P.O. Box 1497,
Comox, B.C.
VOM 8A2
Telephone (250) 339 2714.
Fax (250) 339 2753
http://www .bcf errycommission.com
info@bcferrycommission.com

Ms. Deb Cowper
Quadraldand Resident
Protest Organizing Committee
by e-mail: debs@pinsharp.net
March 6, 2006

Dear Ms Cowpe:
PETITION FROM 229BC ISLANDERS

Thank you for copying me with thefirst ingallment of the e-petitionfrom 229BC
Ferries cusomers uang Gulf Idand routes, especialy from Quadra and Cortes. |
foundit mog interesting and have read and taken note of every entry. While the
petition was not addressed directly to the commission, may | take the oppotunity
to offer comments from the perspective of theindependent regulator.

Coag Card; On-Time Departure Policy; and
Shelter on MV Powdl River Queen

| undestand tha many petitionea's are dissatisfied with the ussfulness and expiry
terms of BC FerriesOstored-value Coast Card. Another concern is thestringency
of BC FerriesCon-time departure policies. | also recognize thelocal issueof the
removal of the shdter onthe Powell River Queen onthe Quadraroute. | know
tha BC Ferriesis aware of these conaernsand expect tha the company will
address them as it formulates its approach on these matters.

Gove nment Policy and User Pay

Many petitionas write aboutgovenment policy, which is outsidethe
commission@responsbility. Perhapsthemos important policy issueisthe
amountof taxpayer funding for ferry services. The Province® funding suppott is
in theform of both (@) service fees onindividud ferry routes or (b) sodal policy
payments to reduce ferry fares for students, the disabled, seniors and medical
travel. Theprovince chose notto increase service fees when we authorized the
two fud surcharges last July and February, butdid increase the subsdies to keep
thesoda policy travel free of thesurcharge
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On all routes except the major ones, because of contributonsfrom the provinaa
and federal governments, and because BC FerriesOmakes a loss on some routes
even when these are taken into account, ferry users pay much less than the actud
cog of providing service. What is the @ightOamount and the appropriate
channding of taxpayer suppot is apditical question onwhich thecommission
cannotcomment, but perhgpswe can hdp illuminae it with some facts on user-
pay in theferry system which may notbewell-known.

Chart 1

BC Ferries' 16 Minor Routes: User Pay

Percent of BC Ferries route costs met by customer revenue on the route
(average of two years FY 2003/4 and FY 2004/5)
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58% 06-Vesuvius Bay - Crofton
57% 19-Gabriola Isl. - Nanaimo Harbour
50% 09-Tsawwassen - Gulf Islands
45% 23-Quadra Island - Campbell River
43% 08-Horseshoe Bay - Snug Cove
40% 17-Comox - Powell River

39% 04-Swartz Bay - Fulford Harbour

37%

22-Hornby Island - Denman Island

I 35% AVERAGE FOR MINOR ROUTES
33% 21-Denman Island - Buckley Bay
29% 07-Saltery Bay - Earls Cove
20% 05-Swartz Bay - Gulf Islands
19% 25-Alert Bay - Sointula - Port Mcneill
18% 20-Thetis Isl. - Kuper Isl. - Chemainus
17% 26-Skidegate - Alliford Bay
16% 24-Cortes Island - Quadra Island
15% 18-Texada Island - Powell River

Many of the petitiones use the Quadra and Cortesroutes. In thelast two
finandal years, cusomers pad 45% and 16% of the cos of providing the service,
respectively. Theaveragefor BC FerriesOL6 Gninor routesOmainly in Georgia
Strait is 35% user pay, as shown in Chart 1 above Themajor groupof three
routesis 100%user pay. Thedatafor the current finandal year ending March 31
isn@available yet of course, but| think the percent of user pay may declineon
some routes, as fud surcharges have lagged behind theincarease in fud cods.

Rising Ferry Fares
| also seetha risingferry fares are abig concern.

Thecommission regulates the cap, tha is, theinaease in theaveragefare for BC
Ferries smaller routes (meaning all but thethree major Vancouve Idand
Mainland routes), which has grown as follows:
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1-Nov-2003 4.4% (statutory annud increase)
1-Nov-2004 4.4% (statutory)

24-Jul-2005 6.0% (fud surcharge)
1-Nov-2005 4.4% (statutory)

1-Feb-2006 3.0% (fud)

S0, as everyoneknows, fares have risen much faster than therate of genera
inflation, which is about2% per year. It is accurate to say that the averagefare
level since February 1<t thisyear is now 13.8% higher than it was between 7 and
16 monthsago, and it@ 24% highe than 3 years ago (other incorrect figures are
circulating).

Chart 2

BC Ferries' 22 smaller routes: fare cap escalation
compared to inflation measures

150 Sources: Statistics Canada and BC Ferry Commission
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Coinddentaly, so far theincrease in fare capshas paaleled theinflationrate for
opeaating a private automobile in BC, as measured by Statistics Canadaand
shown on Chart 2, thoughthis may not continueinto thefuture. We have
required BC Ferries to accumulate a backlog of extrafud cods, tha isthefud
cods not yet recovered throughfud surchargerevenue This backlog, called the
deferral account now standsat over $20million.

We have targeted it to belargdy recovered from ferry cugomers by March 2008
asshown in Chart 3 overledf.
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Chart 3
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Ferry cugomers are not bearing the burden alone

¥ we haverequired BC Ferriesto absorb pat of theincrease in fud prices,
withoutcompensation, as anarmal pat of doing busness;

¥ we have dso required BC Ferriesto inarease fud efficiency to atarge,
with theextra cog any fud used in excess of thetarget volume beng
uncompensated; and

¥ in setting fud surcharges, we have taken no accountof thefact tha fewer
people will travel because of highe fares, which will cutinto the
company@revenues fromits base fare.

If fud pricesthrough2008behave as forecast last fall, theaccumulated fare cap
increase (statutory plusfud surcharges) for the 5 years ending March 2008will
be 385%, equivalent to 6.73% per year compoundng ove five years. Percentage
increases for the three major routes are differentN actudly lower mainly because
percentages are figured ona highe, unsubsdized fare.

Discounts and Increased Cogs of Prepaid Tickets

Note these statements apply to averagefares. undestand tha BC Ferries has
freedomto make adjugmentsin its tariff, of onefare relative to another, aslong
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as the average stays within the cap which the commission enforces. Because of
this, and theseasond variationsoverlaying fares and revenues, onecan pick
individud itemsN like the prepad tickets used by mog island residentsN which
BC Ferrieshasinareased faster. Where thisisthecase, there are other faresin the
tariff which BC Ferries has increased more dowly, to keep theaverage within the

cap.
Table 1
lllustrative Data on Prepaid Tickets

Low Season
Car + driver return fares, including fuel surcharge

Campbell River - Quadra

in a one-time purchase $15.75 $19.70 $3.95 25.1%
in a prepaid book of ten $8.38 $11.30 $2.92 34.8%
prepaid discount 47% 43%

Quadra - Cortes

in a one-time purchase $19.00 $23.10 $4.10 21.6%
in a prepaid book of ten $12.07 $15.50 $3.44 28.5%
prepaid discount 37% 33%

Peak Season
Car _+ driver return fares, including fuel surcharge

Campbell River - Quadra

in a one-time purchase $17.50 $21.50 $4.00 22.9%
in a prepaid book of ten $8.38 $11.30 $2.92 34.8%
prepaid discount 52% 47%

Quadra - Cortes

in a one-time purchase $21.00 $25.70 $4.70 22.4%
in a prepaid book of ten $12.07 $15.50 $3.44 28.5%
prepaid discount 43% 40%

In the past three years (March 2003to March 2009, a prepad ticket for car +
driver hasincreased 28.5% and 34.8% for Quadra and Cortes routes respectively,
induding fud surcharge, as shown in Table 1 above. 1t@ worth remembering
two thingswhen consdering thisincrease:

¥ thedollar inaease on single-purchase tickets was greater than thedollar
increase in prepads

¥ prepad tickets sell at asignificant discountfrom aregular onetime
purchase: they@e currently 42%and 33%respectively bdow low season
regular fares (thoughtha discountwas highe at 47% and 37%
respectively three years ago). Because pre-pad tickets are all-season, the
discountat peak seasonis greater, currently being47% and 40%
respectively.

Anilludration of therelationship between single-purchase and bulk prepad
tickets, and ther respective increases over the past three years, is shown in Chat
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4 oveleaf (note: theexampleisfor Hornby-Denman, and | sugpect thefigure of
38%increase widdy circulated is the oneapplying to thisroute).
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Chart 4

Some pre-paid fares rose
by more than one third in three years

March 2003 March 2006

this example:

for car+driver return, off-peak
including fuel surcharge

on Denman island routes

$19.20
$20 regular fare
increase
$15.25 $3.95 or 26%
regular
$10.80 pre-paid fare

$10 increase
$7.90 T $2.90 or 37%
$0 .

Source: BC Ferries published tariffs

In Clodng

| bdieve tha trangortationin general is boundto become more expensvein real terms,
in thelongterm, as petroleum-based fud s become harder to reach and to extract fromthe
earth. Alterndive technologies may emerge, butthat will take time and they may be
codlier than today@. Trangportation firmslike BC Ferries strive to modeate the cost of
travel by being as produdive as possible, butthey cannotovercome the effect of magjor
increases in fud cogs, and of distance itself, altogether. Tha may notbe much comfort
to those of uswho choo to live more remotely than others, thereby living
trangportation-intengve lives, but!l do think it® reglistic.

| trug thisisinformative, butdoask if youwould like anything more. We plan to
pog this on our webgte shortly.

Yourssincerely,

e

Martin Crilly
BC Ferry Commissiong

c.c. Mr. David Hahn, President and CEO, BC Ferries
Hon. Kevin Falcon, Minister of Trangortation
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