
Retail Gasoline 

Dealers Association 


March 21, 2011 

Island Regulatory and Appeals Commission 
P.O. Box 577 
Charlottetown, PE C1A 7L1 
Attention: Allison MacEwen 

Director, Technical & Regulatory Services Division 

Dear Mr. MacEwen: 

(1) The P.E.I. Retail Gasoline Dealers Association is hereby requesting an 

increase in the allowable minimum and maximum retail dealer margins for 

all grades of motor gasoline and diesel fuel. Our rationale for this request 

will be identified throughout this submission, but can be summed up by 

stating that operating input costs for the independent retailers we 

represent have increased dra matically since 2007, and an upward 

adjustment in retail margin levels is necessary to enable these retailers to 

continue to serve motorists across the Island. 

(2) The P.E.I. Petroleum Products Act identifies its purpose as being (in part) {( 

to ensure at all times a just and reasonable price for heating fuel and motor 

fuel to con~umers and licensees within the province". 

(3) While regulation has succeeded in keeping retail gasoline pump prices on 

P.E.I. in a very favourable position compared to other provinces, thereby 

fulfilling its mandate to ensure just and reasonable prices for P.E.I. 

consumers, the same indication of success cannot be said for its mandate 

to ensure independent retaillicensee-s r-eceive {( justa ndTeasona6Ie" 

margin levels. 
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(4) In 2005, the RGDA submitted a request to IRAC that the minimum and 

maximum margin levels for self service be increased by 0.5 cents per litre 

and the levels for full service be increased by 1.0 c.p.1. This was the first 

request for margin increase by the association since 1991. 

In spite of obvious increases in input costs faced by retailers since 1991, the 

only relief granted by IRAC in 2005 was a 1.0 cent increase in the maximum 

full- serve margin level. 

(5) In 2007, the RGDA of PEl submitted a very comprehensive brief supporting 

the critical need for an immediate 2.5 c.p.1. increase in all levels of retail 

dealer margins. On Ja n 1, 2008, self-serve margin levels were increased by 

0.5 c.p.1. and full-serve by 1.0 c.p.1. A further adjustment was made on June 

1 adding 0.5 c.p.1. to the maximum self-serve and minimum full-serve, as 

well as 1.0 c.p.1 to the maximum full-serve. The minimum self-serve margin 

was adjusted to a level only 0.5 cents per litre higher than it was 17 years 

earlier. 

(6) These modest 2008 increases in P.E.I. retail dealer markups, did not 

adequately provide the margins required by independent retailers to 

accommodate the increases in operating expense occurring since 1991. This 

shortfall in margin has obviously contributed to the closure of 55 percent of 

all P.E.I. retail gasoline outlets since 1991, with the majority of these 

closures occurring in rural communities. 

(7) The total retail gasoline market on P.E.I. is very small when compared to 

our sister provinces and the rest of Canada. New Brunswick is about five 

times larger than P.E.I.'s current annual volume of 200,000,000 litres, while 

the market in Nova Scotia is ten times larger than P.E.I. 

2 



( 2,051,007 in 2009 ). Higher volume outlets existing in other provinces 

enable the retailer a much better opportunity to recover input costs. 

Inadequate retail dealer margins and low average volumes per outlet on 

P.E.I. combine to make it extremely difficult for gasoline retailers here to 

recover operating expenses, let alone show a profit. 

(9) Unless the market on P.E.I. rebounds remarkably, the recent approval 

of a new outlet in Stratford will further depress throughput volumes 

for other existing outlets, particularly in that market area. 

(10) Independent retail gasoline dealers on P.E.I. are being unfairly 

prevented from competing within the range of minimum and maximum 

margins as authorized by the Commission. This situation is a result of the 

pricing tactics of at least one petroleum wholesaler-retailer. This 

wholesaler-retailer has chosen to use his combined wholesale/retail 

margins, to set retail pump prices at the minimum level. Competing 

indeoendent retailers have no choice but to aIso orice at this level. or risk
. - .- - . . . - I ' 

losing volume. Such tactics make a mockery of the intent of the minimum 

and maximum retail markups, and begs the question why IRAC would allow 

a petroleum wholesaler to enjoy such a competitive advantage over 

independent retailers. 

(11) It is our view that competition on P.E.I. would be better served if 

petroleum wholesalers, wholesaler/retailer and retail dealer licensees 

would compete with each other as outlined in Commission Order P.910828 

and covered in Section 32 of the Petroleum Products Act updated February 

20, 2003. However, immediately following Hurricane Katrina in August 

2005, and the spike in pump prices that followed, all petroleum wholesalers 

on P.E.I. were then and continue to be given common tank wagon price 

approvals by IRAC, thus ending price competition at the wholesale level. 
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(12) The introduction of predatory pump pricing by one wholesaler/retailer as 

outlined above, and the actions of yet another petroleum wholesale r to 

team up with a big box grocery chain to circumvent Section 30 of the 

Petroleum Products Act, has effectively ended price competition on the 

Island except at the un-economic minimum margin level. 

(13) One of the major operating expenses faced by retail gasoline retailers on 

P.E.I. is the cost of employee labour. Gasoline retailers are compe lled to 

pay competitive wages and benefits to their employees, or risk losing them 

to other businesses. Employee labour costs incurred by independent 

gasoline retailers continue to escalate each year. The driving force behind 

this escalation is the mandatory provincial minimum wage. 

(14) In April 1991, a new Minimum Wage Order came into effect on P.E.I. 

raising the rate for all persons 18 years or over to $4.75 and to $4.35 for 

persons under 18. In April of 2007, the minimum wage rate on P.E.I. was set 

as $7.50 per hour, representing an increase of 58 % over 1991. 

As of October, 2010 the rate increased to $9.00 per hour, represe nting a 

further increase of 20 % over 2007. On June 1,2011 the rate will rise to 

$9.30 per hour. On October 1, 2011 the rate will rise to $9.60 per hour. On 

April 1, 2012 the rate will rise to $10.00 per hour, representing a 33 percent 

increase over 2007. 

(15) On March 11,2005 the P.E.I. Employment Standards Board annou nced 

that it will conduct an annual review of minimum wage rates in the 

province. II Thisannua I review looks at such issues as the cost of living and 

economic conditions in the province, in determining the minimum wage". 

Increases in the minimum wage for entry level employees create a domino 

multiplier effect on the total labour cost faced by the gasoline retailer, as all 

employees of the retailer demand that their wages also rise every time the 

minimum wage is increased. 

P.E.L/s regulated gasoline retailers are not opposed to the mandated 

increases in the minimum wage for those who work at entry-level jobs. The 
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rising cost of living is a fact that affects us all. But P.E.I.'s independent 

gasoline retailers insist that such added expenses cannot contin ue to be 

just absorbed by the retailer, without compensating upward adjustments in 

their operating margins. 

(16) It should come as no surprise to the Commission that credit ca rd 

surcharges continue to impose a heavy financial burden on the P.E .I. 

independent gasoline retailer. In this cashless society of 2011, credit cards 

are used extensively by motorists ( 70 - 80% and growing) to pay for their 

motor fuel purchase, and each time they use it, P.E.I. gasoline retailers can 

lose up to 50 percent of their current regulated markup on that sale . In the 

mid 1980's, petroleum wholesalers arbitrarily decided to transfe r the 

burden of paying credit card intercha nge fees (including a wholesaler 

imposed administrative fee) to the retailer. 

(17) Regulated gasoline retailers do not have the ability to pass-through credit 

card surcharges to the consumer. The fee paid by the retailer is based on 

the pump price, including the cost of crude, federal and provincial taxes, 

average 2.0%, and every time pump prices go up, the fees paid by the 

retailer go right up with them. With current pump prices at or near $1.21 

per litre, it means the retailer now stands to lose 2.4 cents of his 4.5 cent 

minimum self-serve margin, just to pay the surcharge. 

(18) Employee wage costs and credit card surcharges combine to become the 

highest operating expense burden for independent retailers (50-60%), and 

both are beyond the control of the retailer. Regulation needs to recognize 

that these and other input costs ( ego utilities, rent, insurance, equipment; 

maintenance, security, property taxes, bank financing, garbage disposal 

etc., etc. ) will continue to place an increasingly heavy expense burden on 

retailers. Consequently, retailers must be given the ability to recove r these 

expenses through fair and reasonable margins. Should this not happen, 

P.E.I. will se~ even~o~~ il2dependent stations s:lose, anclJ:he negative _ 
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impact on motorists and rural communities, will surely not be in the public 

interest. 

(19) According to Statistics Canada, the consumer price index for all items in 

the Province of P.E.I. (as of February 18, 2011) has risen by 8.6 percent 

since 2007. While em ployees and pensioners in the pu blic sector receive 

annual adjustments to protect them against inflation, and the unregulated 

private sector can take steps to pass-through these costs to the consumer, 

regulated independent retail gasoline dealers on P.E.I. have no such 

entitlement, and must look to I.R.A.C. and the Petroleum Products Act to 

provide a remedy. 

(20) We do not believe it was ever the intention of the Legislative Assembly of 

P .E.I. when it passed the Petroleum Products Act and introduced petroleum 

price regulation, that independent gasoline retailers across P.E.I. were to be 

denied the ability to recover their legitimate operating expenses, or be 

denied a fair and reasonable profit margin in return for the services they 

render. 

(21) 	In 1991, in a written Notice of Intervention to the P.E.I. Public Utilities 

Commission in the matter of the allowable markups to be applied by 

dealers to petroleum product prices in the Province of Prince Edward 

Island, the Minister of Energy and Forestry stated: 

II The Minister's objective with respect to the regulation of 

petroleum product markups is to protect consumers from excessive 

gasoline prices while providing fair margins to service station 

operators and protecting independent operators from price 

pressures from company owned and operated outlets." 

(22) Also in 1991, in the conclusion of its decision to grant a 1.5 c.p.1. increase 

to both the minimum and maximum levels of self-serve and full serve 

modes of operation, the Commission wrote: 

II-The Commission-has interpretedthe-legislCltion as direttingtlie

Commission to consider the needs of different communities and the 
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service provided by outlets within those communities. In light of thi s, 

we believe it would be contradictory to refuse to grant any markup 

increase and tell people to close down if they are unable to remain 

viable. This could close down the outlets giving the best or only 

service in a community./I 

However, the evidence also indicates to the Commission that 

problems within highly competitive markets, like the City area, where 

often only a minimu m marku p is possible because of the 

competition, are just as serious as the problems faced by rural 

dealers. The ability of these dealers to survive and to provide the 

service the public expects from them is at stake here. 

The Commission has concern about evidence suggesting that 

pressure is put on dea lers by at least one wholesaler, Irving Oi l 

Limited, to mark up only at the minimum level. While this may be 

acceptable for a company owned and operated outlet, it forces 

independents to follow suit even if applying the minimum markup 
''''r''n'+ n..-,..",;,..I", +h,-..t"'\o"'\ \.&,:+h r.I+.{:i,....;"'-. .... fo"V'\l""'\r"'\..-", +1""'\. rll,...\';\11'"'\ I\l>"'\rl if +h 1""\ \ I 
VVUII L tJlUVIUC LIICIII VVILII ~UIIII...ICIIL IIIUIICY LV ~UI VIVC. ("""\IIU II LIICY 

then close, the public will be left without any independents ( owners 

or lessees). We do not feel this is in the best interest of t he public or 

that the public would be best served by this. As a result, we are 

concerned that the minimum markup be high enough to allow 

independents to operate a successful business. 

In light of these factors, the Commission has concluded that ra ther 

than to increase the minimum markup by one cent per litre and the 

maximum markup by two cents per litre, it would be more 

appropriate to allow an increase of 1.5 cents per litre on both the 

minimum and maximum markups." 

(23) 	In 2007, the Commission received a large number of letters from 

independent retailers in support of the application by the RGDA to have 

markups increased by2:5 c.p.!. The application-includ-ed-defl=nled-finan-cial

statements showing that the actual expense costs per litre exceeded 2.S 
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c.p .1. Given the fact that the increases granted by I.R.A.C. fe ll far sho rt of 

2.5, and that substantial increases in operating expenses have contin ued to 

occur, the retailer comments made in 2007 are even more releva nt today: 

ff I take great pride in my business. The site is very attractive to 

customers and we work hard to keep up the appearance. But at what 

price can I continue? I am working longer hours and the headaches 

are increasing in trying to keep up with the bills. 

I love my business and serving the community and surrounding areas 

to the best of my ability. But a business has to be able to make a 

profit in order to stay in business." 

Keith Gallant, Gallant's Ultramar, Rustico 

{{ At our gas bar/convenience store, I have seen that the gas bar helps 

bring customers to your location, but it's the convenience store that 

makes you the profit." 

Larry Arseneault, Elmsdale Corner Gas & Convenience 

ff From 2001 to 2007, costs per litre have gone up by 3. 7 cents. 

Margins should be reviewed annually." 

Dan Macisaac, Melody Enterprises, Winsloe Petro-Canada 

ff Our business has been in our family for 30 years and would like it to 

stay open to serve the public, however the way things are going now 

and how expensive it is to have a business operation, we may only be 

able to keep operating for a few more years if the low margins 

continue. " 

- Chad, Nic & Doug Howatt, Howatts Tourist Mart, Borden 

ffAs an independent retailer, we are finding it extremely difficult to 

survive in a small rural market where economic and demo graphic 

forces continue to negatively impact our profifa6ility. 
- - -
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Regular markup reviews and adjustments are essential in this 

industry. II 

Donnie & Doug MacKenzie, Cardigan Garage 

II We would suggest what is needed for the dealers is a system to see 

margins indexed ( say annually) by some formula to pro tect us from 

future volatilities in the market. II 

Rick & Jane Kennedy, Granville Gas & Conv. Centre, Summerside 

II I feel the increasing rate of expenses to keep my business running is 

making it harder and tougher to make SIS at year end. With power 

rates soaring and minimum wage increases, it makes it very difficult. 

To prevent turnover in staft you have to pay well to keep the honest 

and devoted people. II 

Randy Johnston, Hunter River Irving lessee dealer 

II We have operated at this location for the best part of 18 years and 

increases in all areas of expenses mentioned in the application. 

We continue to provide job opportunities to all ages of employees, 

and yet at the end of the year our payout has diminished to the point 

of three straight years in a foss of income state. 

We would love to stay within this business, but see that as an 

impossibility without this opportunity to regain a more comfortable 

level of income. II 

Gordon M. Roche, G.& C. Enterprises, Summerside 

II In the area of wage costs, service stations are faced with a shortage 

of people that want to work for minimum wage, however with the 

present margins, it is hard to increase wages or to offer higher wages 

which -attract people to -work-in this industry. 
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I predict that the Commission will see service stations reducing 

services offered to the public due to the increase in business costs. 

This will translate into stations dropping full serve or reducing the 

hours that full serve is open." 

IF I further believe that these increased costs are going to force some 

stations to close or they will be open for less. These sites which are 

located mostly in rural P.E.I., will affect the rural marketplace./I 

- Jamie D. Fox, Gateway Petroleum, Borden-Carleton 

(24) Prince Edward Island has a long history of regulating t he dist ribution and 

sale of petroleum products. Petroleum regulation on the Island has exist ed 

for over 50 years. The Petroleum Products Act has been updated a num ber 

of times, but the Act mandating regulation has been approved and ke pt in 

place by the Legislative Assembly of this Province since regu lation w as f irst 

introduced in 1948. 

During the 1970's and 80's, Regulation contributed to a very stable retail 

and the total gasoline market on the Island grew at a steady pace. 

However, with the growth of self-serve outlets, and the growth of 

wholesaler operated and/or controlled outlets, it became increasingly more 

difficult for independently owned or lessee operated outlets to compete on 

an uneven playing field. As the wholesaler/retailers competed for large r 

market shares, inadequate retail dealer margins and dramatically rising 

operating expenses, combined to trigger a major reduction in the number 

of independent retail gasoline outlets on P.E.I. 

(25) The brochure designed to inform and educate Islanders of the role IRAC 

plays in implementing Petroleum Product Regulation on Prince Edward 

Island, reads in part: 

"The Commission's mandate as provided by the Petroleum 

Products Actis stated as: 
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1/ The purpose of this Act is to regulate the distribution and sale of 
petroleum products within the Province of Prince Edward Island for 
use within the province and the type, location and operation facilities 
and equipment associated therewith and to ensure at all times a just 
and reasonable price for heating fuel and motor fuel to consumers 
and licensees within the province./I 

II This legislated mandate requires the Commission to ensure a just 

and reasonable price for consumers and that local companies cover 

their costs of operation in supplying petroleum products to 

Islanders." 

(26) In order to better enable independent gasoline retailers to cover the ir 


costs of operation in supplying petroleum products to Islanders, the Retail 


Gasoline Dealers Association of P.E.I. hereby requests the following: 


1. An immediate upward adjustment of 1.0 cent per litre in the 

minimum and maximum self and full serve retail dealer markups . 

2. A further upward adjustment of 1.0 cent per litre in the minimum and 

maximum self and full serve retail dealer markups on or before January 

1, 2012. 

3. An annual review of retail dealer markups on P.E.I. be conducted 

by the Commission to determine if the level of markups are sufficient 

to cover independent retail dealer costs of operation. 

We believe our request is just and reasonable and look forward to your 

favou ra ble response. 

Sincerely, 

Dale H. Mader 

Executive D i recto r 
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