2024/25 Forecast 2025/26 Test Year 2026/27 Test Year 2027/28 Test Year
June
June 2025 June 2025 2025 June 2025
Update Update Update Update
App 3.1 (PUB-7)  Variance App 3.1 (PUB-7) Variance App 3.1 (PUB-7) Variance App 3.1 (PUB-7)  Variance

Domestic Revenue at Approved Rates 1915 1915 0 1,989 1,989 0 2,031 2,031 0 2051 2051 0
Proposed Rate Increases 21 21 93 93 0 168 168 0
Extraprovincial 856 860 4 se7 [ 771 823 52 748 748 0
Other 32 32 0 33 33 0 35 35 0 36 36 0
Total Revenues 2,803 2,807 4 2910 2,930 2,982 52 3,003 3,003 -
Expenses

O&A 744 744 0 800 800 0 968 968 0 851 851 0
Net Finance Expense 970 970 0 967 972 5 962 977 15 945 959 14
Depreciation 633 633 0 644 644 0 662 662 0 686 686 0
Water Rentals & Assessments 67 69 2 76 77 75 -2 75 76 1
Fuel & Purchased Power 248 241 -7 184 164 197 33 199 198 -1
Capital and Other Taxes 165 165 0 42 42 0 44 44 0 46 46 0
Other Expenses 115 115 0 88 88 0 78 78 0 83 83 0
Corporate Allocation 10 10 0 10 10 0 10 10 0 10 10 0
Total Expenses 2,952 2,947 -5 2,811 2,965 3,011 46 2,895 2,909 14
Net Income before Net Movement in Reg Def -149 140 9 99 -273 -372 -35 -29 6 108 94 -14
Net Movement in Reg Def 81 81 0 127 127 0 231 231 0 31 31 0
Net Income -68 -59 9 226 -146 -372 196 202 6 139 125 -14
Net Income Attributable to MH -65 -56 9 218 -155 -373 187 193 6 127 113 -14
Non Controlling Interest -3 -3 0 8 8 0 9 9 0 12 12 0
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Cash flow surplus/(deficit) Comparison

Cash Flow 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28
Surplus/(Deficit) | Actual Actual Forecast | TestYear | TestYear | TestYear
$Millions
Tab 3, March 25 | $438 -$363 -$166 -$84 -$539 -$549
MH-29, June 25 | $438 -$363 -$158 -$456 -$536 -$564
Cash Flow 0 0 $8 -$372 $3 -$15
Variance
Net Income 0 0 $9 -$373 $6 -$14
Variance
Tab 3, page 5 of 53:
Figure 3.1 Summary of Financial Results
Actuals Actuals Forecast Test Year | TestYear | TestYear
5 in millions 2022/23 2023/24 2024/25 2025/26 | 2026/27 | 2027/28
Rate Increases 0.0% 1.0%" 1.0% @ 3.59 3.5% @ 3.5% "
Met Income 5573 (5135) (564) 5218 5187 5127
Debt Ratio B5% BE% B6% B5% B5% B5%
Met Dabt $23026 523 307 $23 526 $23 639 $24 177 424723
Capital Expenditures 5630 5653 5632 5821 51168 51319
Cash Flow Surplus/|Deficit) 5438 ($263) ($166) ($24) ($539) (4549)
Self-Financing Ratio 1649 553 77% 0% 56% B0%
Cash Flow Ta Met Debt Ratio 4.09% 1.9% 2.4% 3.4% 2.9% 3.4%
Retained Earnings 53 398 53 248 53184 53 402 $3 588 43 716

(1) 1.0% approved rate increase effective September 1, 2023

(2] 1.0% approved rate increase effective April 1, 2024

(3] 3.5% proposed rate increase for 2025/26 effective lanuary 1, 2026
(4] 3.5% proposed rate increase for 2026/27 effective January 1, 2027
(5] 3.5% proposed rate increase for 2027 /28 effective lanuary 1, 2028

March 28, 2025

MH-29, pdf page 11 of 76:
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Figures 3.1 and 3.3 from Tab 3 have been updated to reflect the June 2025 updated

Fiscal 2026 to 2028 General Rate Application
PUB/MH I-7a-d

financial forecast in Figure 3 and Figure 4 below.

Figure 3 Updated Figure 3.1 Summary of Financial Results

Actuals | Actuals Forecast | TestYear | TestYear | Test Year
$ in millions 2022/23 | 2023/24

Rate Increases 0.0% 1.0% 1.0% 3.5% 3.5% 3.5%
NetIncome $573 ($135) ($56) ($155) $193 $115
DebtRatio 85% 86% 86% 87% 86% 86%
Net Debt $23026 | $23307 $23518 | $24004 | $24538 | $25100
Capital Expenditures $630 $653 $632 $821 %1168 $1319
Cash Flow Surplus/(Deficit) $438 |  ($363) ($158)| ($456) ($536)|  ($564)
Self-Financing Ratio 164% 55% 78% 48% 56% 59%
Cash Flow To Net Debt Ratio 4.9% 1.9% 2.4% 1.8% 2.8% 3.3%
Retained Earnings $3398 $3248 $3192 $3037 $3230 $3345
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Fiscal 2026 to 2028 General Rate Application

PUB/MH I-7a-d

Figures 3.1 and 3.3 from Tab 3 have been updated to reflect the June 2025 updated

financial forecast in Figure 3 and Figure 4 below.

Figure 3 Updated Figure 3.1 Summary of Financial Results

Actuals | Actuals Forecast | TestYear | TestYear | Test Year
$ in millions 2022/23 | 2023/24 | | 2024/2 26 26/27 2027/2
Rate Increases 0.0% 1.0% 1.0% 3.5% 3.5% 3.5%
NetIncome $573 ($135) ($56)|  ($155) $193 $115
Debt Ratio 85% 86% 86% 87% 86% 86%
NetDebt $23026 | $23307 $23518 | $24004 | $24538 | $25100
Capital Expenditures $630 $653 $632 $821| $1168| $1319
Cash Flow Surplus/(Deficit) $438 ($363) ($158)|  ($456)| ($536)|  ($564)
Self-Financing Ratio 164% 55% 78% 48% 56% 59%
Cash Flow To Net Debt Ratio 4.9% 1.9% 2.4% 1.8% 2.8% 3.3%
Retained Earnings $3398 | $3248 $3192 | $3037 | $3230| $3345
Figure 4 Updated Figure 3.3 Electric Operations Statements
Millions of Dollars Budget Forecast  TestYear  TestYear  TestYear
For the year ended March 31 2024/25 2024/25 2025/26 2026/27 2027/28
REVENUES
Domestic Revenue

atApr1,2024 approved rates 1932 1915 1989 2031 2051

Proposed rate increase 3.5% Jan 1,2026 - 21 71 71

Proposed rate increase 3.5% Jan 1,2027 - - 22 74

Proposed rate increase 3.5% Jan 1,2028 - - 23
Extraprovincial 994 860 823 748 5b
Other 29 32 33 35 36

2955 2806 2982 3003
EXPENSES
Operating and Administrative 744 744 800 968 851
Net Finance Expense 967 970 972 977 959
Depreciation and Amortization 638 633 644 662 686
Water Rentals and Assessments 81 69 75 76 5b
Fuel and Power Purchased 188 241 197 198
Capital and Other Taxes 166 165 42 44 46
Other Expenses 88 115 88 78 83
Corporate Allocation 10 10 10 10 10

2881 2946 _ 3011 2908
Net Income before Net Movement in Reg. Deferral 75 (140) (273) (29) 95
Net Movement in Regulatory Deferral 46 81 127 231 31
NetIncome 121 (59) (146) 202 127
NetlIncome Attributable to:

Manitoba Hydro 111 ($56) ($155) $193 $115
Total Non-Controlling Interests 9 (3) 8 9 12
Proposed Rate Increase N/A N/A 3.50% 3.50% 3.50%

November 14, 2025 Page 6 of 8
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Manitoba Hydro

Appendix 3.1 - 20-year Electric Operations Financial Forecast

Fiscal 2026 to 2028 General Rate Application Page 3 of 13
Figure 1: Electric Operations Operating Statement 2024/25-2033/34
ELECTRIC OPERATIONS PROJECTED OPERATING STATEMENT
Financial Forecast
(In Millions of Dollars)
For the year ended March 31 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 2031/32 2032/33 2033/34
REVENUES
Domestic Revenue
at approved rates 1915 1989 2031 2051 2 063 2074 2087 2 105 2126 2 156
additional - 21 93 168 247 329 415 507 604 709
Extraprovincial 856 867 771 748 744 787 739 708 731 743
Other 32 33 35 36 38 38 41 42 44 45
2 803 2910 2930 3003 3092 3229 3282 3361 3505 3652
EXPENSES
Operating and Administrative 744 800 968 851 879 908 948 974 1 000 1026
Net Finance Expense 970 967 962 945 941 944 970 982 1087 1091
Depreciation and Amortization 633 644 662 686 700 717 756 800 874 899
Water Rentals and Assessments 67 76 77 75 76 77 77 75 77 76
Fuel and Power Purchased 248 184 164 199 203 234 237 272 267 325
Capital and Other Taxes 165 42 44 46 47 48 49 50 51 52
Other Expenses 115 88 78 83 79 82 88 89 94 101
Corporate Allocation 10 10 10 10 10 8 6 6 5 5
2951 2 810 2 965 2 895 2934 3018 3130 3247 3454 3576
Net Income before Net Movement in Reg. Deferral (148) 100 (36) 108 157 212 153 114 51 76
Net Movement in Regulatory Deferral 81 127 231 31 23 23 25 13 12 13
Net Income (67) 226 196 139 181 234 178 128 62 89
Net Income Attributable to:
Manitoba Hydro (64) 218 187 127 168 220 166 113 47 73
Non-Controlling Interests (3) 8 9 12 12 14 12 14 15 16
(67) 226 196 139 181 234 178 128 62 89
Percent Increase - 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50%
Cumulative Percent Increase - 3.50% 7.12% 10.87% 14.75% 18.77% 22.93% 27.23% 31.68% 36.29%

March 28, 2025
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energy for life
Part and Tab 5, Section 5.1, Figure 5.2, pg. 5, Page #: 5,6, 8-9
Chapter: Section 5.1, pg. 6 and Section 5.2,
pgs. 8 and 9.
Topic: Increases in O&A Costs and O&A Target Setting in Test Years.
Subtopic
PREAMBLE:

MH provides a schedule that breaks down the increase between 2022 actual O&A costs (5579
million) and 2026 Test Year O&A costs (S800 million) into 9 sub-categories. This schedule
spans four fiscal years (Tab 5, Figure 5.2, pg. 5).

MH indicates that its O&A budget process limited the increase in FTEs to 100 in 2026 and
another increase of 100 FTEs in 2027 for IBEW members (Tab 5, Pg. 6).
MH asserts that the 2026 O&A target considered a 2% increase for inflation for all other O&A
costs other than (i) an increase of 100 IBEW FTEs (ii) general wage increases &
merit/progression (iii) SAP 4/HANNA Core costs (Tab 5, pg. 8). MH also asserts that the 2027
O&A target and 2028 O&A target followed a similar approach considering a 2% increase for
inflation for all other O&A costs (Tab 5, pg. 9).

QUESTION:

a) Please provide 4 schedules consistent with Tab 5, Figure 5.2 that breaks down the increase
in O&A costs into the 9 sub-categories between each of the following years (i) 2022 actual
to 2023 actual (ii) 2023 actual to 2024 actual (iii) 2024 actual to 2025 Test Year and (iv)
2025 Test Year to 2026 Test Year. Please ensure that there is a breakdown between FTE

and salary increases for each of the 4 updated schedules.

b) Please provide a calculation of the total annualized O&A cost of the 200 FTE increase in
IBEW members between (i) salary and (ii) benefits, OT and other employee related costs

— for 2028 once all the 200 FTEs are assumed to have been hired.

c) Please provide detailed calculations to demonstrate MH's assertions that the (i) 2026 O&A
target (ii) 2027 O&A target and (iii) 2028 O&A target - considered a 2% increase for
inflation for all other O&A costs other than (1) an increase of 100 IBEW FTEs (2) general
wage increases & merit/progression and (3) SAP 4/HANNA Core costs.

July 10, 2025 Page 1 of 7
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d) Please provide an update to the response to Coalition/MH 11-33 from the MH 2023/24 &
2024/25 GRA - to provide a continuity schedule of wages & salaries between 2020 and
the 2028 Test Year.

e) Please provide an analysis similar to the response to Coalition/MH 1-70 (b) from the MH
2023/24 & 2024/25 GRA - that provides a quantification of the increase in O&A (net of
capitalization) related to the increases in (i) trade trainees and (ii) professional trainees —
from 2025 to the 2028 Test Year.

RATIONALE FOR QUESTION:

To understand the reasons for the significant increases in O&A and how MH approached
setting O&A targets in the 2026 to 2028 Test Years.

RESPONSE:

a) Please see Figures 1 through 4 for a breakdown of the increase in O&A costs into the 9

subcategories listed in Tab 5, Figure 5.2, for each of the periods listed.

Figure 1. 2021/22 to 2022/23

2021/22 Actual 579

Wages and salaries* 19 3.00%
Benefits, OTand other employee related costs (15) -2.00%
Vegetation management 4 1.00%
Other Maintenance 4 1.00%
Consulting** 10 2.00%
SAP §4HANA Core* ** - 0.00%
Computer senvices** 2 0.00%
Cther (5) -1.00%
Capital labour (activitycharges) 14 2.00%
O&Achargedtogas**** (3) -1.00%
2022/23 Actual 609 5.00%

July 10, 2025 Page 2 of 7
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Figure 2. 2022/23 to 2023/24

2022/23 Actual 609

Wages and salaries* 39 6.00%
Benefits, OTand other employee related costs 53 9.00%
Vegetation management 3 0.00%
Other Maintenance 8 1.00%
Consulting** 5 1.00%
SAP S/4HANA Core™* ** - 0.00%
Computer services** 3 0.00%
Other 5 1.00%
Capital labour (activity charges) ©) -1.00%
O&Achargedtogas**** (8) -1.00%
2023/24 Actual 708 16.00%
Figure 3. 2023/24 to 2024/25

2023/24 Actual 708

Wages and salaries* 31 4.00%
Benefits, OTand other employee related costs 3) 0.00%
Vegetation management (1) 0.00%
Other Maintenance 2 0.00%
Consulting** 19 3.00%
SAP S/4HANA Core* ** - 0.00%
Computer services** 4 1.00%
Other 2 0.00%
Capital labour (activitycharges) (13) -2.00%
O&Achargedtogas**** 5) -1.00%
2024/25 Budget 744 5.00%
Figure 4. 2024/25 to 2025/26

July 10, 2025 Page 3 of 7

PAGE 8



A\Manitoba Fiscal 2026 to 2028 General Rate Application
Hydro COALITION/MH I-33a-e

energy for life

2024/25 Budget 744

Wages and salaries® 24 4.00%
Benefits, OTand other employee related costs 14 2.00%
Vegetation management 9 1.00%
Other Maintenance @) 0.00%
Consulting** 1) -2.00%
SAP S4HANA Core* ** 21 3.00%
Computer services** 3 0.00%
Other 9 1.00%
Capital labour (activitycharges) (7 -1.00%
O&Achargedtogas** ** ) 0.00%
2025/26 Test Year 800 8.00%

* Please refer to part d) of this response for a detailed breakdown of the wages and
salaries increase. In Figure 5.2 of Tab 5, the allocation of the wages and salaries
increase between its rate and volume components reflects a high-level estimate based

on theincrease in FTEs and average salary over the period.

** Does not include costs related to SAP S/4HANA Core as all costs related to that
project are captured within the “SAP S/4HANA Core” category.

*** Costs related to SAP S/4HANA Core are being proposed as a regulatory deferral in
Appendix 3.4.

****Costs within these tables include both electric and gas O&A expenses. In order to
provide electric O&A expenses, costs related to Centra are removed at the bottom line
based on the Integrated Cost Allocation Methodology that derives which costs are for

the gas side of the business.

b) Please see below for an estimate of the annualized cost of the 200 FTE increase in IBEW
members between wages and salaries, benefits, overtime and other employee related
costs once all employees have been assumed to be hired. Please note that this calculation
is based on the average cost per trades trainee and, on an annualized level going forward,
these average costs may be on the lower end due to the progression of trades positions
within the company, i.e. once they are fully qualified as a journey person, their salaries

and benefits will increase.

July 10, 2025 Page 4 of 7
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2028 Forecasted
Cost Category Cost per
(in thousands) Trades Trainee
Wages and Salaries 63
Benefits 22
Overtime 10
Travel 16
Other External Costs 4
Total S 116

c) Please see the table below for calculations related to the development of O&A targets for
the years 2025/26 to0 2027/28. As noted in the response to MFR 53, for the 2025/26 fiscal
year, the target was established using the 2024/25 Approved Budget for O&A and
adjusting for escalation, additional FTEs based on a commitment made in a collective
bargaining agreement, additional increases related to wages, salaries and employee
benefits, and costs associated with the SAP S/4HANA Core project.

As explained in Tab 5, Section 5.2, the targets for 2026/27 and 2027/28 followed a similar
approach. The targets were adjusted for escalation, a further increase in FTEs related to a
commitment made in a collective bargaining agreement, increases to wages, salaries and

employee benefits, and costs associated with the SAP S/4HANA Core project.

$in millions

2025/26 2026/27 2027/28
Hectric & Gas O&A, 2024/25 Budget 830 830 830
Escalation from 2024/25 17 34 51
IBEWFTE 8 18 19
IBEW pay grade adjustment 4 5 5
Wages, salaries and employee benefits 13 27 38
Adjustment, Manitoba Hydro International (MHI)* 2 2 2
Bectric & Gas O&A, before SAP S'4HANA Core 875 915 945
Adjustment to targets related to the timing of SAP §4HANA Core (8) 8 -
SAP §4HANA Core 21 151 -
Hectric and Gas O&A 888 1073 945
Hectric O&A 800 968 851
Gas O&A 88 105 A

July 10, 2025 Page 5 of 7

PAGE 10



A\ Manitoba
Hydro ,
energy for life

Fiscal 2026 to 2028 General Rate Application
COALITION/MH I-33a-e

*Wages and salaries, overtime and operating recoveries associated with MHI FTEs were

removed from the Electric and Gas O&A targets due to the movement of MHI staff out of

Manitoba Hydro cost centres and back to MHI. Although this adjustment results in a $2

million annual increase to O&A in the table above, the overall impact to the targets is nil

as the impact would be offset within the revised employee benefits forecast due to the

removal of employee benefits costs related to these FTEs.

d) Please see below for a continuity schedule of wages and salaries between 2019/20 and

the 2027/28 Test Year. Please note that the information is based on approximations as

Manitoba Hydro’s system is not designed to analyze payroll changes to account for general

wage increases (“GWI”) and merit/progression separately, which is further complicated as

employees move through different pay scales/unions

classification.

resulting in a change in job

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28
Actual Actual Actual Actual Actual Budget TestYear TestYear Test Year
Gross Wages & Salaries 458039 440808 448464 467323 506630 572546 599667 630169 654363
VacancyAllowance - - - - - (35235) (38721) (39027) (39027)
Wages & Salaries 458039 440808 448464 467323 506630 537311 560946 591142 615336
Wages & Salaries Analysis:
Prior Year Balance 458039 440808 448464 467323 506630 537311 560946 591142
Previous years - lump sum/union service recognition payments (2180)  (10175)
Additional payroll provision 5000 (5000)
GWIfor Previous Years - IBEW (3471)
Lump Sum/ Union Service Recognition payments 2180 10175
GWl and Provisions for GWMI 10364 4835 6616 11504 11675 13865 16175 14827
Merit/Progression 4630 4942 8497 6753 11043 15210 11539 11539
Changein VacancyAllowance
FTENormal Operating Changes & Other (32225) 1349 1567 13055 13138 (440) 2482 (2172)
Wages & Salaries 458039 440808 448464 467323 506630 537311 560946 591142 615336

e) Please see below for a table that provides a quantification of the increase in O&A (net of

capitalization) related to the increases in (i) trade trainees and (ii) professional trainees —

from 2025 to the 2028 Test Year.

\\ages & Salaries % Increase Year-Over-Year -3.8% 1.7% 4.2% 8.4% 6.1% 4.4% 5.4% 41%

Percentage Increase from GWI &

Progressions for GWI (on Prior Year

Balance less one time payouts) - 2.3% 1.1% 1.5% 2.5% 2.4% 2.6% 2.9% 2.5%

Percentage Increase from

Merit/ Progression (on Prior Year Balance

less one time payouts) - 1.0% 1.1% 1.9% 1.5% 2.2% 2.9% 21% 2.0%
July 10, 2025 Page 6 of 7
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Trades Trainees:

2024/25 2025/26 2026/27 2027/28

(in Millions S)

Budget TestYear TestYear TestYear
O&A (net of capitalization) S 264 S 312 S 366 S 37.6
Increment over prior year - S 48 S 54 S 1.0

Professional Trainees:

2024/25 2025/26 2026/27 2027/28

(in Millions S)
Budget TestYear TestYear Test Year
O&A (net of capitalization) S 38 § 37 § 39 S 4.1
Increment over prior year - S (0.1) $ 02 S 0.2
July 10, 2025 Page 7 of 7
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5=4/3

6=5/3

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28

1 Previous Year Balance 458,039 440,808 448,464 467,323 506,630 537,311 560,946 591,142
2 less one time payouts - 3,471 2,180 10,175 5,000
3 Previous Year Balance (less one time payouts) 458,039 437,337 448,464 465,143 496,455 532,311 560,946 591,142
4 GWI & Provisions for GWI 10,364 4,835 6,616 11,504 11,675 13,865 16,175 14,827
5 Merit/Progression 4,630 4,942 8,497 6,753 11,043 15,210 11,539 11,539

Total Wages & Salaries 458,039 440,808 448,464 467,323 506,630 537,311 560,946 591,142 615,336

Wages & Salaries % Increase Year-Over-Year -3.8% 1.7% 4.2% 8.4% 6.1% 4.4% 5.4% 4.1%

Percentage Increase from GWI &

Progressions for GWI (on Prior Year

Balance less one time payouts) - 2.3% 1.1% 1.5% 2.5% 2.4% 2.6% 2.9% 2.5%

Percentage Increase from

Merit/Progression (on Prior Year Balance

less one time payouts) - 1.0% 1.1% 1.9% 1.5% 2.2% 2.9% 2.1% 2.0%
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$ in millions

2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28

Actual Actual Actual Budget Test Year Test Year = Test Year

MANITOBA HYDRO
CONTRACTED WAGE SETTLEMENTS
Effective Date AMHSSE CE MHPEA  UNIFOR
January 1, 2019
January 1, 2020
January 1, 2021
January 1, 2022
January 1, 2023
January 1, 2024
January 1, 2025
January 1, 2026
January 1, 2027
E 12Enuary 1, 2028

Hotels Mileage
100% 14-21%

o oo
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Manitoba Hydro Fiscal 2026-2028 General Rate Application
PUB/GSS-GSM Information Requests
October 15, 2025

PUB/GSS-GSM I-3

Part and Chapter: | GSS-GSM-05 (Davies Report) Page #: | 18
Topic: SAP S/4 HANA
Subtopic:

Preambile (if any):

On page 18, Ms. Davies states:

Recommendation: In setting rates for the 2027/28 test year (and the longer-term
implications of this) the PUB should consider taking one of the following approaches:

1) Capitalize any expenditures related to the SAP S/4HANA ERP project until Manitoba
Hydro can justify the magnitude of expenditure and the appropriate level of costs to
amortize in rates;

Rule 7 of subsection 39(5) of The Manitoba Hydro Act currently states that:

7. If the regulator directs the corporation to defer the recognition of costs or revenue, it
must also specify, as part of that direction, when, or the conditions under which, the
corporation may recognize those costs or that revenue.

Question:

a) Is it Ms. Davies’ understanding that the PUB may direct the capitalization of
SAP S/4HANA expenses without establishing a regulatory deferral account? If so,
please elaborate. If not, please clarify what, if any, conditions Ms. Davies is
recommending that the PUB impose under Rule 7.

b) Does Ms. Davies have a view on the appropriate amortization period for an SAP
S/4HANA account, if approved by the PUB?

c) To what extent should the amortization period be based on the terms of SAP’s
software licensing agreement, including any renewal terms?

Rationale for Question:

To clarify Ms. Davies’ recommendation regarding the deferral or capitalization of
SAP S/4AHANA expenses.

Response:

a) As clarification, the recommendation quoted above does not comment on whether
or not a regulatory account should be established in this proceeding, it focuses on
ensuring SAP project expenses are not included in revenue requirement for the
test years (either expensed or collected through a regulatory deferral account).

Page 12 of 23
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Manitoba Hydro Fiscal 2026-2028 General Rate Application
PUB/GSS-GSM Information Requests
October 15, 2025

It is understood that accounting rules may require software licenses to be treated
as an O&A expense, if this is the case and accounting rules are applicable to
revenue requirement for rate setting purposes,?? then establishing a regulatory
deferral account seems appropriate as it replicates a more typical depreciation
expense for capitalized assets — as long as interest isn’t being accrued. It's not
clear if an account needs to be established in this rate proceeding, especially if the
PUB disallows recovery of these costs in the test years.

If the PUB determines it needs to establish a regulatory account for these test
years, similar to Mr. Rainkie’s recommendation (CC-23, pg. 104 — 106), it is
recommended that approval should be on an interim basis with an upper limit for
SAP project spending with final approval of the account and overall spending
included in the account determined once a fulsome business case is provided in
accordance with PUB Order 101/23.23

b) &c)

Without a fulsome business case it seems premature to recommend a definitive
amortization period — especially given the overall cost of the project, the useful life
and potential long-term operational cost efficiencies are sure to be important
factors to justify project costs in evaluation against alternatives.?*

While a 10-year licensing agreement is Manitoba Hydro’s justification for a 10-year
amortization period this does not recognize the long-term economic benefits and
usefulness of this project, and therefore linking an amortization period to one
licensing term seems to be too conservative.

The $156 million cost also includes business transformation activities (i.e.
significant changes in processes and technology to do work differently and more
efficiently)?> - including implementation and customizations, transitioning, and
training to switch from the current SAP EEC ERP system, which has had a useful
life of 20 years, to the new SAP S/4HANA ERP. Simply put, the amount of cost
and effort to implement this new system is not justifiable for only one 10-year
licensing term, and it would be concerning to approve a project of this nature and
magnitude if it was only useful for 10 years.

SAP has an innovation commitment for SAP S/4HANA until 2040,25 however
implementation from SAP ECC to SAP S/4HANA has been slow with a high

22 |t is understood that IAS 38 is currently being re-evaluated specifically for cloud computing arrangements
including SAP S4/HANA, see for example the IFRS presentation from October 2025:
https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/asaf/ap2-potential-changes-recognition-
requirements.pdf

23 Pages 10 - 11

24 For example, IBM reported 30% reduction in infrastructure-related operating costs following migration to
SAP’s cloud ERP platform from consolidations and automation, as reported May 21, 2025 by CIO:
https://www.cio.com/article/3988351/ibms-massive-sap-s-4hana-migration-pays-off.html

25 GSS-GSM/MH 11-2¢

26SAP website, available online: https://support.sap.com/en/release-upgrade-maintenance/maintenance-

information/maintenance-strategy/s4hana-business-suite7.html
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number of customers anticipated to remain on the legacy system past 202727 and
even to 2033 as SAP has recently extended their offboarding transition program
for large customers from 2030 to 2033.2% This hesitancy and difficulty to switch to
SAP S/4AHANA, even though its been available since 2015, speaks to the
importance of a company’s enterprise system and the complexity to make a
transformational change — not something that is going to be done once every
decade.

While there are not extensive examples of implementation of SAP S4/HANA costs
in rates given the current transition timing, a few examples include:

e BC Hydro’s transition to SAP S4/HANA was recently approved by the BCUC in
February 2025, at an authorized cost estimate, including a contingency
reserve, between $66.3 - $73.2 million (less than half Manitoba Hydro’s
estimate even though its annual revenue requirement is over double Manitoba
Hydro’s). BC Hydro’s evaluation of the SAP S4/HANA project compared to
alternatives and estimated annual bill impacts used a 13 year time horizon,
based on its anticipated commitment of at least two 6.5 year subscription
terms.2°

e Consumers Energy (natural gas distribution company in Michigan), requested
a 15-year amortization period for its SAP S4/HANA costs via deferred
accounting treatment (including the cloud implementation costs for the
Software as a Solution ‘Saas’ that will be part of the SAP S4/HANA project over
the 15-year period).>® The amortization period was justified by the utility
because, “[t]his software asset will provide significant value and functionality
over an extended period, as it is deeply integrated into the Company’s business
processes, and there is a substantial investment in its development and
integration. The benefits of continuing to use the existing software outweigh
the costs of transitioning to new software sooner than 15 years. This approach
will also benefit customers by spreading these costs over 15 years to minimize
the impact on customer rates.“*! This treatment was recently approved by the
Michigan Public Service Commission.3?

e Teco Peoples Gas (an Emera company) has filed with the Florida Public
Service Commission to use a 20-year amortization period for SAP S/4AHANA

27 As reported by CIO on May 21, 2025, available online: https://www.cio.com/article/3988351/ibms-
massive-sap-s-4hana-migration-pays-off.html
28SAP website feature, updated March 7, 2025, available online: https://news.sap.com/2025/02/sap-erp-
private-edition-transition-option-navigate-complex-rise-with-sap-transformations/
2% As per pages 7 & 14-15 of BCUC Order G-44-25, available online:
https://www.ordersdecisions.bcuc.com/bcuc/orders/en/522648/1/document.do
30 MPSC Case No. U-21806, Consumers Energy, Natural Gas Distribution Utility in Michigan, filed with the
Michigan Public Service Commission on December 16, 2024, pdf pages 35-36 (application pages 14-15)
and 152 — 159 (application pages 104 — 111), available online: https://www.consumersenergy.com/-
/media/CE/Documents/rates/u-21806-application.pdf
31 |bid, pdf page 159
32 Order U-21806 by the Michigan Public Service Commission, September 25, 2025, page 226 — 227,
available online : https://adms.apps.lara.state.mi.us/Mpsc/ViewCommissionOrderDocument/27261
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software (through a FERC depreciation subaccount) as the previous SAP ERP
system was on the market for 33 years and its anticipated the SAP S/4HANA
replacement will have similar lifespan in the market, so the 20 year period will
more appropriately reflect the asset’s life.3® This matter has not yet been
decided on by the Florida Public Services Commission.

It seems most appropriate to determine an amortization period along with review
of the business case and final approval of a regulatory deferral account, as
recommended in part (a) above, but from the information that is on the record and
publicly available, 10 years seems far too conservative and does not appropriately
represent the enduring and economic value of upgrading an ERP system.

33 Direct Testimony on behalf of Peoples Gas System in the Petition for Rate Increase by Peoples Gas
System, filed March 31, 2025 with the Florida Public Service Commission, pdf pages 22 — 23 (application
pages 19-20), available online:
https://www.peoplesgas.com/496a7c/contentassets/b3b0e5ff2a7e4a1c89cbbef5eb0c46a6/05.-

final direct-testimonl-and-exhibit-of—christian-richard.gdf
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