February 25, 2020

Alana Gallagher
Vice President, Finance & Chief Financial Officer
British Columbia Ferry Services Inc.
Suite 500, 1321 Blanshard Street
Victoria, BC V8W 0B7
Dear Ms. Gallagher:
Re: Reset of Performance Term 5 Price Cap
This is in response to your letter of February 24, 2020 proposing factors for consideration in resetting
the price cap indices for upcoming Performance Term Five (April 1, 2020 to March 31, 2024) (“PT5”).
The commissioners feel it is warranted to continue with their policy of rebasing the price cap indices for
every new performance term. This promotes transparency and ease of tracking compliance of the
quarterly price compliance index with the quarterly price cap index.
In your letter you state that BC Ferries forecasts that the price compliance index will be below the price
cap index (the “price cap position”) by approximately $62.4 million at the end of PT4 and that this
underage arises from two factors:
1. The two-year fare initiatives agreement between the Province and BC Ferries which restored the
senior’s discount to 100% and committed to the fares on Routes 1, 2 and 30 being held flat, and
the fares on Route 3, the minor routes and the northern routes being reduced 15 percent in Fiscal
2019 and held flat the following year.
2. The two-year agreement with the Province also prevented BC Ferries from using fare increases
to recapture accumulated price cap underage at the end of Fiscal 2018 due to certain pricing
initiatives undertaken by BC Ferries during the first 2 years of PT4.
For PT5 you are proposing that the PT4 underage amounts be carried forward for the PT5 price cap
index and offer the following alternatives for determining the carry forward amounts:
1. The amount carried forward would recognize the amount of forgone revenue provided by the
Company as a result of the fare initiatives agreement with the Province which you have
estimated to be $29.9 million.

Mailing Address: PO Box 9279 Stn Prov Govt Victoria BC V8W 9J7 ~ Phone: 250 952-0112 ~ Fax: 250 356-9875

2

2. The amount carried forward would recognize only the price cap underage position excluding the
value of the two-year fare initiative agreement with the Province which you have estimated to be
$7.6 million.
The commissioners can not accept the first alternative of recognizing forgone revenues as a result of the
agreement with the Province. The commissioners reflected the impact of this agreement in their
determination of the price caps for PT5 and an argument can be made that the price caps could have
been adjusted for the last two years of PT4. BC Ferries entered this agreement voluntarily without any
assurance from the commissioners that foregone revenues would be recoverable in the future.
Furthermore, by increasing the transportation service fees for PT5, it appears the Province intended the
benefits of the fare initiatives to be extended into PT5.
The commissioners do agree with the recognition of the price cap underage position under the second
alternative above. This recognition is consistent with past practice and the treatment of accumulated
price cap underages and overages. To not recognize the underage would penalize BC Ferries unfairly
for undertaking pricing initiatives to achieve certain business objectives during PT4.
Your letter also raises the proposed treatment of funding for the BC seniors’ discount. The
commissioners agree that the funding received from the Province for the BC seniors’ discount should be
treated in the same manner as funding received for social programs. That is, to be included as tariff
revenue for the purposes of price cap calculations.
Finally, the commissioners agree with your proposal to have a qualified third party conduct a review of
the calculations of the price cap indices reset and their alignment with the approach hereby approved by
the commissioners.
Sincerely,

Sheldon Stoilen
British Columbia Ferries Commissioner

