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IN THE MATTER OF 
An Application by British Columbia Ferry Services Inc. pursuant 

to Section 42 of the Coastal Ferry Act, S.B.C. 2003, Chapter 14 for an Extraordinary 
Increase in the Price Cap in relation to an Increase in Fuel Oil Prices and Costs 

 
BEFORE: Alan Eastwood, Deputy Commissioner 

 
FINAL DECISION 

WHEREAS: 
A. British Columbia Ferry Services Inc. (“BC Ferries”) has, by a submission filed 

June 13, 2005, applied for an increase in the price cap (weighted average fare) 
applicable to six of the seven route groups through which it operates the ferry 
routes designated in the Coastal Ferry Services Contract (the “Contract”) between 
BC Ferries and the Province of British Columbia. 

B. BC Ferries has experienced significantly higher prices for fuel oil than expected 
when the Contract came into force and has made reference to forecasts showing 
that higher fuel oil costs will continue for some time. These higher costs, or a 
portion thereof, meet the requirements to be termed an extraordinary increase 
under Sec. 42 (2) (b) of the Act. 

C. By Order 04-02 dated September 28, 2004, the Commissioner authorized ferry 
operators to establish Deferral Accounts in order to diminish the volatility of fuel 
oil costs through the collection in the Deferral Accounts of variances between 
budgeted and actual fuel oil costs, with the balances in the Deferral Accounts, if 
any, to be recovered through adjustments to price caps in the term commencing 
April 1, 2008. 

D. The current balances in the Deferral Accounts (deferred costs) and the expected 
balances to the end of fiscal year 2007/8 (“fiscal 2008”) exceed the expectations 
when the Deferral Accounts were established. 

E. It is desirable that the recovery of the deferred costs represented by the balances 
in the Deferral Accounts should commence promptly, in order to avoid major 
increases in fares for ferry customers in the future and to provide BC Ferries with 
certainty regarding the disposition of the deferred costs. 

F. It is reasonable that there be a sharing of forecast risk regarding fuel prices 
between ferry customers and BC Ferries; the burden of increased fuel costs should 
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be shared by ferry customers and BC Ferries in a way that is seen to be equitable 
and enables the increased fuel costs to be recovered, if possible, between the 
present date and the end of fiscal 2008. 

G. The Commission understands that, following its Preliminary Decision of June 24 
the Province and BC Ferries have, as provided under section 5 of the Contract, 
considered whether the service fees paid to BC Ferries will be changed and have 
not advised the Commissioner of any change. 

H. The Commission has publicized BC Ferries’ submission of June 13 2005, has 
provided more than one month for the public’s comments, and has considered 
those comments before making its final decision.  

 
NOW THEREFORE the Commissioner’s final decision is as follows: 
1. The price caps applicable to route groups one through six , as determined by the 

Commission, are increased effective July 25, 2005 or as soon thereafter as 
practicable, as follows: 
(a) by four per cent for the major route group - the three routes comprising the 

Vancouver Island to Lower Mainland routes in group number one, using the 
price cap that would otherwise be in effect November 1, 2006 for route group 
one as the base for the calculation of the four per cent increase to the price 
cap, and 

(b) by six per cent for the remaining route groups (called the “minor routes” 
hereafter) numbered two through six, using the price cap that would otherwise 
be in effect November 1, 2006 for each of the route groups numbered two 
through six as the base for the calculation of the six per cent increase to the 
price caps. 

2. The price for fuel charged to BC Ferries operations (the “set price”) shall 
increase by five per cent on July 24, 2005 thereby increasing fuel costs charged 
to operations by the same percentage for the balance of the current fiscal year and 
for the two succeeding years. This adjustment will reduce the amount projected to 
be added to the Deferral Account balances for those years by an amount equal to 
the five per cent increase in fuel operating costs. 

3. The fuel surcharge to ferry customers shall, as long as it remains in effect, be 
shown on the fare ticket and the amount collected shall be used to reduce the 
balances of the Deferral Accounts for the respective route groups.   

4. BC Ferries is authorized to charge (or add) interest to the monthly balances in the  
Deferral Accounts, at the rate of six per cent per annum from the date the fuel 
surcharge is implemented until March 31, 2008. 

5. The Deferral Accounts shall continue to be operated in all other respects in 
accordance with Order 04-02. 

6. The fuel surcharges shall cease no later than March 31, 2008.  
7. The price cap increases authorized by this Order are conditional on (a) the fuel 

surcharges for route group number one being reduced or eliminated as and when 
the balance in the Deferral Account for route group number one reaches zero, 
with the adjustment of the fuel surcharges to be to the extent that the reduced fuel 
surcharges are forecast to maintain the Deferral Account for the route group 
number one at approximately zero; and, (b) the fuel surcharges for route groups 
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number two through six being reduced or eliminated as and when the aggregate 
balance in the Deferral Accounts for route groups number two through six reaches 
zero, with the adjustment of the fuel surcharges to be to the extent that the 
reduced fuel surcharges are forecast to maintain the aggregate balance in the 
Deferral Accounts for the route groups number two through six at approximately 
zero. 

8. The Commissioner acknowledges that BC Ferries intends to undertake a fuel cost 
hedging program and, without approving a specific level of hedging, agrees that 
gains or losses from hedging shall be credited or charged to the Deferral 
Accounts. 

9. The increase in the route group price caps authorized by this Order shall be 
excluded from inclusion in the price cap indexes for purposes of calculating future 
annual statutory increases in the price cap indexes. 

10. The Commissioner encourages BC Ferries to take all reasonable fuel saving 
measures, including discussing with the Province alterations to the route 
schedules set out in the Contract. 

 
Table 1 attached to this Order specifies the fuel surcharges to be charged by route                                            
for the main traffic categories.  
 
A detailed Review of the Application and Reasons for this Final Decision are attached in 
Schedule A. 
 
Dated in North Saanich, in the Province of British Columbia, this 24th day of July, 2005. 
 
 

BY ORDER 
 

 
 
Alan Eastwood 
Deputy Commissioner 
British Columbia Ferry Commission 
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SCHEDULE A 
REVIEW OF APPLICATION AND REASONS FOR FINAL DECISION 

 
Background 

 
On June 13, 2005 BC Ferries filed an Application with the BC Ferry Commissioner (the 
“Commissioner”) under section 42 of the Coastal Ferry Act (Act) for extraordinary 
price cap increases in relation to six of the seven route groups, comprising all of the 
designated routes operated by BC Ferries with the exception of the Langdale-Gambier-
Keats route. The Application stated that an extraordinary situation existed with respect to 
the price of an uncontrollable input, namely fuel, and that this situation is expressly 
identified in Section 42 (2)(b) of the Act. 
 
The Application provided a forecast of the expected growth in the Deferral Accounts 
(described below) through to March 31, 2008 and requested approval from the 
Commissioner for increases of 8 per cent in the price cap for route group one (the 
“majors”) and of 13 per cent for the price caps applicable to the other five route 
groups. The increases were requested to take effect as soon as possible with July 1, 2005 
as the target date. 

 
This review addresses the questions raised by the Application: 

• Does an extraordinary situation exist? 
• Does the situation meet the conditions of Section 42? 
• Is BC Ferries calculation of the required extraordinary price cap increases 

reasonable? 
 

Does an Extraordinary Situation Exist? 
 
Under the Act ferry operators are authorized to increase fares each November 1 in 
accordance with statutory increases in the price cap applicable to the route groups.  For 
route group 1 (the three routes between Vancouver Island and the Lower Mainland) the 
increase is 2.8% annually and for the other route groups 4.4%. The price cap is measured 
by an index of the average weighted fare for each of the route groups and compared on a 
quarterly basis against the maximum allowed for that route group. 
 
In addition to the allowable annual increase in the price caps, ferry operators may apply 
to the Commissioner for an extraordinary price cap increase in an extraordinary 
situation. In the Application under review BC Ferries state that such a situation exists due 
to an extraordinary increase in the price of fuel, which is one of the circumstances in 
which the Commissioner may authorize an increase in price caps under Section 42(2)(b). 
 
BC Ferries, in establishing its budget for fiscal 2005, based its forecast for fuel oil costs 
on the world energy forward contract prices for fuel oil. World markets were forecasting 
fuel oil prices at US$30 per barrel (CDN$40) at that time. In September 2004 BC Ferries 
proposed, and the Commissioner approved, the establishment of Deferral Accounts to 
reduce the impact of fuel price volatility on BC Ferries operating costs. The Deferral 
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Accounts, one for each route group, were intended to collect the effect of variances in 
the price of fuel oil, both positive and negative to the budget price. It was forecast that 
the totals in the Deferral Accounts would be $5.3 million by the end of fiscal 2005, that 
is, fuel costs of that amount would not have been charged to operations. The 
Commissioner’s Order stated that any balances remaining in the Deferral Accounts at the 
end of fiscal 2008 would be eligible to be recovered through price cap increases (fares), 
in subsequent performance terms. 
 
In summary, BC Ferries operating costs were insulated against the effect of fuel price 
volatility to the end of fiscal 2008 and the company was assured that the deferred costs 
would be recovered through price cap adjustments (fares) in a later time period. 
Subsequent to the Order, world energy prices increased further and the balances in the 
Deferral Accounts at the end of fiscal 2005 were $8.0 million compared to the forecast of 
$5.3 million. 
 
In the current year world energy prices have increased further, and were 35% higher in 
the first quarter of 2005 than in the corresponding quarter of 2004. In the Application BC 
Ferries has provided a forecast of energy prices for the balance of the current fiscal year 
and for the following two years to the end of fiscal 2008. The forecast for world oil prices 
that BC Ferries has provided is the forecast average price of the economic groups of 
major Canadian banks and shows a forecast of US$55 a barrel for 2005, with declines 
to $50 and $45 for subsequent years. Changes in the price that BC Ferries pays for fuel 
generally follow changes in world energy prices fairly closely and BC Ferries has based 
its forecast of the balances in the Deferral Accounts on these prices and has projected the 
balances in the Deferral Accounts to reach $53.9 million by the end of fiscal 2008, before 
the addition of interest, without further action. Total annual fuel costs are now projected 
to reach $72 million by the end of fiscal 2006 compared to a budget of $50 million.   
 
Does the Situation Meet the Requirements of Section 42 of the Act? 
 
The Commission: 
 

• makes no forecast of energy prices but accepts that BC Ferries has relied on a 
reasonable forecast provided by major Canadian banks in its projections of 
fuel prices and costs to the end of fiscal 2008. 

 
• agrees that, in view of the major increase in fuel oil costs, the situation is 

extraordinary and the increase in fuel oil costs has an extraordinary 
component that meets the requirements of Section 42 (2)(b).  

 
• accepts that BC Ferries forecast for the future balances in the Deferral 

Accounts are reasonable and are based on the banks’ forecasts of oil prices 
and an exchange value of US 80cents for the Canadian dollar.  
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Is BC Ferries Calculation of the Required Extraordinary Price Cap Increases 
Reasonable?  
 
BC Ferries has proposed fare increases (fuel surcharges) that would require increases for 
the major routes (route group 1) and all other routes (route groups two to six) separately. 
The major routes are self-supporting and receive no provincial service fees whereas all 
other routes recover, in total, less than one-half of their operating costs through fare 
revenue and, consequently, the fuel surcharge, as a percentage of fares, is required to be 
higher. Fuel prices are also generally higher for the minor routes than for route group 1 
due to several factors, including delivery charges and local conditions. 
 
BC Ferries’ application proposes fare increases that would produce revenue of $25 
million in the current year (July1, 2005 to March 31, 2006), with $16 million on route 
group 1 and the balance of $9 million on the other route groups. This amount would 
cover the expected increase in the Deferral Accounts this fiscal year of $21.5 million and 
reduce the balances in the Deferral Accounts to approximately $4.5 million by March 31, 
2006 from $8 million at March 31, 2005. 
 
On the above basis BC Ferries’ calculation of the required increases are 8% for the 
major routes and 13% for all other routes. The increases would apply to all passenger 
and vehicle traffic, with the same fixed amount of increase applying to adults, children 
and passengers with pre-paid tickets. The increases would vary by route. BC Ferries 
intention in calculating the surcharges is to eliminate the balances in the Deferral 
Accounts and meet the forecast higher costs of fuel until the end of fiscal 2008. 
  
Based on BC Ferries forecast of Deferral Account balances, the projected recovery of $25 
million in fiscal 2005 (surcharge in place for three-quarters of the revenue year) and $30 
million in each of the two subsequent years would exceed the amount required to 
eliminate the Deferral Account balance by more than $30 million. (Implementation later 
than July 1, 2005 would reduce the amount recovered by about $2 million). The reasons 
for this over-recovery are not stated but probably relate to uncertainty over future oil 
prices – they may prove to be higher than in the forecast used by BC Ferries – and BC 
Ferries aim to avoid applying for another price cap increase in that event. Although the 
Commission understands the reason for this approach, it prefers that the price cap 
increases should be in line with the forecast of oil prices and Deferral Account balances 
presented in the Application. 

 
The Application treats as “extraordinary” all of the fuel price increase over the 
budget price. Even under normal circumstances it could be expected that there would be 
some “ordinary” variance between the budget price for oil and the actual price paid.  
If changes in fuel prices are allowed full pass-through to ferry customers, then  BC 
Ferries loses the incentive to use fuels more efficiently.  An increase in the price of fuel is 
the means by which a market economy signals the need for greater efficiency.  The intent 
of price cap regulation has been to allow market price signals to operate as much as 
possible on regulated firms, while preventing exploitative returns.  Thus, a regulatory 
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policy which would remove any incentive for efficiency on the part of BC Ferries would 
seem to be counter to the purpose of price cap regulation. 
 
At the same time, price cap regulation is intended to preserve incentives for efficiencies 
by allowing BC Ferries to retain all productivity gains during the period between price 
cap reviews.  This would suggest that the price-cap-regulated BC Ferries should not be 
required to share any productivity gains it has achieved prior to the price cap review. 
 
A way to resolve this seeming paradox is to allow only a partial pass-through of the fuel 
price increase.  This approach would preserve incentives to become more efficient in the 
use and choice of fuel.  It results in a sharing of forecast risk regarding fuel prices by both 
the ferry customers and BC Ferries. 
 
The issue then arises as to exactly how much of the fuel price increase should be passed 
through.  One approach to this is to recognize that some part of the fuel price increases 
would be considered to be ordinary (rather than extraordinary) and only the amount of 
increase in fuel prices above the ordinary/extraordinary threshold should be allowed.  
This requires the Commission’s judgment as to what degree of risk sharing is appropriate.  
The Commission has to balance incentives for fuel efficiency, with the requirements of 
the BC Coastal Ferry Act that priority is to be placed on the financial sustainability of 
ferry operators. 
 
Public Comment 
 
Before making its final decision the Commission considered comments from the public in 
over 100 letters, including e-mails, and phone calls received between June 10th and July 
18th 2005. The Commission has no way of knowing how representative the comments are 
of ferry customers in general, but is pleased that some people are paying close attention 
to proposed changes in ferry fares. 
  
Unsurprisingly the majority of the correspondents were opposed to the proposed fuel 
surcharge. Among the reasons given for opposing it were:  

• the ferries are part of the highway system and should be free or subsidized; 
• BC Ferries should bear the increased cost of fuel as a normal cost of operations; 
• the revenue from the fuel surcharge would be included with general fare revenue 

and not used to cover higher fuel costs;  
• BC Ferries reported $40 million  profit in fiscal 2004/5; that profit and reservation 

fee revenue should  be used to cover increased fuel costs; 
• there were “too many frills” on the ferries and/or at the terminals and refit costs 

were excessive. Save money on these items and use it to pay higher fuel bills; 
• objections to the higher rate of 6% on the minor routes compared to 4% on the 

majors; 
• improve fuel conservation, including engine maintenance and slower speeds 

(opposed by some, who noted the required extension of daily operating hours); 
and 
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• complaints by several correspondents of proposed higher fuel surcharges on their 
routes (included in BC Ferries application for a fuel surcharge) compared to 
others of similar length. 

 
The minority approving a fuel surcharge cited higher fuel costs and surcharges for other 
transportation systems, especially buses and airlines. 
 
In its decision the Commission has responded to some of the objections by: 

• asking BC Ferries to take all reasonable fuel-saving measures and discuss with the 
Province possible schedule changes to save fuel; 

• noting that the higher rate of 6% on the minor routes is required because fare 
revenues on those routes cover only about one-half of total costs; 

• changing the fuel surcharge rates on three routes to improve comparability among 
routes (Langdale-Horseshoe Bay, Comox-Powell River and Brentwood Bay-Mill 
Bay); and 

• requiring BC Ferries to record the fuel surcharge separately on fare tickets, report 
the revenues against its increased fuel costs and remove the fuel surcharge when 
no longer required. 

 
Final Decision 
 
In the Commission’s view it is reasonable for BC Ferries to absorb a portion of the 
increased costs into its operations statement as an “ordinary” increase. These are 
difficult times for transportation companies but the company cannot expect to pass along 
to its customers its entire increase in fuel costs.  The Commission has decided that this 
portion should equal a 5% variance above the originally expected level of fuel prices as 
defined by the set price in Commission Order 04-02 of 28th September 2004 which 
authorized the establishment of Deferral Accounts.  
 
The Commission’s view is that it is reasonable to recover the forecast balances of the 
Deferral Accounts over the remainder of the current performance term, which ends 
March 31, 2008. On this basis the required increases are calculated at 4% of the price cap 
that would be in effect November 1, 2006 for the major routes (route group 1) and at 6% 
for the other route groups to the end of fiscal year 2008. 

 
The Commission’s calculations of the amounts raised through the above measures are: 
 

• increase of 5% in budgeted fuel costs charged to operations effective July 25, 
2005 is forecast to amount to $1.8 million for fiscal 2006, $2.6 million for fiscal 
2007 and $2.6 million for fiscal 2008. These amounts total $7.0 million and will 
reduce the forecast amount required from fuel surcharges to less than $50 million 
by March 31, 2008. 

 
• a fuel surcharge of 4% on the major routes, using the price cap that would 

otherwise be in effect November 1, 2006 as the base for the calculation, is 
estimated to raise $30 million to the end of the first performance term. (However, 
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if  the forecast of fuel prices proves to be correct, the surcharge on the major 
routes will be eliminated in fiscal 2008 and revenue from the surcharge will be 
just over $26 million). 

 
• a fuel surcharge of 6% on all other routes (route groups 2 to 6) using the price cap 

that would otherwise be in effect November 1, 2006 as the base for the 
calculation, is estimated to raise $16 million to the end of the first performance 
term. 

 
• the balances in the Deferral Accounts are expected to rise significantly over the 

remainder of the current fiscal year, before declining in subsequent years. In these 
circumstances the Commissioner considers that BC Ferries should be permitted to 
add interest on the Deferral Account balances, on a monthly basis, at 6%, which is 
BC Ferries current cost of long-term borrowing. This measure will compensate 
BC Ferries for the interest cost incurred in carrying these deferred costs until 
March 31, 2008. 

 
On this basis the Deferral Account balances are forecast to rise slightly by March 31 
2006 before declining to under $7 million by March 31 2008. 
 
The Commission notes that price caps will be permitted to increase November 1 2005 
by 2.8% (major) and 4.4% (minor) on routes under the Act and expects that BC Ferries 
will make immediate use of this statutory increase. 
 
Risks 
 
The Commission fully recognizes that its final decision assumes that fuel prices 
through March 31, 2008 are close to the forecast relied upon by BC Ferries. If fuel 
prices are significantly higher than this major bank forecast it may be necessary to 
examine the case for an increase in the surcharge, subject to an application by BC Ferries. 
 
The forecasts of revenue depend on customer acceptance of the surcharges as 
necessary in a period of high fuel prices. Reductions in passengers carried could have a 
significant impact on the revenue forecast and BC Ferries profitability. 
 
One of the statutory principles that the Commission must follow in its regulation of ferry 
operators is to place…”priority….on the financial sustainability of the ferry operators” 
(Sec. 38 (1)(a) of the Act). The Commission recognizes that its decision to require BC 
Ferries to absorb a portion of the higher fuel costs will have some effect on BC 
Ferries profitability but notes that the proposed transfer to operating costs of a 
portion of the increased fuel costs amounts to less than 1% of BC Ferries annual 
costs and should not have an appreciable effect on its financial position. Although the 
company has recorded good results in its first two years of operation with a consequent 
strengthening of its balance sheet, it has major requirements for capital expenditure in 
future years which will require all of its cash flow as well as substantial borrowings. This 
decision should have a minimal effect on the company’s finances. 
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Fuel Cost Hedging Strategy 
 
BC Ferries has informed the Commissioner that it intends to undertake a fuel cost 
hedging strategy and advises that its proposed fuel hedging program will, by averaging in 
on a monthly basis, have a range of between 30% and 90% of its fuel requirements with a 
target of 70%. Gains or losses from hedging will continue to be charged to the Deferral 
Accounts. BC Ferries has requested the Commissioner to review the hedging program 
and acknowledge that the strategy is appropriate. The Commission has no expertise or 
policy requirements with respect to hedging but acknowledges that a hedging policy, as 
approved by BC Ferries Board of Directors, is appropriate and accepts that gains or 
losses from hedging should be charged to the Deferral Accounts. 
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