AMENDMENT DATED JUNE 30 2007
OF THE
COASTAL FERRY SERVICES CONTRACT
BETWEEN
BC FERRY SERVICES INC
AND THE PROVINCE OF BRITISH COLUMBIA

Summary and Comments
on the Contract Amendment

July 6, 2007

This summary by the BC Ferry Commission highlights amendnents made June30 2007
by BC Ferries andtheProvince asparties to the Coadal Ferry Sevices Contract. The
Commission offersits own commentary to hdp reade's unde standthe significance of the
amendmnrents. Thefull, official 61-pagetext of the amendents assignad by the two
parties can befoundunde CDownloadsand LinksOon the Commission@webste
www.bcferrycommission.com

1. Taxpayer Funding
1.1 Servicefee incarease fundsnarthern shipsand terminds
1.2 Service fee redlocated amongroute groups
1.3 Federal import duty rebae
1.4 Provinda contribution to fud account

2. Core Service Levels
3. Route Groups Amalgamated
4. Shorter Advance Publication of Schedules
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1. Taxpayer Funding

Since our March 30 preliminary fare cap ruling on fare capsfor performance term two,
thereisno appatent changein Provindal taxpayer funding which would changethat
ruling.

1.1 Service fee increase funds northern ships and terminals

Relative to performance term one for paformance term two the Province has increased
thetotal of service fees pad to BC Ferries to reflect new vessels cominginto service and
related termind aterationsin thenorth. These service fee inareases, which suppot
capital investments tha the Commission approved as reasonably required in 2006 were
known before March 30 and were incorporated in our preliminary ruling.  For term two,
thefollowing service fees apply:

Service Fees ($ million)
Route Group 200809 200940 2010411 201142
Route Group1 - Maors $0 $0 $0 $0
Route Group 2 - Route 3 $3.665 $3.665 $3.665 $3.665
Route Group 3 - Northern $25283 $47590 $47129 $46777
Route Group4 - Minors $74346 $74346 $74346 $74346
TOTAL $103.294 $125.601 $125.140 $124.788

For comparison, in performance term one(20032008), thetotal servicefeesforal BC
FerriesOroutes were $918 million pe year for thefirst three years, $91.0 in thefourth
and $1035 millionin thefifth year (the changesin these last two years are northern-
related).

1.2 Service fee reallocated among route groups

Provindal service feesfor Route Group2 (Rte 3) are partly re-allocated to Route Group 4
(Minors). These changes are congstent with the Province@® desire, stated prior to our
March 30 rulingand noted in it, tha fare cap increases be similar across theroute groups
tha service fees suppot. Withoutthere-allocation, the Commission would be setting
quite different rates of increase in fare caps for different route groups

1.3 Federal import duty rebate

TheFederal import duty rebate of $13million for the vessel Northern Adventure was
announed in mid-June2007. TheProvinceisinapostionto determine how therebae
isapplied. If itisapplied to reduce fare caps it will bereflected in our find decision.
We estimate tha it would reduce therate of growth of thefare cap on thenon-major
routes from 6.7%to 6.3% pe year in performance term two (assuming CPI increases at
2%).
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1.4 Provincial contribution to fuel account

This changeis not pat of the contract amendment and will likely not affect ourfind fare
cap ruling for peformance term two, but it occurred after our preliminary ruling and
should benoted. It concernsthe backlog of extrafud cog incurred by BC Ferries,
tracked in BC FerriesCfud cog deferral accounts: the Province has increased the one
time pay-down of this backlogto $7 million (fromthefigure of $5.5 million used in our
preliminary ruling). The$7 million has been applied to reduce thedeferral account
bdances a theend of FY 2006/ of (@) thenorthen route group 3 [routes 10and 11] (b)
the Discovery Coast route group4 [i.e. route 40] and (c) theminor route group in tha
order. However, since fud prices have recently been highe than those we assumed in
our preliminary ruling, we expect this highe Provindal funding to belargdy if not
wholly offset by highe fud cods for which BC Ferries should be compensated.

2. Core Service Levels

In terms of the annualnunbers of sailingsto beprovided on theroutes, the definition of
core service levelswill not changefrom performance term one However, on a daily
bags, BC Ferrieswill hawe some new freedomto conaentrate core service on periodsof
highe traffic demand This could mean produdivity gainswhich would bereflected in
lower-than-otherwise fares and/or service feesin future.

Major Routes. The minimum number of roundtripsrequired to beddivered each day is
onetrip less than in term ong on each of the three mgor routes (with assodated reduced
hours of opeation). At thesame time BC Ferries is committed to ddiver the same annud
number of roundtripsasin term one butonly as an aggregate total of al three routes.

Non-Major Routes. Theminimum number of round tripsrequired to be ddivered each
day isoneless than in paformance term one(with assodated reduced hours of
operation), with acommitment that, on each route, the annud number of roundtrips
remainsthesame asin term one

Theexceptionsare Routes 5/5a 9/9a, 17 and the Northern Routes (routes 10, 11 & 40)
where theroundtripsto be ddivered remainsthe same as in term onedueto thelimited
number of roundtrips

Prior to itsfind fare cap ruling due September 30, the Commission will assess
wha produdivity gansBC Ferries mightachieve from this change e.g. through
lower cods or more traffic carried. For ingance, on some routes where BC
Ferries already chooss to provide more than the core service sailingson an
annud basis, it may beable to cut some low-utilization sailingsfor ane redudion
in opeaating cods. Or, even with the same nunber of sailings a new schedule
might give better utilization. We will incorporate such gansas we think
appropriate in our find fare cap ruling.
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3. Route Groups Amalgamated

TodayBC FerriesCR5 regulated routes are clugtered into seven route groups each with
its own averagefare cappeal by the Commission. In future, thegroupsare amalgamated
to four, so BC Ferrieswill have somewhat more flexibility in tariff setting within the
caps

Three single routes (nunbers 12, 13 and 40), each of which is currently an
individud QyroupQwill become pat of larger groups The new groupsare:

Route Group1 BMgors (Routes 1, 2 & 30)Bno change
Route Group 2 BRoute 3 bno change
Route Group 3 BDNorth (Routes 10, 11 & 40) Broute 40 joinsthenorthern route group

Route Group4 ball others (Routes 4, 5,6,7,8,9,12,13 17, 18, 19, 20, 21, 22,
23, 25& 26)Droutes 12 and 13join theminor route group

4. Shorter Advance Publication of Schedules

BC Ferrieswill nolonge berequired to puldish schedules 2 yearsin advance. However,
BC Ferries has committed to publish schedules oneyear in advance and update them ona
rolling 6 month basis.
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