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OFFSHORE OIL AND NATURAL GAS
PRIORITIES TO ENABLE A STRONG
ECONOMIC RECOVERY
CAPP’S NEWFOUNDLAND AND
LABRADOR ENERGY PLATFORM

EXECUTIVE SUMMARY:
The Canadian Association of Petroleum Producers (CAPP) has developed its
Newfoundland and Labrador Energy Platform to provide industry perspectives
on the role of the offshore oil and natural gas industry in the province’s economic
recovery. The purpose of this document is to outline key regulatory and policy issues
that will enable offshore industry sustainability and growth for the consideration of all
registered parties and candidates in the 2021 Newfoundland and Labrador election.

Specifically, action is required by the future government in three key areas:

ADDRESSING SHORT-TERM CHALLENGES CAUSED BY COVID-19 AND
MARKET CONDITIONS TO SUPPORT INDUSTRY SUSTAINABILITY
• Finalize and implement short-term programs developed during the
pandemic to incent activity and get people back to work.
• Consider the findings of the Oil and Gas Recovery Task Force and implement
any recommendations that will improve competitiveness.
• Provide flexibility to licence holders.

IMPLEMENTING COMPETITIVE FISCAL AND ECONOMIC
POLICIES TO ENCOURAGE DEVELOPMENT AND ATTRACT
ADDITIONAL INVESTMENT
• Expand on fiscal incentives to encourage exploration.
• Advocate for federal tax reform to put the Newfoundland and Labrador offshore
on a level playing field with other resource sectors in Atlantic Canada.
• Revisit the Generic Offshore Oil Royalty Regime.
• Advocate for the elimination of unnecessary costs to offshore projects, including:
- The United Nations Convention on the Law of the Sea (UNCLOS) Article 82
payments (for projects beyond 200 nautical miles) to ensure this cost is not
passed on to industry; and
- The elimination of duties on specialized global vessels used in the offshore.

IMPROVING APPROVAL TIMELINES AND ACHIEVING EFFICIENCY AND
CONSISTENCY IN REGULATORY PROCESSES
• Achieve a performance-based regulatory environment through modern
regulation and guidance.
• Enable automation and digitization to support the ability to manage projects
remotely through onshore control centres.
• Ensure the new Regional Assessment process has competitive timelines for
project approvals.
• Improve the ease of approving a drilling rig and/or vessel to be operational for
work in the Newfoundland and Labrador offshore through acceptance of
international standards, expediting Certificate of Fitness requirements and
outlining a clear process and timeline for rig intake.
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EXECUTIVE SUMMARY CONT’D

The offshore industry is critical to Newfoundland and Labrador’s economic future.
The province has an opportunity to provide its responsibly produced oil and natural
gas resources to the world to help meet growing energy demand, while advancing
its interests in lower carbon energy and clean technology. But doing so requires
collaboration to overcome current challenges and regain industry momentum.
Addressing short-term challenges, implementing competitive policies and achieving
efficient regulatory processes will encourage activity and improve the province’s
ability to compete internationally for investment. This will result in continued revenues
for the provincial government and create employment and opportunity for local
businesses, supporting a strong economic recovery in Newfoundland and Labrador.

1: THE OFFSHORE INDUSTRY’S ROLE IN
NEWFOUNDLAND AND LABRADOR’S
ECONOMIC RECOVERY
Like jurisdictions around the world, Newfoundland and Labrador faced
unprecedented challenges in 2020 due to COVID-19. The pandemic has been
devastating from a public health perspective globally; it has also severely impacted
economies around the world. With vaccine roll-out continuing the focus is shifting
to economic recovery. The offshore oil and natural gas industry can help support a
strong and sustainable economic recovery in Newfoundland and Labrador.

Global demand for oil and natural gas grew continuously for 20 years prior to the
pandemic. As economies re-open, oil and natural gas demand is expected to grow,
and long-term demand will be sustained due to population growth and rising
standards of living. Oil and natural gas are essential not only to post-pandemic
recovery but also to human progress and quality of life. From fuels for heating,
cooking and transportation to making everyday items like contact lenses, and
personal protective gear, oil and natural gas underpin virtually every aspect of
the economy.

The Newfoundland and Labrador offshore offers enormous potential for future
investment and development. Capitalizing on this potential will require collaboration
to overcome the current challenges facing the industry and to foster growth through
competitive policies and regulations. With its geological prospectivity and ability to
produce energy safely and responsibly, the province has an opportunity to help meet
energy demand for decades, if it can overcome current challenges.

The continued development and production of Newfoundland and Labrador’s
offshore resources will generate significant revenues for government and employ
thousands of Newfoundlanders and Labradorians. It will also create spin-off benefits
for other sectors, including hospitality, real estate and small business.
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The offshore industry is also central to advancing Newfoundland and Labrador’s
leadership in clean energy growth, technology and innovation and will be integral
to economic diversification and the transition to clean energy sources. The industry
is a significant investor in research, development and new technologies, and there
is opportunity to progress clean technology solutions on future oil and natural gas
projects in the province. With its commitment to domestic emission reductions —
and to driving global emission reductions by continuing to export lower-carbon
oil to meet global energy demand — the offshore industry will be a catalyst for
Newfoundland and Labrador’s low carbon economy.

2: CAPITALIZING ON THE
OPPORTUNITY
Capitalizing on the opportunity to support economic recovery through industry
growth requires competitive policies and regulations to ensure Newfoundland and
Labrador can compete with other offshore investment opportunities. It will also
require any future provincial government to advocate for and demonstrate their
support of safe, environmentally responsible offshore oil and natural gas development
in Newfoundland and Labrador.

SPECIFICALLY, ACTION IS REQUIRED IN THREE KEY AREAS:
• Addressing short-term challenges to support industry sustainability.
• Implementing competitive fiscal and economic policies to encourage development
and attract additional investment.
• Improving timelines and achieving efficiency and consistency in
regulatory processes.

Provincial political parties must be champions for the industry and continue to
advocate for industry sustainability and growth. CAPP challenges all provincial
political parties to support the oil and natural gas industry by committing to
provincial policy solutions, and advocating for federal policy solutions that
recognize the important role the industry plays in Newfoundland and Labrador’s
economic recovery.

Offshore Newfoundland and Labrador is jointly managed by the governments of
Newfoundland and Labrador and Canada. As such, while this document is provincially
focused, some of the actions outlined below require federal government attention.
CAPP has been, and will continue to, work with the federal government to urge them
to address impediments to investment.

“Provincial political
parties must be
champions for
the industry and
continue to
advocate for
industry
sustainability
and growth.”
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2.1: ADDRESSING SHORT-TERM
CHALLENGES TO SUPPORT INDUSTRY
SUSTAINABILITY
The pandemic and market conditions in 2020 led to stalled projects, halted drilling
activity and delayed exploration in Newfoundland and Labrador, resulting in
approximately 5,000 layoffs in the province. During the same period, several offshore
producing jurisdictions developed short-term relief programs to attract investment
during the pandemic.

CAPP and its members in the Newfoundland and Labrador offshore engaged with
provincial and federal government representatives throughout 2020 to bring forward
solutions to address industry challenges. Others impacted by the offshore industry
were also engaged in discussions with government, including the supply and service
sector and the broader business community. This work resulted in some short and
longer-term actions being taken to support workers and the industry. Key changes to
policies impacting the offshore in 2020 included:
• The introduction of a new provincial offshore exploration initiative that allows all
future bid deposit forfeitures to be reinvested in exploration activity and changes
to allowable expenditure criteria.
• The implementation of an accelerated bid deposit write-down program to
encourage early work on licences.
• The announcement of $320 million in federal funding to the province, to support
capital investments and operational enhancements related to emissions reduction
and to support job creation in offshore oil and natural gas.
• $75 million in federal funding earmarked for research and development, and
investment to support efforts to reduce emissions and/or enhance spill prevention
and response.

CAPP supports the actions outlined above as a first step to address some of the
challenges offshore operators are facing. CAPP encourages the future Newfoundland
and Labrador government to work with industry to finalize the details related to any
outstanding programs to ensure they will achieve their desired intent and can and will
be accessed industry. It is also imperative that the future government work diligently
to create the right conditions to enable future oil and natural gas development
projects to advance.
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Also during 2020, the Newfoundland and Labrador Oil and Gas Recovery Task
Force was created, specifically focused on short-term actions that can be taken to
support the industry’s recovery and to position the industry for success to support
the province’s recovery overall. The Task Force held consultations with the supply and
service sector, producers, explorers and others, and also looked to other jurisdictions
for learnings and best practices. CAPP is eagerly awaiting the Task Force’s report
and encourages the future Newfoundland and Labrador government to implement
recommendations stemming from this work that would bring additional investment
to the province.

CAPP also encourages any future government to provide flexibility to licence
holders in the Newfoundland and Labrador offshore to help encourage work on
these licences. Delays in exploration programs and other offshore activity caused by
COVID-19 has eroded licence tenure, leaving companies with less time to complete
work on their licences and putting future programs at risk. Providing flexibility based
on these challenges could mean the difference between a company moving forward
with a proposed drilling program or relinquishing its licence and investing its funds
elsewhere. Specifically, CAPP recommends providing a two-year extension to Period
1 for current exploration licence holders to account for delays and challenges due to
COVID-19.

RECOMMENDATIONS:
• Finalize and implement short-term programs developed during the pandemic to
incent activity and get people back to work.
• Consider the findings of the Oil and Gas Recovery Task Force and implement any
recommendations that will improve competitiveness as quickly as possible in 2021.
• Provide flexibility to licence holders.

2.2: IMPLEMENTING COMPETITIVE
FISCAL AND ECONOMIC POLICIES TO
ENCOURAGE DEVELOPMENT AND
ATTRACT ADDITIONAL INVESTMENT
It is imperative that all provincial political parties focus on fiscal policy to increase
exploration and improve project economics.

The Newfoundland and Labrador offshore is vastly underexplored. Exploration
levels had been low in the years preceding the pandemic and that trend is expected
to continue in the next few years. Many global jurisdictions have made changes
to their fiscal regimes in recent years to increase exploration levels and encourage
development. Given that Newfoundland and Labrador is a high-cost high-geologicalrisk place to explore, CAPP encourages all provincial political parties to consider fiscal
incentives as a means of boosting exploration levels. The province announced a new
exploration credit program in 2020 as part of its short-term response to COVID-19.
CAPP encourages the future government to build on this program, incorporating
feedback from operators on how to make the program more effective in supporting
increased exploration.
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Actions can also be taken both federally and provincially to enhance fiscal
competitiveness for development projects. Federally, this can be achieved through
tax reform and reducing unnecessary costs. Provincially, the future government
should consider developing a clear and consistent policy related to the acceptance of
unsuccessful exploration costs as pre-development costs to reduce financial risk, and
considering other changes to make the regime more competitive.

Newfoundland and Labrador is competing globally for investment. While industry
considers many factors when deciding where to invest, the fiscal framework is a key
component of investment decisions. The future provincial government must ensure its
value proposition for oil and natural gas activity can compete globally with shorterterm projects offering faster return on investment.

RECOMMENDATIONS:
Work to increase exploration levels and improve project economics in order to enable
new developments by:
• Expanding on fiscal incentives to encourage exploration.

“ Newfoundland
and Labrador
is competing
globally for
investment. The
fiscal framework
is a key
component
of investment
decisions.”

• Advocating for federal tax reform through immediate deductibility or reinstatement
of the Atlantic Investment Tax Credit to put the Newfoundland and Labrador
offshore on a level playing field with other resource sectors in Atlantic Canada.
• Revisiting the Generic Offshore Oil Royalty Regime and analyzing its
competitiveness on a full cycle basis (including exploration risk) and how the regime
is applied to project lands (including tie-back projects, for example, as part of the
same royalty regime as current projects to encourage development).
• Advocating for the elimination of unnecessary federal costs to offshore
projects, including:
- UNCLOS Article 82 payments (for projects beyond 200 nautical miles) to ensure
this cost is not passed on to industry.
- Eliminate duties on specialized global vessels used in the offshore.
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2.3: IMPROVING TIMELINES AND
ACHIEVING EFFICIENCY AND
CONSISTENCY IN REGULATORY
PROCESSES
One of the key challenges of operating in Newfoundland and Labrador is lengthy
timelines from exploration to production. While the offshore industry has a robust
regulatory regime that prioritizes environmental protection and health and safety,
processes could be shorter and more efficient without compromising performance.

THE FOLLOWING ARE KEY ISSUES RELATED TO
REGULATORY EFFICIENCY:
• While the completion of the Regional Assessment for Eastern Newfoundland and
Labrador through the Impact Assessment Act was welcomed by the industry, the
new process has yet to be tested. It is critical that exploration projects experience
shorter timeframes for regulatory approval than in the past.

• Outdated and prescriptive requirements in regulations and guidance has added
costs, delayed activity and, in some cases, prevented industry from adopting new
technologies and global best practices. A federal-provincial effort is underway to
modernize offshore regulations but has been delayed significantly. CAPP strongly
supports this effort and urges political parties to continue advocating for the
completion of this transition to a more performance-based regulatory regime,
through regulation and guidance, in a timely way. It is also critical that the new
regime results in consistency in direction and interpretation of regulations.

• Digitization and automation are key to improving efficiency and enhancing
safety and environmental performance in the offshore, including the reduction of
greenhouse gas (GHG) emissions. The regulatory environment must encourage and
enable the development and implementation of technologies to support industry
sustainability.

• The approval process for bringing a drilling rig or other vessel to the Newfoundland
and Labrador offshore is lengthy. International standards for oil and natural gas
equipment are not always accepted in the province, requiring specific modifications
to rigs and vessels for work in this area. While some modifications are reasonable
and expected — particularly those relating to specific environmental challenges in
the region — those that do not result in enhanced safety or environmental
standards should be reconsidered. There is also a lack of clarity around the specifics
of the process of readying a rig or vessel to meeting requirements for operation in
the offshore area.

“ Processes
could be
shorter and
more efficient
without
compromising
performance.”
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RECOMMENDATIONS
• Improve regulatory effectiveness offshore Newfoundland and Labrador by
transitioning to performance-based regulations and guidance.
• Enable automation and digitization to support the ability to manage projects
remotely through onshore control centres.
• Ensure the new Regional Assessment process has competitive timelines for
project approvals.
• Improve the ease of approving a drilling rig and/or vessel to be operational for work
in the Newfoundland and Labrador offshore by:
- Considering the acceptance of international standards for oil and natural
gas equipment.
- Expediting Certificate of Fitness requirements if a rig has met international
standards and/or previously worked in the region.
- Outlining a clear process and timeline for rig intake.

3: A COMPETITIVE OFFSHORE OIL
AND NATURAL GAS INDUSTRY IN
NEWFOUNDLAND AND LABRADOR
WILL SUPPORT ECONOMIC RECOVERY
Newfoundland and Labrador’s offshore sector is critical to the province’s economic
future. The industry generates significant benefits for Newfoundlanders and
Labradorians and has a substantial impact on the province’s economy.

DIRECT BENEFITS FROM NEWFOUNDLAND AND LABRADOR’S OIL
AND NATURAL GAS INDUSTRY:
• Directly employs about 5,000 people and up to 20,000 more indirectly.
• Supports hundreds of supply/service companies.
• Accounts for 20% of GDP, 13% of labour compensation and 10% of employment in
Newfoundland and Labrador from 2010 to 2017.
• Cumulative expenditures in Newfoundland and Labrador from 1995 to 2019 totalled
more than $50 billion.
• Cumulative royalties paid to the Government of Newfoundland and Labrador from
1998 to 2019 totalled more than $23 billion.
• Accounts for approximately $600 million in expenditures on research and
development and education and training in the province.
Source: CAPP, Statistics Canada, Government of Newfoundland and Labrador
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According to the Government of Newfoundland and Labrador, more than $61 billion
in gross domestic product (GDP) could be lost by 2038 due to cancellations, deferrals
and suspensions of offshore activity and projects. The future government must work
with industry to regain momentum and get projects moving forward. It must also
create the right conditions for future growth.

CAPP recognizes it also has an important role to play in building and growing
industry, beyond simply advocating for competitive policies. Companies operating
and exploring offshore must produce resources safely and responsibly, while
continuing to enhance offshore safety and environmental protection, and working
to reduce emissions. CAPP is committed to the safe and responsible development
of Newfoundland and Labrador’s offshore resources and, along with its offshore
producing members, has established a vision to make the region the safest and
most sustainable offshore producing region in the world. Read more about this
commitment.

With its high standards for safety and environmental performance, and technological
expertise to be an energy supplier of choice, Newfoundland and Labrador can play
a key role in meeting energy demand, reducing net global GHG emissions, and
developing world-leading environmental technology and expertise — while creating
employment and economic growth, and generating revenues to help address issues
of provincial debt, unemployment and social program funding.

If the offshore industry recovers, Newfoundland and Labrador recovers.

“ More than $61
billion in gross
domestic
product (GDP)
could be lost
by 2038 due
to cancellations,
deferrals and
suspensions of
offshore activity
and projects.”
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LEARN MORE
Go to AtlanticCanadaOffshore.ca to find more information on Newfoundland and
Labrador’s oil and natural gas Industry.

CAPP’s Newfoundland and Labrador Energy Platform is to inform all
Newfoundlanders and Labradorians of the concerns and vision of the oil and
natural gas business in a manner that is non-partisan. The business of energy
is the business of every government of Newfoundland and Labrador regardless
of its political persuasion. CAPP does not support or oppose any particular
registered party or candidate.
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