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securities. The securities being offered hereby have not been and will not be registered under the United States Securities Act of 1933, as amended, and,
subject to certain exceptions, may not be offered or sold in the United States. See ‘‘Plan of Distribution’’.
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BRITISH COLUMBIA FERRY SERVICES INC.
$250,000,000

5.74% Senior Secured Bonds, Series 04-1, due May 27, 2014

The 5.74% Senior Secured Bonds, Series 04-1 (the ‘‘Series 04-1 Bonds’’) being offered hereby are being issued by British Columbia
Ferry Services Inc. (‘‘BC Ferries’’) pursuant to BC Ferries’ Capital Markets Platform. The net proceeds from the sale of the
Series 04-1 Bonds will be used primarily to repay a portion of the indebtedness which is owing by BC Ferries to the Province of
British Columbia (the ‘‘Province’’) and to fund reserves required in connection with the Series 04-1 Bonds. Interest on the
Series 04-1 Bonds will be payable semi-annually on May 27 and November 27 of each year until maturity, commencing
November 27, 2004. The Series 04-1 Bonds will generally rank pari passu with all present and future indebtedness of BC Ferries
secured pursuant to the Indenture, including bonds or other debt instruments issued, and bank indebtedness outstanding, at the
time of the completion of the offering or in the future. See ‘‘Capital Markets Platform’’.

The interest rate, offering price and redemption features of the Series 04-1 Bonds have been determined by negotiation between
BC Ferries and the Underwriters.

See ‘‘Risk Factors’’ for a discussion of certain factors which should be considered by prospective purchasers of the Series 04-1 Bonds.
There is no market through which the Series 04-1 Bonds may be sold and purchasers may not be able to resell Series 04-1 Bonds
purchased under this prospectus.

In the opinion of counsel, the Series 04-1 Bonds will, when issued, qualify for investment under certain statutes as set forth under
‘‘Eligibility for Investment’’.

Price: 99.947% per Series 04-1 Bond

Underwriters’ Net Proceeds to
Price to Public Fee BC Ferries(1)

Per $1,000 principal amount of Series 04-1 Bonds . . . . . . . . . . . . . . . $999.47 $7.50 $991.97
Total offering . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $249,867,500 $1,875,000 $247,992,500

(1) Before deducting expenses of the offering payable by BC Ferries estimated at approximately $1,200,000 which, together with the Underwriters’
fee, will be paid by BC Ferries out of the proceeds of the offering.

The effective yield to maturity on the Series 04-1 Bonds is 5.747% per annum.

CIBC World Markets Inc., BMO Nesbitt Burns Inc., RBC Dominion Securities Inc. and TD Securites Inc. (collectively, the
‘‘Underwriters’’), as principals, conditionally offer the Series 04-1 Bonds, subject to prior sale, if, as and when issued by BC Ferries
and accepted by the Underwriters in accordance with the conditions contained in the underwriting agreement referred to under
‘‘Plan of Distribution’’ and subject to the approval of all legal matters on behalf of BC Ferries by McCarthy T́etrault LLP and on
behalf of the Underwriters by Farris, Vaughan, Wills & Murphy. CIBC World Markets Inc., BMO Nesbitt Burns Inc.,
RBC Dominion Securities Inc. and TD Securites Inc. are affiliates of Canadian chartered banks which have agreed to make certain
credit facilities available to BC Ferries. See ‘‘Capital Markets Platform — Credit Facility’’. Accordingly, BC Ferries may be
considered to be a ‘‘connected issuer’’ of CIBC World Markets Inc., BMO Nesbitt Burns Inc., RBC Dominion Securities Inc. and
TD Securities Inc. within the meaning of applicable Canadian securities legislation. See ‘‘Plan of Distribution’’.

The Underwriters may over-allot or effect transactions which stabilize or maintain the market price of the Series 04-1 Bonds at
levels other than those which otherwise might prevail on the open market. See ‘‘Plan of Distribution’’.

Subscriptions for the Series 04-1 Bonds will be received subject to rejection or allotment in whole or in part and the Underwriters
reserve the right to close the subscription books at any time without notice. It is expected that the Series 04-1 Bonds will be ready
for delivery in book-entry form only through the facilities of The Canadian Depository for Securities Limited in Vancouver on the
closing, which is expected to occur on or about May 27, 2004, but not later than June 25, 2004.



• Customer focused marine
transportation system;

• One of the largest ferry

operators in the world;

• 44 year operating history;

and

• Regulated to ensure

financial stability.
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PROSPECTUS SUMMARY

The following is a summary only and is qualified in its entirety by, and should be read in conjunction with, the
more detailed information and financial and operating data appearing elsewhere in this prospectus. All references to
dollars in this prospectus are to Canadian dollars unless otherwise indicated.

BC Ferries

BC Ferries operates a large and complex coastal ferry transportation system that provides vehicle and
passenger transportation and related services in the coastal waters of British Columbia pursuant to a long term
services contract with the Province. It is one of the largest ferry operators in the world based on passengers
transported annually and based on transportation infrastructure. During the 2003/04 fiscal year, BC Ferries
carried 21.4 million passengers and 8.3 million vehicles, generating $533.7 million in revenue. The ferry service
provided by BC Ferries is an integral part of British Columbia’s coastal transportation system and has been
designated by the Province as an essential service for purposes of the Labour Relations Code (British Columbia),
necessary for the protection of the health, safety and welfare of the residents of British Columbia.

BC Ferries provides frequent year-round ferry transportation services on 25 routes, supported by 35 vessels
and 47 terminals, connecting ports of call throughout coastal British Columbia, including connections between
the Lower Mainland of British Columbia (encompassing Greater Vancouver and surrounding areas) and
Vancouver Island. BC Ferries also manages nine other remote routes through contracts with eight independent
operators. BC Ferries’ service area stretches along the coast of British Columbia from Prince Rupert in the north
to Victoria in the south with routes classified in three categories: Major Routes, Northern Routes and Other
Routes. Approximately 76% of BC Ferries’ revenue from tolls, catering and other sources (excluding revenues
from government, interest income and income from subsidiaries) in the 2003/04 fiscal year was generated on its
Major Routes.

While BC Ferries’ core business is the provision of ferry transportation services, it also operates significant
ancillary businesses in connection with its transportation services, including food and beverage services,
reservation services, retail gift shops, vending machines and parking facilities.

BC Ferries was formerly called British Columbia Ferry Corporation. It was converted from a Crown
corporation owned by the Province into an independent company under the Company Act (British Columbia) on
April 2, 2003. The single voting common share of BC Ferries is held by the B.C. Ferry Authority (the ‘‘BCFA’’), a
non-share capital corporation established under the Coastal Ferry Act (British Columbia). The Board of
Directors of BC Ferries is appointed by the BCFA. The Province owns cumulative preferred shares of
BC Ferries in the amount of $75.5 million and a debenture for $427.7 million issued by BC Ferries, but has no
voting interest in either the BCFA or BC Ferries. See ‘‘British Columbia Ferry Services Inc.’’

The Province enacted the Coastal Ferry Act on April 1, 2003. Under the Coastal Ferry Act, the office of the
British Columbia Ferries Commissioner (the ‘‘Commissioner’’) was created. The Commissioner regulates price
caps for designated ferry route groups, the reduction of service, discontinuance of routes and certain other
matters. The Coastal Ferry Act requires the Commissioner to undertake regulation in accordance with several
principles, including placing priority on the financial sustainability of ferry operators, encouraging ferry
operators to adopt a commercial approach to ferry service delivery and moving over time to a greater reliance
on a user pay system.

BC Ferries has entered into two key contracts relating to its provision of ferry services:

• the Coastal Ferry Services Contract with the Province, which has a term of 60 years commencing April 1,
2003 and which sets out the core ferry transportation services that BC Ferries must provide and the
service fees payable by the Province for such services. These service fees include ferry transportation fees,
social program reimbursements and unregulated route fees. See ‘‘Coastal Ferry Services Contract —
Service Fees’’; and

• the Master Agreement with the Province, through its Crown corporation the BC Transportation
Financing Authority (‘‘BCTFA’’), pursuant to which BC Ferries has leased ferry terminal properties from
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BCTFA under prepaid leases for a 60 year term commencing April 1, 2003 and has been granted
exclusive rights and obligations to use and develop those properties.

BC Ferries’ large existing fleet of vessels and terminal infrastructure provide the company a significant
competitive advantage. In order to maintain this competitive advantage and to provide sufficient capacity in the
future, BC Ferries plans to embark on a major capital improvement program. Over the next decade, BC Ferries
has planned capital expenditures of approximately $1.9 billion. Approximately 75% of these planned
expenditures are related to new vessel acquisition, vessel upgrades and component replacement, with the
balance allocated to terminals and other projects. These capital expenditures are expected to be funded
approximately equally by internal cash flow generation and borrowings. See ‘‘Capital Markets Platform’’.

As an important transportation service, BC Ferries enjoys a very strong core demand. The requirement for
commerce and social interaction between the large populations living and working on Vancouver Island and in
Greater Vancouver and surrounding areas, and the popularity of both of these locations as tourist destinations,
are the foundation for the demand for coastal transportation services. Over the past 16 years, passenger traffic
on BC Ferries’ system has grown 25.6%, due largely to the growth in population of Greater Vancouver and
Vancouver Island over the same period. BC Ferries has carried over 20 million passengers and 7.5 million
vehicles in each of the past five fiscal years ending with the 2003/04 fiscal year. During this five year period,
vehicle traffic has grown at a compound annual growth rate of 1.2% per annum while passenger traffic has been
relatively flat. Revenues have steadily increased, supported by growth in provincial contributions, at a compound
annual growth rate of approximately 6.0%.

Improvement in the British Columbia economy, increasing personal disposable income and population
growth in key markets are expected to contribute to further growth in ferry traffic in the near term. Toll increases
beyond the anticipated rate of inflation are expected to moderate that growth but contribute to profitability.

See ‘‘Business of BC Ferries’’.
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BRITISH COLUMBIA FERRY SERVICES INC.

Incorporation and Corporate Structure

The Province first commenced operation of a vehicle and passenger ferry service between Vancouver and
Vancouver Island in 1960. In 1977, a Crown corporation called British Columbia Ferry Corporation (‘‘BCFC’’)
was established to assume the operation of that service. On April 2, 2003, BCFC was converted into an
independent company under the Company Act (British Columbia) and renamed British Columbia Ferry
Services Inc.

Voting ownership of BC Ferries is held by the BCFA, a non-share capital corporation established under the
Coastal Ferry Act. The BCFA holds the single voting common share in BC Ferries and appoints BC Ferries’
Board of Directors. The BCFA has its own Board of Directors composed of nine directors, of whom two are
appointed by the Province pursuant to the Coastal Ferry Act. The Province owns 75,477 non-voting 8%
cumulative preferred shares of BC Ferries (each with a par value of $1,000) and a secured debenture in the
principal amount of $427.7 million issued by BC Ferries, but has no voting interest in either the BCFA or
BC Ferries. The preferred shares owned by the Province are convertible into common shares of BC Ferries on a
one-for-one basis, at the election of the holder of the preferred shares, if the one voting common share owned by
the BCFA is at any time sold, transferred or otherwise disposed of. See ‘‘Share and Loan Capital’’. In addition,
the Province, through the BCTFA, owns the land and structures comprising most of the terminals operated by
BC Ferries, but leased them to BC Ferries for a 60 year term commencing on April 1, 2003.

Deas Pacific Marine Inc. (‘‘DPMI’’), a wholly owned subsidiary of BC Ferries, was incorporated on June 17,
2003 under the Company Act (British Columbia) to conduct a portion of BC Ferries’ maintenance and refit
operations. BC Ferries has two other wholly owned subsidiaries, Catamaran Ferries International Inc. which is
an inactive company expected to be wound up within the next 12 months, and Pacific Marine Leasing Inc. which
is an inactive company formed for the purpose of acquiring and leasing capital assets to BC Ferries or third party
operators under contract to BC Ferries.

The following diagram illustrates BC Ferries’ corporate and ownership structure:

B.C. Ferry Authority

British Columbia Ferry Services Inc.

Deas Pacific Marine Inc.Catamaran Ferries
International Inc.

Pacific Marine Leasing Inc.

Province of British Columbia
100%

(1 Voting
Common Share)

75,477 Non-Voting 8%
 Cumulative Preferred Shares

100%

100%

100%

The principal business address and registered office of BC Ferries is 1112 Fort Street, Victoria,
British Columbia, Canada V8V 4V2.

BC Ferries has received an advance income tax ruling from CRA that it is a ‘‘tax exempt corporation’’ for
purposes of the Income Tax Act (Canada) (the ‘‘Tax Act’’). BC Ferries has also received a non-binding opinion
from CRA that proposed amendments to the Tax Act will not affect BC Ferries’ tax-exempt status.
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History and Development

BC Ferries and its predecessors have operated a ferry system on the British Columbia coast since the 1960s.
Throughout the period from the 1960s to the 1990s, the Province expanded its operations through acquisitions of
other ferry operators, expansion of routes and construction and upgrade of vessels and terminals. BC Ferries is
now one of the largest ferry operators in the world based on passengers transported annually and based on
transportation infrastructure.

In the late 1990s, BC Ferries initiated a strategy to increase ancillary revenues by obtaining its first
corporate sponsors, AGFA Film and Coca Cola, and by entering into its first branded partnership by partnering
with White Spot restaurants to provide branded food services on several of its vessels.

On April 1, 2003, BC Ferries entered into the Coastal Ferry Services Contract with the Province for the
provision of ferry services and the Province brought into force the Coastal Ferry Act which established the
regulatory regime under which BC Ferries currently operates.

Strategy

BC Ferries intends to increase its annual operating income and enhance profitability by executing the
following strategies:

Implement comprehensive strategic plan. BC Ferries has adopted a strategic plan with the following
objectives:

• ensure a safe, secure and environmentally responsible marine transportation system;

• promote a company-wide commitment to customer service;

• foster a highly motivated, committed and flexible workforce;

• establish pro-active and constructive relationships with community and government;

• respond to and develop market demand to increase revenue; and

• maximize shareholder value.

The strategic plan also establishes short and long term performance targets for each of the objectives. The
strategic plan is intended to be reviewed annually and updated every three to five years to address new
opportunities and challenges.

Increase revenues. BC Ferries has three primary revenue sources — ferry tolls, ancillary/retail revenues
and service fees from the Province. With average annual tolls capped and the majority of service fees fixed,
BC Ferries can increase revenue by increasing traffic levels and expanding ancillary/retail revenues, both
on-board vessels and at the terminals. BC Ferries plans to increase traffic and revenue by incorporating demand
management techniques such as variable pricing (peak/off-peak pricing) and expanded reservations. Joint
marketing initiatives with tour operators and tourism associations will be explored with a view to increasing
traffic and revenue from new markets. In addition, BC Ferries is continuing to evaluate strategic business
opportunities and partnerships for new food service and retail products to increase choice and quality, with
resulting increases in ancillary revenue.

Reduce costs. BC Ferries is obligated under the Coastal Ferry Act to seek additional or alternative service
providers to provide ferry services on its designated routes, under contract, franchise agreement or otherwise, in
an effort to reduce the costs of providing those services. BC Ferries’ objective will be to foster efficiencies
through competitive processes and performance targeting. Further savings are expected to result from ongoing
cost reduction initiatives. Specifically, BC Ferries’ capital expenditure plan is expected to reduce operating costs
by replacing disproportionately aged assets, thereby reducing maintenance costs while enhancing capacity and
reliability and providing new revenue opportunities.

Alternative service delivery. A significant change reflected in the new model for ferry services is the
transformation of BC Ferries from that of the sole provider of services to that of service integrator. The Coastal
Ferry Act states that ferry operators are to be encouraged to seek additional or alternative service providers on
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designated ferry routes through fair and open competitive processes. As a service integrator, BC Ferries is
obligated to test the market in an effort to reduce the costs of providing those services. BC Ferries’ future
success lies in its ability to provide safe and reliable service that is commercially focused and competitive. Costs
relative to third party service providers will be a key consideration in assessing alternative service delivery
options.

BUSINESS OF BC FERRIES

Overview

BC Ferries operates a large and complex coastal ferry transportation system that provides vehicle and
passenger transportation and related services in the coastal waters of British Columbia. It is one of the largest
ferry operators in the world based on passengers transported annually and based on transportation
infrastructure. During the 2003/04 fiscal year, BC Ferries carried 21.4 million passengers and 8.3 million vehicles,
generating $533.7 million in revenue, including federal and provincial subsidies.

BC Ferries provides frequent year-round ferry transportation services on 25 routes, supported by 35 vessels
and 47 terminals, connecting ports of call throughout coastal British Columbia, including connections between
the Lower Mainland and Vancouver Island. BC Ferries also manages nine other remote routes through contracts
with eight independent operators. BC Ferries transports an average of 58,500 passengers and 22,700 vehicles on
more than 500 sailings per day.

While BC Ferries’ core business is the provision of ferry transportation services, it also operates significant
ancillary businesses in connection with its transportation services, including food and beverage services,
reservation services, retail gift shops, vending machines and parking facilities.

Regulatory Environment

BC Ferries is regulated under the Coastal Ferry Act, which provides for the restructuring of BCFC, the
creation of the BCFA, the contracting by the Province for the operation of ferries on specified routes, the
establishment of the new ferry system and the office of the independent Commissioner and the regulation of
ferry operators on an ongoing basis through the office of the Commissioner.

The Coastal Ferry Act requires the Commissioner to regulate operators providing core ferry services
pursuant to service contracts with the Province. BC Ferries is currently the only ferry operator regulated under
the Coastal Ferry Act. The Coastal Ferry Act requires the Commissioner to undertake regulation in accordance
with certain principles, including placing priority on the financial sustainability of ferry operators. The
Commissioner is not authorized to regulate ferry operators in relation to ancillary services (for example, catering
and retail concessions, reservations and parking).

In regulating BC Ferries under the Coastal Ferry Act, the Commissioner is primarily responsible for:

• regulating tariffs that may be charged for core ferry services by setting caps on the average tolls charged
for each route group identified in the Coastal Ferry Services Contract for each performance term after
the first performance term;

• authorizing extraordinary price cap increases in relation to a route group in certain extraordinary
circumstances, including the deployment of a new vessel, an extraordinary increase in the price of any
non-controllable input (such as fuel), an unanticipated and extraordinary change in traffic levels or the
introduction of any new regulation that imposes an unexpected and significant additional cost burden;

• authorizing the reduction of service on a designated route below the core ferry services required for that
route if the Commissioner is of the opinion that it is for a temporary period and for an extraordinary
situation; and

• authorizing the discontinuance of service on a designated route.

In assessing an application by BC Ferries for authorization relating to setting price caps, extraordinary price cap
increases and the discontinuance of service, the Commissioner must consider principles specific to each type of
authorization as set out in the Coastal Ferry Act.
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Under the Coastal Ferry Act, BC Ferries must not, except as permitted by the Coastal Ferry Services
Contract, reduce service on a designated route below the core ferry services required for that route unless
BC Ferries first obtains the authorization of the Commissioner. BC Ferries has the freedom to set individual
tolls within each route group, provided the average toll does not exceed the capped level. This will assist
BC Ferries in maximizing revenues by utilizing innovative pricing strategies to optimize traffic volumes and ferry
utilization (for example, by seasonal or time of day fare differences).

See ‘‘Regulation’’ for a more detailed summary of the Coastal Ferry Act.

Major Contracts

Coastal Ferry Services Contract

The Coastal Ferry Act authorizes the Province to enter into contracts for the operation of ferries on
specified ferry routes. BC Ferries entered into the Coastal Ferry Services Contract with the Province on April 1,
2003 relating to the provision of ferry services for a 60 year term. Among other things, the contract establishes
the routes to be operated, the service levels to be met by BC Ferries (subject to an allowance for short term or
temporary service disruptions) and the service fees to be paid by the Province for the provision of such services,
and provides for certain provincial social program reimbursements.

Performance Terms

The first performance term under the Coastal Ferry Services Contract is the five year period from
April 1, 2003 to March 31, 2008. Each subsequent performance term will be four years.

Core Service Levels

For the first two years of the first performance term of the Coastal Ferry Services Contract, the core service
levels for each designated route are the number of trips and number of hours during which home port
departures occur, as specified in the 2002/03 published schedule for that route. Core service levels for the last
three years of the first performance term allow for more scheduling flexibility, as long as adequate capacity is
provided to carry the previous year’s traffic and the required total annual round trips are provided. Core service
levels in relation to a designated ferry route may not be adjusted before April 1, 2005, but may be adjusted after
that date by mutual agreement between the Province and BC Ferries if such adjustments result in improved
schedules, customer service or operational efficiency. Core service levels are required to be reviewed and may be
adjusted for each subsequent performance term. The Coastal Ferry Services Contract also permits core service
levels to be adjusted by mutual agreement upon deployment of a new vessel which enhances capacity on a
designated route.

Service Fees

The Coastal Ferry Services Contract requires the Province to pay service fees to BC Ferries for the
provision of services. These fees consist of ferry transportation fees for Other Routes and Northern Routes,
social program reimbursement payments and unregulated route fees. These fees are estimated to total
approximately $106 million per annum for the first performance term. Service fees are required to be reviewed
and may be altered for subsequent performance terms. The Coastal Ferry Services Contract also provides that
the Province will continue to make available to BC Ferries the proceeds of a federal subsidy pursuant to the
Canada / British Columbia Coastal Ferry Subsidy Agreement dated April 18, 1977. The subsidy agreement is
terminable only by the joint agreement of the Province and the Government of Canada. For the 2003/04 fiscal
year this federal subsidy was $24.0 million.

Renewal of Term

The Coastal Ferry Services Contract is renewable for an additional 60 year term if mutually agreed. If the
Province elects not to contract with BC Ferries for the provision of ferry services on a designated route after
the expiry of the initial 60 year term of the Coastal Ferry Services Contract, BC Ferries has the right to require
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the Province to purchase surplus vessels that were used on that route for net book value, subject to certain
conditions.

Vessel Purchase Options

If a vessel becomes surplus to BC Ferries’ requirements as a result of a route discontinuance authorized by
the Commissioner, BC Ferries has an option to require the Province to purchase that surplus vessel for net book
value, provided that BC Ferries has used all reasonable commercial efforts to redeploy the surplus vessel. The
Province has an option to purchase a vessel (free and clear of all liens) for net book value if the vessel is no
longer needed and BC Ferries wishes to dispose of it. Subject to the terms of the Acknowledgement Agreement,
the Province also has the option to purchase each of the vessels owned or leased by BC Ferries and used to
provide services under the Coastal Ferry Services Contract upon the occurrence of an event of default under the
Coastal Ferry Services Contract by BC Ferries.

Other

The Coastal Ferry Services Contract also contains other provisions dealing with public accountability,
indemnities, insurance and remedies for default.

See ‘‘Coastal Ferry Services Contract’’ for a more detailed summary of the Coastal Ferry Services Contract.

Master Agreement and Terminal Leases

BC Ferries and the BCTFA entered into a Master Agreement effective March 31, 2003 as a part of the
restructuring of BC Ferries. This agreement acknowledges the transfer of ownership of 43 terminals from
BC Ferries to the BCTFA pursuant to the Coastal Ferry Act. As consideration for the transfer, the BCTFA
issued a $330.6 million promissory note to BC Ferries. In addition, BCTFA leased the terminals to BC Ferries
pursuant to individual 60 year net leases (the ‘‘Terminal Leases’’), commencing April 1, 2003. Under the
Terminal Leases, control of the 43 terminals has been transferred to BC Ferries and BC Ferries has
responsibility for maintaining, developing and managing the terminals at its cost. BC Ferries will retain
ownership of any leasehold improvements until termination. BC Ferries has pre-paid the lease payments under
the Terminal Leases for the full 60 year term by surrendering the promissory note issued to it by the BCTFA.

If BC Ferries fails to meet its obligations under a Terminal Lease, or upon an event of default under the
Coastal Ferry Services Contract by BC Ferries, the BCTFA may at its option re-enter and take possession of the
ferry terminal properties (including leasehold improvements) and at its option terminate the lease, subject to the
terms of the Acknowledgement Agreement. In addition, BC Ferries has a right to terminate a Terminal Lease in
certain circumstances where BC Ferries has been authorized by the Commissioner to discontinue a route.

See ‘‘Terminal Leases’’ for a more detailed summary of the Master Agreement and the Terminal Leases.

Demand

The economic and demographic environment of coastal British Columbia provides strong demand for
coastal transportation services. The requirement for commerce and social interaction between the large
populations living and working on Vancouver Island and in Greater Vancouver and the surrounding areas, and
the popularity of both of those locations as tourist destinations, are the foundation for the demand for coastal
transportation services.

According to BC Stats, the central statistical agency of the Province, British Columbia’s population was
approximately 4.1 million in 2003, and is expected to grow 32% by 2030, reaching a population of 5.4 million.
Population growth is expected to be driven largely by migration into the Province. According to BC Stats, the
Lower Mainland and Victoria are expected to benefit disproportionately due to their greater employment
prospects as metropolitan centres.

According to Tourism British Columbia, the confluence of major events that occurred during 2003,
including the onset of the Iraq war, the appearance of SARS and the impact of severe forest fires in the British
Columbia interior, led to the largest decline in visitor volume since 1987. Tourism British Columbia anticipates
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that these events will have a diminished impact on visitor volume during 2004 and onwards. Approximately
1.4 million overseas travelers (down 11% from the previous year) and 4.9 million visitors from the United States
(down 7.7% from the previous year) visited British Columbia in 2003. The remaining 15.5 million visitors in 2003
(down 3.0% from the previous year) were visitors from other parts of Canada or visitors from within British
Columbia making overnight visits to other points in British Columbia. The decrease in visitors led to overall
tourism revenue and visitor volume declining by 4.2% and 3.2%, respectively, in 2003. Tourism creates seasonal
demand for ferry services, with ridership increasing during the summer months. The majority of tourists on
BC Ferries’ routes use the Major and Northern Routes. The following chart shows tourism visits to
British Columbia and resulting revenue for the six year period ended December 31, 2003:
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BC Tourism Revenue and Visitor Volume

Other key variables that affect demand for ferry services in British Columbia are real disposable income,
the level of commercial and industrial activity in coastal British Columbia and toll levels. Improvement in the
British Columbia economy, increasing disposable income resulting in part from reduced personal taxation and
population growth in key markets are expected to contribute to growth in ferry traffic in the near term. Toll
increases beyond the rate of inflation are expected to moderate that growth but contribute to profitability.

Price Elasticity of Demand

As an important transportation service, BC Ferries enjoys a strong core demand. Changes to toll levels
impact the level of demand as customers react to price changes. BC Ferries conducts ongoing market research
into the sensitivity of customers to price changes, expressed in terms of price elasticity of demand.

A comprehensive study of elasticity of demand for BC Ferries was conducted in 1998. The results are
calibrated each year in internal forecasting models. In 2003, BC Ferries commissioned a follow-up study by
Transportation Economics & Management System, Inc. to evaluate the accuracy of the price elasticity of
demand on its Major Routes. The study confirmed the results of the 1998 study with respect to the Major
Routes.

Demand on Northern and Other Routes is relatively more inelastic (less sensitive to price changes) than
demand on Major Routes because those customers make a much higher proportion of non-discretionary trips
(for commuting and shopping for example) and there are fewer alternatives for travel to and from the
communities served by those routes.
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The following table shows the estimated elasticities and changes to toll revenue for real toll increases of
10% on BC Ferries’ routes.

Northern and
Major Routes(1) Other Routes(1)

Elasticity — ‘‘In Vehicle’’ Trips �0.70 �0.25

Elasticity — ‘‘On Foot’’ Trips �0.48 �0.19

Toll Revenue Impact in Following 12 Months(2) �6.3% �8.7%

(1) Price elasticity measures the responsiveness of travelers to changes in toll levels. Since demand typically decreases as toll levels increase,
the ratio is negative. For example, a ratio of �0.70 illustrates that a real toll increase of 10% would result in a 7% decrease in demand.

(2) Revenue impacts assume an ‘‘across-the-board’’ toll increase. Anticipates a delay in customer response to toll increases. Additional
revenue impact will occur over time.

Recent market research indicates that the application of appropriate price optimization measures, including
peak/off-peak pricing, and revenue yield analysis would permit BC Ferries to realize greater revenue increases
than indicated above. BC Ferries now has the ability to price in this manner.

Service Area

BC Ferries’ service area stretches from Prince Rupert in northern British Columbia to Victoria in southern
British Columbia, with routes classified by BC Ferries in three categories:

Major Routes. The Major Routes connect Vancouver Island to the Lower Mainland of British Columbia
through BC Ferries’ five major terminals: Tsawwassen, Swartz Bay, Horseshoe Bay, Duke Point and Departure
Bay. Approximately 76% of BC Ferries’ revenue (excluding revenues from government, interest income and
income from subsidiaries) for the 2003/04 fiscal year was generated on the Major Routes. The Province does not
pay ferry transportation service fees pursuant to the Coastal Ferry Services Contract in respect of the Major
Routes. Travel times on Major Routes generally vary between 90 and 120 minutes.

Northern Routes. The Northern Routes provide ferry service to the Province’s mid and north coast and the
Queen Charlotte Islands. Approximately 4% of BC Ferries’ revenue (excluding revenues from government,
interest income and income from subsidiaries) for the 2003/04 fiscal year was generated on the Northern Routes.
Northern Routes qualify for ferry transportation service fees from the Province pursuant to the Coastal Ferry
Services Contract. Travel times on Northern Routes are generally from seven to 21 hours.

Other Routes. The Other Routes consist primarily of routes that connect the Gulf Islands and several other
island or rural communities to either Vancouver Island or the Lower Mainland. Approximately 20% of
BC Ferries’ revenue (excluding revenues from government, interest income and income from subsidiaries) for
the 2003/04 fiscal year was generated on the Other Routes. These routes qualify for ferry transportation service
fees from the Province pursuant to the Coastal Ferry Services Contract. Travel times on the Other Routes
generally vary between 10 and 75 minutes, with the majority of crossing times between 20 and 50 minutes.

Eight independent operators provide ferry services to remote coastal communities on BC Ferries’ nine
contracted routes, which account for less than 1% of BC Ferries’ revenue.

Fleet

Description of Vessels

BC Ferries’ fleet consists of 35 vessels, including 33 vessels which it owns and two vessels, the Queen of
Surrey and the Queen of Oak Bay, which it operates under prepaid capital leases. BC Ferries will acquire, for
nominal consideration, title to these two vessels on January 1, 2006 and January 1, 2007, respectively. BC Ferries
also owns two other small vessels, the MV Nicola and the MV Garibaldi II, which it charters to third parties.
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As illustrated in the table below, BC Ferries’ 35 vessels differ significantly in terms of size, characteristics
and class. Vessel capacity ranges from 138 to 2,100 passengers and from 16 to 470 automobile equivalents. The
‘‘S’’ Class twin vessels, Spirit of British Columbia and Spirit of Vancouver Island, are the largest vessels operated
by BC Ferries.

Classes of Vessels Operated by BC Ferries
Number of AEQ Passenger and

Class Vessels Capacity Crew Capacity

‘‘S’’ Class 2 470 2,100

‘‘V’’ Class 3 338 - 376 1,656 - 1,708

‘‘C’’ Class 5 295 - 362 1,200 - 1,500

Burnaby Class 2 192 1,216

Cumberland Class 2 85 - 127 462

Century Class 1 100 600

Northern Vessels 3 80 - 115 400 - 700

Other (Vehicle Capacity greater than 125) 2 138 - 286 950 - 1,340

Other (Vehicle Capacity 51 to 125) 5 70 330 - 400

Other (Vehicle Capacity 0 to 50) 9 16 - 50 138 - 400

(1) The MV Nimpkish (16 AEQ capacity) is not currently operating as part of the BC Ferries’ fleet on a day-to-day basis and is not
included above.

Maintenance

BC Ferries has implemented a comprehensive asset management strategy to ensure that the lifecycle and
related costs of its assets, including vessels, are monitored and analyzed on an ongoing basis. All vessels are
maintained to the standards regulated by Transport Canada, classification societies and other regulatory
agencies. BC Ferries utilizes an internally developed vessel condition assessment program as a means of
ensuring that all vessels are in service for their expected useful life. This program provides for proactive
measures relating to maintenance planning, refit strategies and capital upgrades. The program requires all
vessels to undergo condition surveys as well as regular inspections at specified intervals. Condition surveys
identify repairs and maintenance necessary to meet the standards of all regulatory agencies and to ensure the
vessels are in service for their expected useful life. Condition surveys are conducted when vessels reach 10 and
27 years of age and involve a general examination of the vessel. More comprehensive condition surveys are
conducted when vessels reach 18 and 36 years of age and involve a detailed examination, including hull thickness
testing and a comprehensive survey of overall vessel condition.

BC Ferries utilizes internal and external sources for its running and refit maintenance program. Generally,
25% of all maintenance is performed by on-board crew, 30% is performed by DPMI and 45% is provided under
contract by third parties.

DPMI currently focuses on providing planned and emergency maintenance and repair services for
BC Ferries. However, BC Ferries intends for DPMI to compete with other ship repair facilities and attract new
customers for ship repair work and shipbuilding. DPMI’s facility is located on the Fraser River in Richmond,
British Columbia. The facility has six berths and utilizes a work force of approximately 190 people.

Condition of Vessels

The median age of BC Ferries’ fleet is 32 years. The weighted average age of BC Ferries’ vessels based on
AEQ capacity is 27 years for BC Ferries’ total fleet and 26 years for its vessels operating on Major Routes. Most
of the vessels (30 of 35) are in the second half of their expected lives. All of BC Ferries’ vessels are maintained to
high standards.
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Fleet Replacement Plan

Over the past ten years, BC Ferries has made few significant capital expenditures for vessel replacement
other than in connection with three PacifiCat catamaran high speed ferries.

In 1994, the government of the day in British Columbia announced a ten year capital plan for BC Ferries
which included the construction of the three PacifiCat high speed ferries through a wholly-owned subsidiary.
The stated intention of the construction program was to foster and revitalize the ship building industry in
British Columbia. The government’s intention was to deploy the high speed ferries on BCFC’s route between
Horseshoe Bay and Departure Bay. In March 2000, based upon an independent inquiry and customer
assessments, BCFC and the government determined that the high speed ferries were not economical and not
appropriate for BCFC’s routes. The three vessels were disposed of in 2003 resulting in a loss of $53.1 million on
disposal of the high speed ferries and related ancillary equipment. Provisions for write-downs to management’s
best estimated value of the high speed ferries were made as follows: $40 million in 2002, $240 million in 2000
and $48 million in 1999. Costs to store, secure and otherwise maintain the high speed ferries were expensed as
incurred.

Significant capital expenditures are required over the next ten years to upgrade and replace vessels within
the fleet. BC Ferries’ new vessel procurement strategy is designed to provide a rational framework for vessel
replacement decisions and implementation of vessel acquisitions. Key provisions in this strategy include:

• acquiring established and proven design, engineering and construction technology;

• worldwide sourcing based on best life cycle costs and values for major expenditures;

• achieving internal economies associated with standardization;

• maximizing negotiating leverage by bundling appropriate projects into large purchase units (for example,
multiple vessel acquisition); and

• ensuring vessels are built to maximize revenues.

Over the past several years, BC Ferries has completed condition assessments and detailed surveys on many
of its older vessels. Although BC Ferries’ vessels are maintained to high standards, BC Ferries has concluded
that construction of new vessels to replace its oldest vessels (‘‘V’’ Class vessels) serving the Major Routes should
commence within the next 12 months. All three of the current ‘‘V’’ Class vessels are expected to be retired from
regular service by no later than 2009/10 fiscal year. The replacement of the ‘‘S’’ and ‘‘C’’ Class vessels, also
serving the Major Routes, is anticipated to commence in the 2018/19 fiscal year, with the last ‘‘S’’ Class vessel
anticipated to be retired in the 2044/45 fiscal year. In addition to the replacement of the three ‘‘V’’ Class vessels,
four other vessels are expected to be retired before the end of the 2009/10 fiscal year, three of which serve the
Northern Routes.

Terminals

Description of Terminals

BC Ferries operates its routes from five major and 42 minor terminals. BC Ferries has exclusive use and
control of the five major terminals and 38 of the minor terminals for a 60 year term from April 1, 2003 pursuant
to the Master Agreement and the Terminal Leases. BC Ferries also uses, but does not own, four minor
(northern) terminals.

The five major terminals are Tsawwassen and Horseshoe Bay in Greater Vancouver, and Swartz Bay, Duke
Point and Departure Bay on Vancouver Island. In the 2003/04 fiscal year, the five major terminals accounted for
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63% and 58% of BC Ferries’ passenger and vehicle traffic, respectively. The following table provides summary
information in respect of each of the major terminals:

Major Ferry Terminals
Holding Short Term Long Term
Capacity Parking Parking

Major Terminals Location (Cars) (Cars) (Cars) Docks

Tsawwassen Delta 2,000 240 1,100 5

Swartz Bay North Saanich 820 199 608 5

Horseshoe Bay West Vancouver 1,265 140 466 3

Duke Point Nanaimo 1,000 80 200 1

Departure Bay Nanaimo 900 70 220 3

Of the 42 minor terminals, the Langdale terminal on the Sunshine Coast is the largest, serving
approximately 12% of total minor terminal vehicle traffic and approximately 6% of total vehicle traffic in the
2003/04 fiscal year.

The terminals leased by BC Ferries are its key strategic assets. The need for terminal facilities would be a
significant entry barrier for competitors. See ‘‘— Competition’’.

Maintenance

All marine and shore structures at BC Ferries’ terminals are subject to regular condition surveys. BC Ferries
engages maritime consultants to conduct detailed condition surveys at each terminal every seven years on a
staggered basis. In addition to the inspection of marine and shore structures, condition surveys also audit the
effectiveness of maintenance and testing programs for equipment used at each terminal. In the 2002/03 fiscal
year, condition surveys were conducted at the Swartz Bay and the Tsawwassen terminals. These surveys
concluded that both these major terminals are in excellent condition. Condition surveys are currently scheduled
for Horseshoe Bay, Departure Bay and Duke Point in the 2004/05 fiscal year.

At regular intervals between condition surveys, BC Ferries performs general inspections of equipment and
structures at each terminal.

In December 2003, BC Ferries entered into a memorandum of understanding with SNC-Lavalin Inc. to
implement a terminal asset management program. The purpose of the program is to review and improve the
management of maintenance and construction at all 47 terminals, and to create a new business unit that will be
responsible for the overall management of maintenance and new construction for all terminal facilities.

Terminal Development Plan

Master plans are being developed for the Tsawwassen, Swartz Bay and Duke Point terminals outlining
terminal development and revenue enhancement opportunities. A general plan is intended to be developed for
the minor terminals. Significant upgrades were recently completed at Horseshoe Bay and Departure Bay
terminals. These upgrades generally meet BC Ferries’ current requirements at Horseshoe Bay; however, further
development at Departure Bay is expected. Significant capital expenditures will be required over the next
decade to develop and upgrade BC Ferries’ terminals. The Tsawwassen and Swartz Bay terminals are currently
undergoing passenger facility upgrades. In addition to facility upgrades, over $25 million is expected to be spent
on the replacement of marine structures at Tsawwassen over the next two years.

Capital Expenditure Plan

Following under-investment for many years, BC Ferries plans to embark on a major capital improvement
program. Over the next decade, BC Ferries has planned capital expenditures of approximately $1.9 billion.
Approximately 75% of these planned expenditures are related to new vessel acquisition, vessel upgrades and
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component replacement, with the balance allocated to terminals and other projects (systems and other
improvements). These capital expenditures are expected to be funded approximately equally by internal cash
flow generation and borrowings.

BC Ferries plans to adopt a prudent and conservative approach in managing its capital plan, including:

• pre-approval by the Commissioner of major expenditures related to regulated services;

• appropriate construction contracts for major expenditures (for example, fixed price contracts);

• phased vessel replacement based on financial capacity and need;

• purchasing proven vessel technology from reputable contractors; and

• worldwide sourcing based on best life cycle costs and value for major expenditures.

Traffic Volumes

Since the introduction of ferry service in the 1960s, BC Ferries and its predecessors have grown passenger
and vehicle volumes significantly through the introduction of new routes and service improvements. Over the
past 16 years, passenger traffic on BC Ferries has grown 25.6%, due largely to the growth in population of
Greater Vancouver and Vancouver Island. Traffic volume has been over 20 million passengers and 7.5 million
vehicles in each of the past five fiscal years ending with the 2003/04 fiscal year. During this five year period,
vehicle traffic has grown at a compound annual growth rate of 1.2% per annum while passenger traffic has been
relatively constant. In the 2003/04 fiscal year, as a result of SARS and the war in Iraq, vehicle traffic and
passenger traffic decreased by 0.4% and 1.2%, respectively, from the previous fiscal year. The following charts
depict vehicle and passenger traffic over the past five fiscal years:
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In the 2003/04 fiscal year:

• vehicle traffic on Major Routes decreased by 1.2% and increased on Other Routes by 0.4%, while vehicle
traffic on Northern Routes fell by 0.7%;

• the Major Routes accounted for 51% of total passengers (approximately 80% of passengers on Major
Routes were vehicle passengers) and 47% of total automobile equivalent traffic; and

• the Major Routes accounted for 76% of revenues (excluding revenues from government, interest income
and income from subsidiaries).

The route between Swartz Bay and Tsawwassen, which is included in the Major Routes, is the largest of
BC Ferries’ routes in terms of both traffic and revenue. In fiscal 2003/04, this route carried approximately 23%
of BC Ferries’ vehicle traffic and approximately 28% of passenger traffic and generated approximately 30% of
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total revenue. The following table depicts the percentage of total traffic and revenue by route group for the
2003/04 fiscal year:

Percentage of Total Traffic and Revenue by Route Group for the 2003/04 Fiscal Year
% of Total Traffic % of Total Traffic

Route Group (Passenger) (Vehicle) % of Total Revenue(1)

Major Routes 50.7% 44.5% 75.9%

Northern Routes 0.5% 0.4% 3.7%

Other Routes 48.8% 55.1% 20.4%

(1) Revenue data for 12 months ended March 31, 2004 (excluding payments under Federal Provincial Subsidy Agreement, motor fuel tax
subsidy, interest income and income from subsidiaries). Revenues include tolls, catering and other income attributable to routes.

Customers

Based on customer surveys conducted by BC Ferries in 2002, approximately 77% of all trips on BC Ferries
are for non-business purposes.

On the Major Routes, approximately 37% of passengers reside in the Lower Mainland and approximately
42% of passengers reside on Vancouver Island. On these routes, 23% of trips are for business purposes. Based
on the 2002 customer survey results, 17% of customers traveling on Major Routes report having made 20 or
more trips annually.

In contrast, based on the 2002 customer survey results, 37% of trips made on the Other Routes are made
for business purposes. This is attributable to the higher proportion of remote ports of call serviced by the Other
Routes, where there are few alternatives for travel and where more people are required to travel for work. Other
Routes have a very high level of repeat travel. Based on the 2002 customer survey results, 52% of customers on
Other Routes reported having made 20 or more trips annually.

The Northern Routes, with their higher proportion of leisure travellers, are used 82% of the time for
non-business purposes.

Capacity Utilization

Seasonality

Demand for ferry travel is seasonal, with higher levels of demand in the summer months. Seasonality is
relatively consistent year to year.
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Average Capacity Utilization

In the 2003/04 fiscal year, BC Ferries carried 21.4 million passengers and 8.3 million vehicles. Seasonality
results in much higher levels of capacity utilization in the summer months. On an annual basis, BC Ferries’
average AEQ capacity utilization has been relatively consistent. Over the past five fiscal years, AEQ capacity
utilization has been approximately 65% to 70% for Major Routes, 45% to 50% for Northern Routes and 40% to
45% for Other Routes.

Ancillary Services

In addition to ferry transportation, BC Ferries has a number of ancillary business segments: concessions
(food and beverage and retail), parking, reservations and other sales. Ancillary businesses are not regulated
under the Coastal Ferry Act or the Coastal Ferry Services Contract, and accounted for approximately 15% of
total revenues for the 2003/04 fiscal year. Ancillary revenues are, however, taken into account by the
Commissioner in establishing price caps. The graph below depicts BC Ferries’ ancillary revenues over the past
five fiscal years, broken down between revenues from concessions, reservations and other ancillary services:
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Concessions

BC Ferries operates a total of 46 food and beverage outlets on 19 vessels and in four terminals. These
outlets generated $47.2 million of revenue and, after cost of sales of 32.5% of revenue, contributed $31.8  million
of gross margin in the 2003/04 fiscal year. Food and beverage operations range from buffets with liquor service,
to fast food style cafeterias, to limited service snack bars and coffee bars.

BC Ferries owns and operates a total of 21 retail gift shop and newsstand outlets on 18 vessels and in three
terminals. These shops generated $12.7 million of revenue and, after cost of sales of 62.8% of revenue,
contributed $4.7 million of gross margin in the 2003/04 fiscal year. Retail operations range from 1,000 square
foot gift shops to relatively small newsstands.

Video and vending machines, staterooms and other miscellaneous items contributed $3.3 million of gross
margin in the 2003/04 fiscal year.

BC Ferries has been successful in pursuing partnering opportunities with recognized food service brands. In
2000, BC Ferries and White Spot, a well known regional restaurant chain, entered into a five year strategic
partnership to provide a branded food services program on certain vessels. As a result of this program, burger
sales have increased significantly. The success of the White Spot program has led BC Ferries to pursue
partnering opportunities with other recognized food service brands, such as Starbucks, Villages Pizza and Bread
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Garden. BC Ferries sees partnering programs as a significant opportunity for revenue growth, and intends to
focus on further developing its partnering programs.

Reservations

For a fee, customers are able to make passenger vehicle reservations for sailings on certain routes.
Passenger vehicle reservations have been offered on select Northern and Other Routes for over 30 years.
Reservations on Major Routes have been available to BC Ferries’ passenger vehicle customers since the 1998/99
fiscal year.

Demand for reservations on Major Routes has increased significantly and is BC Ferries’ fastest growing
revenue source. By improving access to reservations, lowering costs of distribution (due to automation) and
refining pricing and utilization strategies on the Major Routes, BC Ferries plans to generate further revenue
from reservations.

Annual Reservations
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Other Ancillary Services

Other ancillary services include parking, assured loading tickets and contracted marketing rights.
BC Ferries generates ancillary revenues through the operation of pay parking facilities at most of its terminals.
Private sector companies have been hired to manage and operate the parking facilities at certain terminals.
BC Ferries recently expanded the parking facilities at its Horseshoe Bay terminal, and is reviewing parking
options at all other major terminals with a view to maximizing value from this business segment.

In 1998, BC Ferries entered into an exclusive supply and marketing rights agreement with Coca-Cola. This
agreement provides marketing rights fees to BC Ferries.

Human Resources

Employee Relations

As of December 31, 2003, BC Ferries’ workforce (excluding employees of DPMI) consisted of 3,159 FTE
employees, comprised of 2,828 unionized FTE employees and 331 non-unionized FTE employees. All unionized
employees are members of the British Columbia Ferry and Marine Workers’ Union (the ‘‘BCFMWU’’).

There have been 11 collective agreements between the BCFMWU and BC Ferries since 1977. The
collective agreements typically have had a term of two to three years. The most recent collective agreement
expired on October 31, 2003. Following difficult negotiations, BC Ferries and the BCFMWU have been unable
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to agree on a new collective agreement but have submitted the matter to binding arbitration. The arbitration is a
formal process and is proceeding in the following steps:

• the arbitrator has received initial written submissions from both parties setting out their position;

• each party has responded in writing to the other party’s initial submissions;

• the arbitrator will review all submissions from both parties and will call for hearings on key issues in
dispute; and

• the arbitrator will issue a final and binding decision which will identify the terms that should be included
in a new collective agreement.

The arbitrator has set terms of reference that require him to take into consideration all legislation
applicable to BC Ferries, but provide him the flexibility to determine how best to arrive at an equitable
resolution of the dispute. BC Ferries expects the arbitrator to issue a final decision in June 2004. This decision
will be binding on both parties.

DPMI and its unionized employees are separately negotiating a collective agreement. The parties are
currently in mediation under the terms of a ‘‘no strike/no lockout’’ agreement to May 25, 2004. Notwithstanding
such agreement, on April 29, 2004 the union served DPMI with 72 hour strike notice.

Although some negotiations with the BCFMWU (or its predecessors) have been protracted, there have
been few work stoppages or job actions. The longest work stoppage lasted for three days. This occurred in late
2003, just prior to commencement of the current binding arbitration process. In the past decade, there have been
no work stoppages which have had a material impact on the financial results of BC Ferries.

In the event of a strike or threatened strike, BC Ferries’ designation as an essential service for purposes of
the Labour Relations Code allows it to apply to the British Columbia Labour Relations Board for an Essential
Services Order to ensure that a base level of service continues. The Labour Relations Board then determines the
level of service deemed to be essential. An Essential Services Order requires that BC Ferries’ employees provide
sufficient resources to meet the level of service set by the Order. BC Ferries has had three Essential Services
Orders issued by the Labour Relations Board in anticipation of potential strike action in the past.

Training Programs

BC Ferries has implemented a number of training programs for its employees in order to meet its human
resources strategic goals. In the 2000/01 fiscal year, BC Ferries implemented a Marine Officer Development
program to ensure succession of certificated marine officers, whose credentials require considerable time and
effort to obtain. In the 2002/03 fiscal year, this program resulted in 32 new senior certificates (22 deck and 10
marine engineering) for a total of 89 new certificates obtained during the three year program. Several other
training initiatives were recently completed as well, such as a broad-based training program on the handling of
dangerous goods, standardized testing of clerical skills, development of musculoskeletal injury worksafe training,
creation of customer service standards for front line employees and completion of a comprehensive review of
employee development and training.

Competition

The primary source of competition faced by BC Ferries is from air travel. With the entrance of low cost
carriers, air travel between the Lower Mainland and Victoria and Comox on Vancouver Island has seen major
growth. Compared to air travel, however, BC Ferries has a significant price advantage and provides travellers
with access to their own vehicles. Based on Statistics Canada data and passenger capacity estimates derived from
official airline guides and carrier schedules, the total volume of traffic carried by air represents only 4% of the
total Lower Mainland to Vancouver Island passenger market. BC Ferries believes that air services have been
operating between Vancouver and Victoria for a sufficient period of time to have fully impacted BC Ferries’
passenger volumes.

From time to time, high speed, passenger-only ferry services have been launched on routes between
Vancouver and Vancouver Island. Tariffs charged by operators of these services have generally been higher than
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BC Ferries’ passenger tariffs. BC Ferries currently has one competitor providing high speed passenger-only ferry
services on the route between Vancouver and Nanaimo. BC Ferries is the only ferry operator providing
passenger vehicle transportation. Approximately 80% of BC Ferries’ passenger volume is represented by vehicle
passengers; even if price competitive, high speed passenger-only services are not expected to have a major
impact on BC Ferries’ total passenger volumes. BC Ferries expects the existing passenger-only competitor to
capture less than 1% of BC Ferries’ total passenger traffic per annum.

BC Ferries has 100% of the market share for non-commercial vehicle ferry services and nearly 100% of the
market share for commercial vehicle with driver ferry services on the British Columbia coast.

BC Ferries has one significant competitor providing commercial daily drop-trailer and barge service
(without tractor or driver) from Vancouver to Swartz Bay and Nanaimo. This competitor is estimated to have
approximately one-half of the semi-trailer ferry transportation market on the British Columbia coast. In the
2003/04 fiscal year, semi-trailer traffic on BC Ferries’ routes accounted for approximately 7% of total revenue.

BC Ferries is not aware of any plans to build a fixed link between Vancouver Island and the Greater
Vancouver area, and believes it unlikely that a fixed link will be built in the foreseeable future because of the
high construction costs, environmental concerns and significant engineering challenges.

There are significant barriers to entry into the market served by BC Ferries for other ferry operators,
including:

• acquiring locations for terminals in prime service areas;

• making the capital commitment necessary to establish the required infrastructure;

• obtaining financial support comparable to the service fees and federal subsidy BC Ferries receives from
the Province;

• obtaining environmental approvals to construct terminal facilities; and

• obtaining approvals to connect roads and highways to terminal facilities.

Insurance

BC Ferries carries insurance with reputable insurers covering, among other things:

• loss or damage to its properties and vessels;

• public liability, including liability for bodily injury or property damage suffered by its passengers or third
party vessels;

• sudden and accidental environmental impairment, particularly for water pollution; and

• liabilities of directors and officers.

BC Ferries does not have business interruption insurance, but does have a large fleet that provides
flexibility in the event a vessel is not available for use.

BC Ferries believes that the types and amounts of insurance coverage it currently maintains are consistent
with customary practice in the ferry service industry and are adequate for the conduct of its business. BC Ferries
is required to maintain certain insurance coverage under the terms of the Coastal Ferry Services Contract and
the Terminal Leases. Recently, Intech Risk Management Inc. completed an independent review of BC Ferries’
insurance program to ensure BC Ferries has appropriate coverage for a commercially operated ferry system. It
concluded that generally BC Ferries’ insurance risk management program is consistent with those of other
similar operators and is appropriate for BC Ferries, although the $3 million deductible on its hull and machinery
policy should be reviewed with a view to lowering the deductible provided the costs of doing so are reasonable.
BC Ferries is reviewing the level of its insurance deductibles.
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Safety and Environmental Programs

Safety Programs and Procedures

BC Ferries is committed to providing a safe environment for its employees and passengers and providing
safe operation of its vessels. Safety is regulated federally under the Canada Shipping Act and provincially through
the Workers’ Compensation Board. The Canada Shipping Act governs crew and passenger licences, minimum
staffing of vessels, vessel construction, vessel operation and safety inspections. Protocols with Transport Canada
are being developed with a view to improving standardization and allowing pre-approval of crew and passenger
levels prior to undertaking capital initiatives. In 1994, BC Ferries voluntarily adopted the International Safety
Management code of the International Maritime Organization (the ‘‘ISM code’’). The ISM code is an
international standard for the management and operation of ships and pollution prevention. The code includes
procedures and standards (representing ‘‘best practices’’ in marine operations) for all safety related activities.
ISM internal auditors inspect all vessels and shore establishments at least once a year. Lloyd’s Register conducts
external audits of management ashore once a year and vessels every two and one-half years to ensure that the
safety management system meets the requirements of the ISM code. The most recent shore based audit was
conducted in October 2003 and no material issues were identified.

BC Ferries develops a yearly Worksafe plan jointly with the Workers’ Compensation Board, which specifies
safety testing, training and engineering procedures designed to prevent workplace injuries. BC Ferries is also in
the process of upgrading the safety systems on all of its vessels. Recently, it approved a five year program to
upgrade all ‘‘C’’ Class vessels with a new evacuation system.

Over the past decade, BC Ferries and its predecessor have had two incidents relating to fires which have
resulted in damages exceeding $1 million, the largest of which resulted in damages of $2.9 million.

Environmental Programs and Procedures

BC Ferries, its operations and properties are subject to federal, provincial, municipal and local
environmental laws and requirements. The Canada Shipping Act is the primary environmental pollution control
law for ships operating in British Columbia. However, other environmental laws such as the Fisheries Act
(Canada), which prohibits the deposit of deleterious substances into fish habitat, the Canada Environmental
Protection Act and provincial statutes relating to management of contaminants form part of the environmental
regulatory regime. In addition, the Kyoto Protocol may become a significant issue for ferry operators. The Kyoto
protocol calls for global reduction of greenhouse gas emissions. BC Ferries expects more stringent emissions
regulations for the marine transportation sector and is taking a proactive approach to identify ways to reduce
emissions.

BC Ferries is in material compliance with all applicable environmental laws and regulations and has no
environmental orders outstanding. In addition, BC Ferries is in material compliance with the permits regulating
environmental aspects of its operations, including wastewater discharges and special wastes management. In
order to ensure compliance with its permit requirements, BC Ferries uses a third party company to perform
continuous monitoring and reporting with regard to its shore based sewage treatment plants. Annual, internal
environmental audits of BC Ferries’ vessels and shore based facilities have been carried out for the last nine
years. In addition, external auditors regularly review environmental performance of BC Ferries by verifying
compliance with the ISM code. The most recent review was done as part of the shore based audit conducted by
Lloyd’s Register in October 2003.

BC Ferries’ recent environmental initiatives include implementation of a fleet-wide sewage handling
program, use of low sulphur marine diesel in certain applications, storm water system upgrades at certain
terminals, improvement and expansion of its recycling programs and replacement of vessel engines with ones
that meet emission standards of the International Maritime Organization.

Technology

BC Ferries utilizes current technology solutions to support its customer relations and operations.
BC Ferries’ internet website is a popular travel website, with over 1.7 million recorded visits to the website in the
2003/04 fiscal year. Online surveys conducted in 2002 showed overall high customer satisfaction with the website.
The website has also been used to support the introduction of internet reservations, which generated over
$4.6 million in revenue for the 2003/04 fiscal year.
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Over the past two fiscal years, BC Ferries has dedicated significant resources to the upgrade and
replacement of information systems, including the upgrade of reservations, point-of-sale and automated
ticketing systems and the implementation of new technology for management of human resources, crew
scheduling and time collection. On March 31, 2003, BC Ferries and IBM Canada Ltd. formed a five year
contractual relationship for the implementation of business and technology solutions for BC Ferries to reduce
costs and improve customer service.

In the 2003/04 fiscal year, BC Ferries spent approximately $22.1 million on technology (operating expenses
of $11.8 million and capital expenditures of $10.3 million).

REGULATION

BC Ferries is regulated under the Coastal Ferry Act, which provides for the creation of the BCFA, the
contracting by the Province for the operation of ferries on specified routes, the establishment of the new ferry
system, the establishment of the office of the independent Commissioner and the regulation of ferry operators
on an ongoing basis through the office of the Commissioner.

The following is a summary of the Coastal Ferry Act which does not purport to be complete. Reference is made to
the full text of the Coastal Ferry Act, a copy of which can be found on BC Ferries’ website (www.bcferries.com).

The Coastal Ferry Act applies generally to ferry operators, defined as entities which have been authorized
to operate ferries on one or more routes under contracts with the Province. BC Ferries is currently the only ferry
operator regulated under the Coastal Ferry Act.

The Coastal Ferry Act requires the Commissioner to undertake regulation in accordance with the following
principles:

• priority is to be placed on the financial sustainability of ferry operators;

• ferry operators are to be encouraged to adopt a commercial approach to ferry service delivery;

• ferry operators are to be encouraged to seek additional or alternative service providers on designated
routes through fair and open competitive processes;

• ferry operators are to be encouraged to minimize expenses without adversely affecting their safe
compliance with core ferry services; and

• there is to be a move to a greater reliance on a user pay system so as to reduce the service fee
contributions by the Province over time.

The Coastal Ferry Act also provides that cross subsidization from Major Routes to other designated ferry
routes is to be eliminated within the first performance term of the Coastal Ferry Services Contract.

Appointment and Role of Commissioner. The Coastal Ferry Act establishes the office of the Commissioner
to regulate operators providing core ferry services pursuant to service contracts with the Province. The
Commissioner is appointed by the Lieutenant Governor in Council for a term of six to eight years. The first
Commissioner, Martin Crilly, was appointed in August 2003 for a term of seven years. Although the
Commissioner is appointed by the Province, the Coastal Ferry Act contains provisions to ensure the
independence of the Commissioner. The Commissioner’s appointment may only be terminated for mental
infirmity, conviction for an indictable offence under the Criminal Code (Canada) or a judicial finding of conflict
of interest or material breach of duties or obligations. The remuneration or terms of appointment of the
Commissioner cannot be changed without the approval of the Commissioner. Up to two deputy commissioners
may also be appointed. A decision of the Commissioner cannot be appealed, except on a question of law.

Establishment of Price Caps and Principles for Review. The Commissioner must regulate tariffs that may be
charged for core ferry services by setting price caps (the average toll charged) for each route group identified in
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the Coastal Ferry Services Contract. In setting a price cap applicable to a route group, the Commissioner must
be guided by the following principles:

• the price cap must allow for a return sufficient to enable BC Ferries to recover (i) the portion of
operating expenses, including all financing charges, that can reasonably be applied to the route group,
(ii) the portion of administrative expenses that can reasonably be applied to the route group, and (iii) the
reasonable capital costs that are to be (A) incurred in relation to the route group, and (B) amortized in
accordance with generally accepted accounting principles on a straight line basis;

• the price cap, when combined with all other price caps applicable to all route groups served by
BC Ferries, must enable BC Ferries to receive a pre-tax return on equity, which return is to be calculated
by adding (i) an equity risk premium, provided that the equity risk premium is equivalent to that of other
regulated businesses with reasonably similar risk characteristics, and (ii) a bond yield that is consistent
with Government of Canada 30 year bonds or with Government of Canada bonds that in aggregate have
a similar duration;

• the price cap must take into account the anticipated productivity gain which BC Ferries should achieve in
the following performance term as determined by the Commissioner, acting reasonably; and

• BC Ferries is, on an ongoing basis, to actively seek additional or alternative service providers to provide
ferry services on the designated ferry routes included in the route group in order to reduce the costs of
providing those services.

BC Ferries has the freedom to set individual tolls within each route group, provided the average toll does
not exceed the capped level. This will assist BC Ferries in increasing revenues by utilizing innovative pricing
strategies to optimize traffic volumes and ferry utilization (for example, seasonal or time of day fare differences).
The Coastal Ferry Act establishes price caps for the first five year performance term at the existing tariffs as of
April 1, 2003 plus increases on November 1 of each year of 2.8% over the previous year’s price cap on Major
Routes and 4.4% over the previous year’s price cap on Northern Routes and Other Routes. A price cap review,
which includes public consultation, will occur before each subsequent four year performance term.

Extraordinary Price Cap Increases. BC Ferries may apply to the Commissioner for an extraordinary price
cap increase in relation to a route group in extraordinary circumstances, including the deployment of a new
vessel, an extraordinary increase in the price of any non-controllable input such as fuel, an unanticipated and
extraordinary change in traffic levels and the introduction of new safety or other regulations that impose a new,
unexpected and significant cost burden. Under the Coastal Ferry Services Contract, if the Commissioner
authorizes an extraordinary price cap increase, the Province may elect to increase the service fees for the
impacted designated route or route group, which would serve to mitigate the impact of the price cap increase,
but is not obligated to do so. The Coastal Ferry Service Contract requires BC Ferries and the Province to discuss
the possibility of a service fee increase within ten days of a preliminary decision by the Commissioner to
authorize an extraordinary price cap increase. Following the Province’s decision, the Commissioner will then
issue a final ruling.

Route Discontinuance. To discontinue service on any designated route specified in the Coastal Ferry
Services Contract, BC Ferries must make an application to the Commissioner. In assessing an application for
authorization to discontinue service, the Commissioner must consider whether:

• another form of affordable transportation exists or is likely to be established to link the locations served
by the designated ferry route;

• it is possible to operate the designated ferry route economically at an affordable tariff level;

• the Province is willing to reduce the core ferry services required on, or increase its service fee
contribution for, the designated ferry route; and

• an extraordinary drop in traffic has occurred because of a change in the local economy or some other
unanticipated factor.
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The Commissioner must not authorize the discontinuance of a designated route unless:

• BC Ferries has made a suitable economic case for the route’s discontinuance; and

• the Commissioner is satisfied that increasing tariffs on the route would not, because of a reduction in user
demand or otherwise, result in revenues on the route increasing to the extent necessary to enable
economic operation of the route.

The Commissioner may hold a public hearing before authorizing a route discontinuance.

Reduction of Service Levels. BC Ferries must not, except as permitted by the Coastal Ferry Services
Contract, reduce service on a designated route below the core ferry services level required for that designated
route unless BC Ferries first obtains the authorization of the Commissioner. The Commissioner may authorize a
reduction in service if the Commissioner is of the opinion that it is for a temporary period and for an
extraordinary situation.

Additional or Alternative Service Providers. In each performance term, BC Ferries is obligated to seek
additional or alternative service providers to provide, under contract or otherwise, ferry services on its
designated routes in an effort to reduce the costs of providing those services. In addition, BC Ferries is obliged
to prepare a plan in each performance term in which it sets out the manner in which it intends to seek additional
or alternative service providers to provide ferry services on its designated routes and provide that plan to the
Commissioner. If the Commissioner considers BC Ferries has failed to comply with these requirements, the
Commissioner may adjust price caps to reflect that failure or order BC Ferries to comply with the requirements.
In April 2004, BC Ferries submitted a plan to the Commissioner in respect of the first performance term. The
plan identifies several areas to be reviewed over the next four years, including northern services and certain
minor routes which will require new vessels, and the Mill Bay to Brentwood Bay route.

Non-regulation of Ancillary Services. The Coastal Ferry Act does not authorize the Commissioner to
regulate BC Ferries in relation to ancillary services. Ancillary services include catering and retail concessions,
reservations, parking, vessel and major activity procurement, vessel maintenance, terminal development,
terminal maintenance and other services not directly related to the provision of core ferry services. Ancillary
services are, however, to be taken into account by the Commissioner in establishing price caps.

Reporting Requirements. Both the Commissioner and BC Ferries have reporting requirements under the
Coastal Ferry Act. The Commissioner must make an annual report to the Province and that report will be laid
before the provincial legislature. BC Ferries must provide to the Commissioner quarterly reports for each of its
designated routes in respect of tariffs, traffic patterns, frequency of ferry service, capacity of its vessels and any
other information required by the Commissioner and an annual report which must set out information relating
to the services it provided during the fiscal year, any records respecting the quality of service it provided and a
review of its actions taken with respect to additional or alternative service providers. In addition, BC Ferries
must keep certain prescribed records which will be available to the public. These records include audited
financial statements, as well as the annual and quarterly reports prescribed by the Coastal Ferry Act.

Funding for the Commissioner. BC Ferries and other ferry operators are charged a levy to cover the
reasonable expenses of the Commissioner.

COASTAL FERRY SERVICES CONTRACT

The Coastal Ferry Act authorizes the Province to enter into contracts for the operation of ferries on
specified ferry routes. BC Ferries has entered into the Coastal Ferry Services Contract with the Province relating
to the provision of ferry services for a 60 year term, commencing April 1, 2003. The Coastal Ferry Services
Contract sets out the core ferry transportation services that BC Ferries must provide on designated routes and
the service fees payable by the Province for the core ferry transportation services.

The following is a summary of certain provisions of the Coastal Ferry Services Contract which does not purport
to be complete. Reference is made to the Coastal Ferry Services Contract, a copy of which can be found on
BC Ferries’ website (www.bcferries.com), for the full text of its provisions.
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The Coastal Ferry Services Contract was entered into between the Province and BC Ferries on April 1,
2003. Among other things, it establishes the routes to be operated, the service levels to be met by BC Ferries, the
service fees to be paid by the Province for the provision of such services and certain provincial social program
reimbursements.

Term and Renewal. The Coastal Ferry Services Contract has a 60 year term, but may be renewed for an
additional 60 year term if mutually agreed. If the Coastal Ferry Services Contract is not renewed the Province
has the option to purchase all the outstanding shares of BC Ferries at fair market value (determined as if the
Coastal Ferry Services Contract had been renewed for 20 years), or may solicit proposals from others interested
in providing ferry services on one or more designated routes. If the Province elects not to contract with BC
Ferries for the provision of ferry services on a designated route after the expiry of the initial 60 year term of the
Coastal Ferry Services Contract, BC Ferries has the right to require the Province to purchase surplus vessels that
were used on that route for net book value, subject to certain conditions. If the Province fails to comply with the
notice requirements in respect of the exercise of its renewal option, BC Ferries may renew and extend the term
of the Coastal Ferry Services Contract for one additional period of 20 years on the same terms and conditions.

Performance Terms. The first performance term under the Coastal Ferry Services Contract is the five year
period from April 1, 2003 to March 31, 2008. Each subsequent performance term will be four years.

Services and Service Levels. BC Ferries is required to operate its ferry system in a manner that complies
with or exceeds specified core service levels in relation to designated ferry routes. The Coastal Ferry Services
Contract specifies routes and core service levels per route (hours of operation, minimum capacity and frequency
and number of trips), subject to an allowance for short term, temporary service disruptions. For the first two
years of the first performance term, the core service levels for each designated route are the number of trips and
number of hours during which home port departures occur, as specified in the 2002/03 published schedule for
that route. Accordingly, current service levels reflect the service levels in existence during the 2002/03 fiscal year.
During the first two years of the first performance term, there will be an anticipated 83,000 round trips per
annum (over 9,800 on Major Routes, approximately 73,000 on Other Routes and roughly 350 on Northern
Routes). Core service levels for the last three years of the first performance term allow for more scheduling
flexibility, as long as adequate capacity is provided to carry the previous year’s traffic and the required number of
trips specified in the Coastal Ferry Services Contract are provided.

Service Fees. The Province must pay service fees to BC Ferries for the provision of services. The service
fees are estimated to be approximately $106 million per annum for the first performance term. The service fees
consist of:

Ferry Transportation Fees. These fees, which are capped at $91.9 million (not inflation linked) per year
for the first performance term, are designed to make Northern Routes and Other Routes financially viable
without cross subsidization from the Major Routes. Accordingly, these fees apply only to Other Routes and
Northern Routes. Northern Routes are allocated maximum annual ferry transportation fees of $13.5 million
and Other Routes are allocated maximum annual ferry transportation fees of $78.4 million. The fees are
payable on a monthly basis based on estimated trips and are reconciled quarterly.

Social Program Reimbursement. This payment, which is estimated at $11.9 million annually for the
first performance term, provides a reimbursement to BC Ferries for toll discounts established by the
Province and given to students, seniors, the disabled and through the medical travel assistance program.
The payment is variable based on volume and amount of discounts provided.

Unregulated Route Fee. This fee provides funding for unregulated routes through a $1.7 million per
year flow-through for private operators for the first performance term. In the event that aggregate costs
payable by BC Ferries to those operators exceeds $1.8 million per year, the Province will pay an additional
fee equal to the excess costs above $1.8 million to a maximum of $200,000.

Adjustment of Service Levels and Fees. Core service levels in relation to a designated ferry route may not be
adjusted before April 1, 2005, but may be adjusted after that date by mutual agreement if such adjustments
result in improved schedules, customer service or operational efficiency. With respect to core service
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adjustments put forward by BC Ferries, concurrence by the Province is not to be unreasonably withheld during
the first performance term. Core service levels are required to be reviewed and may be adjusted by agreement of
the Province for each subsequent performance term. Temporary service level reductions can be made at any time
with authorization of the Commissioner, following an event of force majeure, as a result of a lawful lockout by
BC Ferries, or (subject to certain restrictions) by mutual agreement. If BC Ferries deploys a new capital asset in
the form of one or more vessels on a designated ferry route and the size of the new vessel or vessels enhances
capacity on that designated route, the core service level in relation to that designated route may be amended at
any time by mutual agreement of the parties and if such an amendment is made, the parties must amend all
portions or provisions of the Coastal Ferry Services Contract affected by such amendment, including, as
applicable, service fees.

Route Discontinuance. The Coastal Ferry Services Contract permits BC Ferries to apply to the
Commissioner for authorization to discontinue a route after April 1, 2006. The Province is required to pay the
service fees on such route until the date of discontinuance. If a vessel becomes surplus to BC Ferries’
requirements as a result of a route discontinuance authorized by the Commissioner, BC Ferries has an option to
require the Province to purchase the surplus vessel for net book value, provided that BC Ferries has used all
reasonable commercial efforts to redeploy the surplus vessel to another ferry route in British Columbia.

Unregulated Routes. BC Ferries is responsible for negotiating and administering contracts with
independent operators on certain unregulated routes. Under the Coastal Ferry Services Contract, the Province
provides funding to BC Ferries in respect of such unregulated routes, as described under ‘‘ — Service Fees’’
above.

Option to Purchase Vessels. The Province has an option to purchase each vessel owned by BC Ferries (free
and clear of all liens) for net book value if BC Ferries wishes to dispose of a vessel which is no longer needed.
Subject to the terms of the Acknowledgement Agreement, the Province also has an option to purchase each of
the vessels owned or leased by BC Ferries and used to provide services under the Coastal Ferry Services
Contract upon the occurrence of an event of default under the Coastal Ferry Services Contract by BC Ferries.

Entitlement to Federal Subsidy. The Coastal Ferry Services Contract provides that the Province will
continue to make available to BC Ferries the proceeds of a federal subsidy pursuant to the Canada / British
Columbia Coastal Ferry Subsidy Agreement dated April 18, 1977. The subsidy agreement is terminable only by
the joint agreement of the Province and the Government of Canada. In the event the Canada / British Columbia
Coastal Ferry Subsidy Agreement is amended or renewed, BC Ferries and the Province must discuss the
application of proceeds to BC Ferries under the amended or renewed agreement. The amount of the subsidy
under the subsidy agreement was $24.0 million in the 2003/04 fiscal year. The subsidy is adjusted annually based
on the Vancouver Consumer Price Index.

Public Accountability. The Coastal Ferry Services Contract requires that BC Ferries hold public meetings
and prepare audited financial statements, a business plan and conduct customer satisfaction surveys on an
annual basis.

Indemnities and Insurance. BC Ferries has agreed to indemnify the Province from and against all losses
and claims the Province may directly or indirectly sustain by reason of any act or omission of BC Ferries or any
of its agents, subsidiaries, employees, officers, directors or subcontractors, in connection with the provision of
ferry services, except for losses that arise out of or occur directly or indirectly by reason of any act or omission of
the Province. BC Ferries is obligated under the Coastal Ferry Services Contract to obtain and maintain, at its
own expense, marine protection and indemnity insurance for not less than US$500 million per incident to cover
legal liability of BC Ferries for loss, damage or expense arising out of, or incidental to, the ownership, operation,
chartering, maintenance or use of any vessel pursuant to the Coastal Ferry Services Contract, including liability
for personal injury, illness or death, or loss or damage to the property of a third party and including pollution
coverage. BC Ferries is also required to maintain hull and machinery insurance. Where applicable, the Province
is to be named as an additional insured.
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Events of Default and Remedies. The Coastal Ferry Services Contract provides that the following events
will constitute an event of default under the agreement:

• BC Ferries fails to comply with any material provision of the agreement and such failure is not cured
within 30 business days after notice, or longer if the failure would reasonably require more than 30 days
to rectify;

• any representation or warranty made by BC Ferries or any information furnished or submitted to the
Province by BC Ferries is materially untrue or incorrect;

• BC Ferries fails to give notice to the Province of a default under the agreement;

• an order is made, resolution passed or petition filed for the liquidation or winding up of BC Ferries;

• BC Ferries becomes insolvent or commits an act of bankruptcy or a bankruptcy petition or proposal is
filed or a receiver of BC Ferries is appointed;

• BC Ferries fails to pay any sum owed by it which materially adversely affects its ability to perform its
obligations under the Coastal Ferry Services Contract;

• BC Ferries ceases to carry on business as a going concern;

• any action is taken to enforce any security interests which materially affects BC Ferries’ ability to carry on
business as a going concern;

• BC Ferries fails to make any payment due under one or more of the Terminal Leases; or

• BC Ferries fails to comply with any order issued by the Commissioner.

Upon an event of default by BC Ferries under the Coastal Ferry Services Contract, or at any time
thereafter, the Province may, at its option, subject to the terms of the Acknowledgement Agreement and any
trust deed to secure borrowings, elect to do any one or more of the following:

• suspend or adjust any instalment of the service fees;

• require BC Ferries to remedy the default within a period of time specified by the Province and if not
remedied within that time period perform the obligations itself at BC Ferries’ expense;

• waive the default;

• exercise its option to purchase the vessels;

• request that the Commissioner issue an order requiring BC Ferries to remedy the default;

• bring legal action; or

• pursue any other remedy available to it at law or in equity.

In addition, the BCTFA can terminate the Terminal Leases upon the occurrence of an event of default
under the Coastal Ferry Services Contract, as described under ‘‘Terminal Leases’’ below.

TERMINAL LEASES

BC Ferries and the BCTFA entered into a Master Agreement effective March 31, 2003 as a part of the
restructuring of BC Ferries, and amended the Master Agreement by an agreement dated April 1, 2003. The
Master Agreement provides for the transfer of ownership of the 43 terminals from BC Ferries to the BCTFA
pursuant to the Coastal Ferry Act. As compensation for the transfer, the BCTFA issued a $330.6 million
promissory note to BC Ferries. In addition, the BCTFA leased the terminals to BC Ferries pursuant to the
Terminal Leases effective April 1, 2003. BC Ferries has pre-paid the lease payments under the Terminal Leases
for the full 60 year term by surrendering to the BCTFA the promissory note issued to BC Ferries by the BCTFA.

The following is a summary of the Master Agreement and the Terminal Lease Agreements which does not
purport to be complete. Reference is made to the Master Agreement and the Terminal Leases, copies of which can be
found on BC Ferries’ website (www.bcferries.com), for the full text of their provisions.
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Master Agreement

The Master Agreement contains the following provisions, among others:

Adjacent Property Agreements, Permits and Licenses. BC Ferries agrees to obtain the written consent of the
BC Minister of Transportation to use portions of highways required by BC Ferries in its provision of ferry
services in compliance with the Coastal Ferry Services Contract. BC Ferries also agrees to obtain the written
consent of Land and Water British Columbia, Inc. (‘‘LWBC’’) to use all portions of Crown lands administered by
LWBC which are required for BC Ferries to maintain anchors in water outside of the ferry terminal properties
and to comply with the Coastal Ferry Services Contract.

Covenants. BC Ferries is required to pay BCTFA an annual management and administration fee of
$10,000 (consumer price index adjusted every five years), and, subject to certain exceptions, certain costs
incurred by BCTFA in the management of the Terminal Leases, up to a maximum of $100,000 per calendar year.

First Nations Matters. The Province retains its liability, to the extent any exists, for the acts and omissions
of the Province that occurred prior to BC Ferries’ possession of the terminal lands, and the Province agrees to
reimburse BC Ferries for any damages it suffers as a result of a determination by a Canadian court that there has
been an unjustifiable infringement of aboriginal rights or title by the Province in connection with the terminal
lands. In addition, the Province will reimburse BC Ferries for damages suffered by BC Ferries if there is a final
court decision or a treaty settlement that recognizes or confers upon a First Nation a proprietary or other
interest in the ferry terminal properties and that right or interest interferes with BC Ferries’ quiet enjoyment of
the ferry terminal properties as set out in the Terminal Leases.

Terminal Leases

Forty-three of the 47 terminals utilized by BC Ferries are leased to BC Ferries by BCTFA pursuant to
individual Terminal Leases dated April 1, 2003. Each Terminal Lease provides BC Ferries with control and
responsibility for maintaining, developing and managing the terminals, at its cost. BC Ferries will retain
ownership of any leasehold improvements until termination. The more significant terms of the Terminal Leases
are set forth below.

Net Leases. BC Ferries is responsible for paying all expenses relating to each Terminal Lease, including
taxes and other expenses relating to the use, repair, maintenance, development, management or operation of the
terminal properties.

Term of Lease. Each Terminal Lease has a term of 60 years commencing on April 1, 2003. Subject to the
renewal of the Coastal Ferry Services Contract, the Terminal Leases may be renewed for an additional term of
20 years. The BCTFA is not required to pay any compensation to BC Ferries at the expiration of a
Terminal Lease.

Rent. Rental payments have been fully prepaid for the 60 year term.

Use. Provided BC Ferries obtains all applicable permits and complies with all laws, it is entitled to use the
ferry terminal properties for any use or purpose consistent with the provision of ferry transportation services and
ancillary services in accordance with the Coastal Ferry Services Contract. BC Ferries may remove, construct and
redesign the ferry terminal facilities and leasehold improvements, subject to obtaining consent from BCTFA
where the work may interfere with third party rights or requires the redesign of a highway.

Insurance. BC Ferries is obligated to obtain, at its own expense, comprehensive general liability insurance
in amount not less than $25,000,000 per occurrence (with BCTFA as an additional insured), property insurance
for all property located on the ferry terminal properties and other insurance if any construction is to be carried
out. BC Ferries may self-insure with BCTFA’s consent, not to be unreasonably withheld.

Indemnity. BC Ferries has agreed to indemnify BCTFA against all claims, liabilities or losses arising as a
result of any injury or damage caused or contributed to by reason of ownership, use or occupancy of the ferry
terminal properties, the presence of hazardous substances and other matters.
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Repairs and Maintenance. BC Ferries is responsible for repairing and maintaining the ferry terminal
properties.

Taxes. BC Ferries is required to pay all taxes payable in respect of the terminal properties, including
property taxes.

Right to Terminate. If BC Ferries is authorized by an order of the Commissioner to discontinue all
designated ferry routes from a particular terminal, the Terminal Lease for that terminal will be terminated.
Where a terminal property is destroyed or so damaged as to be unfit for occupancy as a result of an event of
force majeure, and the cost of restoration is not covered by insurance or by compensation from the Province, BC
Ferries may elect to terminate the applicable Terminal Lease.

Remedies for Default. If BC Ferries fails to meet its obligations under a Terminal Lease or upon an event
of default under the Coastal Ferry Services Contract, BCTFA may re-enter and take possession of the ferry
terminal properties (including leasehold improvements) and at its option terminate the lease, subject to the
terms of the Acknowledgement Agreement.

CORPORATE GOVERNANCE

Directors and Executive Officers of BC Ferries

The Board of Directors of BC Ferries consists of members appointed annually by the BCFA. There are,
therefore, no direct appointees of the Provincial government on the Board of Directors of BC Ferries. However,
if BC Ferries fails to pay the required dividends on the preferred shares of BC Ferries held by the Province for
three years (whether or not consecutive), the Province may appoint two members to the Board of Directors of
BC Ferries until all arrears of dividends have been paid.

The following table and notes thereto set out the names, municipalities of residence, principal occupations
and particulars of each of the directors and executive officers of BC Ferries. Unless otherwise specified, all of
the individuals noted below have been engaged in their stated principal occupations, or in other executive
capacities with the organizations by which they are currently engaged, for at least the past five years.

Name and Municipality of Residence Position Principal Occupation

ELIZABETH J. HARRISON, QC . . . . Chair and Partner, Farris, Vaughan, Wills & Murphy,
Vancouver, British Columbia Director Barristers and Solicitors.

DOUGLAS ALLEN . . . . . . . . . . . . . Director Partner, Sage Group, a management consulting
Oak Bay, British Columbia firm; served as Interim President and Chief

Executive Officer of BC Ferries from October 2002
to May 2003.

MARILYN BAKER . . . . . . . . . . . . . Director Retired since 2001; prior thereto, member of the
Reid Island, C.V.R.D., Canada Immigration and Refugee Board; prior
British Columbia thereto, contractor for the Union of B.C.

Municipalities and Manager of Business
Counselling, Business Development Bank of
Canada; prior thereto, mayor of the District of
North Vancouver.

SANDY M. FULTON . . . . . . . . . . . . Director President, S.M. Fulton & Associates, a management
Vancouver, British Columbia consulting firm, since 2001; prior thereto, Executive

Vice President, Operations of Crown Pacific
Partners L.P., a forest products company.

THOMAS W. HARRIS . . . . . . . . . . . Vice Chair and Owner and President, Tom Harris Chevrolet
Nanaimo, British Columbia Director Oldsmobile Cadillac Ltd., Tom Harris Cellular Ltd.,

Vancouver Island Auto Sales Ltd. and Woodgrove
Chevrolet Oldsmobile Ltd.
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Name and Municipality of Residence Position Principal Occupation

JOHN R. HENDERSON, FCA . . . . . Director Managing Director, The Pacific Rim Group, a
Sechelt, British Columbia business and financial advisory firm.

MAUREEN MACARENKO . . . . . . . . Director President, G.W. Nickerson Co. Ltd., a deep sea
Prince Rupert, British Columbia shipping agency.

G. RAYMOND WHITEHEAD . . . . . . Director Retired since 1998; prior thereto, Regional
Coquitlam, British Columbia Director, Canadian Union of Public Employees

of BC.

GRAHAM M. WILSON . . . . . . . . . . Director President, Grawil Consultants Inc., a management
North Vancouver, British Columbia and financial consultancy company, since

March 2002; prior thereto, Executive Vice President
and Chief Financial Officer of Westcoast
Energy Inc., and President and Chief Executive
Officer, Services Division, Westcoast Energy Inc.

DAVID L. HAHN(1) . . . . . . . . . . . . President and President and Chief Executive Officer of BC
Victoria, British Columbia Chief Executive Ferries; prior thereto, Chief Operating Officer of

Officer Ogden Aviation Services Inc.; prior thereto,
Director of Marketing of Hertz Corporation.

ROBERT P. CLARKE . . . . . . . . . . . Executive Executive Vice President, Finance and Chief
Victoria, British Columbia Vice President, Financial Officer of BC Ferries; prior thereto, Vice

Finance and President, Finance & Administration of BC Transit.
Chief Financial
Officer

MICHAEL J. CORRIGAN . . . . . . . . . Executive Executive Vice President, Business Development of
Victoria, British Columbia Vice President, BC Ferries; prior thereto, Director, Business

Business Development & Customer Care of Centra Gas.
Development

WILLIAM R. COTTICK . . . . . . . . . . Vice President, Vice President, Corporate Affairs, General Counsel
Victoria, British Columbia Corporate and Corporate Secretary of BC Ferries; prior

Affairs, General thereto, Principal, William R. Cottick law practice;
Counsel and prior thereto, Vice President, General Counsel and
Corporate Secretary, Jannock Limited.
Secretary

DEREK R. JOHNSTON . . . . . . . . . . Vice President, Vice President, Human Resources of BC Ferries;
Victoria, British Columbia Human prior thereto, Manager, Human Resources of

Resources BC Assessment Authority.

DAVID J.M. MARSHALL . . . . . . . . Vice President, Vice President, Mainland Services and Operational
Victoria, British Columbia Mainland Planning of BC Ferries; prior thereto, Vice

Services and President, Engineering and Construction of
Operational BC Ferries.
Planning

MARK STEFANSON . . . . . . . . . . . . Vice President, Vice President, Communications of BC Ferries;
Victoria, British Columbia Communications prior thereto, Executive Director,

Communications & Policy of the Ministry of
Environment, Lands & Parks.

35



Name and Municipality of Residence Position Principal Occupation

TRAFFORD M. TAYLOR . . . . . . . . . Executive Vice Executive Vice President, Operations of BC Ferries;
Victoria, British Columbia President, prior thereto, Vice President, Inter-Island and

Operations Northern Services of BC Ferries; prior thereto,
Marine Superintendent, Inter-Island Services South
of BC Ferries.

(1) Mr. Hahn was an officer of Covanta Energy Corp. (formerly Ogden Corporation) prior to 1998, and was Executive Vice President and
Chief Operating Officer of Ogden Aviation Services Inc., a wholly-owned subsidiary of Covanta, from 1998 to 2003. On April 1, 2002,
Covanta and its subsidiaries, including Ogden Aviation, filed petitions under Chapter 11 of the United States Bankruptcy Code. As a
result of the Chapter 11 proceedings, the New York Stock Exchange suspended trading in Covanta’s stock in May 2002. Proceedings
under Chapter 11 and the suspension of trading in Covanta stock are ongoing.

The following are brief profiles of the executive officers of BC Ferries:

David L. Hahn, President and Chief Executive Officer

David Hahn has over 20 years of executive experience, much of it with Ogden Corporation in New York.
Over the seven years prior to joining BC Ferries he held the position of Chief Operating Officer at Ogden
Aviation Services Inc., managing United States and international operations, including 25,000 employees and
airport operations in 30 countries. Ogden Aviation provided ground and cargo handling, passenger services,
fuelling, airport infrastructure development and management, aircraft sales and charter services. Prior to joining
Ogden Corporation, Mr. Hahn was the Director of Marketing for Hertz Corporation. He specializes in business
restructuring, strategic planning, revitalized marketing, revenue growth, acquisitions and customer service.
Mr. Hahn assumed the position of President and Chief Executive Officer of BC Ferries on May 5, 2003.

Robert P. Clarke, Executive Vice President, Finance and Chief Financial Officer

Rob Clarke joined BC Ferries in May 1999 as Vice President of Finance and Corporate Services, and since
April, 2003 has served as Executive Vice President, Finance and Chief Financial Officer. He is a Certified
General Accountant with extensive financial management experience in the public and private sectors, including
transportation and marine enterprises. Mr. Clarke is responsible for all financial management and information
systems functions of BC Ferries. Prior to joining BC Ferries, Mr. Clarke held the position of Vice President,
Finance & Administration with BC Transit, the provincial Crown corporation charged with providing public
transportation throughout British Columbia outside of Greater Vancouver.

Michael J. Corrigan, Executive Vice President, Business Development

Mike Corrigan joined BC Ferries in March 2003, bringing with him 18 years of experience working in
energy distribution and transportation businesses in Canada and the United States. His responsibilities include
leading BC Ferries’ marketing program and its efforts to improve customer service, developing new business
opportunities and acquiring new vessels. Prior to joining BC Ferries, Mr. Corrigan held the position of Director,
Business Development & Customer Care with a subsidiary of Terasen, a provider of energy and utility services.

William R. Cottick, Vice President, Corporate Affairs, General Counsel and Corporate Secretary

Bill Cottick joined BC Ferries in October 2003. He brings to BC Ferries over 30 years of broad legal
experience, both in private practice and in industry, including 12 years as a senior legal executive in large
Canadian public companies in the transportation, environmental management, health services and construction
products fields. He is responsible for a number of legal and strategic activities within BC Ferries, including
support for the Board of Directors and oversight of all legal matters.

Derek R. Johnston, Vice President, Human Resources

Derek Johnston was appointed Vice President, Human Resources in March 2000. He has over 20 years of
senior management experience in labour relations and human resource programs in the public sector. Prior to
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joining BC Ferries, Mr. Johnston held the position of Manager, Human Resources with BC Assessment
Authority, a Crown corporation responsible for providing property assessment in British Columbia.
Mr. Johnston is responsible for setting policy and overseeing training programs, workforce planning and
development, bargaining, labour relations, compensation and benefits, and direct delivery of human resources
services to client groups.

Captain David J.M. Marshall, Vice President, Mainland Services and Operational Planning

Captain David Marshall joined BC Ferries in October 2000 as Vice President, Engineering and
Construction, and assumed his current position in February 2003. His background includes 27 years in the
Canadian Forces, culminating in command appointments at the Naval Engineering Unit (Atlantic) and
Canadian Forces Base Esquimalt. Captain Marshall’s responsibilities include day-to-day operations associated
with mainland services, and operational planning for the entire system.

Mark Stefanson, Vice President, Communications

Mark Stefanson joined BC Ferries as Vice President, Corporate Communications, in May 1999. Prior to
joining BC Ferries, he held the position of Executive Director, Communications & Policy with the Ministry of
Environment, Lands & Parks. He has over 25 years experience in communications, issues management, media
relations, public consultation and environmental management. Mr. Stefanson oversees employee, customer,
stakeholder and news media communications, and is responsible for public consultation, public relations and
community relations programs.

Captain Trafford M. Taylor, Executive Vice President, Operations

Captain Trafford Taylor joined BC Ferries in 1991 after serving at sea and ashore in the Merchant Marine.
Since joining BC Ferries, Captain Taylor has overseen the sea trials and entry into service of four new-builds and
has served as Marine Superintendent for Inter-Island Services, South. Prior to assuming his current position on
November 1, 2003, he served as Vice President, Inter-Island and Northern Services.

Committees of the Board

The Board of Directors of BC Ferries has constituted an Audit and Finance Committee, a Governance
Committee and a Safety, Health and Environment Committee.

Audit and Finance Committee

The Audit and Finance Committee is appointed by the Board of Directors to assist the Board in fulfilling its
oversight responsibilities. It is composed of Douglas Allen, Sandy Fulton, John Henderson, Maureen Macarenko
and Graham Wilson (chair). This Committee has the mandate to:

• review the financial reports and other financial information provided by BC Ferries to its shareholder;

• review the annual operating and capital budgets, modifications thereto, and details of any proposed
financing;

• monitor the integrity of the financial reporting process and the system of internal controls that
management and the Board of Directors have established;

• monitor the management of the principal risks that could impact the financial reporting of BC Ferries;
and

• review and approve the audit plan, process, results, and performance of BC Ferries’ independent external
auditors and the internal audit department while providing an open avenue of communication between
the external auditors, the internal auditors, management and the Board of Directors.

The Audit and Finance Committee has the authority to conduct any investigation appropriate to fulfilling
its responsibilities, and it has direct access to the external auditors as well as any person in the organization. It
has the authority to retain, at BC Ferries’ expense, special legal, accounting and other consultants or experts it
deems necessary in the performance of its duties.
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Governance Committee

The Governance Committee, which also functions as the Human Resources Committee, has the mandate to
assist the Board in:

• reviewing the policies and practices of the Board;

• ensuring the Board’s continuing ability to fulfill its legislative mandate; and

• implementing effective due diligence over the operations of BC Ferries.

It is composed of Douglas Allen (chair), Marilyn Baker, Thomas Harris and Graham Wilson.

Safety, Health and Environment Committee

The Safety, Health and Environment Committee has the mandate to assist the Board in:

• exercising due diligence over the safety, health and environmental operations of BC Ferries;

• developing, reviewing, and making recommendations as required on matters related to BC Ferries’ safety,
health and environmental policies and practices; and

• monitoring compliance with government regulations and with BC Ferries’ commitment to excellence on
these issues.

It is composed of Sandy Fulton, Maureen Macarenko and Raymond Whitehead (chair).

Directors of the BCFA

The Coastal Ferry Act provides that the BCFA is to be governed by a nine member board composed of
seven members appointed by the BCFA board of directors and two members appointed by the Lieutenant
Governor in Council, on the recommendation of the Province. Two directors are appointed by the BCFA at its
discretion while the remaining directors are appointed from a list of three to five nominees from each of four
designated coastal regions (four members) and the BC Ferries trade union (one member). The Coastal Ferry
Act requires that directors include persons with experience in transportation, finance, tourism and labour, but
cannot be elected officials, employees of BC Ferries (except for its chief executive officer) or employees of a
nominating entity. After expiry of the current terms, directors will have staggered terms of office of three years.
Directors may not be appointed for more than two consecutive terms. Pursuant to section 4 of the Coastal Ferry
Act, the individuals who, immediately before the coming into force of the Coastal Ferry Act, were the directors
of BCFC, became the first directors of the BCFA.

Currently, the Board of Directors of the BCFA is the same as that of BC Ferries. There is no requirement
that the Board of Directors of BC Ferries mirror that of the BCFA or vice versa. All of the current directors of
the BCFA were appointed pursuant to the Coastal Ferry Act as of April 1, 2004 for various terms of one to
three years.
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EXECUTIVE COMPENSATION

Compensation

The following table sets forth, for the periods indicated, the compensation paid to each person who served
as Chief Executive Officer during the fiscal year ended March 31, 2004 and the four other most highly
compensated executive officers of BC Ferries (together, the ‘‘Named Executive Officers’’) for the fiscal year
ended March 31, 2004.

Annual Compensation

Other Annual All Other
Salary Bonus(1) Compensation Compensation

Name & Principal Position Year $ $ $(2) $(3)

David L. Hahn 2004 304,680 — — 11,792
President and Chief Executive Officer(4) 2003 — — — —

2002 — — — —

Douglas Allen 2004 55,244 — — —
Former President and Chief Executive Officer(5) 2003 177,147 — — —

2002 — — — —

Robert P. Clarke 2004 139,240 — — 15,790
Executive Vice President, Finance and 2003 128,433 20,069 — 15,712

Chief Financial Officer 2002 118,280 16,961 — 15,631

Michael J. Corrigan 2004 150,000 — — 13,284
Executive Vice President, Business Development(6) 2003 12,240 — — 79

2002 — — — —

Captain Trafford M. Taylor 2004 133,669 — — 15,748
Executive Vice President, Operations(7) 2003 94,625 — — 14,083

2002 88,090 — — 13,147

Captain David J. M. Marshall 2004 129,948 — — 15,719
Vice President, Mainland Services and 2003 126,945 18,192 — 15,699

Operational Planning 2002 115,730 17,050 — 15,612

(1) Bonuses for the fiscal year ended March 31, 2004 have not yet been determined.

(2) The value of total annual perquisites and other personal benefits for each Named Executive Officer does not exceed the lesser of
$50,000 or 10% of total annual salary and bonus and is not reported herein.

(3) Amounts shown in this column include pension adjustments and life insurance premiums.

(4) Mr. Hahn was appointed President and Chief Executive Officer on May 5, 2003.

(5) Mr. Allen served as President and Chief Executive Officer on a contract basis from October 16, 2002 until May 5, 2003. The contract
amount shown represents the full compensation paid in respect of Mr. Allen acting as President and Chief Executive Officer.

(6) Mr. Corrigan was appointed Executive Vice President, Business Development on March 1, 2003.

(7) Captain Trafford Taylor assumed the position of Executive Vice President, Operations on November 1, 2003.

Defined Benefit Pension Plan

Each of the Named Executive Officers, with the exception of Mr. Allen, and all other BC Ferries employees
participate in the Public Service Pension Plan, a multi employer, contributory, defined benefit pension plan
established by the Province for employees of the Public Service and certain crown corporations, agencies,
institutions and other employers approved by the Plan’s board of trustees. Plan benefits are determined by a
formula based on the highest five-year average Public Service pensionable salary and years of service and
integrated with the Canada Pension Plan. Increases to the pension payments are based on the annual increase in
the Consumer Price Index and are subject to availability of funds in the Inflation Adjustment Account.
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Both participating employers and participating employees are required to make plan contributions based on
the participating employees’ pensionable salary. Pension benefits which exceed the Income Tax Act (Canada)
limits for registered pension plans are paid through the Supplemental Benefits Account.

The following table sets forth the aggregate normal annual pension benefits payable to participating
employees under the plan at age 65 assuming that the year’s maximum pensionable earnings under the Canada
Pension Plan in the future is the same as in 2004.

Years of Service

Remuneration 15 20 25 30 35

$100,000 $ 30,000 $ 40,000 $ 50,000 $ 60,000 $ 70,000

$125,000 $ 37,500 $ 50,000 $ 62,500 $ 75,000 $ 87,500

$150,000 $ 45,000 $ 60,000 $ 75,000 $ 90,000 $105,000

$175,000 $ 52,500 $ 70,000 $ 87,500 $105,000 $122,500

$200,000 $ 60,000 $ 80,000 $100,000 $120,000 $140,000

$225,000 $ 67,500 $ 90,000 $112,500 $135,000 $157,000

$250,000 $ 75,000 $100,000 $125,000 $150,000 $175,000

$300,000 $ 90,000 $120,000 $150,000 $180,000 $210,000

$350,000 $105,000 $140,000 $175,000 $210,000 $245,000

$400,000 $120,000 $160,000 $200,000 $240,000 $280,000

$450,000 $135,000 $180,000 $225,000 $270,000 $315,000

$500,000 $150,000 $200,000 $250,000 $300,000 $350,000

The estimated full years of actual credited service in the plan, at their normal retirement date (age 65),
capped at 35 years pensionable service and based on compensation at March 31, 2004, and estimated total
annual retirement benefits payable upon normal retirement for the Named Executive Officers other than
Mr. Allen, are as follows:

Name Credited Service (yrs) Retirement Benefit

Robert P. Clarke 32 $96,000

Michael J. Corrigan 23 $63,900

David L. Hahn 13 $85,800

David J. M. Marshall 19 $49,400

Trafford M. Taylor 16 $48,000

Employment Agreements

Each of Messrs. Hahn, Clarke, Corrigan, Taylor and Marshall has entered into an employment agreement
with BC Ferries that provides for a current annual base salary ($335,000 in the case of Mr. Hahn, $150,000 in the
case of Messrs. Clarke, Corrigan and Taylor, and $129,948 in the case of Mr. Marshall), an annual bonus based
on the achievement of individual and corporate goals (the maximum amount of which is 50% of base salary in
the case of Mr. Hahn and 35% of base salary in the case of Messrs. Clarke, Corrigan, Taylor and Marshall) and
retirement, health and other benefits. In addition, Mr. Hahn is entitled to a payment equal to 12 months of base
salary if his employment is terminated within the first three years of service and 18 months of base salary
thereafter.
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Mr. Allen provided his services on a contract basis from October 16, 2002 until May 15, 2003 (after May 5,
2003, as advisor to the chief executive officer) and received total compensation of $55,244 in the 2003/04 fiscal
year. This contract amount represents the full compensation paid in respect of Mr. Allen acting as President and
Chief Executive Officer.

Directors’ Compensation

The Chair of the Board is entitled to an annual fee of $75,000 and all other directors are entitled to an
annual fee of $16,500 per annum. Directors are also entitled to a fee of $1,000 per board or committee meeting
attended ($500 for telephone meetings up to two hours in length), including meetings of the board or board
committees of a subsidiary of BC Ferries, provided that directors may receive only one meeting fee per day in
the event that more than one meeting is attended on a given day. In addition, the Chair of the Audit and
Finance Committee and the Vice Chair of the Board of Directors are entitled to an additional annual fee of
$10,000. The Chairs of the other Board committees are entitled to an additional annual fee of $5,000, and
members of Board committees are entitled to an additional annual fee of $3,000. All directors are reimbursed
for reasonable travel related expenses incurred in attending board or committee meetings, and for any
reasonable expenses incurred while on BC Ferries business. Directors who are officers or employees of BC
Ferries do not receive retainers or fees. Directors who hold the same position as Chair, Vice Chair, Chair of a
Board Committee, or member of a specific Board Committee for both BC Ferries and BCFA are entitled to
receive a fee for only one of such duplicated positions. In addition, directors and their spouses are entitled to
ferry passes for their personal use.

During the 2003/04 fiscal year, directors received honoraria and fees for attending scheduled board and
board committee meetings. In addition to such honoraria and fees, certain directors received additional fees for
board related activities, such as conducting interviews for the chief executive officer and corporate secretary
positions, conducting strategic planning reviews, representing BC Ferries at public functions, meeting with
management and travelling on BC Ferries business. The fees received by such directors are as follows: Douglas
Allen, $10,875; Elizabeth Harrison, $4,500; Thomas Harris, $3,000; Maureen Macarenko, $7,500; Raymond
Whitehead, $5,250; Graham Wilson, $2,250.

INDEBTEDNESS OF DIRECTORS AND EXECUTIVE OFFICERS

As at March 31, 2004, there was no indebtedness owed to BC Ferries by any of its directors or executive
officers and their respective associates.

SHARE AND LOAN CAPITAL

Share Capital

The authorized capital of BC Ferries consists of 1,000,000 Class ‘‘A’’ Common shares without par value (the
‘‘Class A Shares’’), one Class ‘‘B’’ Common share without par value (the ‘‘Class B Share’’), and 80,000 Class ‘‘C’’
Preferred shares with a par value of $1,000 per share (the ‘‘Preferred Shares’’).

Common Shares

Each Class A Share and Class B Share (collectively, ‘‘Common Shares’’) entitles the holder thereof to
receive notice of, to attend, and to one vote at, meetings of the shareholders of BC Ferries. The Common Shares
are not entitled to dividends unless declared by the directors of BC Ferries out of monies lawfully available for
dividends after payment of the preferential cash dividend payable to the holders of the Preferred Shares. In the
event of any liquidation, dissolution or winding up of BC Ferries, or other distributions of the assets of
BC Ferries, the holders of the Common Shares will be entitled to their pro rata share of the assets of BC Ferries,
subject to the preferential distribution to the holders of the Preferred Shares.

The one authorized Class B Share is currently held by the BCFA. There are currently no Class A Shares
issued or outstanding. The Class A Shares are issuable only upon conversion of the Preferred Shares in
accordance with their terms.
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Preferred Shares

The Preferred Shares do not entitle the holders thereof to receive notice of, to attend, or to vote at,
meetings of the shareholders of BC Ferries, except as otherwise provided by law. Holders of the Preferred
Shares are entitled to fixed cumulative preferential cash dividends as and when declared at the rate of 8% per
annum. Dividends, if declared, will be payable annually. Holders of the Preferred Shares will not be entitled to
any dividends other than or in excess of the fixed cumulative dividend.

There are currently 75,477 Preferred Shares issued and outstanding, all of which are owned by the Province.
So long as there are any Preferred Shares issued and outstanding, BC Ferries may not, without the approval of
the holders of the Preferred Shares, (i) amend its constating documents, (ii) declare or pay any dividends on any
other class of shares, (iii) redeem, purchase or otherwise pay off shares of any other class, (iv) issue any
additional shares of any class or securities exchangeable or convertible into shares of any class other than
Class A Shares upon conversion of Preferred Shares, (v) take any steps to liquidate, dissolve, or wind up, or
(vi) sell, lease or otherwise dispose of all or substantially all of its property or assets.

The Preferred Shares may, at the option of the holders thereof, be converted into Class A Shares on a
one-for-one basis if BCFA, as the registered and beneficial holder of the one issued and outstanding Class B
Share, sells, transfers or otherwise disposes of the Class B Share, or any beneficial interest in the Class B Share.

Provincial Debenture

As part of the restructuring of BCFC into BC Ferries, BC Ferries issued a debenture in the principal
amount of $427.7 million to the Province. The debenture bears interest payable semi-annually in arrears and is
due April 1, 2006. The maturity date for a portion of the principal, under certain conditions, is extendible to
April 1, 2008. The interest rate is currently 5.18% per annum and is subject to adjustment under certain
conditions. The debenture is secured by registered vessel mortgages on BC Ferries’ vessels, a registrable
mortgage on the leasehold interest under the Terminal Leases and a general security agreement on all of
BC Ferries’ personal property.

The principal amount outstanding under the debenture may be prepaid in whole or in part at the option of
BC Ferries without premium or penalty. BC Ferries intends to use all of the net proceeds of this offering, other
than the amount required to fund the Debt Service Reserve Fund, along with a portion of the proceeds from the
Credit Facility, to prepay the full principal amount and all accrued interest under the debenture, and the security
held by the Province will then be released. See ‘‘Use of Proceeds’’.
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CONSOLIDATED CAPITALIZATION

The following table sets forth the consolidated capitalization of BC Ferries as of March 31, 2004, on an
actual basis and as adjusted to reflect the sale of the Series 04-1 Bonds offered by this prospectus, the incurrence
of indebtedness under the Credit Facility and the application of the estimated net proceeds as described under
‘‘Use of Proceeds.’’ This table should be read in conjunction with ‘‘Management’s Discussion and Analysis of
Financial Condition and Results of Operations’’, ‘‘Share and Loan Capital’’ and the consolidated financial
statements and related notes appearing elsewhere in this prospectus.

Outstanding as
at March 31,

Outstanding as 2004 after giving
at March 31, effect to the

2004 offering

(in thousands)

Long term debt:
Credit Facility(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $200,000
5.18% Debenture due April 1, 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 427,701 —
Bonds offered by this prospectus . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 250,000

Total long term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 427,701 450,000

Shareholders’ equity:
Capital stock

Common shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 1
Preferred shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75,477 75,477

Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,947 21,947

Total shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 97,425 97,425
Total capitalization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $525,126 $547,425

(1) Total availability of $355 million in three tranches. See ‘‘Capital Markets Platform — Credit Facility’’.

PRO FORMA INTEREST COVERAGE

The interest coverage set forth below has been prepared and included in this prospectus in accordance with
the disclosure requirements of applicable Canadian securities laws and has been calculated on a pro forma basis
after giving effect to the issuance of the Series 04-1 Bonds, the incurrence of indebtedness under the Credit
Facility and the repayment of the 5.18% debenture held by the Province.

The annual interest requirements on BC Ferries’ long term debt (using applicable interest rates) for the
twelve months ended March 31, 2004, were $20.6 million. BC Ferries’ earnings before deduction of interest on
long term debt and income taxes for the twelve months ended March 31, 2004 amounted to $50.7 million and 2.5
times annual interest requirements for the twelve months ended March 31, 2004.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following is a discussion and analysis of the consolidated financial condition and results of operations
of BC Ferries. This discussion should be read in conjunction with the consolidated financial statements and
accompanying notes contained elsewhere in this prospectus and the disclosure contained throughout this
prospectus. Except where otherwise indicated, all financial information reflected herein is expressed in
Canadian dollars and determined on the basis of Canadian generally accepted accounting principles.

Overview

BC Ferries is one of the largest ferry operators in the world. The consolidated operating revenues and net
earnings of BC Ferries for the year ended March 31, 2004 were $533.7 million and $28.0 million, respectively. At
March 31, 2004, BC Ferries operated $551.5 million of capital assets comprised primarily of vessels and
terminals.

BC Ferries receives service fees pursuant to the Coastal Ferry Services Contract with the Province. In
exchange for a fee, BC Ferries provides agreed ferry service levels on specified routes and administers certain
social policy initiatives on behalf of the Province. As part of the 2003 restructuring of BC Ferries, the provincial
motor fuel tax subsidy received by BC Ferries in prior years was eliminated as at April 2, 2003.

Pursuant to a contract between the federal and provincial governments, the Province receives a subsidy to
support the provision of ferry, coastal freight and passenger services in the waters of British Columbia. This
subsidy is remitted to BC Ferries through the Province. The annual subsidy adjusts with the Vancouver
Consumer Price Index.

Effective April 2, 2003 BC Ferries became subject to GST. Having formerly been a provincial Crown
corporation, BC Ferries was not assessed for, nor did it pay GST. Because the primary business of BC Ferries is
the provision of vehicle and passenger ferry services, an exempt supply under the Excise Tax Act, BC Ferries’
ability to obtain input tax credits is impaired. The unrecoverable GST was $8.5 million for the year ended
March 31, 2004.

In March 2000, BC Ferries’ predecessor and the government of British Columbia determined that the three
PacifiCat high speed ferries built in previous years were not economical, were not operationally effective for
their intended service and should be sold. The high speed ferries were sold at auction in March 2003 for a loss of
$53.1 million. This loss was in addition to write-downs in 1999, 2000 and 2002 totalling $328 million.

DPMI operates a refit and maintenance facility in Richmond, British Columbia. The company commenced
operations as a subsidiary on July 1, 2003. The results of the year ended March 31, 2004 reflect additional costs
incurred in transitioning from a business unit of the Company to a separate legal entity.

In total, operations, maintenance and administration expenses increased over prior years. The primary
factors driving changes in operations expense are labour costs, fuel costs and the addition of GST expense.
Maintenance expense increases reflect the Company’s commitment to safety, requirements of an aging fleet, and
the requirements of operating within a regulatory environment. The primary factors driving changes in
administration expense are labour cost (including severance) and the development of new business initiatives.
Management continues to focus on administration expense in order to ensure efficiency.
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The following table sets forth selected consolidated financial information of BC Ferries for each of the
years indicated.

Years ended March 31,

2004 2003 2002

(in thousands)

Revenue
Tolls . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $323,023 $315,618 $305,710
Ferry service fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105,806 — —
Federal-Provincial Subsidy Agreement . . . . . . . . . . . . . . . . . . . . . . . . . . 23,975 23,377 22,953
Retail . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63,206 61,762 60,374
Other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,721 14,866 12,329
Motor fuel tax subsidy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 74,243 71,706

Total revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 533,731 489,866 473,072

Expenses
Operations, maintenance, administration . . . . . . . . . . . . . . . . . . . . . . . . 411,046 397,759 384,846
Cost of retail goods sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,298 22,046 22,479
Amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47,355 44,050 46,056

Total expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 481,699 463,855 453,381

Earnings from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 52,032 26,011 19,691
Gain on foreign exchange . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190 150 176
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (22,672) (1,364) (1,757)
Loss on disposal and write-down of capital assets . . . . . . . . . . . . . . . . . . . (1,565) (412) (732)

Earnings before the following . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27,985 24,385 17,378
Loss on disposal of high speed ferries . . . . . . . . . . . . . . . . . . . . . . . . . . . — (53,107) —
Provision for write-down of high speed ferries . . . . . . . . . . . . . . . . . . . . . . — — (40,000)

Net earnings (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 27,985 $(28,722) $(22,622)

BC Ferries believes that its results of operations are best examined by analyzing changes in the components
of its earnings from operations.

Changes in BC Ferries’ earnings from operations from period to period are primarily affected by
changes in:

• toll revenue;

• ferry service fees received from the Province;

• motor fuel tax subsidy received from the Province;

• revenue from retail sales;

• federal-provincial subsidy received;

• revenues from other segments;

• costs related to salaries, wages and benefits;

• costs related to fuel;

• other operational expenses;

• the cost of retail goods sold; and

• amortization.
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Results of Operations

Year Ended March 31, 2004 Compared to Year Ended March 31, 2003

Earnings from Operations

Earnings from operations for the 2003/04 fiscal year were $52.0 million compared to $26.0 million for the
2002/03 fiscal year. The increase in earnings from operations of $26.0 million resulted from:

($ millions)

Higher toll revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.4
First year of ferry service fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105.8
Elimination of motor fuel tax subsidy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (74.2)
Higher revenues from retail sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.4
Increase in federal-provincial subsidy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.6
Higher revenues from other segments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9
Lower costs related to salaries, wages and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.0
Higher costs related to fuel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4.0)
Higher costs related to other operational expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12.3)
Higher cost of retail goods sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.3)
Higher amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3.3)

Increase in earnings from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.0

Higher Toll Revenue

Toll revenue for the 2003/04 fiscal year was $323.0 million compared with $315.6 million for the 2002/03
fiscal year. This increase in toll revenue was due mainly to the 3.8% increase in tariffs implemented
December 2002. Traffic on Major Routes lagged behind prior year results, reflecting the impact of the war in
Iraq and the outbreak of SARS on the British Columbia tourism sector. These reductions of 1.2% for vehicles
and 2.5% for passengers were not as large as the impact on the BC tourism sector as a whole. Traffic was also
adversely affected by labour related disruptions to sailings over a five day period in December 2003, including a
total work stoppage which lasted for three days.

First Year of Ferry Service Fees

Ferry service fees of $105.8 million were received for the 2003/04 fiscal year. The Coastal Ferry Services
Contract came into effect at the beginning of the 2003/04 fiscal year.

Elimination of Motor Fuel Tax Subsidy

The provincial motor fuel tax subsidy received in prior years was eliminated as at April 2, 2003.

Higher Revenues from Retail Sales

Food and retail revenue for the 2003/04 fiscal year was $63.2 million compared with $61.8 million for the
2002/03 fiscal year. Average per passenger spending increased by 3.5% from the 2002/03 fiscal year, while gross
profit per passenger on food and retail increased by 1.6% over the prior year.

Increase in Federal-Provincial Subsidy

Pursuant to a contract between the federal and provincial governments, the Province receives a subsidy to
support the provision of ferry, coastal freight and passenger services in the waters of British Columbia. This
subsidy is remitted to BC Ferries by the Province. For the 2003/04 fiscal year, the subsidy received was
$24.0 million. The annual subsidy adjusts with the Vancouver Consumer Price Index.
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Higher Revenues from Other Segments

Other income for the 2003/04 fiscal year was $17.7 million compared with $14.8 million for the 2002/03
fiscal year. This change was largely driven by volume increases in reservation usage, primarily from passenger-
vehicle reservations for the Horseshoe Bay-Langdale route, that were made available for the first time in
July 2003, and the Swartz Bay-Tsawwassen route.

Lower Costs Related to Salaries, Wages and Benefits

The cost of salaries, wages and benefits decreased by $3.0 million in the 2003/04 fiscal year compared to the
2002/03 fiscal year. This decrease resulted primarily from an overall decrease in salaries, wages and premiums of
$1.7 million mainly due to fewer employees and less overtime requirements, and a $2.6 million decrease in
workers’ compensation claims liability due to valuation adjustments in the prior year. These decreases were
offset by various benefit cost increases.

Higher Costs Related to Fuel

The cost of fuel increased $4.0 million in the 2003/04 fiscal year compared to the 2002/03 fiscal year. Of this
increase, $3.4 million was the result of increases in fuel prices net of hedging operations, and $2.0 million was as
a result of non-recoverable GST (which was not payable in the 2002/03 fiscal year). This was partially offset by a
reduction in fuel usage of 2.5 million litres, representing $1.0 million. Additional savings were achieved through
negotiated supplier discounts.

Higher Costs Related to Other Operational Expenses

The cost of other operational expenses increased $12.3 million in the 2003/04 fiscal year compared to the
2002/03 fiscal year. This increase included $4.7 million for unexpected vessel repairs and maintenance,
$1.9 million for a corporate initiative to acquire new uniforms for employees, $1.6 million for the cost of
property taxes resulting from BC Ferries’ change to an assessment based taxation method, and $6.5 million for
non-recoverable GST. This increase was offset by $2.0 million in insurance claim experience.

Higher Cost of Retail Goods Sold

The cost of retail goods sold increased $1.3 million in the 2003/04 fiscal year compared to the 2002/03 fiscal
year. This increase was driven by increased food and retail sales.

Higher Amortization

Amortization expense increased by $3.3 million for the 2003/04 fiscal year compared to the 2002/03 fiscal
year. This increase was driven by the revision of the useful lives of assets to be replaced by expected vessel and
terminal improvement projects.

Interest Expense

Interest expense for the 2003/04 fiscal year includes a $22.1 million increase of interest payable on long-
term debt primarily due to the $427.7 million debenture held by the Province. This debenture was issued on
April 2, 2003.

Losses on Disposal of Assets

Losses on disposals during the 2003/04 fiscal year includes $1.7 million as a result of the Queen of Cowichan
1997 passenger upgrades being replaced by the current mid-life upgrade project, and $0.7 million for cancelled
business cases. These losses were reduced by a gain of $1 million resulting from the disposal by BC Ferries’
wholly owned subsidiary, Catamaran Ferries International Inc., of the high speed ferry construction facility, its
last remaining capital asset.
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Net Earnings (Loss)

For the 2003/04 fiscal year, net earnings were $28.0 million compared with a net loss of $28.7 million for the
2002/03 fiscal year.

Year Ended March 31, 2003 Compared to Year Ended March 31, 2002

Earnings from Operations

Earnings from operations for the 2002/03 fiscal year were $26.0 million compared to $19.7 million for the
2001/02 fiscal year. The increase in earnings from operations of $6.3 million resulted from:

($ millions)

Higher toll revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.9
Increase in motor fuel tax subsidy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.5
Higher revenues from retail sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.4
Increase in federal-provincial subsidy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.5
Higher revenues from other segments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.5
Higher costs related to salaries, wages and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6.5)
Lower costs related to fuel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.2
Higher costs related to other operational expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8.6)
Lower cost of retail goods sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.4
Lower amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0

Increase in earnings from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.3

Higher Toll Revenue

Toll revenue for the 2002/03 fiscal year was $315.6 million compared to $305.7 million for the 2001/02 fiscal
year. This increase is comprised of an increase of 2.9% in toll revenues from passengers and 3.5% from vehicles.
Of total toll revenue growth, $6.1 million was attributable to an increase in traffic and $3.8 million was due to a
3.8% tariff increase implemented in December 2002. Vehicle traffic in the 2002/03 fiscal year totalled 8.3 million
while total passengers were 21.6 million (annual increases of 2.7% and 1.8% respectively).

Increase in Motor Fuel Tax Subsidy

A motor fuel tax subsidy from the Province of 1.25 cents per litre provided revenue of $74.2 million for the
2002/03 fiscal year compared to $71.7 million for the 2001/02 fiscal year. This increase was due to an increase in
motor fuel consumption over the year.

Higher Revenues from Retail Sales

Food and retail revenue increased to $61.8 million for the 2002/03 fiscal year, an increase of $1.4 million
over the 2001/02 fiscal year. Over 70% of retail revenue was derived from food and beverage services, with the
remaining portion from gift shop sales and video/vending contracts. Growth in retail revenues reflects the impact
of a 2.5% increase in food and beverage prices effective May 1, 2002 and increased ridership.

Increase in Federal-Provincial Subsidy

BC Ferries received revenue of $23.4 million in the 2002/03 fiscal year pursuant to an agreement between
the federal and provincial governments for the provision of ferry services in the waters of British Columbia. The
payment adjusts annually with the Vancouver Consumer Price Index. The payments received in the 2001/02 fiscal
year totalled $23.0 million.

Higher Revenues from Other Segments

Other income increased to $14.8 million for the 2002/03 fiscal year, an increase of $2.5 million over the
2001/02 fiscal year. Over 70% of other income was derived from reservations and parking, with the remaining
portion from assured loading tickets and marketing rights fees. Growth in other income was primarily a result of
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volume increases in reservation usage, resulting in an increase of $1.8 million in other income. Also contributing
to growth in other income was increased parking revenue from a new 460 car parkade at the Horseshoe Bay
terminal.

Higher Costs Related to Salaries, Wages and Benefits

Salaries, wages and benefits increased by $6.5 million to $248.1 million for the 2002/03 fiscal year. This
increase is due primarily to increases in benefits, including valuations for Workers’ Compensation Board, long
term disability liabilities and Medical Service Plan premium increases and wage increases of 2% implemented
November 2001 and 1.8% implemented November 2002. Further increases for the 2002/03 fiscal year resulted
from the one-time cost of reorganization initiatives.

Lower Costs Related to Fuel

The total cost of fuel dropped $2.2 million to $45.9 million for the 2002/03 fiscal year. During the 2002/03
fiscal year the average price of fuel rose by 7.6%, while consumption decreased 1.2% (1.6 million litres). The
elimination of the high speed ferries from operations was the primary reason for the drop in fuel consumption.
The fuel hedging program realized a gain of $3.5 million, helping to mitigate exposure to rising fuel prices.

Higher Costs Related to Other Operational Expenses

The cost of other operational expenses increased $8.6 million for the 2002/03 fiscal year compared to the
2001/02 fiscal year. This increase was largely due to vessel refit and maintenance activities, transition and core
review activities.

Lower Cost of Retail Goods Sold

The cost of retail goods sold decreased by $0.4 million for the 2002/03 fiscal year. This decrease was due to
a reduction in food and beverage cost of sales and improved shipboard product management.

Lower Amortization

Amortization decreased by $2.0 million for the 2002/03 fiscal year. This decrease reflects accelerated
amortization recorded in the 2001/02 fiscal year due to the reclassification of assets.

Interest Expense

Interest expense for the 2002/03 fiscal year includes interest paid on the capital leases relating to the Queen
of Surrey and Queen of Oak Bay. Further details regarding obligations under capital leases can be found in the
notes to the consolidated financial statements included elsewhere in this prospectus.

Losses on Disposal of Assets

The three high speed ferries and ancillary equipment were sold by international, unreserved auction on
March 24, 2003 for proceeds, less auction commissions, of $17.2 million, resulting in a loss on disposal of assets
held for resale in the 2002/03 fiscal year of $53.1 million.

Net Earnings (Loss)

For the 2002/03 fiscal year, BC Ferries’ net loss was $28.7 million. Excluding the loss on disposal of the high
speed ferries, net income for the 2002/03 fiscal year would have been $24.4 million. These results compare with
net earnings (before fast ferry write down provision) of $17.4 million in the 2001/02 fiscal year.

Liquidity and Capital Resources

To date BC Ferries has funded its operations and growth from cash flow from operations, government
subsidies, bank financing and loans from the Province. BC Ferries does not view common equity as a potential
source of capital and has no present intention of offering equity to the public or other investors.
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CONSENT OF KPMG LLP

We have read the prospectus of British Columbia Ferry Services Inc. (‘‘BC Ferries’’) dated May 19, 2004
relating to the issue and sale of senior secured bonds of BC Ferries. We have complied with Canadian generally
accepted standards for an auditor’s involvement with offering documents.

We consent to the use in the above-mentioned prospectus of our report to the directors of BC Ferries on
the consolidated balance sheets as at March 31, 2004 and 2003 and the consolidated statements of earnings and
retained earnings and cash flows for each of the years in the three-year period ended March 31, 2004. Our report
is dated April 28, 2004 (except as to note 18, which is as of May 19, 2004).

Victoria, Canada (Signed) KPMG LLP
May 19, 2004 Chartered Accountants
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