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HECTOR J. REYES - ELECTRIC

Please state your name and business address.

My name is Hector J. Reyes. My business address is 4
Irving Place, New York, NY 10003.

By whom are you employed and in what capacity?

I am employed by Consolidated Edison Company of New
York, Inc. (“Con Edison” or the “Company”) as Director
of Benefits and Compensation.

How long have you been employed by Con Edison?

I have been employed by Con Edison for 32 years.
Please describe your educational background.

I graduated from Fordham University with a Bachelor of
Science degree in Accounting in 1976. 1In 1982, I
earned a Master of Science degree in Taxation from Pace
University.

Please describe your work experience.

I joined Con Edison in 1976 as a Staff Accountant in
Corporate Accounting. Between 1979 and 1981, I was
promoted to different supervisory positions in
Corporate Accounting. In 1983, I was promoted to
Assistant Manager, Accounting Research and Procedures.

My responsibilities as Assistant Manager included

-1-
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accounting for the Company’s health and welfare
expenses. In 1988, I was promoted to the position of
Manager, Retirement and Insurance Benefits and in 1989,
I was promoted to the position of Manager of Employee
Benefits. 1In September 1999, I was promoted to
Director of Benefits and Compensation.

Please generally describe your current
responsibilities.

My responsibilities as Director of Benefits and
Compensation include the development, implementation,
communication, and administration of the Company’s
employee benefit and compensation programs.

Do you belong to any professional societies or
organizations?

Yes. I am a member of the Board of Directors of the
New York Business Group on Health (“NYBGH”). NYBGH is
a not-for-profit coalition of 150 health plan sponsors
and health-related organizations whose mission is to
find practical solutions to contemporary health care

igssues in the New York metropolitan area.
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Have you previously submitted testimony on behalf of
the Company before this Commission?

Yes. I submitted testimony in Case Nos. 99-S-1621, 03-
G-1671, 03-S-1672, 04-E-0572, 05-S-1376, 06-G-1332, 07-
E-0523 and 07-S-1315.

What is the purpose of your testimony?

My testimony addresses the Company’s forecast of
employee welfare expenses, including group life
insurance, health insurance costs, and four program
changes to the Company’s employee benefit programs.
Please summarize your testimony.

As further explained in this testimony, the forecast of
employee welfare expenses is based upon historical
costs and reflects the escalation of existing programs
after imposing cost-sharing changes on employees and
other efforts directed at managing care and employee
wellness. Employee welfare expenses net of
capitalization are estimated to increase approximately
$12.3 million between the historic year (12 months
ended December 31, 2007) and the rate year (12 months

ending March 31, 2010).
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Please describe the methods used for escalating
employee benefit costs.
Three different methods are used to escalate historic
year costs to the rate year costs. First, a labor
factor of 7.78 percent is used to escalate employee
welfare costs that are a function of salaries and
wages. Second, a non-labor factor of 5.2 percent is
used to escalate employee welfare costs that are
unrelated to salaries and wages. The Accounting Panel
discusses these labor and non-labor factors. Third,
projected health care trend rates of 8.0 percent are
used to escalate health care costs. The 8.0 percent is
based on the Company’s historical increases over the
last three years and expected increases in health care
inflation trends as reported by Buck Consultants and by
our health care carriers.

EMPLOYEE WELFARE EXPENSES
Did you prepare a two-page Exhibit entitled
“CONSOLIDATED EDISON COMPANY OF NEW YORK, INC.,

ADMINISTRATIVE AND GENERAL EXPENSES - MAJOR ACCOUNT
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GROUP 49, EMPLOYEE WELFARE EXPENSES - PSC ACCOUNT

926.27?"
Yes.
MARK FOR IDENTIFICATION AS EXHIBIT __ (HJR-1)

What does this Exhibit show?

Page 1 of this Exhibit is a summary of the Company’s
forecast of employee welfare expenses for the rate year
ending March 31, 2010. This forecast is based on costs
incurred in the historic year, the twelve months ended
December 31, 2007. Lines 1 through 20 show costs for
the Company’s employee benefit programs and lines 21 to
25 show health care costs net of employee deductions.
Total employee welfare expenses are shown on line 26.
Total employee welfare expenses, net of capitalized
amounts (line 27), are shown on line 28. Page 2 of the
Exhibit is a summary of projected health care costs and
employee deductions for twelve months ending March 31,
2010.

Did you prepare a two-page Exhibit entitled
“CONSOLIDATED EDISON COMPANY OF NEW YORK, INC.,

ADMINISTRATIVE AND GENERAL EXPENSES - MAJOR ACCOUNT

-5-
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GROUP 49, EMPLOYEE WELFARE EXPENSES - PSC ACCOUNT 926.2
- FORECAST?”

Yes. MARK FOR IDENTIFICATION AS EXHIBIT _ (HJR-2) .

What does Exhibit_(HJR-2) show?

The exhibit indicates the projected welfare expenses
for 12 months ending March 31, 2010, 2011, 2012, 2013
and 2014. A summary of the health insurance expenses
are shown on page 2 of the exhibit.

What are the projected employee welfare expenses for
the 12 months ending in each rate year subsequent to
the rate year ending March 31, 2010, through March 31,
2014, as allocated to electric service?

The total projected employee welfare expenses (line 26)
are: $157.4 million for the rate year ending March 31,
2011; $171.2 million for the rate year ending March 31,
2012; $186.3 million for the rate year ending March 31,
2013; and $202.4 million for the rate year ending March
31, 2014.

Net of capitalization, the total projected employee
welfare expenses (line 28) are: $116.0 million for the

rate year ending March 31, 2011; $125.8 million for the

-6-
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rate year ending March 31, 2012; $136.4 million for the
rate year ending March 31, 2013; and $147.8 million for
the rate year ending March 31, 2014.
What assumptions did you make when projecting employee
welfare expenses?
The non-labor escalation factor decreases to 2.2
percent in year two and then declines to 2.1 percent in
year three and beyond. The labor escalation factor is
the same factor used for the rate year. Health care
costs are projected to increase by 8 percent per year.
Does the projection include any programs currently not
available to employees?
No. It was assumed that the programs being offered
today will continue to be available to employees over
the next several years. During this period, the
Company will continue to evaluate the programs and if
other, more appropriate substitutes become available,
the Company will consider using such programs.

GROUP LIFE INSURANCE
Please discuss group life insurance shown on page 1,

line 2 of Exhibit_(HJR-1).

-7-
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For management employees, the Company provides group
term life insurance equal to their annual base salary.
The Company provides $30,000 of group term life
insurance for members of Local 1-2 and Local 3 in
accordance with the currently effective collective
bargaining agreements.

How did you estimate the costs for Group Life Insurance
for the rate year?

Rate year amounts for management, Local 1-2 members and
Local 3 members are calculated using the 2008 premium
costs and employee participation levels. Total
management employee costs are escalated using 7.78
percent labor factor. Local 1-2 and Local 3 member
costs are escalated by the 5.2 percent non-labor factor
since the value of the life insurance benefit does not
change as a result of changes in the base salary. At
the end of each calendar year, MetLife prepares a
reconciliation of group life insurance premiums paid
versus actual claims experience plus administrative
expenses. Depending on the number of claims paid, a

dividend may be due to the Company or the Company may

-8-
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be assessed additional charges to cover claim costs
exceeding premiums paid. If a dividend is received
from MetLife, MetLife uses the dividend to offset the
following year’s premiums. If claims are greater than
premium level, then there is no dividend, and the
Company incurs additional costs for group life
insurance. In the last four out of five years, the
Company received a dividend because the actual claims
experience was less than premiums paid.
Did you reflect the receipt of a dividend in your rate-
year forecast?
Yes. I calculated an average of dividends received
for the last five years, and then reduced our estimated
premium costs for the rate year by this amount. The
result was then adjusted to reflect the common cost
factor for electric to arrive at a rate year forecast
of $1.2 million.

PROGRAM CHANGES
Please explain the program change on line 10, page 1,

of your Exhibit labeled “Occupational Supplement.”
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Occupational Supplement encompasses various accounts
including workers’ compensation, severance, pay for
injury and lung/hearing. The total cost for these
various accounts in the historic year was approximately
$3.4 million, but it would have been approximately $3.6
million if the New York University lung cancer
screening was fully operational in 2007. In this
category, the program change under Occupational
Supplement is attributed to the lung/hearing account.
The programs under this account are intended to provide
various screenings to field employees that are at risk
for asbestos related diseases and provide for
preventative testing including: lung cancer screenings;
ear, nose and throat screenings; lead screenings; and
hearing conservation. The increased costs are the
result of an increase in the number of employees
receiving screenings as well as the introduction of a
new lead screening program in 2008. The Company
intends to test all underground splicers for lead
levels in their blood as these employees may be in

contact with lead on a regular basis. At this time,

-10-
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125 employees in Brooklyn/Queens Electric Operations
are expected to participate in the lead screening
program. Employees in Bronx/Westchester and Staten
Island Electric Operations are expected to be the next
group to be screened for lead. Other field employees
will be tested, if requested by the employee or as
deemed necessary. Increased levels of lead in the
blood have been shown to affect the brain, nervous
system, reproductive system, kidneys, digestive system
and red blood cell chemistry. The most obvious
symptoms of lead exposure include excessive lethargy or
hyperactivity, reduced appetite, nausea, headache, and
abdominal pain. During the follow-up World Trade
Center exams, it was found that a number of employees
had an unsafe level of lead in their blood.

Please explain the program changes on line 14, page 1,
of your Exhibit, labeled Child Care and Elder Care
Consulting Services.

Child Care and Elder Care Consulting Services are
programs that provide employees with the resources

necessary to help balance their work/life

-11-
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responsibilities. These programs provide either
emergency child care or elder care (when the employees
normal care giving arrangements face an unexpected
change) and counseling regarding caring for the
elderly. The $25,000 program change for these two
programs reflects increased utilization of the
emergency child care and emergency elder care programs.
In fact, in 2007, there was a 60 percent increase in
the number of employees utilizing the programs from
2006. Due to the combination of many new young
employees needing child care support and employees
caring for elderly family members, we project that this
increased level of usage will continue.

What are the program changes associated with Work Home
Wellness Program, line 18 on page 1 of your Exhibit?
The $517,000 program change reflect additional costs
resulting from increased participation by employees in
current programs, including Smoking Cessation Program,
Workplace Health Promotion Program, Flu Vaccination
Program, and Stress Management as well as the addition

of certain new initiatives including distribution of a

~-12-
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newsletter, retaining the services of a nutritionist
and Muscular Skeletal Rehabilitation Program. The
participation rate is rising in these programs due to
an increased awareness of their availability as well as
an increased focus on wellness by employees and the
Company .

Please describe the Stress Management Program under the
Work Home Wellness account.

Occupational Health promotes a Stress Management
Program designed to assist employees in identifying the
daily signs of stress such as anxiety, back pain,
depression, fatigue, headaches, insomnia, or even
problems in relationships. The goal of the program is
to help employees understand and manage their daily
stressors that may lead to health problems, if left
unresolved. In March 2008, approximately 60 Customer
Operations employees participated in the first phase of
the program. The Company expects to spend
approximately $255,000 for this program in the rate

year.

-13-
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Please describe the new wellness initiatives under the
Work Home Wellness Program.

Some of the new wellness initiatives being introduced
include the mailing of a quarterly newsletter to
employees’ homes reinforcing the benefits of adopting a
healthy lifestyle for themselves and their dependents
as well as providing the employees and dependents with
additional resources available on the Internet at a
cost of $126,000. The Company has also retained the
services of a nutritionist to educate employees about
the appropriate food choices to manage their weight and
manage various health conditions including diabetes at
a cost of $70,000. A Muscular Skeletal Rehabilitation
Program is being introduced to address the needs of
employees who have experienced a significant amount of
sick time as a result of a muscular skeletal condition,
have chronic back problems, or have recently
experienced back and/or shoulder injuries.

Occupational Health has partnered with the Occupational
and Industrial Orthopaedic Center of New York

University to implement this program. The estimated

-14-
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cost of the program is $100,000. Beginning in 2008,
the Company will conduct a health fair each quarter
which will provide employees with an opportunity to
meet with the Occupational Health staff including
nurses, nutritionist, wellness staff and outside
vendors (wellness related) to discuss various health
issues, including managing stress through yoga, making
healthy food choices, and addressing substance abuse at
a yearly cost of $20,000. All of these programs listed
previously in the testimony are designed to increase
awareness of a healthy lifestyle and encourage
employees to adopt these lifestyle choices.

Please explain the program changes on line 19, page 1,
of your Exhibit labeled World Trade Center.

The World Trade Center program change_of approximately
$350,000 reflects the continued monitoring and follow-
up tests with specialists of those employees who
responded to and supported the restoration of service
to the World Trade Center area. The World Trade Center
screening program meets or exceeds all diagnostic and

treatment guidelines published by the New York City

-15-
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Department of Health. The program includes physical
examinations, pulmonary function exams, hearing and
vision tests, electrocardiograms, mental health
screenings and chest x-rays. The increased costs for
the World Trade Center program include the salary
increases to the medical staff; these are outside
contractors. In addition, during the course of the
routine World Trade Center exam, some of the employees
are being referred to specialists for more extensive
testing especially pulmonary related exams.

HEALTH INSURANCE COSTS
Please explain the increase for health insurance shown
on line 25, page 1 of Exhibit _ (HJR-1).
The health insurance increase is the cost increase
associated with health care, long-term disability and
benefits administration less employees’ payroll
deductions. Projected health care costs for the rate
year were developed by applying the number of employee
contracts as of February 2008 to the forecasted premium
rates for the rate year ending March 31, 2010. The

forecasted premium rates are based on year 2008

-16-



10

11

12

13

14

15

16

17

18

19

20

21

HECTOR J. REYES - ELECTRIC

premiums that have been derived from the actual claims
experience, projected health care cost trends, and
information provided by each of the insurance carriers.
Historic year costs for the long-term disability plan
are escalated using the labor factor. Historic year
costs for benefits administration are escalated using
the non-labor factor. The common cost factor for
electric was applied to total projected health care
costs and long-term disability costs to arrive at the
rate year forecast.

Please explain why you are escalating health care costs
at a rate of 8.0 percent, rather than the general
inflation rate, known as the CPI?

The Company’s actual health care costs increased by
12.7 percent between 2005 and 2006 and 8.4 percent
between calendar year 2006 and 2007. Over the last
decade, health care costs for the Company and the North
East region have increased at a rate well above the CPI
inflation rate and are expected to continue to increase
at the same pace into the near future. According to a

Mercer survey of 1,557 employers, health insurance

-17-
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costs are expected to increase by nearly 9 percent on
average in 2008. In a survey conducted by Buck
Consultants, survey participants indicated that the
rate of increase for preferred provider organizations
is expected to be 10.7 percent in 2008 and health
maintenance organization plan costs are projected to be
11.1 percent in 2008.

Are you aware that the Commission has rejected similar
proposals by Con Edison and other utilities in past
rate cases?

Yes, the continued trend in health care costs makes it
incumbent upon the Commission to revisit this issue in
light of the facts before it. The Company’s actual
experience is supported by numerous surveys and studies
indicating that health care costs are increasing year
to year at levels greater than the inflation rate. For
example, Watson Wyatt and the National Business Group
on Health conducted a survey of 573 large employers
that indicates that health care costs will increase by
8 percent in 2008. National surveys prepared by Buck

Consultants, PricewaterhouseCoopers, and National
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Business Group on Health/Watson Wyatt report that year
after year, health care costs have seen increases above
and beyond the general inflation level, and this upward
trend is not expected to end any time soon. Health
care costs are increasing at a faster rate than that of
general inflation. The use of the general inflation
level does not result in a reasonably accurate estimate
of the costs, understates the probable increases in
health care costs and, therefore, understates the
revenue requirement. Simply put, the application of
the general inflation escalator does not produce a
reasonable forecast for health care costs and should
not be used.

Please discuss the Company’s cost containment
strategies related to health care expenses.

To help manage the continued rise in health care costs
and mitigate future cost increases, the Company
continues to include as part of its health care
management strategy cost containment programs such as
Case Management, Value Options, Cancer Resources

Services and Optum NurseLine. Case Management services
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are available to assist employees and their dependents
when they have a serious illness requiring a lengthy
hospitalization. For mental health care, Value Options
reviews and manages the mental health treatment plan
developed for the employee/dependent. Cancer Resources
Services is available to United Healthcare
participants. The service helps employees/dependents
identify providers for treatment and provides
information on cancer centers and other clinical
topics. Optum NurselLine offers the employees and
dependents an opportunity to speak with registered
nurses 24 hours a day, seven days a week. Nurses are
prepared to answer health questions, share self-care
techniques, offer tips for staying healthy, and
recommend Internet sources for additional research.

All of these programs are designed to assist the
employee/dependent in receiving the most appropriate
treatment and avoid unnecessary medical procedures and
tests. We believe that steering employees to

appropriate avenues of care and encouraging them to

-20-
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engage in healthy behavior helps to mitigate the future
health care cost increases.

What other measures has the Company taken to control
the growth in health insurance costs?

As explained below, the Company has continued its trend
of placing greater responsibility for the costs of
health care onto its employees. Pre-notification is
required prior to services being rendered or purchases
made for durable medical equipment and prosthetic
devices. Treatment plans are required by the claims
administrator for physical and occupational therapy,
speech therapy, and services performed for diagnosis or
treatment of dislocations, subluxations or misalignment
of the vertebrae. Emergency room visits will only be
covered for an accidental injury or a sudden/serious
illness.

Does the Company have any employee wellness programs?
As I mentioned earlier in my testimony, there are a
number of wellness initiatives being expanded or

introduced in 2008. These programs are designed to
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promote wellness, which, in turn, is expected to
decrease health benefit costs.

The Company has been an advocate of using the wellness
approach. In fact, in 2006, it introduced to all
employees and dependents the Active Health program.
This promotes employee wellness by providing
information to employees, dependents and their health
care providers regarding the most up-to-date and
nationally recognized treatment options. The Active
Health program monitors medical, lab, pharmacy and
hospital claims submitted by the health care providers
to identify potential health risks. If the data
indicates an opportunity for better care or potential
medical error, clinical staff from the Active Health
program notify the health care provider first and then
the patient. For example, the Active Health program
notifies an employee/dependent with Crohn’s disease for
at least 10 years that it is important to have a
colonoscopy at least every two years to check for colon
cancer. Regular screening and testing is one of the

most powerful weapons for the prevention or early
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detection of colon cancer. In the end, the final
decision on medical care always remains with the
employee/dependent and the physician.

What other measures has the Company taken to manage
health care costs?

The Company initiates periodic independent audits of
the hospital, medical and prescription drug vendors
(Blue Cross, United Healthcare, GHI and Caremark) to
ensure that the programs are in compliance with the
plan design and claims are processed correctly.

Does the Company have any other programs to assist
employees with their health care needs?

Yes. As discussed in the testimony of the Shared
Services Panel, the Care Management Program is designed
to assist employees in managing their sickness in a
more informed manner and help in the long run to
decrease costs associated with various medical
expenses.

Are there any programs to educate employees about the

costs of health care?
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Yes. To educate employees on to how to effectively use
their prescription drug program, we have worked with
Caremark at developing a personalized report which is
sent to employees and dependents twice a year listing
prescription drugs taken by the employee/dependent.

For each prescription drug listed in the report,
Caremark indicates whether the company and
employee/dependent could have realized additional
savings by using the mail order program and/or
switching to a generic drug.

What measures has the Company taken to manage the non-
health insurance expenses?

The Tuition Aid Program now requires employees to
remain employed by the Company for at least two years
after completion of any course for which they have been
reimbursed. Otherwise, the employee will be required
to repay the amount received during the two years prior
to leaving the Company.

Please describe the information found in Exhibit _

(HJR-1), page 2 of 2.

-24 -
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Page 2 of the Exhibit is a summary of the health
insurance costs less employee deductions for the rate
year. The costs reflect the forecast applicable to
electric for each of the Company’s various health
insurance plans.

Please explain the $4.7 million increase for the rate
year in the amount of employee deductions for health
insurance, as shown on page 1, line 24, of your
exhibit.

Projected employee deductions for health care expenses
are based on the number of employee contracts as of
February 2008 and the 2008 employee contribution rates.
Forecasted employee contributions for the long-term
disability plans are calculated by applying the labor
factor to the historic amounts. The common cost factor
for electric is then applied to the total employee
deduction amount to arrive at the rate year forecast.
The Company has been able to offset some of the recent
escalation in health care expenses through various
employee cost sharing mechanisms, such as increased

co-payments and employee deductions.
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Do you plan to update this Exhibit?

Yes. If there are any changes in employee benefits, T
will provide an update to this Exhibit at the
appropriate time during the course of this proceeding.
I would note that the Company’s contract with Local 1-2
expires in June 2008 and is being renegotiated, so I
would expect an update. In addition, the Company
generally receives its projected health care costs for

the following calendar year in August or September.
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Does this conclude your testimony?

Yes,

it does.
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CONSOLIDATED EDISON COMPANY OF NEW YORK, INC.
SUMMARY OF HEALTH INSURANCE COSTS
ELECTRIC CASE
RATE YEAR FORECAST
TWELVE MONTHS ENDING MARCH 31, 2010

DENTAL - MET LIFE & JARDINE
PRESCRIPTION DRUG - CAREMARK 19,563,986
RETIRED KEY OFFICERS' PRESCRIPTION DRUG 200,195
TOTAL PRESCRIPTION DRUG
HOSPITALIZATION - BLUE CROSS 39,248,419
MEDICAL - UNITED HEALTHCARE 47,872,038
MEDICAL - GROUP HEALTH INSURANCE 17,982,281
RETIRED OFFICERS' MEDICAL - UHC 677,550
HMO - BLUE CROSS/BLUE CHOICE 1,273,173
HMO - HIP 1,558,000
HMO - AETNA/U.S. HEALTHCARE 2,890,715
HMO - MVP 813,439
VISION - COMPREHENSIVE VISION 493,440
MANAGEMENT LONG TERM DISABILITY 2,194,950
WEEKLY LONG TERM DISABILITY 1,994,161
FLEXIBLE BENEFITS ADMINISTRATION 311,616
PRINTING & MAILING OF HEALTH PLANS 100,705
CASE MGMT. PROGRAMS 82,023
ACTIVE HEALTH/HDMS 358,104

TOTAL HOSPITALIZATION & MEDICAL

TOTAL GROSS HEALTH INSURANCE COSTS

EMPLOYEE DEDUCTIONS

TOTAL NET HEALTH INSURANCE COSTS

EXHIBIT _ (HJR-1)
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$10,517,680

19,764,181

117,850,614

148,132,475

(34,654,728)

$113,477,747
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