Oil was formed on the lips of men, women, and children
as the gusher finally shot its way through tons of water and
mud in the hole nearly amile below the earth's surface
to daylight and the use of man.'
-

-

-

-

Although somewhat melodramatic, the enthusiasm displayed by this reporter
in the Edmonton Journal is generally indicative of the excitement that swept through
the Province of Alberta when, on February 13, 1947, the Imperial Oil Company
demonstrated the success of its new Leduc No. 1Well. As acrowd of five hundred
looked on, the company's representatives contributed to the spirit of the occasion by
placing a flame to the outlet and producing a remarkable thirty-foot flare.

After

nineteen years of effort, and an estimated expenditure of more than $17 million, it
appeared that the company had finally found an oil field with aproduction potential
equal to Turner Valley.'

So promising were the prospects for this discovery that,

within the week, several of the other large multinationals, including Socony-Vacuum
Mobil), McColl-Frontenac (Texaco), and the Gulf Oil Company, announced that they

'Edmonton Journal, 14 February, 1947,
2Calgary

Herald, 14 February, 1947,

p.

p.

1.

1.

2
would soon be actively pursuing new exploration opportunities in Alberta.' With the
entry of these companies, and the subsequent announcement of additional oil and gas
discoveries adjacent to the initial well, it was apparent that the Alberta petroleum
industry was on the threshold of one of the most dramatic growth periods in Canadian
business history.
The discovery of the Leduc oilfield occurred at an especially propitious time,
as oil consumption across Canada was beginning to increase while Western Canadian
production, concentrated mainly in Turner Valley, was gradually declining.

As it

became clear that the Leduc field was indeed asubstantial discovery, containing an
estimated 200 million barrels of recoverable crude oil, the increased activity on the
part of the multinationals was soon echoed by aprocession of smaller companies. As
Eric J. Hanson has noted, the annual investment made by oil companies on land
acquisition, exploration, development, and production increased substantially during
this period, from approximately $12 million in 1946 to more than $400 million by
1956.
However, despite the pervasive "boom" atmosphere that circulated throughout
the industry, the success of an oil company operating within the province was by no
means assured. Due to the enthusiasm that had quickly built up around the industry
and the speed at which the large multinational oil companies had launched substantial

3Edmonton

4Eric

Journal, 21 February, 1947,

p.

1.

J. Hanson, Dynamic Decade: The Evolution and Effects of the Oil Industry in Alberta (Toronto:

McClelland & Stewart, 1958), p. 83.

3
exploration operations, the search for oil within Alberta had become a very
competitive business.

By 1956 there were more than 1,200 firms active in the

Western Canadian petroleum industry, of which approximately 1,000 had operations
in Alberta.

Of these, approximately 600 firms were involved in the exploration,

development, and production of oil and gas.'
Despite the large number of companies, however, only afew of these were
able to expand their operations sufficiently to guarantee their continued survival and
success.
Alberta

This was due, in part, to the limitations placed on the industry by the
government's

comprehensive

regulatory

structure

and

the

intensive

competition of the major multinational integrated oil companies. Without the financial
support and strong management enjoyed by the multinationals, many companies were
unable to compete effectively. Nevertheless, afew companies were able to carve a
niche for themselves within the industry that was large enough to ensure their
continued survival.

Of these, one of the most notable was the Home Oil company,

along-standing fixture of the Alberta petroleum industry. Under the capable guidance
of its manager, R.A. Brown, Jr., this company enjoyed a remarkable period of
growth. From its initial status as arelatively minor producer in 1947, with the vast
majority of its production encased in the declining Turner Valley field, the company
underwent aseries of strategic and structural adjustments on its way to becoming one
of the largest independent Canadian producers of crude oil in 1955.

5mid.,

p.266.

4
Although the strategy devised by Brown and his senior managers played a
fundamental role in shaping the company's policies and determining its structure, the
final form that the company adopted was as much a product of the external
environment as it was of the strategic direction determined by the company's
management. In effect, the external regulatory and competitive environment formed
the parameters within which the company's management could then direct its
activities.

It was only by recognizing the opportunities that existed within this

environment that Brown and his senior managers were able to devise an appropriate
strategy to expand their operations.

Thus, the firm's success was determined by a

combination of external and internal factors.
As with most other exploration and development companies, many of Home
Oil's strategic options during this period were primarily designed to limit the firm's
exposure to risk. In addition, the company's management also had to be concerned
with anumber of economic considerations such as finance, potential crude oil price
changes, supply and demand adjustments, and tax efficiency. These factors were then
combined with a substantial amount of research and preparation to produce the
maximum possible profit.

However, these policies could only be pursued in the

context of the overall economic and political environment. In the case of Home Oil,
as with many other Canadian independents, these risk factors had to be dealt with in
apolitical environment in which governments maintained virtual control over the
majority of the marketing and production functions of the Canadian oil industry. A

5
combination of federal and provincial tax policies, royalty schedules, and prorationing
schemes limited the ability of producing companies such as Home Oil to finance
further expansion or corporate diversification, or to adjust to changing market
conditions. Nevertheless, because this was the environment in which these companies
were obliged to operate, success inevitably depended on the ability of each company's
management to design an effective operating strategy that would produce an optimal
balance between profit and risk. Although the regulatory environment established the
parameters of a company's operating strategy, success was still dependent on the
individuals within that firm.
The growth and development of the petroleum industry has been afavoured
topic of business historians ever since John D. Rockefeller first ,established the giant
Standard Oil Company. In particular, the role that the seven largest oil companies
(Exxon, Mobil, Chevron, Gulf, Texaco, Royal Dutch/Shell, and British Petroleum)
played in the formation of amultinational industry has attracted the attention of such
influential American historians as Alfred D. Chandler Jr., Ralph and Muriel •Hidy,
Anthony Sampson, and Mira Wilkins.

Unlike the earliest studies, which tended to

focus on the actions and attitudes of the pioneers of the petroleum industry, recent
works have instead examined the strategic and structural adjustments needed to sustain
corporate growth past the first stages of development.

6
With the publication of The Growth of Integrated Oil Companies, by John G.
McLean and Robert Haigh,' and Chandler's Strategy and Structure: Chapters in the
History of the American Industrial Enterprise, 7 historians began constructing an
appropriate paradigm to explain corporate development in the petroleum industry.
According to these authors, corporate success was normally dependent on the
establishment of an organization that encapsulated all of the components of the
petroleum industry (exploration, production, refining, and marketing) in a single
corporate entity. By fully integrating these operations into an effective organizational
structure, large industrial enterprises became capable of dealing with unexpected shifts
in the marketplace.
Other studies have supported this assumption by investigating the growth and
development of the smaller, independent producers who first attempted to follow the
lead of the major multinationals.

Arthur M. Johnson's, The Challenge of Change:

The Sun Oil Company, 1945-1977, and Henrietta M. Larson and K.W. Porter's,
History of Humble Oil and Refining Company, 9 examine the organization of these
"intermediate-sized" companies and explore the role that each played in the overall

6

John G. Mclean & Robert Wm. Haigh, The Growth of Integrated Oil Companies, (Norwood,

Massachusetts:
'

Plimpton Press, 1954)

Alfred D. Chandler, Jr. Strategy and Structure:

Chapters in the History of the American Industrial

Enterprise (Cambridge: MIT Press, 1990)
8Arthur

M. Johnson, The Challenge of Change: The Sun Oil Company, 1945-1977 (Columbus:

Ohio

State University Press, 1983)
9Henrietta

M. Larson and Kenneth Wiggins Porter, History of Humble Oil & Refining Company, (New

York: Harper & Brothers, 1959)

7
growth of the American petroleum industry.

By demonstrating that vertical

integration was as essential to the survival of these mid-sized companies as it was to
the major multinationals, these authors have firmly established this paradigm as a
fundamental factor governing growth in the petroleum industry.
Within the Canadian context, historians of the petroleum industry have often
overlooked the Chandlerian paradigm in favour of amore traditional approach. Most
of the studies written by academics have tended to concentrate on the complex
interrelationship of government and the petroleum industry, rather than the growth of
the industry itself.

A disproportionate number of these have been written with an

underlying political agenda in mind.

Authors such as David Crane, in Controlling

Interest: The Canadian Gas and Oil Stakes, 1° and Ed Shaffer, in Canada's Oil and
the American Empire," have been critical of the dominant position held by
American multinational oil companies in the Canadian petroleum industry, ostensibly
achieved through the support of the federal and provincial governments.

A much

more objective general overview of the Canadian Petroleum industry is provided by
Michael Bliss in his book, Northern Enterprise:

Five Centuries of Canadian

Business. 12 Although it covers many of the major events in the development of this

'
°David Crane, Controlling Interest:

The Canadian Gas and Oil Stakes, (Toronto:

McClelland and

Stewart, 1982)
"Ed Shaffer, Canada's Oil and the American Empire (Edmonton: Hurtig Publishers Ltd., 1983)
"Michael Bliss, Northern Enterprise:
Stewart Ltd., 1987)

Five Centuries of Canadian Business (Toronto:

McClelland &

8
industry, the general nature of this work, caused, in part, by the absence of sufficient
comprehensive secondary sources, still leaves agreat deal of material to be covered.
While a number of publications have surveyed the activities of specific
Canadian oil and gas companies, the majority of these have been written by popular
historians and journalists. Books such as Philip Smith's, The Treasure Seekers: The
Men Who Built Home Oil," and Peter Foster's, From Rigs to Riches: The Story of
Bow Valley Industries Ltd.

14

history of these companies.

have done areasonably good job of sketching the early
Unfortunately, these authors have generally restricted

their investigations to the major events in each company's history and the personal
idiosyncrasies of the firm's senior managers, rather than attempting adetailed analysis
of corporate strategy and structure.
In the specific case of Home Oil, authors who have examined the company's
history during the 1950s, such as Philip Smith and Earle Gray, 15 have tended to
focus their attentions on the character of Home Oil's personable manager, R.A.
Brown Jr.

In part, this is due to the fact that Brown was, in a sense, the

quintessential Western Canadian oilman.

Hard-drinking and high-living, Brown's

lifestyle epitomized the spirit of the early Western Canadian petroleum industry.

13

Philip Smith, The Treasure Seekers: The Men Who Built Home Oil, (Toronto: Macmillan of Canada,

1978)
14

Peter Foster, From Rigs To Riches: The Story of Bow Valley Industries Ltd.

(Calgary: Bow Valley

Industries Ltd., 1985)
15 8ee:

Earle Gray, The Great Canadian Oil Patch (Toronto: Maclean-Hunter Ltd., 1970),

p

.232-237.

9
While it makes for fascinating reading, Brown's character has already been amply
documented in the sources listed above. As such, there seems to be very little need
to retrace these author's steps within the current work.

Instead, the intent of this

study is to examine the application of Brown's strategies within the context of his
environment, and his development of a corresponding corporate structure.

By

examining Brown's use of strategy and structure, it should be possible to gain insight
into the distinctive role played by the independent oil companies in the Alberta
petroleum industry.
The addition of anumber of studies of this nature would be extremely helpful
towards establishing a more general theory of this industry.

To date, most of the

academic works that have specifically examined the Western Canadian petroleum
industry have either concentrated on the OPEC-driven "boom" years of the 1970s, 16
or the early period of the industry's growth prior to the 1947 discovery of oil at
Leduc. 17

With the exception of Eric Hanson's work, Dynamic Decade:

The

Evolution and Effects of the Oil Industry in Alberta, 18 very few works have provided

16 See,

for example: G. Bruce Doern, The Politics of Energy: The Development and Implementation of

the National Energy Program (Toronto: Methuen Publications Ltd., 1985)
17See, for example:

David H. Breen, William Stewart Herron:

Father of the Petroleum Industry in

Alberta (Calgary: Historical Society of Alberta, 1984) and "Anglo-American Rivalry and the Evolution of
Canadian Petroleum Policy to 1930" in Canadian Historical Review, September, 1981.; Douglas Cass,
Investment in the Alberta Petroleum Industry, 1912-1930 (Unpublished M.A. Thesis, University of Calgary,
1985); David Finch, Turner Valley Oilfield Development, 1914-1945 (Unpublished M.A. Thesis, University
of Calgary, 1985)
18 Eric

J. Hanson, Dynamic Decade: The Evolution and Effects of the Oil Industry in Alberta (Toronto:

McClelland & Stewart Ltd., 1958)
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the background information necessary to critically analyze the industry during the
1950s. Although Larry Pratt and John Richards' book, Prairie Capitalism: Power
and Influence in the New West," deals briefly with the overall development of the
Alberta petroleum industry, the focus is once again on government/industry relations
within the context of an extensive study of the policies of Ernest Manning's Social
Credit Government.

Hopefully, much of this gap in the historical record will be

filled in the fall of 1992 with the publication of David Breen's latest work on the
industry. Tentatively titled Alberta's Petroleum Industry and the Conservation Board,
this work will examine the general development of the Alberta petroleum industry and
the role played by the provincial government, prior to

1960.20

Undoubtedly, this

work will be extremely helpful to future Western Canadian historians.

Since

corporate behaviour is normally the result of the interaction of strategies within a
changing environment, any analysis of corporate strategy must be placed within the
context of that environment. Although Breen's book will serve as abasic reference
tOol for scholars attempting to understand the background of the industry, agreat deal
of work still needs to be done on individual companies, the role that each of these
played in determining the eventual composition of the Alberta petroleum industry, and
the place of this industry within the overall international corporate environment.

19

Larry Pratt and John Richards, Prairie Capitalism: Power and Influence in the New West (Toronto:

McClelland & Stewart Ltd., 1979)
20Author

's Interview with David H. Breen, 23 June, 1992.
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Chapter One
The Role of the Independent Producer
in the
Alberta Petroleum Industry
1948-1955

Traditionally, the economic environment of the international petroleum industry
has been highly amenable to the process of vertical integration.'

Throughout the

development of the industry, companies have discovered that their profit potential has
been directly related to their ability to unite the various components of the industry
(production, refining, and marketing) within asingle corporate entity. In part, this
has been due to the ever-changing profit patterns present within individual sectors.
Since profit margins in these sectors have tended to fluctuate at different rates at
varying intervals, organizations that have limited their activities to a single sector
have often been vulnerable to an economic downturn. ? In response, most petroleum
companies have followed the lead of such innovators as Standard Oil and Royal
Dutch/Shell in their attempts to counteract these movements by operating across two
or more sectors.

In this way, they have endeavoured to secure long-term profit

'Vertical integration refers to the process whereby acompany increases the number of distribution and
processing steps in an industry's cycle of activities within its corporate structure. In the petroleum industry,
this term is generally used to refer to companies that participate in more than one of the main sectors
(production, transportation, refining, and marketing) of the industry.
2John

G. McLean and Robert Wm. Haigh, The Growth of Integrated Oil Companies, p. 663.

12
stability by protecting themselves from the short-term economic reverberations that
occasionally emanate from within one sector of the industry.
Another factor that has affected the growth of vertically integrated companies
has been the high capital costs associated with the construction of the physical
facilities necessary for the processing and transportation of petroleum.

The cost of

highly specialized refining facilities has made these units extremely vulnerable to
changes in market demand, often forcing them to be dependent on support from other
sectors of the industry. In order to ensure that steady supplies of crude are delivered
to the refineries and that appropriate markets are maintained for the output of these
facilities, refining companies have frequently found it advantageous to augment their
operations with production and marketing facilities. 3
Despite the tendency for companies in the petroleum industry to undergo the
process of integration, very few independent Canadian Oil companies have ever
extended their operations across all aspects of the industry. Instead, even the larger
companies, such as Home Oil or Bow Valley Industries, have generally tended to
confine their activities to the exploration, development, and production of crude oil
and gas, although a few, such as Husky Oil, have conducted small-scale refining
operations.

Many historians have attributed this situation to the dominant presence

of the major multinational oil companies in the Alberta oil industry. As Larry Pratt
and John Richards have observed, by the mid-1950s American companies were in

3lbkl.

13
control of 70 percent of the lands under reservation or lease and 80 percent of the
proven oil reserves of the western prairie provinces.'

In addition to land and

production, these companies also operated the majority of the country's refineries and
pipelines, discouraging the independent Canadian oil companies from entering this
highly competitive market.
According to Pratt and Richards, this state of affairs was brought about by the
policies of the Alberta Government, which favoured foreign investment as the best
means of developing the province's resources.

In their opinion,

the non-

interventionist philosophy of Ernest Manning's Social Credit Party made the
Government ideologically incapable of interfering with the monopolistic practices of
the major multinational companies on behalf of the Canadian independents.

As a

result, these companies were able to use their large capital resources to secure a
dominant position in all sectors of the Alberta petroleum industry within arelatively
short span of time. 5
Although Manning may have been wining to cooperate with the multinationals
in most of their endeavours, this spirit of cooperation should not be taken to mean
that he was entirely at the disposal of these large petroleum companies. While he was
content to leave most of the development of the province's resources to the private
sector, he was also convinced that the residents of Alberta should ultimately gain the

4John

Richards and Larry Pratt, Prairie Capitalism: Power and Influence in the New West,

'Ibid., p.57

p.

45.

14
maximum benefit from these resources. To achieve this, his government sought to
secure the greatest revenue possible from the industry through royalty payments,
while simultaneously encouraging the continuous flow of expenditures on exploration
and development.'
Once he was convinced that the proper regulatory environment existed,
however, Manning was generally content to leave the fortunes of the industry to the
marketplace. Throughout this period, he was careful to avoid any direct intervention
that might have given any particular company acompetitive advantage. As aresult,
companies tended to adopt operating strategies designed to take the best advantage of
the available opportunities, rather than concentrating their efforts on various attempts
to extract concessions from the provincial government.

As Glenn E. Nielson, the

President of Husky Oil, noted before the 1955 Royal Commission on Canada's
Economic Prospects:

In the main, politics has stayed out of the oil business in
Canada, which is absolutely necessary in order to
preserve that atmosphere of confidence that is necessary
for the free flow of capital. Fortunately, there have not
been many instances where political considerations rather
than economic ones have influenced the industry's
natural development.'

6EC

J. Hanson, Dynamic Decade: The Evolution and Effects of the Oil Industry in Alberta, p. 209.

701enn

E. Nielson, Statement before the Royal Commission on Canada's Economic Prospects, 25

November, 1955, Glenbow Archives, Home Oil Company Papers, Box 3, File 11.
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While it is certainly true that American companies were able to gain astrong
foothold in the local petroleum industry relatively easily, it appeared that the Alberta
government had very few alternative policy options at its disposal. In 1945, Alberta
had apopulation of approximately 803,000, with aper capita income of $692 per
year, nine percent below the national average.

With an economy that was based

almost entirely on agriculture, having recently withstood the worst ravages of the
Depression, the province was scarcely in aposition to develop its own petroleum
industry.' As Howard Palmer has observed, the policies of the Alberta government
were generally reflective of public opinion within the province at this time.

The

employment and technical expertise which accompanied the influx of American capital
substantially alleviated any fears that Albertans might have had about foreign
ownership in the petroleum industry.'
As part of his effort to promote industrialization within the province's
economy, Manning was intent on maintaining asolid, conservative government that
possessed the necessary political stability to attract outside capital into Alberta. 1°
Despite the misgivings of many current commentators, the establishment of asecure
political environment was essential to the development of the province's resources.
Due to the nature of Alberta's geography and climate, the province was by no means

8Earle

Gray, The Great Canadian Oil Patch (MacLean-Hunter Limited, 1970),

9Howard

p.

9.

Palmer (with Tamara Palmer), Alberta: A New History, (Edmonton: Hurtig Publishers, 1990),

p. 315.
'
0Pratt and Richards, Prairie Capitalism,

p.

59..
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the most desirable source of crude oil in the world at this time.

Much of the

exploration that was taking place in the province was in remote, relatively untouched
areas where drilling for oil was difficult and expensive. Once oil had been found, it
was extremely costly to transport it to Canadian consumers. In general, it was much
cheaper and easier for the major multinationals to supply their refineries in Montreal
with crude oil from their production in the Middle East.
As Peter Ellis Jones has noted, one of the greatest hazards faced by the
multinational oil companies at this time was the possibility that their entire investment
in aparticular country might be expropriated by that country's national government.
As a result of their recent experiences in Mexico in 1938, when the Mexican
government abruptly nationalised the interests of seventeen foreign-owned oil
companies, the multinationals were acutely aware of the need to concentrate their
resources in areas in which their assets were unlikely to be seized arbitrarily. 11
Thus, if the Alberta government hoped to attract sufficient investment capital into
Alberta to develop the province's resources, it was essential that conditions be such
as to reassure potential investors of the long-term security and viability of an
investment in the region.
Although the presence of the multinationals certainly hindered the growth of
astrong integrated Canadian oil company, anumber of other forces played an equally
significant role.

"Peter Ellis Jones, Oil:

In the first place, the enormous capital costs involved in the

A Practical Guide to the Economics of World Petroleum (Great Britain:

Woodhead-Faulkner Ltd., 1988), p. 31.
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construction of an economically viable refining and marketing organization prevented
many Canadian companies from establishing downstream operations. In 1957, Eric
Hanson, an economist at the University of Alberta, estimated that the cost of building
a small refinery was equal to approximately $1,000 to $1,500 per barrel-day of
throughput.

This meant that a relatively small refinery, with a daily capacity of

approximately 1,000 barrels per day, would cost approximately one million dollars,
while an intermediate-sized refinery with acapacity of 10,000 barrels per day would
cost over 10 million dollars. 12

Since the profit margins associated with refining

were generally quite small, these refineries had to operate continuously at close to full
capacity to remain profitable.

In order to achieve this, companies often needed to

develop a steady market for the products of their refining operations.

This often

necessitated the establishment of acomplex network of marketing facilities, which
added asubstantial capital cost to the initial investment.
In the early 1950s, it was extremely difficult for an independent Canadian oil
company to attract sufficient operating capital from local sources to finance its
operations. With just seven percent of Canada's total population, Alberta lacked the
internal capital resources to fund the full-scale development of its petroleum industry.
Locally-based companies were therefore forced to raise funds either by selling

12Eric

J. Hanson, Dynamic Decade: The Evolution and Effects of the Oil Industry in Alberta, p. 143.

18
securities or fixed assets outside the province or by relying on the support of the
Canadian chartered banks.' 3
As many observers of the Western Canadian: petroleum industry have noted,
much of the capital used to develop this region came from sources in the United
States. This was partially due to the disparity that existed between the investment and
taxation policies of the two national governments. However, the widespread apathy
that many individual Eastern Canadian investors displayed towards the shares of
Western Canadian companies often contributed to acompany's decision to consider
alternative sources.

As Maclean's Magazine observed while commenting on the

growth of the petroleum industry in Alberta in 1951,

"...

the financial powers of

Eastern Canada have maintained acalm that resembles paralysis.""
The structure of Canada's tax laws often discouraged other Canadian
corporations from expanding their operations into the oil and gas sector. Unlike their
counterparts in the United States, which could deduct the costs of drilling for oil from
total income, Canadian companies were only permitted to deduct these costs from
revenue produced through the sale of oil and gas. In effect, this meant that if amajor
corporation such as Canadian Pacific were to establish asubsidiary to explore for oil
and gas, any losses that the subsidiary sustained could not be used to reduce the
parent company's taxable position. Instead, these losses had to be recovered from the
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company's net income. In contrast, American corporations that operated in asimilar
fashion were normally able to mitigate these losses through a reduction in their
income taxes, owing to their ability to deduct these losses as abusiness expense.
Thus, the Canadian company faced a proportionately greater risk,

since all

expenditures had to be met with after-tax dollars. 15
Canadian companies were also placed in an inferior tax position due to the
different methods used to calculate the depletion allowance.

In the United States,

depletion was applied separately to each producing property, thereby allowing the
operator to use his income after depletion for additional acquisitions or further
exploration and development. In contrast, Canadian companies were only permitted
to deduct the depletion allowance from their gross revenues once all of the original
costs had been recovered and the company was earning anet profit. The net effect
of this policy was to actually deter the Canadian taxpayer from continuing to explore
for new reserves once asubstantial field had been discovered, since the company's
ability to obtain any immediate benefit from the depletion allowance depended on its
ability to substantially reduce or eliminate any additional expenditures for exploration
work.

16

In addition to the obstacles created by the shortage of available investment
capital, the managers of many independent oil companies also found it difficult to

'
5lbid.,p. 31.
16 0i1

in Canada, 23 May, 1955, p. 3.

20
retain sufficient working capital from their net corporate income to fund their future
activities.

Companies were not only hindered by the Canadian tax system in their

efforts to set aside an adequate cash reserve out of their current earnings, but were
also adversely affected by their inability to influence anumber of external factors.

17

Due to circumstances entirely beyond their control, managers were often unable to
materially affect the growth of their companies through such basic strategies as
market extension, price fluctuation, and increased production.
Although oil had been produced in Alberta for decades prior to the 1947
discovery of oil at Leduc, the quantities produced had usually equalled the local
demand.

With the addition of the large productive potential of the new fields at

Leduc and Woodbend, and the subsequent escalation of exploration within other areas
of Alberta, many companies suddenly found themselves unable to find markets for
their existing production. 18

In 1950, for example, the productive capacity of the

new field at Redwater was, on its own, equal to approximately 84 percent of the total
demand for Alberta's oil production. 19
At this time, the marketing of Alberta's crude oil was essentially the domain
of the large integrated oil companies. Although it was possible for the independent
producer to market its own crude,
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unprofitable.

As John Scrymgeour, a senior executive at Home Oil during this

period, recalled,

...

in the end it was ahell of alot easier just to go and talk to

Imperial Oil and sign acontract and they'd do it."" As aresult, the majority of the
province's production was normally marketed collectively by the two largest refiners

-

Imperial Oil and the British American Oil Company.
In response to the dramatic increase in the supply of crude oil after the
discovery at Leduc, the province's Petroleum and Natural Gas Conservation Board
devised aprorationing plan that attempted to ensure an equitable distribution of the
total demand for Alberta's oil amongst all of the province's producers. The allocation
of this demand was fixed monthly, once the local refiners had submitted the following
month's requirements to the Board.

The Board then estimated the number of

producing wells in each pool as of the end of the month and allocated an amount of
oil to each pool based on the estimated number of wells in that pool multiplied by the
lesser of the individual well's

"economic allowance"

or its total productive

potential. 21
This economic allowance was instituted to ensure that the production drawn
from each well was sufficient to cover its operating costs and provide amodest return
on the capital invested.

By establishing a minimum allowable rate, the Board

guaranteed that each well would be permitted to produce enough oil and gas to
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recover the costs incurred while exploring, developing, and operating the site. In this
manner, the Board hoped to encourage further investment and exploration activity by
ensuring asatisfactory return on investment, thereby making the costs and inherent
risks of developing the well worthwhile.

Once each well had been guaranteed this

return, the remaining demand was distributed amongst the various provincial pools,
based on each pool's proportion of the total Alberta production. 22
The greatest challenge posed by this scheme was the need to maintain
adequate supervision over the many provincial pools. As the size of the province's
reserves grew, it became necessary to calculate the production status of an everincreasing number of wells on amonthly basis.

Any production in excess of the

current month's allowables resulted in apenalty, if not corrected within astipulated
period. In the event of under-production, it was generally the Board's policy to allow
the company to carry forward a maximum of 20 percent of the previous month's
allowables into the following month. 23
This prorationing system was a mixed blessing for the province's small
independent producers, since the production restrictions enforced by this program
frequently prevented aproducing company from increasing its cash flow by arbitrarily
expanding its operations.

Many of these companies actually experienced declining

revenues throughout the early 1950s due to government-enforced reductions in their
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production levels. Their inability to adjust their output in response to market demand
or corporate requirements often prevented these companies from expanding at arate
that might otherwise have been preferable to their management.
To make matters worse, the development of new oil fields often reduced the
production quotas of existing sites.

Since the total provincial demand remained

relatively constant, the additional production from these new fields usually diminished
the permissible output of existing wells.

Frequently, these reductions were not

equitably distributed across the province, as was the case following the major
discoveries at Pembina in 1953-54. At this time, some 30 percent of the provincial
demand was supplied by wells that had already been reduced to their minimum
economic allowable limit. This meant that the full impact of production from the new
field had to be accommodated by areduction in the production levels of those wells
still producing above their economic limit. 24 As aresult of this practice, even though
amajor discovery was tremendously exciting for the company involved, it was rarely
beneficial and frequently detrimental to the other producing companies in the region.
Prorationing also had an effect on the marketing and sales operations of
production companies. Although the purchase of crude was not governed in any way
by the Conservation Board, the variations in production rates caused by the Board's
policy of establishing production levels based on monthly nominations meant that
crude oil purchase contracts tended to have amuch shorter term than had traditionally
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been the case. Since it was virtually impossible for any purchaser of Alberta crude
to contract for an exact quantity before the monthly allowables had been announced,
purchase agreements were often contracted on amonth-by-month basis. 25
Despite the constraints of this system, the small independent producers often
gained substantial benefits from its effective operation.

Although prorationing

restrictions occasionally hindered the growth of these companies, the equitable
distribution of the refineries' total monthly requirements amongst all of the province's
producers ensured that each producer found a market for at least a portion of its
production. Since the large integrated multinational corporations controlled most of
the refining capacity in the province, it is likely that they would have preferred to
supply their refineries with their own production. By allocating this demand equitably
to all of the province's producers, prorationing prevented these companies from
excluding the smaller independents.
To combat the steadily growing disparity between supply and demand, the
Alberta petroleum industry began concentrating on the need to expand the market for
the province's oil.

Prior to 1950, Alberta's oil exports were limited to the small

quantities that could be transported to Saskatchewan and Manitoba by road and rail.
Since the production from fields in Leduc, Woodbend, and Redwater already
exceeded the local demand and new discoveries were becoming commonplace, it was
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apparent that sustained growth could not take place without access to larger
markets. 26 Canada's extenuated geography posed the most formidable obstacle. The
vast distances between the main producing areas and the large consuming regions
necessitated the construction of extensive pipeline networks. In 1952, the market for
Alberta's oil was essentially limited to the local requirements of the three prairie
provinces and the transportation capacity of the newly constructed Inter-Provincial
Pipeline, which extended from Edmonton, Alberta to Superior, Wisconsin. In 1953,
the extension of this line to Sarnia, Ontario, and the construction of the TransMountain Pipe Line from Edmonton to Vancouver, temporarily alleviated the problem
of Alberta's excess oil production. 27
At this time, any attempt to extend Alberta's oil exports to markets east of
Sarnia was hindered by the large refinery capacity available in Montreal, which was
principally supplied by imported crude from South America and the Middle East. In
1951, the construction of a ten-inch products line between Montreal and Toronto
effectively curtailed the development of a market for Western crude within this
area. 28

Since the capacity to produce oil remained consistently higher than the
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demand from existing markets,

market conditions necessitated the continued

prorationing of production and the arbitrary distribution of refinery capacity. 29
Already lacking effective control over production and marketing, the managers
of the small independent producing companies were also frustrated by their inability
to materially influence the price of oil. Price was generally set by the refiners, who,
understandably, tended to purchase their supplies from the lowest-priced producer.
In aregional market, this system usually provided an adequate rate of return, since
most producers had similar production and transportation costs.

However, on a

national or international level, producers in geographically or economically favoured
regions often had an advantage over their less fortunate competitors.

Thus, when

Western Canadian petroleum first began to move into the competitive Eastern
Canadian and West Coast markets, Alberta's producers found it necessary to
substantially reduce the prices that they had been receiving, in order to match the
prices of their American rivals. 30
Competing with American suppliers often meant that Canadian producers had
to accept alower price at the wellhead than their American counterparts. Prior to the
construction of the Trans-Mountain Pipe Line, Canadian oilmen had initially assumed
that the world would be

"...

waiting breathlessly for this new source of supply.
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Unfortunately, the discovery that oil from California or the Middle East was less
expensive to transport to the Pacific Northwest States than Alberta's crude oil meant
that the added costs of transportation had to be absorbed by the producer, via a
reduction in the price received at the source of production. 32
The inability of many Canadian companies to control the price, marketing, and
production of crude oil severely restricted the strategic avenues at their disposal.
Combined with the restrictions in force through government regulation and the
intensive competition provided by the multinationals, these economic constraints were
fundamental in determining the direction taken by those companies that operated
within this environment.

Nevertheless, despite these limitations, a number of

opportunities still remained, as success, and ultimately survival, depended on a
company's ability to recognize these opportunities and devise an appropriate strategy.

Strategy and the Role of the Independent

The limitations placed by the economic and geographic environment on the
growth of Canadian oil companies often meant that the survival of an independent
producer depended on the adoption of alternative strategies. During the initial stages
of expansion, following the 1947 discovery of oil at Leduc, it was important that a
company involved in the exploration, development, and production of oil and gas

32

Oil in Canada, 22 November, 1954, p. 3.

28
continue to acquire sufficient additional acreage to allow for sustained growth. Since
prorationing dictated the maximum permissible production obtainable from each
individual well, the only means by which a company could expand its overall
productive capacity was either through the exploration and development of new fields,
or through horizontal integration via acquisition or merger.

Expansion through

exploration usually meant that many of these companies had to aggressively seek out
new properties.
Since this type of expansion depended on the steady accumulation of land, the
number of small operators engaged in exploration and the finite supply of good
properties made this a very competitive business.

At this time, the Alberta

government permitted oil companies to lease land for an annual rental fee of one
dollar per acre, providing that exploration commenced within aspecified period. If
the company struck oil, it was given three months to map out its entire lease into
alternate blocks.

Once the landowner had been paid a substantial rental fee, the

company was then allowed to retain half of these blocks for further exploration and
development. The other half of the blocks became the property of the government,
which auctioned them off to other companies. This strategy was designed to ensure
that the smaller, independent companies were able to participate in any major oil
plays alongside the multinationals.

Although the initial

capital outlay was

proportionately small, the relatively low price was maintained as an incentive to
further exploration.

If the company was successful, further payments would

29
eventually be remitted to the government in the form of royalties, based on a
percentage of the amount of oil produced. 33
Although this policy was devised to benefit the smaller operators, it was not
nearly as effective as its designers had intended it to be. Without access to the large
geological and geophysical staffs of the major companies, smaller operators were
unable to effectively compete for acreage during the initial acquisition period. As an
added complication, the government's penchant for suddenly disposing of large
parcels of land at Crown auction often required companies that were interested in
these lands to accumulate a substantial amount of geological and geophysical data
prior to the date of sale, in order to best assess those properties with the best
potential. Since their sparse capital resources usually limited the amount of land that
could be purchased, these companies were heavily dependent on their own, relatively
small geological teams.

As a result, the majority of the available lands in the

province remained under the control of the larger companies throughout the early
1950s.
Despite the strength of the multinationals, and the dominant position that they
held within the industry, the relationship that existed between the independent
producers and the major integrated companies was not as unfriendly as authors such
as Pratt and Richards have suggested. Frequently, the interrelationship between the
two groups was somewhat symbiotic, as the small producer filled aniche within the

"Time Magazine, 24 September, 1951,

p.

47.

30
operations of the larger company. Since even the largest companies operated with an
upper ceiling on the capital expenditures that they could make within a given time
period, these companies frequently found themselves with leases on properties that
were approaching the expiration date of the drilling commitment agreed to at the time
of acquisition. Under these circumstances, it was often in the company's best interest
to assign the lease of the land to a small producer, subject to the stipulation that
drilling commence within a specified period of time. 34 This could be done either
through afarm-out arrangement, whereby the larger company assigned aportion of
its lease to a small producer in exchange for a royalty payment per barrel of oil
produced, or through adirect capital transfer in the form of adry hole or bottom hole
contribution. 35
The small producers also performed a variety of other important functions
within the industry by actively pursuing speculative opportunities that the majors were
either unable, or unwilling to pursue.

Frequently, these companies were used to

evaluate acreage held by the larger companies where the leaseholder either considered
the land marginal or lacked sufficient geological information to make an informed
decision.

Occasionally, the smaller producer might be in possession of geological

information unavailable to the leaseholder that would justify the higher level of risk

34John G. McLean & Robert Wm. Haigh, The Growth of Integrated Oil Companies, (Boston: Harvard
University Press, 1954), P. 397.
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the larger company will pay aspecified sum if the producer drills awell to aspecified depth at aspecified
location and the well turns out dry. A bottom hole contribution is similar to adry hole contribution except
that the payment is made regardless of whether the well turns out to be adry hole or aproducer.
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involved with this type of speculative drilling.

If the rewards were deemed to

outweigh the risks and drilling was commenced, both parties stood to gain by the
deal. By negotiating afarm-out or contribution agreement with the larger producer,
the smaller, independent producer reduced its exposure to the risk of adry hole. For
its part, the large company obtained geological information from the well site at a
relatively low capital cost. 36
Given the speculative nature of this type of operation, the management of these
independent production companies had to be prepared to assume asubstantial amount
of risk throughout the initial stages of growth. Consequently, it is not surprising that
this sector of the industry tended to attract aparticular type of individual, fascinated
by the considerable risks involved and enticed by the potential for tremendous returns.
During the early 1950s, one of the most prominent managers of this type was R.A.
Brown Jr., the manager of the Home Oil Company.

Through the pursuit of an

effective strategy and the implementation of an efficient structure, Brown was able
to forge Home Oil into an important Canadian producer of crude oil.

Despite the

limitations placed on Canadian companies by the external environment in which they
operated, he was able to help his company grow and prosper by taking advantage of
the few opportunities that the situation afforded.

Under his guidance, in less than

four years Home Oil grew from arelatively somnolent producer of crude oil, with
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total assets of approximately $6.5 million in 1951, into an energetic, ambitious
corporation with assets of over $34 million in 1955.

31

Brown's personality was ideally suited to the business of exploration and
development. A born promoter, he began working in the oil and gas industry in the
mid-1930s, while still a commerce student at the University of Alberta.

Working

with his father, R. A. Brown Sr., he participated in the early development of the north
field of Turner Valley, prior to serving as anaval oil procurement officer for the
Federal Government during the Second World War. Following the war, he returned
to Calgary to take over the management of the family's main oil operations:
Federated Petroleums and United Oils Ltd. 38
Brown was renowned for his ability to secure a steady supply of financial
assistance for his operations and his deft use of leverage to extend his control over
assets far in excess of his net worth. Through his contacts in the capital markets and
his solid relationship with the Canadian Bank of Commerce, he was often able to
raise large amounts of investment capital to finance his activities.

It was primarily

this expertise that enabled him to take control over Home Oil, one of the most
successful independent oil companies in the Alberta energy sector.

However, his

success also depended on his ability to assemble ahighly effective management team
to successfully guide the company within this competitive environment.
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capable assistance of John A. Scrymgeour and William H. Atkinson, he quickly
established the foundation of one of the most successful management teams operating
in Alberta during the early 1950s.
Both of these men added experience and financial expertise to the organization.
Scrymgeour essentially served as Brown's lieutenant, managing the day-to-day
concerns of the organization and implementing Brown's policies and strategic
decisions.

Atkinson, a financial genius, acted as a restraining influence at the

company, counterbalancing Brown's enthusiasm by maintaining aconservative outlook
on his expansionary activities while simultaneously endeavouring to restructure the
corporation's finances to ensure that these activities became possible. 39

While

Brown and Scrymgeour explored new opportunities and plotted the overall corporate
strategy, Atkinson maintained control over the group's finances, ensuring that the
necessary funds would be available when required. Together, the three men formed
ahighly productive team, piloting the organization through aremarkable period of
growth that culminated in Federated's merger with Home Oil.
Since the problems faced by exploration and production companies tended to
be quite different from those encountered by other sectors of the industry, the policies
and strategies devised by the management of these companies were specifically
designed to cope with the distinctive requirements of this field of endeavour. In their
efforts to minimize the substantial risks involved in the exploration and development
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of oil and gas reserves, the management of these firms were often forced to balance
their interests across their total portfolios.

By striking a balance between those

prospects that generated immediate income from established production and those that
offered the promise of capital appreciation over the long term, these managers were
able to fully utlh7e their company's resources while achieving sustained maximum
growth. 4°
The speciali7ed nature of this type of endeavour often precluded the company's
involvement in many of the other sectors of the industry.

In Home Oil's case, for

example, the decision to confine the corporation's activities to the exploration,
development, and production of oil and gas was as strongly influenced by internal
factors as it was by the external environment.
such as Husky Oil,

built:

While many of its contemporaries,

up small integrated organizations that participated in the

downstream (refining and marketing) sectors of the industry, Home Oil chose to
concentrate on the exploration and development of new sources of oil and gas.
Although the costs associated with the establishment of a refinery operation were
often a deterrent, they were not the most important factor affecting this decision,
since one of Brown's greatest strengths was his ability to continually raise substantial
amounts of investment capital to fund his operations. Instead, the decision to focus
on their core business was as much areflection of the personalities and educational
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backgrounds of the company's management and staff as it was of the current fiscal
realities.
The management of a refinery operation in the 1950s was substantially
different from that of a company whose involvement was primarily within the
exploration and production sector of the industry.

Since the principal objective of

refining was the addition of value to the basic crude oil feedstock, the managers of
these facilities generally sought to maximize the surplus value of the marketable
products produced by the refinery above the cost of the crude oil purchased.
Strategy, therefore, often involved the rapid assessment of current market conditions
in order to adjust the proportion of the product mix produced.

Since the profit

margins on these refined products tended to be extremely small, management also
needed to constantly ensure that the refinery was operating as efficiently as possible.
Consequently, unlike an exploration and development venture, where the level of
expertise was generally concentrated around geology and geophysics, a refinery
operation needed the support of asubstantial engineering staff whose primary function
was to maximize the efficiency of the operation through design changes and
technological innovation. 4'Without the technical knowledge or the additional capital
funds required to construct new refining facilities and sustain aprogram of research
and development, Home Oil's managers were generally content to restrict their
operations to the production sector. As John Scrymgeour later recalled:
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we didn't have the expertise or the inclination [to
move into refining]. My father was a refiner and he
tended to think in quarters of a cent agallon. He just
never could understand these exploration guys, you
know, they'd bid amillion dollars on apiece of property
and they might get it and they might not
it was just
wild numbers to his mind. 42
...

Conclusion

By recognizing the opportunities that existed within the competitive and
regulatory environment that governed the Alberta petroleum industry, Brown and his
managers were able to carve asubstantial niche for themselves and their company.
Although the external forces that were exerted on the company through provincial
restrictions and intensive competition were fundamental in determining the direction
taken by the company, they were not solely responsible for its eventual structure.
Much of the company's success was determined by internal corporate decisions
affecting both the strategy and structure of the organization. Through the pursuit of
an aggressive yet effective strategy, and the adoption of an efficient corporate
structure, Brown and his senior managers were able to take advantage of the available
growth opportunities within the Alberta oil industry to assemble ahighly successful,
independent Canadian oil and gas corporation.
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Chapter Two
Strategy and the
Growth of an Independent
1947 1951
-

As Alfred D. Chandler, Jr. has observed, changes in corporate strategy often
take place in response to technological innovations or variations in the business and
economic environment. Under these circumstances, the ongoing implementation of
previously effective strategies occasionally becomes detrimental to the continued wellbeing of an existing industrial enterprise.

Growth, and often survival, therefore

becomes dependent on the firm's management and its ability to take advantage of the
new opportunities provided by the modified operational environment. Often, this is
achieved through the adoption of innovative strategies and the employment of a
corresponding shift in corporate structure. 1
In Chandler's studies, most of the oil companies examined in this manner have
generally reacted to changes in their operational environment by adopting astrategy
of growth through vertical integration. The majority of these studies have tended to
focus on the United States petroleum industry, an arena in which the largest surviving
oil companies achieved full integration within the first few decades of the twentieth
century.'
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companies, such as Sun Oil, had fully integrated their operations and expanded into
such diverse activities as shipbuilding, tanker transportation, and petrochemicals.'
By the time that the Alberta petroleum industry had begun to mature, these companies
had already firmly established themselves within all sectors of the international
petroleum industry. As aresult, the strategic dilemmas faced by the majority of the
much younger, Alberta-based, independent oil companies were decidedly different
from those of their American contemporaries.
After the 1947 discovery of oil at Leduc, the dramatic changes that took place
within the Alberta petroleum industry forced many companies to adjust their
traditional operating strategies in order to sustain their existing market share.
Corporations that had previously prospered in the relatively relaxed climate of the
pre-Leduc era now found themselves in a wholly unfamiliar, highly competitive
environment. Even some of the most senior companies, such as William S. Herron's
Okalta Oils Ltd., were unable to adjust quickly enough to the changing environment
to withstand the onslaught of the heightened competition. Faced with the challenges
posed by the emergence of more aggressive management teams, these firms were
compelled to modify their operations in order to maintain their profits and market
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share. Those that were unable to do so often lost their initial momentum and were
swallowed up by their competitors.'
The new spirit of enthusiasm that surrounded the industry at this time also
provided an opportunity for other, more aggressive companies to respond to the new
set of circumstances by devising new strategies to maximize their growth potential.
Between 1948 and 1952, Federated Petroleums, under the direction of R.A. Brown
Jr., took full advantage of the new situation by identifying and acting on anumber
of emerging opportunities in the Alberta oil and gas sector. Through the application
of an intensive strategy of merger and acquisition, and the effective use of leverage,
Federated's management quickly expanded the company into a major independent
producer. So rapid was this transition that, within three years of the inception of this
policy, Federated was able to take control of its much larger competitor, the Home
Oil Company.
The son of one of Alberta's pioneer oilmen, Brown succeeded his father, R.A.
Brown Sr., as the managing director of Federated Petroleums following the elder
Brown's death in May, 1948. 1 Along with his brother Ronald, John A. Scrymgeour,
and William H. Atkinson, Brown began to transform Federated into a leading
independent oil company. Within three years, he tripled the size of Federated's total
asset base from approximately $3 million in 1948, to over $10 million in 1950. In

4David

H. Breen, William Stewart Herron:

Historical Society of Alberta, 1984),
50i1

p.

8.

in Canada, 28 November, 1949,

p.

20.

Father of the Petroleum Industry in Alberta (Calgary:

40
the process, Federated's share price rose from a 1948 low of 25 cents per share to
ahigh of $6.10 in

1950.6

This remarkable increase soon brought the company to the

attention of the international investment community.

As one analyst noted,

Federated's "...record, from inception until [the] boom starting in [the] late forties
has been unimpressive, but in recent years aggressive management [has] acquired new
acreage and interests, increasing potentialities markedly" .

'

"Aggressive management" was aphrase that ideally suited the young Brown
and his team.

An examination of Federated's balance sheet and income statements

between 1947 and 1951 (Table 2.1)

shows that Brown wasted little time before

implementing astrategic expansion of the company. The rapid build-up of assets, the
extensive use of debt, and the large annual increases in exploration and production
expenditures typified the new management's style. Federated's new policies reflected
its leader's optimistic attitude towards the Alberta oil industry.

His willingness to

accept extremely high levels of debt while rapidly accumulating potentially productive
properties demonstrated his faith in the overall growth potential of the industry,
although it created a considerable amount of concern amongst many of his more
conservative contemporaries. As C.D. Howe once observed,
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Table 2.1
Federated Petroleums
Condensed Consolidated Balance Sheet
1947
Cash & Govt. Bonds

$136,808

Accounts Receivable
Market Securities

1950

$64,857

$63,463

$55,936

$32,192

$104,738

$372
$234,229

Deferred Charges
Investments (Cost)

1949
$30,868

Materials and Supplies
Total Current Assets

1948
$172,258

-

-

-

$340,459

-

-

-

-

-

-

$86,804

$3,415

$847

$1,351

$436,344

$435,869

$3,634,969

Organization Expense

$7,701

$7,701

$7,701

Development Account

$1,090,923

$1,090,923

$1,121,548

Dep.,Reser, Permits
Land & Leases
Plant & Equip. Cost
Total Assets

'

-

-

-

1951
$109,773

$306,895

$362,315

$4,033,338

$7,946,442

$163,962

$251,703

$4,504,195

$8,670,233

--

-

$2,452,823

-

-

-

$487,220

--.

-

-

-

-

-

-

-

-

-

$30,625

$94,792

$51,667

$39,583

$32,917

$870,465

$901,994

$900,622

$2,793,390

$3,837,249

$192,288

$192,263

$192,297

$210,209

$254,276

$2,865,990

$3,064,848

$5,996,959

$10,000,200

$13,281,895

$47,000
$4,666

$2,663,959
$5,458

$5,331,140

$3,850,000

Bank Loan & Overdraft
Royalty Payments

...

$4,165

-

-

-

Accounts Payable

$58,834

$6,788

$48,217

$1,425,299

$413,583

Taxes Payable

$16,458

$19,665

$20,557

$241,466

$252,220

$79,457

$78,119

$2,738,191

$6,997,905

$4,515,803

$98,698

$108,004

$118,467

Depletion Reserve

$410,493

$443,725

$501,070

Recovery of Costs

$794,694

$853,574

$872,340

Total Current Uab.
Deprec. Reserve

-

-

-

-

-

-

-

-

-

-

-

-

Minority Interests
In net royalties
In subsidiary
Funded Debt
Capital Stock

$67,000

$67,000

$67,000

$159,225

$163,449

$121,135

---

$1,410,692

Capital Deficit
Earned Surplus
Working Capital

...

$1,410,692

...

---

$1,660,692

$25,781

$30,791

($154,269)

($85,497)

($51,145)

$154,772

$262,340

-

-

-

$213,140

($2,651,387)

$2,251,510

$119,407
$2,350,000
$5,170,883

-

--

$537,645
($2,493,710)

-

-

-

$225,802
$3,254,430

Consolidated Income Account
Net Sales

$76,274

Other Revenue
Total Net Revenue
Less: Prod. Exp.

$5,981

$23,195

$130,880

$383,378

$315,453

$1,918,477

$2,178,239

$17,660

$112,247

$104,893

$362,842

$553,339

$2,832
$2,545

$6,051
$9,220

$25,720
$10,463

$136,887
$68,673

$184,019
$92,086
$286,791

$233

$56,715

$52,594

$19,347

$14,165

$58,880

$18,766

$57,650

$39,968

$16,911

$189,285

$174,267

-

-

-

-

-

-

-

-

-

Oil Pipeline Exps.
Explor. Exp.

Minority Interest
Earnings Per Share

-

-

-

-

-

-

$43,759
-

-

Taxes
Net Profit & Surp.

iL2a

$1,794,861

$363,311

Bank Interest

Loss on sale of invest.

L2Q

$1,787,597

$3,477

Depletion
Interest

42

$292,258

$79,751

Admin Exp.
Depreciation
Development w/o

$357,330

-

$866

-

-

-

-

-

-

$42,281

$36,792

$18,920
$288,606

$148,745
$118,079
$136,056
-

-

-

$251,520

$9,146

$14,962

$46,517

$4,328

$41,450

$68,771

$34,352

$685,991

$189,041

$0.03

$0.05

$0.02

$0.34

$0.07

-

-

-

Source: Financial Post Survey of Oils, 1947-1951.
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boy is that he may be alittle over-ambitious. "'
Federated Petroleums grew out of the Brown family's interests in Turner
Valley, the site of Alberta's first major oil discovery.

After originally coming to

Calgary to work as an electrical engineer for the City of Calgary, R.A. Brown Sr.
gradually became involved in the expanding activities of the burgeoning Alberta oil
industry. In the early 1930s, he became convinced that asubstantial amount of oil still
remained undiscovered in the West Flank of the Valley, an area that had previously
failed to yield results. This theory was borne out in June, 1936, when Turner Valley
Royalties No.1, a 6,800 foot wildcat well, blew in at arate of over one thousand
barrels of oil per day.' °
Between 1936 and 1945, Brown continued to drill for oil in Turner Valley in
conjunction with avariety of partners. Operating mainly through his majority interest
in United Oils, his strategy met with considerable success, as oil was discovered at
several well sites. In most cases, each well was drilled by agroup of partners who
had established a separate company with the sole purpose of drilling for oil at a
specific location. Although this required agreat deal more administration than would
have been the case had these wells all been drilled by the same company, several
factors made this technique afairly desirable and common practice at this time. By
adopting this procedure, each partner was able to minimize the risks of exploring for

9Letter:

C. D. Howe to A. H. Williamson, May 25, 1951, Glenbow Archives, Home Oil Papers, Box 7,

File 34.
10 0i1

in Canada, 28 November, 1949,

p.

20.
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oil in an untested location by dividing the cost of this exploration amongst several
sources. In addition, the creation of aseparate corporate entity effectively limited the
amount of each investor's potential liability to the assets of that particular company.
Finally, the establishment of these companies gave each partnership access to capital
resources well beyond those that could otherwise have been raised had each of these
wells been drilled by asingle corporation."
By 1947, R.A. Brown Sr. had grown tired of the speculative nature of the
industry and had substantially reduced his exploration activities, preferring instead to
concentrate on consolidating his existing interests.'2 Along with his partner, John
W. Moyer, and his son, R.A. Brown Jr., he formed the firm of Brown, Moyer &
Brown to act as amanagement company for several small producers in Turner Valley
(Table 2.2).'

In an effort to further consolidate these individual wells into amore

effective administrative structure, he then incorporated these operations into two
separate companies: Brown Consolidated Oils Limited (a name later changed to
Federated Petroleums) and Coastal Oils Limited.

At the time of his death, the

consolidation of these various interests was still incomplete.

With total assets of

$2,865,990 and anet income of only $41,450, Federated Petroleums was little more

"Author's Interview with John A. Scrymgeour, March 13, 1992.
'
2lbid.
13 011

in Canada, 29 November, 1948, p. 8.
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than

a minor

player

in

the

Table 2.2
Brown-Moyer-Brown Limited Group

Alberta oil industry. 14

Total Production
Group and Well:
Brown Oil Corp.1

Early Growth Strategy

Brown Oil Corp.2

469,724
287,120

Brown Oil Corp.5

136,736

Total Brown Oil

often

devised

strategies

are

in response

365,235

B.A. Brown 1

230,240

B.A. Brown 2

236,398

Chinook Oils 1

changes in the external operating
climate,

the

actual

direction

executives

of
of

the

495,373

Intercity Royalties 1

222,736

Royal Crest Pete 1

256,541
175,202
719,635

United Brown 5

367,752

United B.A. 1

240,056

Vulcan Brown 1

814,583

Westside Royalties 1

263,336

Total

As

William N. Greene has noted,

Source:

67,489

Four Star Pete 1

Turner Valley Royalties

senior

a firm.

71,117

Three Point Pete 1

decided upon is generally at the
discretion

21,935
1,306,122

B & B Royalties 1

Chinook Oils 2

to

390,607

Brown Oil Corp.4
Brown Oil Corp.6

Whereas

(As of 10/31/48)

5,831,815

Oil in Canada, 29 November, 1948. p. 8.

the process of policy formation
in the petroleum industry is often the product of a combination of internal and
external factors. While environmental conditions often provide the major stimulus to
a strategic or structural change, the company's reaction will frequently reflect the
personal values of its senior executives. 15

14Financial

15 William

Press, 1985),

Post Survey of Oils

-

1948,

p.

In the case of a small firm, such as

94.

N. Greene, Strategies of the Major Oil Companies (Ann Arbor, Michigan:

p.

266.

UMI Research
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Federated Petroleums, it is therefore to be expected that the strategic direction taken
by the firm will be materially influenced by the personality of its managing director.
Although his strategic options were restricted by the external environment and
his limited financial resources, R.A. Brown Jr. was convinced that his company was
capable of sustained growth, even within the narrow confines of the Alberta oil
industry.

His basic strategy was relatively simple: in order to obtain acompetitive

advantage within the Alberta petroleum industry, it was essential to acquire a
substantial amount of promising acreage while simultaneously accumulating large
reserves of oil and gas. In his opinion, the most efficient and cost-effective means
of attaining this goal was through the pursuit of apolicy of merger and acquisition,
accompanied by an intensive exploration program.

By acquiring the assets and

experience of other companies, rather than attempting to operate independently, he
hoped to be able to access amuch more extensive pool of land, capital, and human
resources. 16
In November, 1949, he took the first major step in his campaign to transform
Federated Petroleums into aprominent independent Canadian oil company. At this
time, Imperial Oil had decided to dispose of its majority interest in several
subsidiaries that had operated successfully in Turner Valley prior to its recent
discovery at Leduc. Since anumber of additional discoveries had recently been made
in Woodbend and Redwater, Imperial felt that its capital resources could be better

'
6Goodbody & Co. Research Department Report on Federated Petroleums, December, 1951. Glenbow
Archives, Home Oil Company Papers, Box 2, File 6.
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utlli7ed in these newer fields than in Turner Valley.

Additional funds were also

needed for the construction of pipelines to these regions and the expansion of
Imperial's refinery capacity.' 7
Imperial had also been under pressure from the minority shareholders of these
subsidiaries.

Given the sudden growth of exploration activity within Alberta, many

investors felt that these companies would eventually produce amuch greater return
on investment if they were able to engage in a more aggressive program of
exploration and development.

More specifically, they felt that these exploration

programs should be expanded into the newer areas of the province, where reserves
of oil and gas could be discovered and produced at amuch lower cost per barrel than
within Turner Valley.

Unfortunately, an exploration program of this nature would

have put these companies into direct competition with Imperial, asituation that the
company was anxious to avoid.' 8
As a result, Federated Petroleums was able to acquire these properties
relatively inexpensively, although the sale price still stretched the limits of the
company's

financial

resources,

increasing

its

bank

debt

from

$47,000

to

$2,663,559. 19 The purchase of these subsidiaries substantially increased Federated's

total assets, reserves, and production. By purchasing 1,181,805 shares of Foothills

17Financial

Times, 25 November, 1949, p. 9.

"Monetary Times, December, 1949, p. 70.
19 Financial

Post Survey of Oils, 1947 and 1948.
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Oil and Gas Limited, representing 80.8 percent of the total outstanding issue,
Federated also gained acontrolling interest of 62.7 percent in Southwest Petroleums
Limited.

In addition, Federated bought 770,005 shares of Lowery Petroleums

Limited, giving it control of 77 percent of that company. 2°
The acquisition of these interests increased Federated's monthly production by
approximately 46,500 barrels. With the completion of this purchase, Federated now
held a controlling interest in 53 producing wells in Turner Valley with an average
monthly production rate of about 61,000 barrels. 2' The deal also had an intangible
benefit, since it gave Federated the size and reputation necessary to begin to attract
the investment capital required to expand the company's operations beyond Turner
Valley. With these additional resources, Federated was able to buy proven properties
at Crown sales in Redwater and some of the other newly producing regions. 22
In July, 1950, Brown completed the integration of the family's interests
through the consolidation or purchase of the remaining assets of Federated's
subsidiary companies. The shareholders of Foothills Oil & Gas Company, Coastal
Oils, and Time Oils were offered stock in Federated in exchange for their shares,
while the remaining assets of Lowery Petroleums, Four Star Petroleums, Royal Crest
Petroleums, Three Point Petroleums, and Vulcan-Brown Petroleums were all

20Financial

Post, 28 November, 1949, p. 20.

21011 in Canada, 28 November, 1949, p. 20.
22Author

's Interview with John A. Scrymgeour, March 13, 1992.
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purchased for cash. 23 In explaining the reasoning behind the company's decision to
consolidate these various interests, Brown noted that "Alberta oil development is now
one requiring large expenditures for exploration and development.

The advantages

in administration and financing of one large company are many compared to operating
several smaller individual companies." 24 As aresult of this consolidation, Federated
emerged as an important independent oil and gas producer with an interest in 71
producing wells, asubstantial interest in the large gas field at Jumping Pound, and
an extensive amount of acreage under lease or reservation throughout Alberta. 25
Throughout the remainder of 1950, Federated continued to expand its
operations in Turner Valley by purchasing several properties from Pacific Petroleums
and the remaining interests of Imperial Oil. 26

By the beginning of 1951, the

company had become the largest producer in Turner Valley.

Federated now held

interests in eight producing gas wells and 95 producing oil wells.

The success of

Brown's strategy of merger and acquisition became apparent when the Financial Post
noted that all but two of these wells had been either directly purchased or obtained
through the acquisition of other companies. 27

23 Financial Post Survey of Oils
24 Oil

-

1951, p. 129.

in Canada, 3July, 1950, p. 10.

25Financial Post, 15 July, 1950, p. 11.
26Financial

27 The

Times, 30 June, 1950, p. 10.

Financial Post Survey of Oils

-

1951, p. 130.
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Table 2.3
Debt Ratio
(Percentage of Total Liabilities)
Calgary &

Federated

Home Oil

Pacific

Royalite

Canadian

Anglo

Edmonton

Petroleum

Company

Petroleum

Oil Co.

1947

11.39

5.9

56.16

10.05

13.03

13.94

1948

16.01

5.96

55.92

43.37

10.85

13.87

1949

59.39

7.28

73.67

5.81

7.67

17.67

1950

58.28

5.89

72.11

9.51

27.2

43.98

1951

11.04

9.6

59.37

6.96

8.55

42.1

-

Debt Ratios

-

Selected Oil Companies
1947 1951
-

80

Fcdcratd

70 -

73,67

721

1949

1950

3T
1

60 50 40 30 20

0

1947

.w 4 Anglo-Canadian
Home Oil Company

Source:

1948

M

Calgary & Edmonton

F
7,- ]Pacific Petroleum

'-+-

1951

Federated Petroleum
Royalite Oil Co.

Financial Post Survey of Oils, 1947-1951.

Despite the extraordinary increase in Federated's share price, which had
already produced asignificant return for its original investors, the company's stock
was still considered ahighly speculative investment. For the most part, this was due
to the fact that Brown, unlike most of his competitors, preferred to finance his

50
operations through debt rather than equity.

His aversion to the use of the equity

markets reflected his policy of safeguarding his control position by retaining majority
ownership. 28 As aresult, Federated normally maintained an extremely high debt-toequity ratio which was well above that of many of its competitors (Table 2.3). 29
Since Federated Petroleums had yet to develop areputation amongst investors
in the international debt markets, most of its activities had to be financed through
loans from the chartered banks. Early in his career Brown had developed connections
at the highest levels of management at the Canadian Bank of Commerce, principally
through Neil Mackinnon. 3°

Through these connections, he was able to rely on a

steady stream of bank financing for the company's operations.

At the peak of its

initial expansion, Federated's outstanding loans totalled well over $8 million, most
of which was owed to the Canadian Bank of Commerce. 31
Brown's bankers must have had agreat deal of faith in his ability to continue
his day-to-day operations and service the large debts incurred during his company's
rapid growth period.

Throughout the initial expansion phase, Federated's steady

acquisition of oil and gas properties frequently raised the company's risk exposure to
dangerously high levels. Through the effective use of leverage, Brown substantially

28Author

sInterview with John A. Scrymgeour, 13 March, 1992.

29 Financial

30Author's

Post Survey of Oils, 1947-1951.

Interview with John A. Scrymgeour, 13 March, 1992.

31 Western Oil Examiner, 15 December, 1955, p. 11.
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Table 2.4
Federated Petroleums
Working Capital, 1947-1951
1947

1948

1949

1950

1951

$136,808

$172,458

$30,868

$0

$109,773

$0

$104,728

$0

$4,033,338

$7,946,442

Accounts Receivable

$64,857

$63,483

$55,936

$306,895

$362,315

Materials & Supplies

$372

$0

$0

$163,962

$251,703

$202,037

$340,669

$86,804

$4,504,195

$8,670,233

$62,999

$11,394

$53,675

$1,425,299

$413,583

$0

$47,000

$2,663,959

$5,331,140

$3,850,000
$900,000

Current Assets
Cash
Marketable Securities

Current Assets
Current Liabilities
Accounts Payable
Bank Loan

$0

$0

$0

$0

Taxes Payable

Debt Repayment

$16,458

$19,685

$20,557

$241,466

$252,220

Current Liabilities

$79,457

$78,079

$2,738,191

$6,997,905

$5,415,803

Working Capital

$122,580

$262,590

($2,651,387)

($2,493,710) $3,254,430

Source: Financial Post Survey of Oils, 1947-1951.

increased his company's asset base. Unfortunately, in the process he also continually
depleted the firm's liquid assets and working capital (Table 2.4).
The current account ratio, which measures the degree to which current assets
cover current liabilities, is frequently used as an indicator of acompany's ability to
meet its short-term obligations.

By maintaining an excess of current assets over

liabilities, companies establish amargin of safety against unexpected losses.

The

company's working capital, the difference between the current assets and current
liabilities, is also important, since the firms' ability to meet its short-term debts and
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its capacity to expand beyond its current size both depend on the retention of adequate
levels of liquid funds. 32
Compared to some of the other independents in the Alberta oil industry,
Federated's current account ratio and quick-asset ratio (assets that are most easily
converted into cash, divided by current liabilities) (Table 2.5)
unusually low.

appear to be

In 1949 and 1950, the years of greatest expansion, Federated's

inordinately low ratios indicate the tenuous nature of Brown's aggressive strategy.
A severe downturn in the economy or an unexpected and unfavourable change in the
level of revenues or expenditures would have seriously threatened the continued
existence of the firm.
One facet of Federated's balance sheet that might have been even more
disturbing to some creditors was the low percentage of cash
firm's current assets, most notably in 1950 and 1951.

Fable 2.6)

in the

The high proportion of

marketable securities (consisting mainly of Home Oil shares) within the current asset
group threatened the firm's ability to continue to meet its short-term obligations. In
the event of aliquidity crisis, aforced sale of these securities could have resulted in
a substantial loss, materially affecting the company's ability to cover its current
liabilities.

32Leopo1d

Clearly, despite its growing reputation, any investment in Federated

A. Bernstein, Financial Statement Analysis:

(Homewood, Illinois: Richard D. Irwin Inc., 1978),
33 Financial Post Survey of Oils, 1947-1951.
34Financial

Post Survey of Oils, 1947-1951.

p.

452.

Theory, Application, and Interpretation,
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Table 2.5
Current Account Ratios
Selected Oil Companies

Anglo

1947-1951

-

Calgary &

Federated

Home Oil

Pacific

Royalite

Canadian

Edmonton

Petroleums

Company

Petroleums

Oil Co.

1947

29.50

13.54

2.54

2.66

34.62

4.34

1948

7.41

11.61

4.36

0.71

7.05

6.44

1949

20.74

9.27

0.03

5.52

5.58

1.89

1950

32.43

8.45

0.64

5.85

0.67

3.74

1951

9.11

6.64

1.60

6.22

3.88

2.78

-

Average

8.33

Quick Asset Ratios
Selected OR Companies
Anglo

-

1947-1951

Calgary &

Federated

Home Oil

Pacific

Royalite

Canadian

Edmonton

Petroleums

Company

Petroleums

Oil Co.

1947

22.94

1.48

2.54

1.73

32.97

3.45

1948

1.64

1.66

3.02

0.25

6.77

3.85

1949

14.86

2.26

0.03

2.52

4.59

1.28

1950

7.40

1.36

0.04

4.51

0.53

3.06

1951

2.06

2.15

0.09

4.89

1.08

2.07

Average

4.57

-

Source: Financial Post Survey of Oils, 1947-1951.
Petroleums still carried asubstantial amount of risk.
Nevertheless, Federated's investors continued to demonstrate their confidence
in Brown's management skills by supporting his activities, despite the high potential
risk of the investment.

In part, this was due to the positive investment climate in

Alberta at this time. For this type of highly leveraged growth strategy to be effective,
it was essential that it take place as part of ageneral economic expansion in which
net asset values consistently grew beyond the initial cost of the investment.
Fortunately, the development of the Leduc oilfield during the late 1940s provided
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Table 2.6
Federated Petroleums
Percentage of Total Current Items
1947

1948

1949

1950

1951

67.71%

50.62%

35.56%

0.00%

1.27%

0.00%

30.74%

0.00%

89.55%

91.65%

Accounts Receivable

32.10%

15.71%

39.19%

6.17%

3.90%

Materials & Supplies

0.18%

0.00%

0.00%

3.64%

2.90%

79.29%

14.59%

1.96%

20.37%

7.64%

Bank Loan

0.00%

60.20%

97.29%

76.18%

71.09%

Debt Repayment

0.00%

0.00%

0.00%

0.00%

16.62%

20.71%

25.21%

0.75%

3.45%

4.66%

Current Assets
Cash
Marketable Securities

Current Liabilities
Accounts Payable

Taxes Payable

Source:

Financial Post Survey of Oils, 1947-1951.

many companies and institutions with astrong incentive to increase the level of their
investments in the Alberta oil industry.

Between 1947 and 1950, the amount of

capital invested annually in the petroleum industry increased from approximately $28
million to more than $211 million .
3' This steady increase in the level of investment
produced substantial benefits for the local producer, as the net asset value of
properties and reserves continued to appreciate. As John Scrymgeour later recalled:

we were in awhole new Canadian oil growth pattern.
Leduc had been discovered. Redwater had been discovered. It was boomthne
and none of what are now
accepted as standard norms of dto e's (debt/equity) and
...

35 EriO

J. Hanson, Dynamic Decade: The Evolution and Effects of the Oil Industry in Alberta (Toronto:

McClelland & Stewart Ltd., 1958),

p.

253.
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working capital ratios were ever considered. It was just
aquestion of how good's that oil in the ground and what
can we do about it. 36

In retrospect, Brown's policy of retaining control through majority ownership
was an appropriate strategy.

Whereas Federated remained under his control and

eventually took control of Home Oil, many of the other independent Canadian oil
companies were gradually taken over by the multinationals.

In 1963, Royalite was

acquired by the British American Oil Company (a subsidiary of Gulf Oil), acompany
that had already purchased control of another prominent Canadian independent oil
company, Anglo-Canadian Oils Limited, in 1950. 11 In 1960, Pacific Petroleums was
purchased by Phillips Petroleum and the Sunray Oil Company (both of Oklahoma)."
In 1965, one of the oldest Canadian independents, the Calgary & Edmonton Corporation, was taken over by Canadian Superior, awholly-owned subsidiary of the large
American independent, Superior Oil. 19

By depending on debt, rather than equity

financing, Brown retained control over what was rapidly becoming one of the most
important independent producing companies in Alberta. Although his extensive use
of leverage had frequently raised his level of risk to dangerous proportions, the

36Author

's Interview with John A. Scrymgeour, 13 March, 1992.

37Robert

J. Bertrand, Canada's Oil Monopoly (Toronto: James Lorimer & Company, 1981),

38

1976),

Ed Gould, Oil: The History of Canada
p.

p.

595.

Oil & Gas industry (Victoria: Hancock House Publishers,

218.

39 David

Crane, Controlling Interest:

Stewart, 1982),

p.

132.

The Canadian Gas and Oil Stakes (Toronto:

McClelland &
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gamble paid off. By gaining the maximum use of his limited funds and identifying
the most promising available opportunities, he was able to increase his company's
asset base and reserve position substantially within avery short time.

A New Acquisition

There are a variety of strategic reasons to initiate a business combination
through merger and acquisition. Unless afirm is extremely profitable, in the normal
course of business it will frequently reach arate of sustainable growth that will limit
its possibilities for future expansion.

By merging with another firm, it may be

possible to expand this limit by gaining access to additional capital resources,
borrowing power, manufacturing capacity, or asuperior organization. 4° By 1950,
Federated Petroleums had nearly reached the limits of its capacity to expand, having
undergone three years of highly leveraged growth without posting aconsistent profit.
In response, Federated's management began to consider ways to extend the company's
growth capacity well beyond the boundaries of its existing organization and resources.
In keeping with their general corporate strategy of growth via merger and acquisition,
Brown and his senior executives began searching for potential takeover targets. After
examining and discarding several promising opportunities, they eventually set their

40 M.

Edgar Barrett & Mary Pat Cormack, Management Strategy in the Oil and Gas Industries: Cases

and Readings, (Houston: Gulf Publishing Company, 1983),
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sights on one of the oldest and most successful independent production companies in
Alberta, the Home Oil Company.
In complete contrast to Federated, the Home Oil Company was awidely held,
publicly traded company entirely free of majority stock control.

With annual

revenues in excess of $5 million, Home Oil ranked as Canada's fourth largest
producer, producing over 4,300 barrels of crude oil per day. 41 Its 1,960,000 shares
were widely distributed amongst some 9,000 shareholders, with more than 90 percent
Canadian ownership. 42

With no long-term debentures or bond issues outstanding,

earnings of 80.8 cents per share, 43 and adecade-long tradition of regular dividend
payments, Home Oil was considered one of the most solid investments in the
Canadian oil industry.
While not as active acompany as Federated, Home Oil had certainly not been
inactive since the Leduc discovery. Within afew days of Imperial Oil's discovery
in February, 1947, Home Oil paid $58,400 for the outright purchase of the surface
rights and oil leases on aquarter-section (160 acres) of land, three-quarters of amile
northwest of the initial discovery. Following this purchase, Home paid $25,000 for
another quarter-section three miles south of the discovery.

In 1948, during the

gradual expansion of the Leduc oilfield, Home paid out an additional $150,000 for

41 Goodbody

& Co., Monthly Market Letter

-

November, 1951, Glenbow Archives, Home Oil Company

Papers, Box 12, File 64.
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leases on what initially appeared to be fringe acreage. All of these purchases turned
out to be profitable, producing acumulative total of 265,877 barrels of crude oil by
the end of 1948, making Home Oil the largest independent producer in Leduc. 44
Home's success at Leduc was soon followed by additional discoveries at
Redwater, achieved through ajoint exploration program with Anglo-Canadian Oils.
In 1948, the increased production from its operations in the two new fields contributed to a 90 percent gain in the company's net revenues. 45

So successful had

Home's operations in Leduc, Redwater, and Woodbend been that, by 1950, the cost
of acquiring and developing the new wells in these regions had been fully recovered
out of the revenues earned from the production obtained from these sources. While
announcing this success, Home's management promised to begin an aggressive
program of exploration and development, financed mainly by the company's surplus
cash and production revenues. 46
At this time, Home was in an excellent financial position to continue this
expansion, since it had no long-term debts, possessed current assets of $3,576,608 as
compared to current liabilities of only $611,820, and showed anet annual income of
$1,274,387. With these resources at its disposal, Home's management felt that the
company would be able to increase its landholdings and diversify its geographical risk
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relatively quickly through an extensive program of exploration and development and
the purchase of proven reserves.

In addition, further financial resources could be

reali7ed by reducing Home's taxable income by means of an intensified exploration
program, aprocedure that could have resulted in the potential saving of an additional
$737,000 annually. 47
Unfortunately, Home Oil's activities in 1950 were seriously hindered by
changes that had taken place in the external environment. By this time, the bulk of
the most promising acreage that had been available for oil exploration in Alberta had
already been taken up by the major multinational companies.

Although each lease

contained adrilling commitment that required the lessee to begin exploration activities
within aspecified period of time, this policy was rarely enforced. As aresult, even
though many of these leases were in technical default the land usually remained in the
hands of the original lessee.

Despite the efforts made by many of the independent

producers to force the government to change its policy, their appeals met with little
success. As John Scrymgeour recalled:

The main point where we felt that we were at a
competitive disadvantage as an independent, and it didn't
matter whether you were aCanadian independent or an
American independent, was that the integrated oil
companies often had extremely large holdings of
petroleum and natural gas leases that they were in
technical default on.
Each lease had a drilling
commitment in it, but that was never enforced. We'd go
to the government and argue with them and
it made
...

47Financial Post 1954 Survey of Oils, p. 175.
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for alittle conversation, and at times some optimism that
we were getting somewhere, but that was one that Bob
[Brown] didn't win.
'

The government's reluctance to enforce this policy meant that the managers
of the larger independent oil companies, such as Home Oil, were frequently unable
to use their company's financial resources to their best advantage. Although Home
had the capital to proceed with an intensive exploration program, these assets were
of little use as long as the company was unable to acquire additional quality acreage.
Consequently, Home's managers were unable to be as aggressive in their plans for
expansion as they had originally hoped to be. As one investment analyst observed in
1951,

"...

Home has good reserves, but has been more or less left behind in the race

for good acreage." 49
Since markets for Alberta Oil were extremely limited at this time, the only
really practical method of expansion was through horizontal integration"

-

either

through the purchase of producing properties with substantial reserves or through the
acquisition and control of other producing companies. With prorationing in effect,
Alberta producers were unable to increase their revenues by arbitrarily raising their

48Author

49 Glenbow

Interview with John A. Scrymgeour, 13 March, 1992.
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Integration is the process of extending acompany's activities in fields in which it is already

engaged. In the petroleum industry this term is used to refer to companies which expand by adding additional
facilities within a sector (i.e. a refiner that constructs another refinery) or by acquiring another company
engaged in the same core business.
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rate of production. To further complicate matters, each new discovery meant that the
total demand for the province's production had to be divided between an ever
increasing number of producers. 51
Since the development of each new field tended to reduce the maximum
permissible production from existing wells, many producers discovered that they
could no longer base their income projections on the promise of aconsistent annual
rate of production.

As more discoveries were made, companies with extensive

reserves in the established producing areas of Alberta were often forced to reduce the
output of wells that had previously been producing at their maximum rate. In 1950,
Home Oil was one of the companies most severely affected by this practice.
Although the company placed several new wells into production during the course of
its 1950 operations, Home Oil's total net annual production actually declined, from
1,800,000 barrels in 1949 to 1,500,000 barrels in 1950. 52
By 1950, the changes that had taken place in its external operating environment
had begun to threaten Home Oil's status as amajor player in the Alberta petroleum
industry. When the government's prorationing program began to reduce the amount
of crude oil that the company was allowed to produce, the loss of this production
quickly affected its balance sheet, causing it to experience acorresponding decline in

'011 in Canada, 4January, 1954. p. 3.
52 0i1

in Canada, 1January, 1951, p. 22.
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Table 2.7
Net Income
Anglo

-

Canadian

-

1947-1951

Calgary &

Federated

Home

Edmonton

Petroleums

Oil Co.

$348,025

$41,450

1947

$318,045

1948

$456,648

$278,150

1949

$626,523

$392,955

1950

$244,005

1951

$626,523

Royalite
Oil Co.

$501,188

$1,130,224

$68,779

$910,056

$1,444,378

$34,352

$1,513,052

$1,467,476

$490,624

$685,991

$1,274,387

$1,420,067

$400,970

$189,041

$1,232,562

$1,679,139

Selected Oil Companies in Alberta
Net Income 1947-1951
-

0-

1947

1

MIS Anglo-Canadian M
-•*—

Home Oil

1948

-

1949

Calgary & Edm.

1950

1951

A— Federated Pete

Royalite

Source: Financial Post Survey of Oils, 1947-1951.
annual revenues (Table

Following its success in the Leduc-Woodbend

region, Home Oil enjoyed annual increases in net revenues from 1947 to 1949. By
1950, however, Home Oil's inability to retain its proportionate share of the province's

53 Financial Post Survey of Oils, 1947-1951.
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Table 2.8
Operating Expense Ratios
1947-1951
Calgary &

Federated

Home

Pacific

Edmonton

Petroleums

Oil

Petroleum

1947

18.33%

3.55%

17.54%

7.41%

1948

14.86%

1.69%

20.88%

2.57%

1949

12.49%

8.80%

16.56%

5.86%

1950

11.96%

7.66%

22.07%

2.80%

1951

9.12%

10.25%

27.22%

29.44%

Operating Expense Ratio
Selected Oil Companies 1947-1951
-

0.3 0.25 Home Oil

0.2 0.15 0.1
0.05 0

1947
Calgary & Ed

1948
M

1949

Federated Petr

—

F—

1950
Home Oil

1951
!j Pacific Pete

Source: Financial Post Survey of Oils, 1947-1951.

oil production, combined with the government's enforced restriction of the company's
production from its existing reserves, substantially reduced its net annual income. In
addition, the company's profit margin was decreased even further by escalating
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operating expenditures (Table

and alower price paid for crude oil produced

in Turner Valley. 55
To acompany interested in expanding its operations primarily through merger
and acquisition, Home Oil was avery promising takeover target. Not only was it a
relatively solid company with good reserves and capital resources, it was also an
appealing takeover target due to the absence of acontrolling shareholder.

Home's

founder and manager, James R. Lowery, believed that the principal officer of a
company should not own asubstantial block of that company's stock. By restricting
himself to a mere thousand shares, Lowery believed that he would be in a better
position to offer independent advice to both the company and its shareholders. As a
result, he had never attempted to solidify his position by accumulating acontrolling
block of the company's stock. 56
To Brown and his by now cash-strapped company, Home Oil's comparatively
strong financial position was one of its most attractive elements.

As aresult of its

intensive land acquisition policy, Federated Petroleums had accumulated large land
holdings that it was unable to develop, given its shortage of financial resources.
Home, on the other hand, had ample financial resources yet lacked sufficient acreage

54Financial

Post Survey of Oils, 1947-1951.

55Author 'S

Interview with John A. Scrymgeour, 13 March, 1992.

56Author's
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to permit sustained growth. 57

By merging the two companies, Brown felt that

Federated's more aggressive management team could put the combined resources of
the two firms to better use than the two companies had been able to do individually.
In addition, the merger of the two organizations would provide the combined firm
with several advantages gained through economies of scale, thereby giving the new
firm the services of an organization which neither company, operating at its individual
level of activity, could afford. 58
One of the most attractive features of Home Oil's balance sheet, given Brown's
preference for financing his operations through debt rather than equity financing, was
the absence of any long-term debt obligations.

Whereas Home's management had

previously been content to finance the slow growth of the company through retained
earnings and equity capital, Brown's strategic goals called for asubstantially different
capital structure.

Adding Home's strong asset base and negligible debt to the

Federated organization would give Brown significantly greater access to the capital
markets, thus enabling him to raise the additional capital required for his future
operations. As he later recalled:

with regard to money, we arbitrarily came to the
conclusion that in order to support agood organization
and to be competitive in the western development, we

57Federated

Petroleums

-

Memorandum, 4 January, 1952,

Glenbow Archives, Home Oil Company

Papers, Box 5, File 24.
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must have aproduction of 10,000 net barrels per day.
At this point we believed that we could sustain an exploration [program] involving losses of as much as
$3,000,000 per year and still be in business. 59

Gaining the advantages of a merged operation, however, depended on
Federated's ability to acquire control over the older, more established company.
Brown maintained control over Federated by directing the votes of asubstantial block
of that company's shares, either through his personal holdings or through control over
the voting rights of alarge block of shares held by United Oils.

To gain asimilar

level of control at Home Oil, Brown, operating through Federated and United, would
require an ample supply of funds. As of September 1950, Home had an authorized
capital of 3,000,000 shares, of which 1,960,000 had been issued, leaving 1,040,000
shares still unissued.

With Home's stock trading between $10.75 and

$17.00,60

a

majority control position of over fifty percent of the outstanding shares would require
an investment of at least $10,875,000

-

an amount greater than Federated's total asset

value! In addition, should the Directors of the company be hostile to the attempted
takeover, they were empowered by the company's by-laws to sell the remaining

59 speech:

R.A. Brown Jr. to the Toronto Security Analysts Association, 10 April, 1957, Home Oil
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unissued shares at or near market value, atactic that would have severely taxed the
limits of even Federated's generous bankers. 61
Fortunately, Home Oil's stock tended to sell at arather conservative price

-

a consequence of its current declining revenues and the perception within the
marketplace that Home Oil's management held asomewhat passive attitude towards
the acquisition, exploration, and development of oil and gas properties. 62
the lure of aregular annual dividend of 50 cents per share

61

Despite

many investors found

the stock's growth potential unattractive. Home's stock also tended to be undervalued
due to the absence from the company's balance sheet (Table 2.9) of any value
representing oil in the ground, Home's greatest asset. At this time, Home Oil carried
its total assets at abook value of only $2,714,000, afigure that represented all lands,
surface rights, well drilling costs, buildings, machinery, and equipment. 64

Given

this reduced valuation, many analysts considered Home's stock abargain at its market
price

61Letter:

65
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Table 2.9
Home Oil Company
Consolidated Balance Sheet
1947

1948

1949

1950

1951

Cash & Govt. Bonds

$500,858

$63,823

$617,907

$2,425,266

$1,851,040

Accounts Receivable

$328,580

$1,139,081

$1,023,932

$817,901

$609,963

Materials & Supplies

$111,217

$543,951

$239,700

$333,541

$391,810

$940,655

$1,746,855

$1,881,539

$3,576,708

$2,852,813
$37,647

Total Current Assets
Prepaid Expenses
I
nv. in Subsidiaries
I
nv. in other Co's.
Fixed Assets
Total Assets
Bank Loan
Accounts Payable
Income Tax Reserve
Total Current Liabs.

$26,230

$32,526

$44,199

$27,132

$542,313

$629,095

$716,289

$1,000

$1,000

$113,776

$386,909

•

-

-

•

-

-

-

..

-

$2,007,689

$3,230,313

$3,225,305

$2,714,040

$3,304,552

$3,516,887

$5,638,789

$5,867,332

$6,432,656

$6,582,921

-

-

$1,365,000

-

$258,723

$833,420

-

-

-

$340,882

-

-

-

---

$253,622

$430,028

$94,822

$246,971

$358,198

$28,302

$353,545

$2,445,391

$340,882

$611,820

$458,330
$4,514,820

•

-

-

$2,714,820

$2,714,820

$4,514,820

$4,514,820

Surplus

$448,522

$478,578

$1,011,630

$1,306,016

$1,609,771

Working Capital

$587,110

($698,536)

$1,540,657

$2,964,888

$2,394,483

Capital Stock

Consolidated Income Account
22
Production Revenue
Other Income
Total Net Revenue
Operating Exp.
Bank mt.
Depreciation
Depletion
Development w/o

2Q

$2,398,876

$4,537,188

alm
$5,908,759

$22,703

$122,653

$59,716

$2,421,579

$4,659,841

$5,968,475

$5,235,512

$4,485,528

$474,633

$947,240
$5,442

$978,755

$1,139,248

$1,204,388

$203,448

$336,421

$309,744

$311,887

$701,905

$321,952

$982,388

$503,153

$1,132,629

$1,400,000

$2,570,068

$792,745

$711,538

-

-

-

$119,907
-

-

$5,235,512

$4,485,528

$5,227

$193,222

$491,750

$243,000

$737,000

$522,000

Net Profit

$501,188

$910,056

$1,513,052

$1,274,387

$1,232,562

Less: Dividends

$352,000

$880,000

$980,000

$980,000

$980,000

$149,188

$30,056

$533,052

$294,387

$252,562

$0.28

$0.52

$0.77

$0.65

$0.63

Taxes

Surplus
Earnings Per Share

Source: Financial Post Survey of Oils, 1947-1951.

Even at this price, the accumulation of more than 50 percent of Home Oil's
outstanding shares was still well beyond the financial resources of Federated Petroleums.

Fortunately, due to the wide dispersion of Home Oil's stock and the

absence of any existing control blocks, it was possible to extend a considerable
amount of influence over the direction of the company's operations with considerably
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less than fifty percent of the company's stock. Early in 1950, Brown began secretly
buying shares in Home Oil through both Federated Petroleums and United Oils.
Having promised to transfer all of Home Oil's business to the Bank of Commerce
once he had gained control of the company, 66 he was able to extract sufficient funds
from this source to accumulate approximately twenty percent of the outstanding shares
of Home Oil by the time of the company's 1951 annual meeting. Although this figure
was still well below the level required to give him majority control, the fact that
Brown now controlled the largest outstanding block of Home Oil's shares gave him
asubstantial voice in the company's affairs. This became apparent at the company's
annual meeting, when two directors of Federated Petroleums, James B. Weir and
J.W. Moyer, were elected to the Board of Home Oil.

In addition, Moyer was

appointed vice-president, giving Federated atangible hand in all aspects of Home
Oil's future operations. 67

Conclusion

The application of asuccessful corporate strategy specifically designed to cope
with the intricate nature of the Alberta industry enabled Brown to amass the necessary
reserves and assets needed to firmly establish Federated Petroleums as asignificant

66Letter:
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Brown Jr., 17 October, 1952.
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local producer.

Whereas other, less aggressive, companies had found themselves

unable to cope with the sudden influx of competition brought about by the discovery
of oil at Leduc, Federated Petroleums had taken advantage of the expanding interest
in the region amongst investors by heavily leveraging its operations in order to gain
the maximum benefit from its limited capital resources.

Within five years, Brown

and the management of Federated Petroleums had successfully employed their policy
of merger and acquisition to assemble an organization that was large enough and had
sufficient financial assets to compete within the Alberta petroleum industry.

The

addition of Home Oil to the Federated group now permitted the expansion of the
management's exploration and development program and added substantial reserves
and production to Federated's non-capital resources. The implementation of an adept
strategy had enabled the Federated team to take advantage of the new opportunities
provided by the changed environment.
remained:

However, a significant challenge still

Brown now controlled two completely autonomous organizations with

duplicate administrative resources. While the acquisition of Home Oil promised to
eventually bring about significant returns to Federated and its investors, realizing this
potential would require the development of an effective corporate structure.
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Chapter Three
Building the Organization
Growth, Consolidation and Merger
1952 1955
-

As long as Federated Petroleums remained arelatively small company, there
was little need for an intricate administrative structure.

Since access to the highest

levels of management could be obtained fairly easily, decisions could be relayed
directly to the employee without the need for an elaborate managerial hierarchy.
However, once the company began to grow, the process of decision-making became
increasingly complex. As is typical of an expanding industrial enterprise, the rapid
expansion of the company's operations resulted in adramatic increase in the number
of decisions demanded daily of the company's senior management. Although Brown's
strategy had been remarkably successful, the strain that this growth had placed on the
company's existing administration now threatened to hinder the organization's future
development.

In order to streamline the company's operations and simplify its

administration, it was apparent that it would soon be necessary to devise a new
corporate structure.
In 1950, when Brown and his senior managers first considered investing in
Home Oil, they were attracted to the company by its overall fiscal strength and
corporate reputation. Their earliest share purchases were made as investments, rather
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than as the first steps towards a takeover of the company.'

Once they had

accumulated alarge block of the company's voting stock and gained avoice in its
day-to-day operations, however, they were then forced to re-evaluate their investment
and decide what steps to take to best profit from this latest acquisition.

Simply

merging the two companies into asingle organization was not an attractive option at
this time.

Home Oil was much larger than any of the other companies within the

Federated

organization and already possessed its

own managerial staff and

administration. Given its relative strength, any attempt to integrate the company into
Federated's existing corporate structure would have immediately created operational
and administrative problems.
By this time, it was already evident that the company needed to be restructured
to more effectively integrate Brown's previous acquisitions into the Federated
organization.

As the company's management began to contemplate an affiance

between Home and Federated, the need for this type of adjustment became even more
critical.

Although each company possessed an administrative structure that capably

served its individual needs, neither organization had the capacity to coordinate their
combined personnel, capital, and resources effectively.

Brown felt that the

amalgamation of these two companies would eventually result in an organization with
agreater growth potential than either company operating independently.

'Author's Interview with John A. Scrymgeour, 13 March, 1992.

However,
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before he and his managers could begin to restructure their operations, it was first
necessary to ensure that the Federated group solidified its control over Home Oil.
In conjunction with this restructuring, Brown also began to reassess the
predominant managerial philosophies present at both Home Oil and Federated
Petroleums.

This process was somewhat complicated by the fact that the two

organizations were currently at different stages of development. Whereas Federated
was afairly young company that was still aggressively pursuing new opportunities,
Home Oil was amuch more mature organization, content to pursue aslow, steady
rate of growth.

Although ashift in corporate structure would undoubtedly result in

greater efficiency and economies of scale, it was important that these changes be
accompanied by acorresponding adjustment in the long-term operational policies of
both companies. Through the simultaneous adjustment of both strategy and structure,
Brown hoped to eventually extend the growth potential of both corporations well
beyond their current constraints.
The strategic management of adeveloping firm frequently requires avariety
of approaches from within the organization. While the presence of amanager with
strong entrepreneurial skills is essential during the initial stages of development, it
often becomes prudent to balance this approach with acapable administrator once a
company has matured.

Since the entrepreneur is chiefly interested in realizing the

maximum potential profitability of afirm through the aggressive use of growth and
expansion strategies, the administrator must be concerned with defensive strategies
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designed to preserve profit stability and market share.

As acompany continues to

develop, its management must balance these two approaches in response to the current
situation.

By shifting prematurely to adefensive strategy, amanager can stifle an

organization's growth by failing to take advantage of available opportunities. On the
other hand, the ill-timed pursuit of an aggressive expansionary strategy can often
result in excessive growth past the point at which the company can sustain its current
level of activity.'
Whereas the Federated organization had already balanced its administration
through the combination of Brown's entrepreneurial skills and Scrymgeour and
Atkinson's administrative abilities, Brown felt that the Home organization had not yet
reached this state.

Since Federated had recently embarked on amajor exploratory

venture into the Williston Basin early in 1951,
time to the management of Home Oil.

he was unable to devote much of his

This was unfortunate, since the company had

grown beyond the capacity of its present administration.

Although its current

manager, James Lowery, had successfully directed the company's activities for more
than three decades, he was now 66 years old and nearing retirement. Brown felt that
the company required a much younger, more experienced executive, who was
thoroughly familiar with the operations of alarge oil company. Ideally, he hoped to

2Harold
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find amanager who possessed not only the necessary administrative skills, but also
the strong sense of entrepreneurship needed to guide the company through the next
phase of expansion.

Using his influence as Home Oil's largest shareholder, he

persuaded Lowery to turn over control of day-to-day operations to the company's new
President, R.B. Curran, in October, 1951.

Although Curran now directed the

majority of Home Oil's activities, Lowery remained influential as Chairman of the
Board of Directors.'
A native of Tulsa, Oklahoma, Curran began his career in the petroleum
industry as aproduction geologist and scout for the Carter Oil Company, asubsidiary
of Standard Oil of New Jersey (Exxon). After eventually rising to the rank of VicePresident, he resigned in 1949 to take charge of Imperial Oil's Western Canadian
Production and Exploration Operations.'

Curran's experience as a senior oil

executive, accustomed to dealing with the administrative problems of a growing
organization, made him an ideal candidate for the position at Home Oil. When his
appointment was first announced, Brown was convinced that,

"...

under the

aggressive and capable management of Mr. Curran, [Home Oil] should go far in
participating in the development of oil and gas in this area. "
7
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In January, 1952, Brown noted that, although his company's investment in
Home Oil had considerably enhanced the value of its share price, Federated
Petroleums had not otherwise benefitted from its controlling interest.

Prompted by

this concern, he began working with Scrymgeour & Atkinson to devise an approach
that would improve the rate of return from this investment while solidifying his
control over the two organizations. Although the primary purpose of this activity was
to increase profits, any plan that was adopted also had to safeguard Brown's
controlling interest in United Oils which, in turn, would control alarge voting block
of the shares of Federated Petroleums.

He also planned to extend his influence

(through Federated and United) over the affairs of Home Oil by purchasing an
additional 150,000 shares at acost of approximately $2.7 million.'
While his main objective was to make better use of Home Oil's personnel and
technical resources, Brown also hoped to improve Federated's operating position,
preferably by reducing the company's short-term debt.' An infusion of equity capital
in 1951 had stabilized Federated's working capital position. However, the company
still carried outstanding bank loans totalling more than $7 million. While considering
other options, Brown felt that this debt could most easily be reduced through the sale
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of additional equity (an unattractive prospect, since it diluted his control) or through
the sale of other assets. 1°
At this tithe, Brown was becoming concerned that Federated Petroleums was
much too dependent on its production in the Turner Valley field.

The steady

depletion of the region's total production capacity over the previous three decades had
gradually forced those producers still active in the area to adopt enhanced recovery
methods to maintain their current production levels.

By leaving the region, the

company would be able to escape many of the engineering and personnel problems
that had come to be associated with this field, thereby allowing its management to
devote more of its time to expansion. Mindful of the company's predicament, Brown
began to examine ways to dispose of its assets in the region, although he preferred
to sell these assets to the Royalite Oil Company rather than to Home Oil.

The

proceeds of this sale would be used to purchase much cheaper reserves at Leduc or
Redwater, areas that were much more profitable because of their lower production
costs.
As an alternative, Brown began to consider selling Federated's interest in two
small production companies, Highland Leaseholds and Riverside Leaseholds, to Home
Oil in exchange for additional shares of that company. These companies had initially
been established in 1950 by two separate partnership groups, led by Federated

'
°Memorandum:
Federated Petroleums, 4 January, 1952, Glenbow Archives, Home Oil Company
Papers, Box 5, File 24, p. 1.
"Ibid.
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Petroleums, to bid on acreage surrendered by Imperial Oil at its Redwater discovery.
Both syndicates had successfully drilled for oil: Highland had developed 8producing
wells (the maximum under Alberta Government regulations) on 320 acres, while
Riverside had erected 4 producing wells on 160 acres.' 2 As of January 1, 1952,
Highland's net proven reserves were estimated at 7,320,310 barrels, while Riverside's
holdings were estimated at 3,716,055 barrels.' 3
Despite the relative strength of their reserve positions, Federated Petroleums
was unable to benefit substantially from either company in its present state. Highland
Leaseholds had originally financed its operations through a$3 million production loan
with the Metropolitan Life Insurance Company and the Mutual Life Insurance
Company of New York. The terms of this agreement stated that all future production
revenues would be applied to the balance of the loan until it was repaid in full. An
additional $600,000 worth of the company's 5percent convertible debentures could
only be redeemed from production revenues once the first loan had been repaid. In
much the same manner, Riverside Leaseholds had financed its activities by issuing
$1,890,000 worth of 4 1/2 percent convertible debentures which were also to be
repaid directly from production revenues.
To further complicate matters, it was impossible for either company to boost
its net income by reducing its taxable position through future expenditures for
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exploration and development, since both companies had already drilled the maximum
permissible number of wells on their respective properties. 14 As aresult, it seemed
unlikely that the shareholders of the two companies would be able to profit from their
investment for at least eleven years, based on current rates of production, since all
company revenues were to be applied towards the repayment of these loans. 15
Brown had initially hoped to combine Highland and Riverside with several
smaller interests in the Redwater field owned by Tanner & Company. The result of
this merger would have been anew company with arecoverable reserve comparable
to that of either Home Oil or Royalite. 16 Once this proved impractical, he began to
consider consolidating the assets of the two companies into a new company, the
"Highland Oil Company." By establishing an entirely new corporation, he hoped to
be able to raise additional venture capital in the marketplace, preferably through a
four-for-one stock split and asupplementary share issue. Unfortunately, both of these
plans would have eventually diluted Federated's ownership of the two companies and
substantially weakened its control position.' 7

'
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The most palatable solution to the problem was to incorporate the two
companies into the Home Oil organization, either through the direct exchange of
shares or through the sale of assets. This would retain the production from these two
companies within the Home-Federated group while simultaneously increasing Brown's
holdings of Home Oil stock. In an exchange of shares, each shareholder of Highland
or Riverside would receive one share of Home Oil for every two shaies held in either
cothpany. 18

As the largest shareholder of both companies, Federated and its

subsidiaries would obtain an additional 107,399 shares of Home Oil, giving the
company a total of 582,978 of the 2,267,468 outstanding shares of Home Oil, or
25.71 percent. 19
While the deal was obviously attractive to the management of Federated
Petroleums, it also appealed to their counterparts at Home Oil, since the transaction
would add more than 11 million barrels of oil to that company's current reserves. In
addition, the sale of this production to Home Oil would allow the Federated group to
retain a substantial amount of revenue from these properties that would otherwise
have been paid in taxes, since Home Oil could deduct aportion of its exploration
expenditures from the gross revenues gained from this production. 2° Consequently,
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when Brown suggested merging the two companies into the Home Oil organization,
Curran readily agreed. 2'
By this time, Brown was gradually growing dissatisfied with Curran's overall
performance and his inability to solve Home's organizational problems.

Although

Curran had agreat deal of experience in the oil industry prior to his arrival at Home
Oil, most of his training had been with major oil companies with large organizations
and administrative staffs.

Unfortunately, this was not the way that most of the

smaller, independent oil companies operated at this time.

The majority of these

companies possessed sound, streamlined organizations led by managers with strong
entrepreneurial instincts.

Although Curran was acapable administrator, he lacked

Brown's ability to grasp opportunities within the unique environment of the Alberta
oil industry.

As John Scrymgeour later recalled,

"...

he was probably just used to

having alot of meetings."'
Brown's opinion of Curran's managerial abilities was shared by many of the
other Directors of Home Oil. As other members of the Board began to express their
displeasure with Curran's performance, H.R. Milner, along-standing Director of the
company, became concerned that asubstantial amount of damage could be done to
the organization in the event of an extended dispute between Curran and the Board

21 Federated Petroleums, Inter-Office Correspondence: R.A. Brown Jr. to J. W. Moyer, 18 June, 1952,
Glenbow Archives, Home Oil Company Papers, Box 5, File 20.
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of Directors. In aletter to James R. Lowery, he urged that any management changes
be approached with caution:

like all companies which have been in operation for
some years, the Home organization needs amore or less
drastic shakeup. If one is undertaken, it should be
carried out by the President and in such away as not to
in any way diminish, but rather to increase, his authority
and prestige.
Bob Curran's position would be
completely hopeless if the organization got the idea that
he did not have the support
of the Board. In all, Iam
saying Ihave very much in mind the criticism that you
and Bobby Brown have of his failure to tackle Home's
problems
...

23

Much of this criticism was the direct result of Home Oil's disappointing
performance during Curran's tenure. In 1952, the company's exploration activities
within the Province of Alberta had been limited by a shortage of available land to
wildcat drilling ventures on farm-outs from the major oil companies.

The results

from these operations had been somewhat less than spectacular, as the company
drilled four unsuccessful exploratory tests and participated in the drilling of an
additional four dry holes, financed mainly through joint ventures.
these poor results,

Curran initially

attempted

to

improve

the

In response to
situation

by

geographically diversifying the company's operations and expanding its exploration
program into Manitoba and Montana. 24
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Early in 1952, Curran hired Jack Farshaw, ageological consultant, to conduct
astudy of the Williston Basin on behalf of anew company recently incorporated in
the State of Delaware by Home Oil and three partners; the Royalite Oil Co. Ltd.,
Anglo-Canadian Oil Co. Ltd., and Triad Oil Co. Ltd.
(Rome, Mglo,

Under the name "Hartco"

oyalite, Triad) the company established its headquarters in Billings,

Montana, where it planned to launch an intensive exploration program of the region
on behalf of the four partners. In addition to its exploration activities, the company
acted as the operating manager and agent for the group and paid all rentals and costs
of operations incurred by the partnership. 25
By December 1952, Hartco had accumulated approximately 87,000 acres of
leaseholds in Eastern Montana and Western North Dakota. 26

Despite its large

landholdings, however, the company's success was still far from guaranteed.
Although substantial amounts of oil had been discovered elsewhere in the region,
most observers still believed that drilling for oil in the area was ahighly speculative
venture.

As Home Oil's 1952 annual report noted, "the acreage is strategically

situated in respect to developments in this rapidly expanding area, but none of this
acreage is proven or semi-proven." 27 The optimism that had initially surrounded this
endeavour gradually evaporated as the results of the group's operations proved
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disappointing.

After several drilling efforts turned up dry, it became apparent that

the length of time needed to prove the worth of the investment exceeded the patience
of Home's Board of Directors. The lacklustre performance of the 1952 exploration
program, combined with asubstantial drop in the company's net annual income (from
$1,232,562.19 in 1951 to $605,966.71 in 1952) , eventually contributed to Curran's
11

early departure.
Brown's experience with Curran convinced him that Home Oil had not yet
reached a stage of development whereby its continued success could be assured
simply through competent administration. Since by this point he had already become
interested in assuming the day-to-day management of Home Oil's operations, he
began to consider methods that would enable him to combine the strengths of Home's
asset base and organization with the aggressive leadership available at Federated
Petroleums. Although his large ownership position had given him asubstantial voice
in the company's affairs, he had discovered that he still lacked the power to directly
control its management and policies. 29 This was important to his future plans, since
it had become obvious that without some means of coordinating the activities of the
two companies, particularly their exploration and development programs, neither
company would be able to rea1i7e its full potential.

28lbid.,p.
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Brown had already begun taking a more active interest in the company's
operations in May, 1952, when he accepted a seat on the Board of Directors.

In

December, 1952, he consolidated his authority by becoming Chairman of the Board,
thus succeeding Lowery, who had agreed to tender his written resignation.

At this

time, John W. Moyer became President and Managing Director of the company,
replacing R.B. Curran, who had submitted his resignation to the Board of Directors
on November 26,

1952.30

Two of the other Directors of Federated Petroleums,

Alexander Clark and Alan H. Williamson, also joined Home Oil's Board of
Directors, giving Federated aèlear majority on the Board. 31 The transition of Home
Oil's leadership was completed in February, 1953, when James R. Lowery, its
founder and former President, announced that he had decided to retire from the Board
of Home

011.32

Although he had yet to gain majority ownership, Brown was now

firmly in control.

30Memorandum: R. A. Brown Jr. to all Senior Managers, 1December, 1952. Glenbow Archives, Home
Oil Company Papers, Box 5, File 20.
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Initial Restructuring

As Alfred D. Chandler, Jr. has observed, unless corporate growth prompted
by astrategic change is followed by acorresponding structural adjustment, the result
will often be an inefficient, unworkable corporate structure.

As an organization

expands, it frequently becomes necessary for the senior executives of that organization
to re-form the lines of authority and communication to enable the transfer of sufficient
information to allow for the formation of appropriate strategies. 33 This is especially
important in asituation in which growth has been achieved through the acquisition of
existing organizations. Since this type of expansion can often result in an unbalanced
administrative structure and the considerable duplication of personnel, it is frequently
necessary to undertake some form of corporate restructuring to realize the full
benefits of the merger or acquisition.
As the manager of two completely independent oil companies, Brown now
needed to find away to consolidate his control over the two organizations to fully
utlh7e their available resources. A preliminary examination of the two operations had
already shown that substantial savings in personnel could be reali7ed by the adoption
of a more effective administrative structure.

In particular, the merger of their

production operations would immediately produce results through economies of scale.
Brown believed that the production staff at both companies' operations in Turner

33 Alfred D. Chandler, Jr. Strategy and Structure:
Enterprise, p. 315.
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Valley could be reduced by as much as 25 percent by coordinating their activities.
In addition, substantial reductions in personnel could also be achieved at one of Home
Oil's subsidiaries, Northwell Operators Ltd., by combining its production staff in
Redwater with Federated's operations in the same region. 34
Brown had first commissioned astudy on the feasibility of amerger between
Home and Federated during Curran's brief tenure at Home Oil.

Unfortunately,

instead of examining the administrative structure of the company, Curran had devoted
most of his report to a critical assessment of Home Oil's existing management,
concluding that afull-scale replacement of senior executives was necessary.

Aside

from this recommendation, the report failed to suggest any other means of altering
the existing corporate arrngement. 35

Although Brown was inclined to agree that

certain changes needed to be made within Home Oil's executive, he currently believed
that many of these problems could be solved simply by replacing Curran.
result, the remainder of this report was largely ignored.

As a

Instead, Brown asked

Scrymgeour and Atkinson to begin acomprehensive review of Home Oil's operations
in November, 1952, and to devise aprogram that would eventually unify the two
organizations.
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The first option that the two men considered was to consolidate the assets and
administration of the two companies within the framework of an entirely new
corporation.

At the time, the easiest way to achieve this was to issue shares of the

new company in exchange for the outstanding shares of Home Oil and Federated
Petroleums, based on current valuations. Although this would have created amuch
more efficient organization, Atkinson feared that the process would favour the
shareholders of Home Oil, since the exchange would take place before Federated's
managers had been given the opportunity to increase the value of their company's
shares.

This was important, given the fact that Brown's control of Home Oil

depended on his ownership of alarge block of Federated Petroleums' stock.

If an

exchange of shares had taken place based on the current book value of the two
companies, it would have substantially diluted his control position within the new
corporation

36

Although this was certainly amajor deterrent, the decision to abandon this
scheme was not made solely on the basis of internal factors.

The prospect of a

merger between Home and Federated had already met with agreat deal of resistance
in the marketplace.

Federated's control of a large block of Home Oil's stock

concerned many investors, since the belief existed that any merger that took place
would be on terms much more advantageous to Federated than to Home Oil. More
specifically, investors were concerned that amerger between the two organizations
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would be based on their current share price, rather than their underlying value

-

a

transaction that would have undoubtedly favoured the shareholders of Federated
Petroleums .17

Fortunately, it was possible to resolve many of their current problems without
merging the two companies.

Although he believed that considerable savings could

be reali7ed by consolidating their production operations at Turner Valley, Atkinson
noted that these savings could also be obtained by negotiating a comprehensive
cooperative operating agreement between Home and Federated.

Similarly, while

some personnel changes were needed in Home's Engineering, Accounting, and
Secretarial departments, these could be accomplished within the existing organization.
The only department that could have immediately benefitted from amerger was the
land department, as the unification of the two organizations would have limited the
unnecessary duplication of personnel and provided much better coverage of the
various land and leasing plays. In general, however, Atkinson believed that most of
the existing problems at Home Oil could be resolved by more effective management:

From Federated's viewpoint, we are critical of Home's
development programme, but the average Home
shareholder is probably well satisfied with Home's
development programme of the past few years. The
question comes up as to whether it would not be possible
for Home, under more active and aggressive management
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to accomplish exactly what we are proposing to do under
an amalgamation. 38

While a permanent solution was being devised, Scrymgeour and Atkinson
believed that some savings could be immediately attained by allowing both companies
to retain their existing organizations while establishing joint accounting, legal,
secretarial, land, and geological departments. These would be limited to routine work
on day-to-day operations, as each company would remain individually responsible for
major policy decisions.

This plan was little more than a temporary solution,

however, since it still resulted in the considerable duplication of staff with minimal
savings or economies of scale. Nevertheless, it was an attractive alternative, since
it could be adopted without radically altering the present operations of either
company, leaving the other options open for management to pursue at alater date. 39
The most feasible alternative that the two men considered was to create anew
operating company that would be jointly owned and operated by Home and Federated.
Both companies would retain their present corporate identities while the new company
handled their combined operations and policy decisions and employed the required
personnel.

This new company would be managed by an Executive Management

Committee led by aGeneral Manager, who would report regularly to the participating

38Memo:
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companies. 4° All major expenditures incurred by the servicing company would have
to be approved by the Directors of Home and Federated. 41 Incorporated as Oilwell
Operators Limited, the company would

"...

render services in connection with

exploration, development, production, accounting and other departments of the
respective companies without, in any way, affecting the corporate status of either." 42
By coordinating and operating these activities, Brown hoped that the new
organization would contribute to greater efficiency, economies of operation, and the
most advantageous, use of the personnel of both corporations.

Under the new joint

program of operations, Home Oil planned to take a75 percent share in all future
activities, while Federated absorbed the remaining 25 percent.

In cases where

additional participants became involved in specific ventures, the remaining portion
would be divided between the two companies on the same three-to-one ratio. 43 By
mutual agreement, the deal restricted exploration in certain areas of the province in
which either Home or Federated had been operating prior to the time the contract was
finali7ed. 44 In addition, if either company was reluctant to participate in aparticular
exploration project, it was under no obligation to contribute to the cost of that

401bk1.
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program.

On the other hand, the company would also not be entitled to any of the

information collected during the course of that operation. 45
The creation of Oilwell Operators temporarily eased the administrative
problems that had resulted from the rapid consolidation of so many separate
corporations into the Home-Federated organization.

By taking over and combining

all facets of the organization's exploration and development program, the new
operating company was able to achieve economies of scale through the better use of
available personnel and resources.

However, even though this measure had

temporarily solved the structural problems of the exploration department, anumber
of administrative problems still remained. As growth continued to take place within
the organization, it was apparent that amore permanent solution would eventually
need to be devised.

Expanding and Financing the New Organization

When Brown took control of Home Oil in December, 1952, he announced that
the company would adopt amuch more aggressive approach to its exploration and
development program.

To support this undertaking, he planned to expand the

company's geological and geophysical programs to the full extent of its available
resources. Brown believed that the survival of asmall oil company depended on its
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ability to continue to discover sufficient quantities of oil to produce annual revenues
in excess of the amounts spent on exploration. 46 To achieve this, it was important
that the company concentrate on three main strategic areas:

the steady supply of

venture capital, the creation of an efficient organization, and the accumulation of
large quantities of potentially productive properties. 47
As David H. Breen has noted, one of the problems that plagued many of the
smaller companies in the Alberta petroleum industry from the time of its inception
was a shortage of development capitaL

Without sufficient operating capital to

continue to bid on new lands and leaseholds, many companies lost their market share
to competitors with superior resources. 48 Thus, when Brown began to consider this
new phase of development, his first priority was to gain access to sufficient funds to
cover his rapidly increasing operating costs and support his ambitious plans for
expansion.

Although his decision to coordinate the exploration and development

activities of Home Oil, Federated Petroleums, and United Oils had already allowed
these companies to expand their programs well beyond the level that they would have
been able to achieve individually, he now felt it necessary to add other groups to the
partnership. By providing investment capital and (in most cases) technical expertise,
the participation of these companies allowed the Oilwell Operators group to complete
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the development of its current projects and aggressively pursue new opportunities.
Furthermore, these additional resources also helped each member of the partnership
to reduce its exposure to risk by enabling it to expand its operations into several other
promising areas without bearing the full costs or risks of each operation. 49
Brown's decision to bring in additional partners coincided with an attempt by
the Federal Government to stimulate investment activity within the oil and gas sector.
An amendment to the Government's taxation policy pertaining to the mining industry
and the oil industry had recently opened the door to increased participation between
the two sectors. By allowing mining companies to deduct aportion of the expenses
that they incurred while exploring for oil and gas from revenues gained from other
sources, the Government hoped to attract asubstantial amount of additional Canadian
investment capital into the oil and gas industry. 50 Prompted by this change to the
Tax Act, Alminex Limited, an investment company funded by agroup of companies
associated with the mining industry, agreed to join the Home-Federated group in a
joint exploration program, thereby adding additional capital to the already expanding
operation. 51
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While he continued to attract investment capital from sources outside the
organization, Brown also began to search for ways to generate additional funds for
the exploration program from within the company's operations. At the time, the most
obvious source of surplus operating capital was contained within the funds currently
expended to sustain Home Oil's long-standing dividend policy. At 50 cents per share,
these dividend payments had amounted to $1,056,742.00 during the previous fiscal
year, a sum equal to almost one-quarter of the company's total revenues. 52

This

represented aconsiderable portion of Home Oil's available cash resources, since these
dividends were paid out of the company's after-tax income. Reasoning that his
exploration program would continue to require adependable supply of investment
capital for at least the next few years, Brown felt that the company and its
shareholders would ultimately receive the greatest return if the funds that had been
previously paid out in dividends were reinvested into exploration and development. 53
Predictably, this decision met with considerable resistance from some of Home
Oil's shareholders, many of whom had believed that the company was arelatively
safe investment based, in part, on its decade-long tradition of dividend payments.
Most of these investors had been attracted to the stock by the guaranteed return that
the dividend provided, in addition to the possibility that the company's share price
would appreciate if the development program turned out to be successful.
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way, their investment was not tied up completely in astock that was giving no return.
As one shareholder pointed out, this was important, since the livelihood of many
investors depended on the dividends or interest that they obtained from invested
funds. 54

Not all of Home's shareholders were as charitable.

As one outraged

investor pointed out:

when [the] old Directors were running the company,
we were receiving dividends which every shareholder is
entitled to. That is apercentage of the Profits & extra
surplus should be set aside first and not used for other
purposes. You as President, other officers and those
connected with the Co. must take the blame if you prove
to the satisfaction of the Shareholders [that] the Powers
that be are Plungers & don't take reasonable cares
If
these men want to do this let them do it with their own
money not the Company's! 55
...

Despite this opposition, Brown felt that the capital requirements of Home Oil's
expanding exploration program justified his decision to continue to suspend the
payment of dividends throughout 1953 and 1954. In his opinion, the industry was
entering anew phase of expansion in which acompany's access to an abundant supply
of capital would be one of the most critical factors essential to its success. Although
the company's shareholders might suffer short-term losses as aresult of his decision
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to discontinue dividend payments, he believed that they would eventually benefit from
the enhanced value that the accelerated growth added to the company's share price. 56
Having established the capital base, Brown reali7ed that the success of this new
phase of development now depended, in part, on the hiring of an efficient exploration
staff andz the adoption of adetailed exploration policy. Fortunately, the foundation
of this organization already existed amongst the staff and senior management of
Federated Petroleums.

Within Federated's exploration department, for example,

Brown currently enjoyed the services of two extremely capable geologists, John Carr
and Alexander Clark. Carr, Oilwell Operator's chief geologist, had been recruited
into the Federated organization several years earlier on the advice of Dr. Ralph L.
Rutherford, aprofessor of geology at the University of Alberta and aclose friend of
the Brown family. Having established his reputation within the industry as aresult
of Federated's early success, Carr was chiefly responsible for many of the major
discoveries made by the Home Oil organization over the ensuing decade. 57 Clark,
the new Vice-President and Director of Exploration at Oilwell Operators, brought a
wealth of experience into the Federated organization.

A graduate of the California

Institute of Technology, he had previously held anumber of senior positions in the
Royal Dutch/Shell group of companies, before joining Federated in 1952. 58

56Letter:

R.A. Brown Jr. to F. T. Dale, 5 January, 1954. Glenbow Archives, Home Oil

Company Papers, Box 3, File 9.
57Author

's interview with John A. Scrymgeour, 13 March, 1992.

58Financial Post, 25 May, 1957,

p.

46.

98
Since one of Oilwell Operators' major tasks was to conduct an intensive
geophysical examination of proven and semi-proven acreage available for acquisition
either as Crown Reserve, freehold, or farmout acreage

-

-

it was important that the

company acquire the services of aqualified geophysicist. 59 In March, 1953, Brown
announced that George J. Blundun had been appointed chief geophysicist of Home Oil
and Federated Petroleums, operating primarily through Oilwell Operators but also
available for the independent operations of both companies.

A native of Brandon,

Manitoba, Blundun received his Bachelor of Science degree from the University of
Saskatchewan in 1938.

Prior to joining the Home-Federated organization, he had

been employed as ageophysicist by the Gulf Research and Development Company
and served as chief geophysicist with Northwest Seismic Surveys Ltd. 6°
Perhaps the most significant addition to the Home-Federated organization at
this time was the appointment of Bartlett W. Gillespie as Vice-President and General
Manager of Oilwell Operators Ltd. Mindful of his unfortunate experience with R.B.
Curran, Brown was much more careful in his selection of amanager for the new
operating company. By recruiting Gillespie, Brown acquired the services of aman
who had not only worked at the managerial levels of the oil industry, but had also
spent 14 years in the oilfields as aroughneck and a driller.

Prior to joining the

Home-Federated organization, Gillespie had held managerial positions with oil

59 Operating Agreement

-

Oilwell Operators Limited, Glenbow Archives, Home Oil Company

Papers, Box 13, File 76.
60 0i1

in Canada, 23 March, 1953,

p.

19.
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companies in Peru, Argentina, Mexico, and California, before becoming the General
Manager of Exploration and Production of the British American OR Company in
1952. 61

Although the three companies maintained separate corporate identities, they
now

shared an extremely

management and directors.

close working relationship

through

shared

senior

While Home and Federated continued to pursue

individual projects, the bulk of their exploration activities were conducted by the new
operating company.

In January, 1954, Oilwell Operators commenced full-scale

operations with 90 salaried employees and an annual payroll of over half amillion
dollars. 62

Brown now had the services of an organization that could effectively

coordinate the geological and geophysical data assembled by Home and Federated,
unite the production operations of the two companies, and efficiently ulili7e their
combined financial resources to acquire new lands and reserves.
The completion

of this restructuring phase coincided

with a gradual

improvement in the overall corporate environment of the Alberta petroleum industry.
In 1953, the extension of the Inter-Provincial Pipeline to Sarnia, Ontario and the
construction of the Trans-Mountain Pip1ine between Edmonton and Vancouver
considerably expanded the markets for Alberta's crude oil.

In response, the two

largest refiners of Alberta crude, Imperial Oil and the British American Oil Company

61 Financial

62Memo:

Post, 25 May, 1957, p. 46.

M. C. Govier to R.A. Brown Jr., 27 October, 1955.

Company Papers, Box 5, File 21.

Glenbow Archives, Home Oil
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Ltd., posted substantial increases in the purchase price paid per barrel of oil. 63 The
implications of this price increase were significant to the producing companies of the
province, as it brought prices up to the levels they had rested at in 1951, thereby
restoring the profits of many companies that had been lost due to the previous year's
market restrictions •64
This gradual improvement in economic conditions was accompanied by an
adjustment to the Provincial Government's land policy that released a substantial
amount of previously leased land into the marketplace through Crown Auction. The
timing of this policy shift was especially fortunate in light of the recent major
discoveries that had taken place at Pembina and Sturgeon Lake.

These events

provided asubstantial stimulus to the industry, sparking awave of exploration within
the foothills region southwest and northwest of Edmonton, and in the vicinity of
Sturgeon Lake in the Peace River country.

As the average success ratio began to

improve, the enhanced activity in these regions gradually spread to other areas. 65
This sudden burst of activity, together with the industry's growing interest in
lands in Central Alberta and South-Central Alberta, compelled the Home-Federated
group to enlarge Oilwell Operators' geological staff

-

doubling the number of senior

geologists from three to six. The team now consisted of achief exploration geologist,

Ojl in Canada, 30 March, 1953, p. 5.
64 011

in Canada, 3August, 1953, p. 3.

65 011

in Canada, 30 March, 1953, p. 5.
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three district geologists, and two weilsite geologists, plus additional administrative and
operational staff.

This expansion enabled the company to launch adetailed survey

of available lands throughout the province, 66 an important consideration, since any
changes in the Government's land policy regarding the enforcement of the default
clause or the farmout policies of the majors could have left the company in an
uncompetitive position.

If the company was to benefit from apolicy shift of this

type, it was essential that it be prepared with sufficient seismic and geological
information to properly evaluate the newly released properties. 67
These initial exploration studies proved invaluable to the company's operations
throughout 1953 and 1954.

Under the new joint operating agreement conducted

through Oilwell Operators, the two companies began expanding their operations well
beyond their traditional operating areas near Leduc and Turner Valley.

Alongside

several other companies, the Home-Federated organization achieved substantial
drilling success throughout this period, particularly within Central Alberta.

In

conjunction with Hudson's Bay Oil and Gas Ltd., Home-Federated was instrumental
in the discovery of the Hannattan-Westward Ho field near Sundre. During the same
period, the Home-Federated-Alminex team engaged in successful drilling efforts in
Pembina, Camrose, Erskine, Alhambra, Atlee, and Cremona. Despite delays caused

66 0i1we11

Operators Report: B. W. G. Gillespie to R.A. Brown Jr., 3December, 1954. Glenbow

Archives, Home Oil Company Papers, Box 0570.
67Memo:

R.M. Brown to R.A. Brown Jr., 19 August, 1952,

Company Papers, Box 5, File 23.

Glenbow Archives, Home Oil
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Table 3.1
Home Oil Company
Exploration and Development Wells
1953 1954
-

1953
Exp. Wells
Crude Oil
Gas Wells
Dry Holes
Drilling

1954

Dev. Wells

Exp. Wells

Dev. Wells

16
0
3
0

0
12
4
4

16
0
2
1

0
12
13
1

Source: Home Oil Company Annual Reports,
-

1953 & 1954.

by bad weather in 1954, Home Oil participated in the drilling of 39 wells during both

1953 and 1954 (Table 3.1).

The combined effect of these operations led to a

substantial increase in Home Oil's net reserves of oil and gas. 68
Under the new joint exploration program, the two companies increased their
revenues substantially and stabilized the strength of their operations through the
geographical expansion of their assets and operations. Since it was obvious, by this
point, that the net annual production from the Turner Valley field would continue to
decline, it was important that both companies establish significant production from
newer fields. 69

As aresult of its intensive exploration and development efforts in

Redwater, Leduc-Woodbend, and Pembina, by 1955, Home Oil was no longer

68Home

69Report

34.

Oil Company

-

Annual Reports 1952 to 1955.

on Federated Petroleums Ltd

-

1955, Glenbow Archives, Home Oil Papers, Box 7, File
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Table 3.2
Home Oil Company
Distribution of Production
1951

1952

1953

1954

1955

Turner Valley

631,407

578,775

472,190

400,356

743,428

Leduc-Woodbend

675,886

668,826

667,825

562,987

548,796

Redwater

142,794

216,324

421,372

454,987

529,109

36,762

176,262

22,126

101,987

Pembina

-

--

-

-

-

-

Erskine

-

-

4,815

Hannatlan-Ei/aon

-

Joarcam

-

-

13,695

Westward Ho
Staff/er
Central Alberta (Total)

...

66,748

-

-

-

109,133

-

-

689

-

123,834

---

---

---

---

---

-

-

-

13,695

-

-

66,748

-

-

113,948

-

-

145,960

116,004
30,533
9,151
258,364

Home Oil Company
Distribution of Production
as

'8

'5

02

00 2

III

IS 2

IS 4

IS S

Year
QM Turner Valley
Peonbina

Source: Home Oil Company

-

•

Lcduc-Woodbend M

M

Central Alberta

Redwater

Annual Reports, 1952 to 1955.

dependent on its Turner Valley production for a significant portion of its earnings
(Table 3.2).
The geographic expansion of Home Oil's production operations had been
accomplished, in part, through aseries of strategic internal manoeuvres. By obtaining
the services of a highly competent, efficient exploration staff, and accumulating
promising acreage, Brown had established the foundation for asuccessful exploration
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program. With the addition of new partnership groups and the retention of surplus
operating capital (previously paid Qut as dividends) he had been able to generate
enough funds from within the organization to support this ambitious venture.
Surprisingly, given his penchant for leverage, he had refrained from borrowing
heavily from his bankers throughout this period, preferring instead to use Federated's
growing income to pay down its outstanding debt (while leaving Home Oil virtually
debt-free). Instead, the impressive growth that had taken place at both companies had
taken place on the strength of the organization's internal resources.

Simplifying the corporate Structure

By 1955, the improvement in the reserve position and the overall financial
strength of the Federated organization enabled Brown to once again consider merging
the two companies and their subsidiaries into asingle corporate entity. Throughout
the past few years, the two companies had been gradually growing together through
the fusion of their exploration and production interests.

The fact that the two

companies were growing increasingly closer was afactor in their joint participation
in the construction of athree-storey office building to provide adequate facilities for
operating and administrative personnel. 7° Although the two corporations still retained

70Home

Oil Company

-

Annual Report, 1954,

p.

4.
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their individual identities, it was evident that management was beginning to run the
organization as asingle unit.
Not only was amerger now considered possible, it was becoming obvious that
some sort of reorganization was essential if the two companies were to continue to
operate efficiently.

As aresult of the numerous mergers and acquisitions that had

taken place over the course of the preceding decade, the existing corporate structure
of the Home-Federated organization was unusually complex and unwieldy. Although
the group's management was concentrated within the two largest companies, the
presence of alarge number of subsidiaries either wholly or partially owned by either
corporation created anumber of problems for the overall organization. Despite the
best efforts of the company's management to keep costs to a minimum, the
complicated structure added substantially to the costs of administration. In addition,
the presence of so many individual corporations within the group hindered
management's efforts to balance out exploration and development costs to gain the
maximum benefit from the current tax laws. 71
Finally, the intricate nature of the existing corporate structure tended to
obscure the impression that the typical investor received from acasual survey of the
company's management and operations.

Due to the presence of so many small

subsidiaries, this complex network of companies tended to create confusion amongst
investors and the general public,

71 Lehman

since it was difficult to obtain a proper

Brothers Report on Home-Federated, 18 July, 1955,

Company Papers, Box 13, File 82.

Glenbow Archives, Home Oil
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understanding of the group as awhole. The confusion thus created was manifested
in the relatively depressed price levels of the shares of the two companies.

The

reluctance of investors and analysts to undertake adetailed analysis of the group's
activities restricted management's efforts to aggressively pursue its corporate
strategies by limiting the organization's access to the capital markets. It was hoped
that aprogram of consolidation and corporate simplification would eventually raise
the company's share price to a level that would allow its management to raise
sufficient capital to continue to fund its future activities. 72
Brown began simplifying the group's structure early in 1954 by instructing
Home's comptroller, M.C. Govier, to wind up the various subsidiaries of Federated
Petroleums Ltd., Home Oil, and United Oils Ltd. (Table

3•3)•73

By this time, he

was particularly eager to wind up his activities in the Williston basin, an area in
which both companies had operated with limited success.

Several subsidiaries

operating in this region still remained within the Home-Federated organization.

In

addition to Hartco, the most important of these assets were held by Trans-Border Oils
Ltd. and its American subsidiary, the Williston Oil and Gas Company.

Both

companies had been unsuccessful in their exploration efforts and had since ceased to

72Lehman

Brothers Report on Home-Federated, 18 July, 1955.

Glenbow Archives, Home Oil

Company Papers, Box 13, File 82.
73Memo:

R.A. Brown Jr. to M. C. Govier, 10 June, 1954, Glenbow Archives, Home Oil

Company Papers, Box 5, File 20.
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Table 3.3

-

Home—Federated Organization

March, 1955.

-

United Oils Ltd.

Madison Oil Inc.
100%

T.V. Royalties
100%

Fede ated

Home Oil

Dulled 25.7%
Coastal 4.3%

UnH.d 7.8%
F.d.rot.d 25.4%

Oliwell
50%

Foothills
99.76%

Trans—Border
50%

Southwest
85.5%

Rosebud
100%

Deep Oils
40%

Williston
100%

Home Oil
25.4%

Crude Oils
46.1%

Highland

Riverside

Shores tOSS
Debentures 65.5%

Shores tOSS
D,b.otnr,s 80,7%

Coastal
98.4%

Federated
4.3%

Drill. & Prod.
32.9%

Norlhwell
50%

Robson
100%

Time
100%

Redwoter Devonian
Redwater Developments
Southstream
100%

United Assets
100%

Home of Canada
100%

Dual Dome
Valley Pete
Centre Valley
100%

I

Home Development
Home (Erazeau)
Home (Alberta)
100%

Hat-too
25%

Source: Memorandum: M. C. Govier to R.A. Brown, Jr., 10 March, 1955, Glenbow Archives,
Home Oil Company Papers, Box 5, File 20.

participate actively within the region. 74

Although Trans-Border still retained a

working interest in 23 producing wells scattered around Alberta, its American affiliate
was almost wholly without tangible assets. The only reason that it continued to exist
was that the company had accumulated sufficient tax advantages to make it marketable
to prospective buyers. 75

74Home

In either case, the costs associated with maintaining the

Oil Company, Annual Report

75Memo:

-

1955, p. 6 .

R.A. Brown Jr. to W.H. Atkinson, 10 February, 1954, Glenbow Archives, Home Oil

Company Papers, Box 5, File 20.
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current corporate structure made it imperative that these operations be dissolved or
incorporated into the new Home-Federated organization as soon as possible.
When Brown first began to consider restructuring his operations in 1954, he
once again began with the assumption that, regardless of the means used to achieve
this consolidation, the results obtained must ensure that he retained or improved upon
his original control position.

Brown's control over Home Oil was based on the

substantial block of that company's stock held by Federated Petroleums. In much the
same manner, Federated Petroleums was controlled by alarge block of shares held
by United Oils. As of February 1, 1955, Brown and his associates directly controlled
45 percent of United Oils, with an additional 15 percent held by aBrown family trust.
United Oils, in turn, controlled approximately 31 percent of Federated Petroleums.
In the event of amerger between Home and Federated, the direct exchange of shares
(made on the basis of one share of Home for two shares of Federated) would require
the issue of 1,829,106 shares of Home Oil to the shareholders of Federated
Petroleums, bringing the number of outstanding Home Oil shares to 3,587,160.
Following the merger, United Oils would own 750,886 shares of Home OR, afigure
approximately equal to 21 percent of that company. 76
It was therefore obvious that an alternative scheme would have to be devised,
since any dilution of Brown's control position was undesirable. His ultimate solution
was to divide Home Oil's stock into two separate issues of Class "A" and Class "B"

76Letter:

Alan H. Williamson to R.A. Brown Jr., 4February, 1955. Glenbow Archives, Home

Oil Company Papers, Box 7, File 34.
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shares. The Class "B" shares would retain all of the features of the existing shares,
including voting privileges, while the Class "A" shareholders, although entitled to
elect two directors to the board, would be unable to vote on other substantive issues.
In order to make this arrangement much more acceptable to the average shareholder,
Brown decided that the Class "A" shares would pay an annual cumulative dividend
of 25 cents per share. Although the possibility existed that this procedure could limit
the future financial flexibility of the company (since the dividend requirements would
consume substantial amounts of capital which might otherwise have been available for
operations) Brown was well aware of the importance that many investors placed on
this source of income. As an added incentive, those shareholders who opted to accept
Class "A" shares in exchange for their existing Home Oil shares would be entitled to
preferential treatment in the event of the liquidation of the assets of the company. In
this way, he offered the shareholder security and aconstant annual return, in place
of atangible say on the ongoing operations of the company . To keep the dividend
payments within the capacity of the company's resources, the number of Class "A"
shares was limited to 1,500,000.

77

When the merger finally took place on December 6, 1955, it was apparent that
the promise of aregular dividend was sufficient to entice many investors to elect to
accept the non-voting Class "A" shares.

In the process of recapitali7ation,

shareholders who had formerly held Home Oil's stock requested 1,134,847 Class "A"

77Lehman

Brothers, Report on Home Oil and Federated Petroleums, 18 July, 1955, Glenbow

Archives, Home Oil Company Papers, Box 13, File 82.
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shares, while those who had held shares in Federated Petroleum applied for 882,386,
atotal of 2,017,213 shares. Since the number of Class "A" shares was limited, the
distribution of shares was prorated, with Home shareholders receiving 843,873
shares, while shareholders of Federated were allotted 656,127.
requests were filled with Class "Bt" shares.

The remaining

After the completion of the share

exchange, the outstanding equity capitalization of the new Home Oil company
consisted of 1,500,000 Class "A" shares and 2,293,231 Class "B" shares •78
Since one of the major purposes of the merger was to improve Brown's control
position, it was already aforegone conclusion that he and his company, United Oils,
would elect to receive Class "B" shares.

As aresult of the exchange, United Oils

obtained 816,506 Class "B" shares, equivalent to 35.6 percent of the total amount of
shares outstanding. In addition, the conversion of the Home Oil shares held by three
Federated subsidiaries directly controlled by Brown
and Gas Company, and Southwest Petroleums Ltd.

-

-

Coastal Oils Ltd., Foothills Oil

gave him control of an additional

299,506 Class "B" shares or 13.1 percent of the total.

With the voting control of

these shares added to his personal holdings of 37,000 Home Oil Class "B" shares
(1.57 percent) he was finally able to gain control over the majority of Home Oil's
voting stock. 79

78Letter: W. H. Atkinson to the Canadian Stock Exchange (Montreal), 7December, 1955. Home
Oil Archives, Box 3237.

79Agreement

File 6, p.19.

between Home Oil Ltd. and Federated Petroleums, Home Oil Archives, Box 3974,
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Table 3.4

-

Home—Federated Organization

-

April, 1956.

United Oils Ltd.

Madison (U.S.)

Home Oil
35.6% "B"

Highland
100%

Home of
Canada (U.S.)

Cremona Pipelines
100%

Inactive
100%

100%

Southwest
85.97.

Deep - 40%
Crude - 48.1%

Hartco
25%

Rosebud (U.S)
100%

Independent P/L
Federated P/L
Horn. P/L
Home Dovol,
Home (Brazeau)
Home (Alto)
Trans—Border
507.

Wilileton (U.S.)
100%

Horthwell
50%

Dual Dome
Centre Volley
Valley Pete
Redwoler Devel.
Soulhstream
0iiwe11 Operators
United Assets
D & P (31.97.)

Foothills, Southw.st & Coastal hold 299,506
Shares of Home Class "0" (13.1%)

Source: Memorandum: M. C. Govier to R. A. Brown, Jr., 9Apr11, 1956, Glenbow Archives, Home
Oil Company Papers, Box 5, File 21.

Conclusion

The amalgamation of these two companies created one of Canada's largest
independent producing oil companies, with oil reserves in excess of 27 million barrels
and adaily production rate of approximately 6,700 barrels of oil. 8° This remarkable
growth was the result, in part, of a series of strategic managerial decisions.

By

60Letter: R. A. Brown, Jr. to the Canadian Bank of Commerce, 14 December, 1955. Home Oil
Archives, Box 3237.
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recognizing the early need for structural changes, Brown had ensured that the
administrative structure of the Home-Federated organization would not become so
complex as to hinder the organization's future development. Recognizing that growth
strategy by itself was insufficient to guarantee the organization's future success, he
had endeavoured to establish acomplementary strategy of structure. Through aseries
of strategic structural adjustments, he had been able to accomplish two important
goals:

the establishment of an efficient administrative structure fully capable of

dealing with the changing environment, and the extension and reinforcement of his
control position. As aresult, Home Oil was now in aposition to take full advantage
of any new opportunities that might emerge. In less than adecade, R.A. Brown, Jr.
had successfully established his reputation within the Canadian petroleum industry by
pursuing an ambitious

strategy of growth through merger,

acquisition,

and

consolidation. By simplifying the corporate structure (Table 3.4), and streamlining
its administration, he had now prepared the groundwork for the next major wave of
expansion.
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Conclusion

In 1955, the merger of Home Oil and Federated Petroleums created one of the
largest independent Canadian producers of oil and gas.

Despite its size and the

strength of its asset base and organization, the central core operations of the company
had changed very little over the course of the decade.

Although the company had

expanded considerably during this period, the growth of the organization had been
almost totally horizontal, as Brown and his senior managers concentrated the bulk of
their activities within the field of exploration and development.

Nevertheless, the

rapid growth of the company, and the success that its managers had been able to
achieve in carving out aniche within the Alberta petroleum industry, demonstrated
that such growth was possible. Although the dominant presence of the multinationals
had made it difficult to expand within the industry, opportunities still remained for
companies with an appropriate strategy and structure.
The direction that the company had elected to take was the product of avariety
of forces exerting pressure on the company during its formative period. Throughout
this growth period, acombination of environmental and administrative factors (Table
4.1) played a fundamental role in determining the eventual
business philosophy of the organization.

structure and central

Although the strategies that built the

company were largely stimulated by environmental conditions, the firm's responses
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Table 4.1
Influential Forces in the Alberta Petroleum Industry

to these stimuli were invariably selected by Brown and his senior managers. While
the economic environment set the stage, the final outcome was still the product of the
actors.
The external forces that affected the company emanated from several different
sources. Since it established the context in which the company was forced to operate,
the Alberta government played afundamental role in determining the direction that
the company would take, although its influence was largely indirect. By limiting the
amount of available land, the production rates of the company's operations, and the
company's capital base (mainly through its taxation policies) the government
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established the parameters of growth by limiting the company's annual revenues and
hindering its exploration efforts. On the other hand, by ensuring that each company
would be able to find amarket for at least aportion of its production, and by forcing
the multinationals to return one-half of their leases to the government for sale at
Crown auction, the government reserved a place within the Alberta petroleum
industry for the small independent producer.

Thus, the government established a

basis on which the Alberta oil industry could develop. The role of the independent
producer might never be asignificant one, but the opportunity to operate within the
industry would continue to exist.
In much the same way, the multinationals also played an indirect role in the
formation of the small independents. As aresult of their dominant role in all sectors
of the industry, these large integrated companies deterred all but the most determined
Canadian petroleum companies from participating in the capital intensive downstream
sectors of the industry. However, the multinationals also helped shape the role of the
small independent by providing a niche within their own operations in which an
aggressive, high-risk venture might prosper.

Within their exploration operations,

these companies were frequently reluctant to undertake high-risk exploration efforts
on lands they considered marginal. By assisting the small independents through Dry
Hole and Bottom Hole contributions, farmout arrangements, and joint ventures, the
majors often provided these companies with the additional capital they required to
remain in operation.
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Of equal significance to the small producer was the external influence
exercised by the capital markets and lending institutions.

Since oil and gas

exploration was an extremely risky business requiring extensive start-up capital, the
success of the small producer was directly connected to its ability to raise sufficient
operating capital to continue its operations.

Thus, those companies that were

ultimately successful were often those, such as Home Oil, that had fostered an
excellent working relationship with the leading Canadian banks and insurance
companies, and established astrong credit reputation in the capital markets.
Internally, the success of the company ultimately depended on its management
and its ability to correctly identify the available opportunities within the highly
competitive environment of the Alberta petroleum industry. R.A. Brown, Jr.'s initial
strategy of growth through merger and acquisition effectively established his company
as alarge producer of oil and gas within arelatively short time.

His subsequent

strategy of growth through intensive exploration was also appropriate, as it gained the
company significant reserves on which to base its subsequent activities. Finally, his
strategy of financing his operations either through retained earnings or through debt,
rather than equity, enabled him to maintain control, even while many other Canadian
independents were acquired by their more powerful competitors.
However, none of this would have been possible had Brown not also been
adept at restructuring his operations to complement his overall strategy. Without the
adjustments that were made to the organizational structure, it is doubtful that the
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company would have been able to effectively carry out its central strategies.
Motivated both from the standpoint of improved efficiency and communication, and
from Brown's desire to firmly establish his control through majority ownership, these
structural changes eventually supplied the Home-Federated organization with a
competent administrative structure and an effective operational staff.
Due to the relatively late development of the Alberta petroleum industry, the
history of independent Canadian oil companies has been substantially different from
that of their international counterparts.

In general, this difference has largely been

overlooked by many historians of the Alberta energy industry who have tended,
instead,. to focus their attentions on the relationship between government and industry.
Although the role played by various levels of government has often influenced the
strategic decisions made by the managers of these companies, their significance in
proportion to the internal forces at work at each of these companies has often been
overstated. This investigation of the strategic development of the Home Oil company
has helped to demonstrate the importance of these internal factors on the eventual
structure of an independent Canadian petroleum company.

Hopefully, the addition

of a number of similar studies will eventually make it possible to form a general
theory that will provide anew interpretation and explanation of the development of
the Alberta petroleum industry.
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