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To the Lieutenant Governor in Council

Comox, B.C.

July 31%, 2009
May It Please Y our Honour:

BC Ferry Commission Annual Report
For the Fiscal Year Ending March 31, 2009

| am pleased to submit to you the sixth Annual Report of the BC Ferry Commission.

Asrequired by section 53 of the Coastal Ferry Act, the report sets out briefly all applications and requests for decisions
to the Commissioner under the Act, all ordersissued by the Commissioner, the financial statements applicable to the

Office of the Commissioner for the above period along with full disclosure of the expenses of, and associated with, the
Office of the Commissioner.

Yourstruly,

e

Martin Crilly
BC Ferries Commissioner
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1 Highlights and Message from
the Commissioners

This report covers the Commission’s operations for the year ending
March 31, 2009. It was the sixth year of the Commission, and also the first
year of the four-year-long Performance Term Two under the Coastal Ferry
Act.

Overall service quantity Asin previous years, every three months the number of sailings that BC

and quality Ferries delivered, the quality of service and the fares charged are tracked by
the Commission. The Commission’sfindings indicate that BC Ferries
again substantially met its contractual obligation to provide core
services. It maintained its capacity and service frequencies at or above the
minimum requirements under the Coastal Ferry Contract.

One of the Commission’ stasks isto monitor service quality. The
Commission found that, overall, BC Ferries operated reliably. Ontime
performance was generally good with 87.9% of BC Ferries’ sailings
departing within 10 minutes of schedule, system wide. This record was
achieved despite problems with the availability of vessels for its most-
travelled route, Tsawwassen-Swartz Bay.1

Customer satisfaction There has been consistent tracking of customer satisfaction through an

levels annual sampling survey conducted by an outside firm. The latest survey
finds that overall customer satisfaction dipped to 86% from 88% in 2008,
after improving in many areas in 2006 and leveling off in 2007.

Fares and fare caps Thiswas the first year in which BC Ferries had to charge fares within
caps set by aruling of the Commission, rather than by the Act, aswasthe
case for Performance Term One. Under aruling made by the Commission
in 2007, fare caps rose by 7.3% on the major route group and by 4.0% on
the other three route groups on April 1, 2008. The Commission monitored
actual average faresto ensure compliance with these caps throughout the
year, which BC Ferries did, with one exception — on the major route group,
average fares for the quarter ending March 31, 2009 dlightly exceeded the
price cap. The Commission’s policy requires BC Ferries to bring these fares
under the price cap no later than the measurement point of December 31,
20009.

1 The weaker on-time performance on Route 1 was largely due to a severe
mechanical issue on the Spirit of British Columbia and the eight-month late
completion of the Queen of New Westminster upgrade.
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The same ruling set fare cap increases for April 1, 2009, 2010 and 2011,
with the exact amount of the increase linked by formulato CPI inflation.
The formulatakes into account BC Ferries' higher interest and amortization
costs as new ships enter the fleet. Thisyear alone, BC Ferries deployed
four new vessels.2 The Commission’s inflation-linked formula called for
price cap increases on April 1, 2009 of 3.74% on the mgjor routes and
7.25% on all other routes.

Overal, the formula allows BC Ferries to raise fares faster than general
inflation right through to 2012. Even though a challenge to BC Ferriesto
improve overall productivity by 1% annually was factored into the formula,
the Commission expects that in future fares will climb up to two times the
rate of general inflation on the major route group, and up to three times on
the other route groups3.

One-third fare cut in On October 22, 2008, the Premier of British Columbia announced that,

December and January with a special one-time subsidy of approximately $20 million, BC Ferries
fareswould be reduced by one-third for the two months of December
2008 and January 2009. For purposes of enforcing fare caps, the
Commission recognized the special subsidy as fare revenue, apportioned
between the third and fourth quarter. Effective February 1, 2009, fares
returned to pre-special-subsidy levels.

Fuel surcharge The Commission’s fare cap formula was devel oped a few months before

mechanism the fuel price spike in summer 2008. The formula embodies a forecasted set
price of approximately 78 cents/litre for marine diesel fuel starting in April
2008, rising with the consumer price index through 2012. Along with many
others, the Commission was surprised when actual spot fuel prices exceeded
the forecast by 50%.

The situation was handled through an automatic fuel surcharge/rebate
mechanism which had been part of the Commission’s fare cap ruling.
During the year, the ruling was amended to permit faster changesin
surcharges to meet the surge, and subsequent fall, in fuel prices.

The mechanism allowed fuel surcharges of 10.3% on the major routes,
17.6% on the minor routes and 9.2% on the Horseshoe Bay-L angdal e route
on August 1, 2008. The collapse of fuel pricesin the last half of 2008
meant removal of all fuel surcharges by the end of December. Indeed, fuel
rebates are now applied on the minor route group. On July 15, 2009, the
rebate rose from 5% to 8% of the base fare.

Fuel conservation plan In permitting BC Ferriesto levy fuel surcharges, the Commission
required afuel conservation plan for 2008/09 and 2009/10. The company
committed to a continued focus on several initiatives. They include
monitors on vessels to optimize fuel efficiency, hull resurfacing on some
vesselsto reduce drag, and various other operating adjustments. Actual

2 Coastal Inspiration, Coastal Celebration, Island Sky and the Northern Expedition.

3 A graph showing historical and projected fare levels, including fuel
surcharges/rebates, for all the route groups starting in 2003 through 2012, appearsin
Section 5 of this report.
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versus fuel consumption targets will be reported on by the Commission
when dataisreceived by BC Ferries.

Safe-Crewing Effective January 1, 2009, Transport Canada, BC Ferries safety

Requirements regulator, issued new safe-crewing requirements. These requirements mean
that on certain vessels serving the group of 18 minor routes, BC Ferries
must increase the number of crew in order to carry the same maximum
passenger loads as last year. Asthis requirement would raise operating
costs, BC Ferries, as an interim measure, has chosen to maintain prior
crewing levels by reducing the maximum number of passengersit carries on
some vessels.

This raises the possibility that “overloads’ (sailings departing full and
leaving waiting customers behind) may become more frequent on minor
routes, especialy in the summer (July-September) which isits busiest
quarter.

After several years of essentially flat traffic volumes, BC Ferries has
reported asharp drop in itstraffic volumes over the past year. The
Commission tracks an index of annual traffic quantity, with avaue of 100.0
for calendar 2003. Asthe chart to the left shows, at the end of March 20009,
the system traffic index was 98.8, down 5.5% from 104.6 ayear earlier.

Traffic Declines

System Traffic Index
106 7
104 Traffic volumes on the Northern Route Group are most noticeably
igz flagging. During the year they reached only 80% of levels seen six years
zz-l,lll- - |
2008 2005 2006 2007 2008 2009 Within a performance term, BC Ferries shoulders the financial risk due
year ending March 31 to fluctuationsin traffic. This meansthat BC Ferries will not be
compensated through higher fares for lower-than-expected traffic, unless
the company can satisfy the Commission that the circumstances are

extraordinary.
Alternative service BC Ferries must seek alter native service providers (ASPs) on its routes
delivery and to submit a plan for doing so for each performance term, under section

69 of the Act. The execution of the Performance Term One plan saw no
new ASPs engaged. One has been renewed on the passenger-only
Langdale-Gambier-K eats service.

In June 2008, BC Ferries advised the Commission of its decision to
continue to operate the Mill Bay-Brentwood Bay routeitself. BC Ferries
chose not to pursue a proposa submitted by a potential ASP, which was
rejected for economic reasons largely, but not exclusively, due to the level
of service fee being proposed by the proponent.

Pursuant to its ASP plan for the Performance Term Two, in the summer
of 2008, BC Ferries sought ASPs on the Campbell River-Quadra, Quadra-
Cortes and Port McNeill-Sointula-Alert Bay routes. Then, in January 2009,
the company notified us that, since no alternative service provider had
submitted a proposal, it will continue to be the provider of service on these
routes.

At time of writing this report, the company is seeking ASPs for service
to its mid-coast ports of Shearwater and Ocean Falls.
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Productivity and The past two annual reports of the Commission have raised the crucial

innovation issues of productivity and innovation. BC Ferries enjoys monopoly
privileges. It faces no bracing competition that would encourage it to
survive, and thrive, through continuous productivity improvements.

Productivity initiatives by The Commission recognizes that BC Ferries has undertaken productivity
BC Ferries initiatives during the year, including:

« introduction of the Experience Card which gives more customers
easier access to discount fares, and which promises to be more
efficient than the paper ticket system it replaces,

+ entry into the drop trailer market on the major route group to utilize
spare capacity, going head-to-head with an established large private
sector competitor;

 areduction in both management and union workforces, to cut costs;

- afeasbility study examining acable ferry alternative for Denman
Island; and

+ an effort to curtail some sailings last fall on the Horseshoe Bay-
Langdale route and the major routes, as allowed by the Coastal Ferry
Service Contract as amended in June 2007. This attempt was
reversed by the Provincial Government which reimbursed BC Ferries
for the costs they would have otherwise saved through fewer sailings.

In light of the recent slide in traffic and demographic shifts, which may
dampen growth in the longer term, productivity gains and innovation will be
essential in the future, in order to moderate increases in payments from
ferry customers and taxpayers.

I ssue of over-capacity In this regard, the Commission draws attention to the terms of the
Coastal Ferry Services Contract with the Province, which require acertain
minimum service frequency on each route. The Commission notes that on
the group of 18 minor routes during January to March 2009, the current
requirement meant that the vehicle deck space on the average sailing was
only one-third full. This degree of over-capacity, i.e. low productivity,
warrants examination by the two parties to the contract.

Importance of the length It falls to the regulatory framework and the Commission to provide
of the performance term incentives for productivity gains and innovation.

When setting fare caps for a performance term, the Commission must
take into consideration the productivity gains that, in the Commission’s
opinion, acting reasonably, BC Ferries should achieve in the performance
term. Accordingly, in setting caps for Performance Term Two, the caps
were lowered by a productivity adjustment.

However, the Commission has concerns that the current framework is
insufficient to provide incentives for BC Ferriesto achieve gains. In last
year's message, the length of performance terms under the Coastal Ferry
Act was questioned. With the current four-year performance terms, BC
Ferriesis assured of retaining a maximum of only four years' worth of cost
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savings. The actual time frame for savingsisinevitably shorter given
feasibility studies, approval processes and actual investment.

The Commission views the company as understandably risk-averse
within this framework. The Commission reiterates that alonger than four-
year period for retaining savings would more strongly encourage risk-taking
for productivity enhancement and innovation, which isin the long-term
interests of ferry customers. Even though the Commission has offered and,
in the case of the Denman cable ferry alternative, have actually committed
to postpone for more than one four-year term the capture for fare-payers of
cost savings, BC Ferries remains skeptical and holds to a conservative
approach to innovation.

Personnel changes at the Finally, certain recent and prospective staffing changes at the

Ferry Commission Commission are noted. Sheldon Stoilen of Bowen Island began his six-
year term as Deputy Commissioner in June 2008. Martin Crilly of Comox
sees the end of his seven-year term as Commissioner in June 2010. Nancy
Cameron, who has served as Communications Manager, has announced her
resignation effective July 31, 2009. The Commission thanks her warmly for
her support and wishes her well. In her place, we welcome Mary
Stambulic of Victoriajoining us as Assistant to the Commission.

Respectfully submitted,

M LCJ(‘j < 7 S}é«/&m)

Martin Crilly Sheldon Stoilen
BC Ferries Commissioner Deputy BC Ferries Commissioner

July 31, 2009
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Policy Principles
for the BC Ferry Commission
Coastal Ferry Act, section 38

(@) priority isto be placed on the
financial sustainability of the ferry
operators;

(b)ferry operators are to be
encouraged to adopt a commercial
approach to ferry service ddlivery;

(c) ferry operators are to be
encouraged to seek additional or
alternative service providers on
designated ferry routes through
fair and open competitive
processes,

(d)ferry operators are to be
encouraged to minimize expenses
without adversely affecting their
safe compliance with core ferry
Services,

(e) cross subsidization from major
routes to other designated ferry
routesis (i) to be eliminated within
the first performance term of the
first Coastal Ferry Services
Contract to be entered into under
this Act, and (ii) beforeits
elimination, to be minimized;

(f) the designated ferry routes are to
move towards a greater reliance on
auser pay system so as to reduce,
over time, the service fee
contributions by the government.

2 The Role of the Commission

The BC Ferry Commission regulates ferry operators under the Coastal
Ferry Act of 2003. The Province appoints the Commissioner and up to two
Deputy Commissioners as statutory officersfor six- to eight-year terms.
They are independent of both the government and ferry operators. In
August 2003, Martin Crilly of Comox was appointed Commissioner for a
term of seven years expiring on June 30, 2010. In June 2008, Sheldon
Stoilen of Bowen Island was appointed Deputy Commissioner for a six-
year term expiring on June 30, 2014.

Their decisions cannot be appealed, except on aquestion of law. They
may be terminated only for mental infirmity, conviction for an indictable
offence under Canada s criminal code, or ajudicial finding of conflict of
interest or material breach of duties or obligations.

The Commission is not an ombudsperson acting to resolve any private
disputes with ferry operators; nor isit ageneral complaints or compliments
bureau. Further, it isnot responsible for regulating safety or environmental
impacts of ferry operations.

In exercising its powers as watchdog, the Commission is obliged to
follow six policy principlesin protecting the public interest as outlined in
the box to the left.

BC Ferrieswas created in April 2003 from the former BC Ferry
Corporation, which was a taxpayer-supported crown corporation. It isnow
a self-financing company with a mandate to widen travel choicesfor users
and improve service quality.

Under along-term contract with the Province, BC Ferries must operate
its system to provide defined minimum cor e service levels on each of the
25 routes. On three of them, called major routes, which are financially
self-sufficient, BC Ferries receives no subsidy. On the other 22, the
government pays BC Ferriesaferry transportation or service fee per-
round trip sailing.

One of the Commission’stasksistoregulateferry fares. The
Commission sets a ceiling or “price cap” on the average level of fareswhich
BC Ferries can charge. The goal in setting the price cap isto balance
consumer protection with financial sustainability of the ferry operator, while
encouraging efficiency.

The routes are now divided into four geographic groups. Each group has
its own price cap, which isa ceiling on the weighted average level of the
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individual fares within the group. Thelevel isre-set after every fourth year.
Each four-year4 period is termed a "performance period". In its surveillance
of ferry fares, the Commission ensures that the weighted average of ferry
fares, for each of seven groups of routes, does not rise above the cap for
each group. If it does, the Commission may penalize the operator unless
corrective action, e.g. reducing fares, is taken within the next quarter.

Regulation of service In overseeing the amount or quantity of service provided by BC Ferries,

quantity the Commission monitors the adherence of BC Ferriesto the terms of its
service contract with the Province. The Commission checks that the
numbers of sailings on each route are at aminimum equal to those required
in the service contract, subject to an allowance for missed sailings for
certain reasons (e.g. bad weather). If there is a shortfall in the quantity of
service the operator sacrifices the service fee and may face other more
Serious consequences.

Regulation of service While the broader and less readily measured performance parameter of
quality service quality (e.g. punctuality, reliability, comfort and convenience to
customers, or other qualitative dimensions of ferry service) are of great
importance to ferry customers, the Commission does not try to regulate in
thisarea. To do so would be difficult, and inconsistent with the
legislature’ s intention that regulation be exercised in alight-handed fashion.

However, the Commission does track BC Ferries' regular reports of its
on-time performance, and the number of “overload” sailings which depart
leaving customers behind in the waiting area. The Commission also
inspects regular customer satisfaction sampling surveys which BC Ferriesis
contractually bound to carry out using an outside polling firm.

Pro-competitive Although BC Ferries has weighty service obligations, it also enjoys

regulation privileges asa near-monopoly. It has exclusive use of terminals, which
are facilities of major strategic and competitive importance to an operator.
On 22 of its routes (those other than the three major routes), BC Ferriesis
the sole recipient of taxpayer support. The company is also income-tax
exempt. It has the advantages of alarge, incumbent operator with flexibility
in vessel deployment, able to take advantage of economies of scale and
network coverage. These give the company alow-risk profile from the
investors' perspective and result in a comparatively low cost of borrowing.

These advantages are intended by the legal and contractual framework,
but largely protect BC Ferries from meaningful competition. There are
few existing competitors against whom to benchmark BC Ferries. The
market and regulatory structure does not foster the emergence of such
competitorsin future.

In this context, to promote efficiency — which helps keep down both
ferry fares and the need for taxpayer funding — the Commission’ s rulings
aim to provide incentivesto BC Ferriesto deliver ferry servicein an

4 Except for the first performance period, which was five years ending on March 31,
2008.
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efficient fashion while maintaining the required priority on its financial
sustainability.

The Coastal Ferry Act requires BC Ferries, in each performance period,
to submit to the Commission a plan to seek additional or alternative
service providers (ASPs) and then to execute that plan. ASPs could serve
on BC Ferriesroutes under subcontract, if they could reduce the costs of
ferry operations. The Commission sees this clause, in part, as guarding
against the danger of BC Ferries, in the absence of little other competition,
becoming complacent about its own methods and cost-efficiency. The Act
empowers the Commission to penalize BC Ferriesif it considersthat BC
Ferries has not submitted a satisfactory plan, and to order it to submit one
and to execute it — to adeadline.

Commission probes Overdl, the Commission is dert for information, either from its own
observations or from the public, suggesting how the performance, service
quality, efficiency or productivity of ferry operations could be improved.
The Commission may decide to launch a probe on any topic of interest to it,
in which the ferry operator islegally required to answer the Commission’s
guestions and comply with any resulting orders, with no appeal.
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Commission Activities
in 2008/09

. Regulation of Ferry Fares

« confirmed actual fares were
within caps during the year;

» refined the fuel surcharge
mechanism to respond more
quickly to fuel price changes.

. Regulation of Service Levels
« confirmed that BC Ferries
delivered contracted round-trips.

. Special Decisions
» monitored BC Ferries

Alternative Service Providers Plan.

. Enforcement
» monitored BC Ferries public

reporting.

. Publication and Outreach

» maintained records, published
decisions, and communicated with
the public and stakeholders;

» attended meetings with
stakeholder groups.

. Administration and Reporting
« operated an office, obtained
support services and consulting
advice.

3 Activity Summary

The Commission’s activities fall into six headings shown on the left.
These headings are taken from the Commission’ s September 2007 Service
Plan and Budget for the year ending March 31, 2009. The core, ongoing
activities of the Commission include the regulation of fares through the
price cap mechanism, and the regulation of service levels.

Special decisions under heading 3 include pre-approval of major capital
deployments (e.g. new ships). There was no such application during the
year. It also includes overseeing the search for alternate service providers.
The Commission found no reason to undertake enfor cement action under
heading 4.

Two further activity areas were to inform the public about the
Commission’srole (under heading 5 — publication and outreach) and to
maintain routines and procedures under administration and reporting
under heading 6.

Readers will find mor e detail in the table on the following pages. It lays
out the Commission’s planned ver sus actual activities under the same
headings, keyed to the relevant section number of the Coastal Ferry Act.
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4 Activity Detall

This section takes the list of the planned Commission activities from its
2008/09 Service Plan and offers a detailed description of actual activities.

Activity | Coast Ferry
number | Act section Activity Description Actual Activity in 2008/09
1.0 Regulation of Ferry Fares
11 39 Monitor how weighted average priceis calculated
The Commission will monitor the The Commission considered various observations and concerns
functioning of the Average Fare Model. | offered by BC Ferries on the behaviour and usefulness of the
Developed in collaboration with BC Average Fare Model.
Fem%.' n 2003/04, the qu(.al |s_the key Normally the Commission permits the average fare to go over
measuring tool for determining if BC . . o .
S the price cap for just two quarters before requiring BC Ferries to
Ferries weighted average fares are
s . return all excess revenue to customers (through lower-than-
within the price cap set by the . .
o . otherwise fares) in the very next quarter after the overage. At
Commission. The model requires o .
. . BC Ferries’ request, the Commission agreed to extend the grace
adjustment and improvement (e.g. for . . .
. . period to three consecutive quarters.  The Commission issued a
changesin type and quality of source o .
. ; Commission Memorandum 31 explaining why.
data) and periodic cross-checking.
Where necessary, the operation of the
model will be externally validated.
12 38,65 Review BC Ferries quarterly reports on price level

The Commission will specify contents
required in BC Ferries annual reports
respecting fare levels for each route
group. The Commission will determine
if the weighted average of the tariffs
charged for each route group, as
measured using the Average Price
Model are within the price cap
established, and if not make appropriate
orders.

The Commission reviewed BC Ferries quarterly reports
comparing the actual weighted average fare for each route
group with the price cap for that group. The Commission found
the company to be in compliance.

The commission noted that for the minor route group of 16
routes (serving mainly the Gulf Islands), BC Ferries’ actual
fares were approximately 4% below the maximum averageit is
allowed to charge. The reasons for the gap and opportunities
available to BC Ferries to close the gap were discussed
extensively with BC Ferries and the Chairs of the Ferry
Advisory Committees.
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Activity | Coast Ferry
number | Act section Activity Description Actual Activity in 2008/09
1.0 Regulation of Ferry Fares (continued)
13 42 Handle any BCF applications for extraordinary price increases
The Commission will review and BC Ferries made no application for an extraordinary price
consider applications by the ferry cap increase during the year. However in July 2008, BC Ferries
operator for extraordinary tariff/price requested a modification to Memorandum 24, issued in March
cap increases, for example, dueto 2007, to allow the early implementation of fuel surchargeson
extraordinary increases in the price of the mgjor routes, the minor routes and route 3 (Horseshoe Bay-
fuel. Langdale). Asthiswasin the best interest of ferry customers,
fuel surcharges of 10.3%, 17.6% and 9.2% respectively were
approved for August 1, 2008 pursuant to Memorandum 24A
issued on July 22, 2008.

In view of the rapid declinein fuel pricesin the fall of 2008,
it became apparent that further modifications to the process for
adjusting fuel surcharges was necessary to allow greater
flexibility and responsiveness to changing market conditions.
Accordingly, Memorandum 24B was issued on November 30,
2008 that establishes arevised process or framework for the
remainder of Performance Term Two.

14 45 Adjust price cap for any service cuts/route discontinuances
The Commission will review service The Commission did not receive applications for service
reductions or discontinuance of routes | reductions or route discontinuance during the year.
for impact on price cap and make
appropriate adjustmentsin price cap.
15 40, 41 Conduct price cap review for next performance term
The Commission will initiate pricecap | The Commission completed its price cap review for the second
reviews for each performance term. performance term (April 1, 2008 to March 31, 2012) during
2007/08. No activities were carried out in 2008/09 in regard to
aprice cap review for the third performance term. Activitiesin
this regard will commencein the later part of 2009/10.
20 Regulation of Ferry Service Levels
21 38,65 Review BC Ferries quarterly reports on service level

The Commission will specify the
format of, and review quarterly reports
of BC Ferries (BCF) astheferry
operator to determine if it is meeting
the contract service requirements.

BCF quarterly reports on on-time performance, overloads, and
sailings provided relative to the contract were reviewed.

In March 2009, the Commission reported on the impact of
Transport Canada’ s new safe-crewing requirements for some of
BCF svessels. Depending on the company’ s response to these
new requirements, greater overloads on some routes or higher
costs for BC Ferries could result. BC Ferries could apply for an
increase in the price caps as aresult but would have to satisfy
the Commission that these costs are extraordinary.
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Activity
number

Coast Ferry
Act section

Activity Description

Actual Activity in 2008/09

20 | Regulation of Ferry Service L evels (continued)
2.2 38,66 Review BCF annual reports on service level
The Commission will specify the The Commission reviewed BC Ferries annual report issued in
format of, and review annua reports of | June 2009, aswell asthe annual customer satisfaction survey.
BCF asthe ferry operator to determine
if it is meeting the contract service
requirements. It will also review
BCF sannua customer satisfaction
survey, which BCF must provide to the
Commission under the terms of the
Coastal Ferry Services Contract.
23 43 Handle any BCF applications for service reductions
Review and consider any applications In October 2008, BC Ferries requested authorization to
by the ferry operator for reductionsin temporarily reduce service on certain northern routesto
service (temporary reductions would facilitate terminal upgrade work at Prince Rupert, Port Hardy
occur immediately). and Skidegate. Upgrades were necessary to accommodate the
new vessel Northern Expedition. Based on the Commission’s
review of adequate notice to communities and affected
stakeholders, Order 08.01 was issued on October 24, 2008,
alowing the temporary service reductions.
24 44 Handle any BCF applications for route discontinuance, possibly hold hearing

31

55

Review and consider any applications
by the ferry operator to discontinue a

route.

On ferry operator’s request, decide if a proposed capital deployment is reasonable

No applications for route discontinuance were submitted during
2008/009.

If aferry operator makes an
application, the Commissioner will
consider a proposed capital deployment
or capital expendituresin connection
with aroute or terminal to determine if
they are reasonably required.
Consultants of various speciatieswill
be engaged to undertake a "process
audit" of the BCF analysis.

BC Ferries made no applications for aruling under this section
in 2008/09.
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Activity | Coast Ferry
number | Act section Activity Description Actual Activity in 2008/09
3.0 Special Decisions (continued)
32 38(4) Deregulate aferry route if competition sufficient
Make a determination of removing There was no activity in this area.
designation for aroute upon which
sufficient competition exists so that
regulation of that route is unnecessary.
33 69 Review BCF s Plan to Seek Alternate Service Providers (ASPs)

Monitor the market for ferry services
with aview to encouraging competition
for BCF; monitor BCF implementation
of its Additional and ASPs plansfor
Performance Term Two.

During 2008/09, the Commission continued monitoring BC
Ferries activities in implementing its plan for Performance
Term Two. The Commission’s observations are contained in
this report.

4.1 38(2) Monitor BCF reporting to the public
The Commission will observe how BC Ferriesissues tariffsin print and on the world wide web,
BCF reportsits own performance on while the Commission publishes average fare levels compared
pricing its fares under the price cap, and | with price caps for regulatory purposes.
onits service level actually delivered
versus the contracted service levels.
4.2 46 I nspect BCF records as required
Order inspections of therecords of the | No activity was necessary.
ferry operator as necessary.
4.3 48 Issue orders to BCF regarding non-compliance with the law as required

51

52

Issue orders for non-compliance with

the Iiislation as neceﬁari.

Maintain Commission records, provide
public access

No activity was necessary.

Files will be maintained accessible to
the public under the Freedom of
Information and Protection of Privacy
Act. Responseto public enquiries will
be made via telephone, postal mail, and
e-mail. A web sitewill be maintained
and regularly updated as needed,
preferably at least monthly.

A part-time contractor organized and maintained the
Commission’ s public correspondence in electronic form and
coordinated all correspondence activities for the Commission.

Members of the public accessed the Commission in a number of
ways. by e-mail, phone, fax or regular mail, viathe
Commission’s website at www.bcferrycommission.com; and by
subscribing to e-mail updates.

The Commission’ s website, updated regularly, continued to be

the primary means of providing information to the public.
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Activity
number

Coast Ferry
Act section

Activity Description

Actual Activity in 2008/09

50

Publication

and Outreach (continued)

In addition, important Commission news was sent periodically
to the amost 900 subscribers on its e-mail distribution list.
During the year, subscribers were notified about Commission
decisions on fuel surcharges (July 2008), the Northern Service
temporary service reduction agreement (November 2008) and
fuel surcharge removals (December 2008). Each update
included a brief summary of the decision, alink to the
Commission website for more details, frequently asked
guestions, and contact information.

In 2008/09, over 250 members of the public contacted the
Commission directly. Although most used e-mail, some letters
and phone calls were also received. An electronic database of
al correspondence to and from the Commission was maintained
and reviewed regularly.

Asin previous years, correspondence focused primarily on the
cost of ferry travel, both in terms of regular fare levels and fuel
surcharges. Everyone who contacted the Commission with a
direct query received a personalized response from the
Commissioner and/or Commission staff. Correspondence which
fell outside the Commission’s mandate was forwarded to the
Ministry of Transportation and Infrastructure or BCF for a
response.

52

52

Publish decisions/determinations/orders/proceedings

The Commissioner will publish every
decision, determination and order in a
manner that the Commissioner believes
will bring it to the attention of the
public. All such itemswill be published
on the Commission's website, at a
minimum.

All decisions, determinations and orders were published on the
Commission’s web site with explanatory text, and question-and-
answer sheets as required.

53

N/A

Communicate with public and stakeholders

The Commission will actively
communicate its role and
responsibilities to the public; make
appearances in the media; make
presentations and speechesto
stakeholder groups.

During the year, meetings were held with the public and
stakeholders including two meetings with the Chairs of the
Ferry Advisory Committees; two annual BC Ferries public
meetings in Tsawwassen and Vancouver; one meeting with a
potential alternative service provider; and two meetings with
BC Ferries Board of Directors, with formal remarks.

The Commission was also interviewed on several occasions by
print and broadcast media.
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Activity | Coast Ferry
number | Act section Activity Description Actual Activity in 2008/09

6.0 Administration and Reporting

6.1 36 Operate office and engage external support services
Operate the Office of the Commission. | The Commission operated avirtua office. Accounting and
Maintain arrangements for telephone, payment system was provided by Office of the Attorney
mail and electronic access. Rent office | General at no charge to the Commission. Independent legal
space as required. Maintain office advice during the year was not required. An independent
operations (secretarial, phone, courier, | contractor was engaged to develop the Commission’s
post, internet, web site). Office communication and outreach plans and to assist with public
equipment to be dedicated to correspondence.
Commission use. Work with the Office
of the Attorney General as provider of
payment system on behalf of the
Commission. Obtain internal
bookkeeping, archiving, and legal
services asrequired.

6.2 N/A Research background to ferry operating environment
This activity isthe Commissioner's The Commissioner and Deputy Commissioner intend to travel
ferry system familiarization and all ferry routesin person.
background study. Research and
investigationsto be initiated by
Commission.

6.3 69 Prepare Commission's annual budget
Budget will include expenditures The Commission’s Annual Service Plan and Budget for
reasonably expected to beincurred in 2009/10 was submitted to the Minister of Transportation and
the following year, supported by a Infrastructure and BCF on September 30, 2008 as required.
Service Plan for the year.

6.4 53 Report annually to Lieutenant-Governor in Council

Within four months after the end of
each fiscal year, the Commissioner will
make a report to the Lieutenant-
Governor in Council for the preceding
fiscal year.

The Commission’s 2007/08 Annual Report was submitted to
the Lieutenant-Governor in Council on July 31, 2008 as
required and outlines briefly:

o all applications and requests for decisionsto the
Commissioner under the Act where applicable;

o all ordersissued by the Commissioner where applicable;

o thefinancia statements applicable to the Office of the
Commissioner for that year along with full disclosure of the
expenses of, and associated with, the Office of the
Commissioner; and

e other information the Lieutenant-Governor in Council
directs where applicable.
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~8CFerries

Average Fare index Summary

Majors

Route 3

Morthem

Route 40

Route 12

Minars

Route 13

Jun-2007

5 Average Fare Levels

The table below shows the values of a price cap index (=100 at 2003)
compared to an index of actual weighted average fares, for each of four
route groupsin the BC Ferries system (amalgamated from seven groups
used in the first performance term which ended March 31, 2008).

The values for the indices are computed by methods outlined in
Commission Order 05-01 and are based on trailing four-quarter data. They
exclude extraordinary increases allowed in Performance Term Two, i.e. due
to high fuel prices, which are separately measured and tracked.

The Commission’s policy allows BC Ferriesto exceed the cap (in
yellow) for no more than three consecutive quarters. This ensures that the
company does not retain revenues earned at above-cap prices. As seen
below, in thefirst quarter of 2008/09, BC Ferries fare levels moved within
cap after two route groups saw average fares exceed caps for two
consecutive quartersin 2007/08. 1n 2008/09, BC Ferries exceeded the cap
only oncein the last quarter of the year. Accordingly, BC Ferrieswas
found to be in compliance with price caps in 2008/09.

Sep-2007 Dec-2007 Mar-2008 Jun-2008 Sep-2008 Dec-2008 Mar-2003

110,33 111.45 112.10 112,87 124.83 128,85 131.48 133 25

1maa | |  izamd 127.68 3117
116,65 118.35 11965 120,59 136.30 13872 14212 14322
11659 11792 11900 11974 133 46 13585 138 18 138,77
115.98 118.47 119.24 119.87 139.98 14500 148.99 147 42
106,76 115.23 114,13 114.28 135,12 14152 14371 14537
114.38 118.79 Ho Service

|

116.53 118.32 119.48 120.45

117.47 | ]
116.57 118,38 119.50 120,68 142.26 14574 148.07 145,15

116,38 11707 139 08 141 66 144 40 145 22
116.16 118.20 118.46 120,58

117.71 117.80
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BC Ferries' Fare Levels: History and Projected

The average fare index on the previous page shows only the fare levels
before fuel surcharges or rebates. Below is a graph which includes these
items, giving a closer appreciation of the total that customers pay for ferry
travel, historical and forecast through 2012.

Note that the chart, which is current up to and including July 15, 2009,
makes a critical assumption for the forecast through 2012 that fuel rebates
currently in place do not change.

Fuel rebate starts Feb.

200

Key Assumptions:

1) Fuel rebates in place July 15
2008 are permanant and no other
1 BG = rebate ar surcharges occur.

2) CPI grows 2% p.a. in 2009,
2010 and 2011

=18 Minor Routes

Three Major Routes

12 '08 on Minor
Routes and Route 3:
inflation-related

Route 3 (HEB-Langdals) increase on

H ====Three Morthern Routes  [JAPr.1 09 onzlirouted = == o=

Baselina = 100
®  [Datum: March 2003 = 100
Today

140 ; \\/
Fuel
rebate
120 on Minor Routes
is increased
July 15 '05
Fara level exparienced
r. by ferry customers
100 & when Province of BC \
-—;I paid one third of base
fare (December 2008
and January 2003) e
Jan-02 Jan-03 Jan-0d Jan-05 Jan-06 Jan-07 Jan-08 Jan-08 Jan-10 Jan-11
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Accounting Services

Summary Financial
Satements

Revenues

Expenditures

6 Financial Statements

The Commission is grateful for the assistance of the Ministry of the
Attorney General which provides accounting, banking and payment services
at no cost to the Commission. These financial statements are based upon
the financial information provided by the ministry.

BC Ferry Commission

Summary Financial Statements

(In $ thousands)

FY 2008/09 2007/08
Budget Actual Actual

Statement of Operation

Revenues 275 47 328

Expenditures

Operating Costs 275 127 145

Surplus (deficit) 0 (80) 183

Change in Net Assets

Opening balance 229 46

Surplus (Deficit) (80) 183

Net Assets End of Year 149 229

Revenues consist of a percentage levy on toll revenues from ferry
operators. 1n 2008/09, the total paid to the Commission by BC Ferries, the
only ferry operator regulated by the Commission during the year, was

$47,000.

Expenditures in 2008/09 were $127,379. Expenditures were for
Commissioners fees and expenses and for the cost of consultants engaged

to assist and advise the Commission.
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The Coastal Ferry Act s.58 allows the Commissioner a budget which
does not exceed the total of the following:

(a) for each quarter, if any, of that fiscal year in which the
commissioner isto take any action under section 40, 1/20 of 1% of
the previous year's tariff revenue;

(b) for every other quarter of that fiscal year, 1/40 of 1% of the
previous year's tariff revenue.

Section 40 of the Act concerns establishment of price caps for
subsequent performance terms. The Commission was not active under
section 40 in 2008/09, so that paragraph (b) aboveis applicable for all four
quarters, giving a maximum annual budget of 0.1% (4 x 0.025%) of the
previous year' s tariff revenue.

The cost of operating the Commission represented 0.033% of BC
Ferries' 2007/08 tariff revenue of $382,229,000, or one-third of the budget

maximum.
Commissioner The Commissioner and Deputy Commissioner are paid a per-diem fee
Remuneration for their services. The Commissioner received $58,988 in fees during the

year and reimbursements of $6,638 for expenses incurred during the year,
including travel, dedicated office equipment, office supplies, telephone, web
site and other communications expenses. The Deputy Commissioner
received $39,300 in fees for and was reimbursed $1,929 for travel and other
expensesincurred during this period.

Net Assets The difference between the amounts received from ferry operators and
expendituresis carried forward for use in the next fiscal year. The Net
Assets of the Commission areincluded in the Financial Statements of the
Province of British Columbia.
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