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Warren Walsh, Senior Geologist Geothermal Energy  

Electricity Policy and Regulation Branch  

Electricity and Alternative Energy Division BC Ministry of Energy and Mines  

P.O. Box 9314 Stn Prov Govt  

Victoria, BC, V9W 9N1 

 

July 16, 2018 

 

Re:  Support and Comments on the Proposed Geothermal Royalty Policy  

 

Dear Mr. Walsh, 

 

The Canadian Geothermal Energy Association (CanGEA) represents several organizations and a number 

of individuals. Our members are working to bring geothermal projects on-line throughout Canada, in a 

variety of geologic settings in both geothermal power and geothermal heat. Thus, our members working on 

projects in British Columbia will be directly and materially affected by the final decision on geothermal 

royalties. For this reason, CanGEA is submitting these comments. 

 

Our members recognize that MEMPR has an obligation to create implementing royalty regulations to meet 

the requirements of the Geothermal Resources Act (1996).  In so doing MEMPR must develop a system 

that will cover both electricity and heat. It is also important to achieve parity with other renewable energy 

systems that have royalty obligations and to construct a system that does not create an unreasonable 

financial barrier to development. 

 

It is clear from the “Intentions Paper: Geothermal Royalty Policy Proposal” (IPGRPP) that the goals 

MEMPR must meet conflict in some ways, and that compromises among those goals are required.   

 

CanGEA has provided the following feedback to the three points at the end of the IPGRPP.   

 

 

Q1.  The proposed royalty rate and impact of the royalty holiday. 

 CanGEA’s members strongly support the 10-year royalty holiday. The royalty holiday would be best 

implemented following the final day of project construction and day 1 of facility power/heat 

generation. Geothermal power and heat projects are very capital intensive, have high exploration and 

development risk, and carry fairly high discount rates for NPV calculations. Thus, the proposed 10-

year holiday results in a meaningful improvement to the NPV of a project, and hence to its very 

chance of being built at all. 

 

 CanGEA’s members recommend that the royalty rate be reduced from 3% to 1%.  There are two 

reasons for this recommendation.   

 

First, while the discussion in the IPGRPP suggests that this creates parity with BC’s wind royalty, it 

unfortunately results in the government’s royalty structure providing a large financial incentive to 

wind energy over geothermal energy on a $/MWh basis. Wind energy at $40/MWh or less contract 

prices is common for good wind resources. The corresponding 3% royalty rate produces a 

$1.20/MWh royalty.   
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Since geothermal is more expensive power, due to many factors, it is not uncommon for power prices 

to be much higher, often in the neighbourhood of $100/MWh. At the proposed 3% royalty rate, this 

results in a $3.00/MWh royalty, which is 2.5 times larger ($1.80 more than) the royalty of the wind 

projects, and clearly does not achieve parity between wind and geothermal. 

 

In fact, the majority of resources that will be developed will not be the high quality (high temperature) 

resources of California, US Federal lands, or Kenya, all of which have very large high-temperature 

resources. For BC to see significant development of either geothermal power or geothermal heat, 

many lower quality resources (low and moderate temperature) will have to be developed. Parity with 

the approach developed for wind resources would suggest that lower quality resources are granted 

lower royalties of 1%. Since the majority of geothermal resources will be lower-quality (lower 

temperature), the royalty rate should be 1%.  

 

This royalty review is of great importance, not only to those directly developing geothermal 

power and heat, but also those outside of the energy sector. The Canada West Foundation, an 

independent, non-partisan public policy think tank that focuses on the policies that shape the 

West, and by extension, Canada, has contributed this example for this submission: 

 

The rational for aligning the geothermal royalty rate with the high end of the wind participation rent 

is also flawed. The wind participation rent operates on a sliding scale based on the wind facility’s 

capacity factor with higher capacity factor facilities being subject to a higher rate. The underlying 

reason for this sliding scale is that higher capacity factor wind facilities are driven by higher quality 

wind resources. Therefore, a higher rent is warranted for access to a higher quality resources under 

the assumption that these facilities will be more capable of paying a higher rent.  

 

While it is true that most geothermal facilities will have capacity factors much greater than wind 

facilities, it does not follow that these geothermal resources should be considered “high quality.” The 

capacity factor for high-quality and low-quality geothermal resources will be greater than the typical 

wind facility. The biggest difference between high- and low-quality geothermal resources will be the 

cost to access those resources. For this reason, it does not make sense to apply the 3% rate to all 

geothermal facilities in British Columbia since capacity factor does not necessarily correlate with 

resource quality like it does for wind facilities. 

 

 

Q2.  If the inclined royalty rate is preferable, please indicate why this would be a better option to 

meet the objectives outlined.  

  

 CanGEA’s members agree that the flat royalty rate is preferred. 

 

Q3.  Are there any additional considerations the Province should consider.  

  

 CanGEA’s members would prefer a single royalty rate for all geothermal projects, rather than one 

rate for the limited number of high-temperature resources and another rate for low-temperature 

resources. This is for multiple reasons, including: The time and effort it will take to make and agree 
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on the temperature and resource quality distinctions is considerable; and, parity with wind energy can 

be achieved by the simple adoption of a 1% royalty. Furthermore, geothermal power and heat projects 

should be subject to royalties on either heat or electricity generation; not both. Due diligence must be 

taken to ensure that projects are not being penalized with double royalty payments for both heat and 

electricity (Tax on tax).   

 

It is also worth noting that higher capital costs for integrated geothermal power and heat plants (that 

also create jobs and/or provide ancillary services to the grid that lower system costs for all grid-users) 

may lead to higher power prices, and result in higher royalties to the BC government. 

 

In summary, CanGEA’s members: 

1) Acknowledge and support that The Geothermal Resources Act (1996) requires a royalty on all 

geothermal energy sold. 

2) Geothermal projects producing both heat and electricity for distribution, should pay royalties for either 

heat or electricity. Geothermal projects should not be taxed twice for a single project (Tax on tax).  

3) Agree with MEMPR’s proposal for a 10-year royalty holiday on geothermal energy. 

4) Recommend revising the 3% royalty rate to 1% to achieve parity with wind energy on both a $/MWh 

basis, and because 1% is the rate used for lower quality energy resources. 

 

Thank you for the opportunity to review and comment on this policy. 

 

 

Sincerely, 

 

 

Canadian Geothermal Energy Association        Canada West Foundation 

 

  
_______________________________                       __________________________________ 

 

Kayla Wilson-Layton                                   Nick Martin 

Policy Analyst            Policy Analyst 

 

 

Petroleum Services Association of Canada 

 

 
  
_______________________________  

 

Tom Whalen 

President  

 


