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Background 
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• Corridor presented to the Commission on August 12, 
2015 

• The presentation contained a discussion on royalty 
benefits and the current NB royalty system 

• Corridor stated that the NB royalty regime needs to be 
competitive with other jurisdictions to encourage 
investment 

• Corridor stressed that royalty revenues are only one 
component of total benefits received 



Fundamentals of a Royalty 
Regime 
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The province receives a fair share of the 
value of the resource 

and 

Investors can expect a competitive return on 
their investment 

 

• It is important to understand that investors risk losing 
their money while the Crown does not have such risk 



Opportunities in NB 
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• Current investment in the NB oil and gas industry is 
negligible 

• Existing production is small  

• However, New Brunswick has significant resource 
opportunities 

• Resource plays require significant up front capital 
investment in order to be assessed for economic 
development 

• Royalty regime must therefore be attractive to the 
industry for future appraisal of the resource to happen 

 



Stochastic Evaluation of a Potential 
Frederick Brook Development  
(with current royalty regime) 
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Marginal 
Economics 

- Crown 
share 

effects 
economic 
viability 

Sub-Economic 
 

- play not 
developed 

Robust Economics 

Note: Crown 
Value is for 

royalties only 

Investor NPV 
expectation is 
below zero but 

the play is 
viable 



The Problem With the Current 
Royalty Regime 

6 

• The current regime does not provide for a balanced 
expectation of revenue sharing as second tier rate 
increases to 25% BEFORE investors have earned a return 
(i.e. payout is not a satisfactory return) 

• If outcome is marginal economics, royalties need to be 
lower to keep investment going 

 In this case, the value to the Province is predominately non-
royalty income streams such as lease rentals, property taxes, 
sales taxes, personal and corporate income taxes 

• If outcome is robust, royalties can be higher 



Crown Share of Net Present 
Value (Royalties Only) 
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Current New Brunswick and 
Ideal Royalty Regimes 
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Slope of line 
recognizes that 

a return is 
required by 

investor 

Jump in royalties at payout 
does not encourage 
marginal projects to 

continue development 



Encouraging Investment 
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Many methods exist to encourage investment, for example: 

• Sliding scale royalties with a reasonable sharing of value over the 
range of potential results 

• A royalty regime that aligns the Crown with the need for the investor 
to make a return 

 Crown share to be low for project before payout 

 After payout the Crown share increases gradually as project 
becomes less economic 

 Crown share can be higher for projects with good returns 

 To be competitive, the return must be more than a recovery of 
cost 

• Royalty and tax credits that reduce economic hurdles and encourage 
investment 

 e.g. royalty credits, horizontal drilling credits, infrastructure 
credits etc.  



Recommendations 

10 

• Recognition that the current royalty regime does not 
meet the needs for development due to the jump to 25% 
at payout 

• The government must encourage investment in the oil 
and gas industry in order for there to be any investment 

• Investors require a reasonable expectation of a 
competitive return 

• For marginal projects, the Crown maximizes its overall 
value by keeping investment ongoing, which requires 
lower royalty rates 


