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C. C. Osterholtz, NRC Senior Resident Inspector, San Onofre Units 2 & 3
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SOUTHERN CALIFORNIA EDISON COMPANY

2003 Cash Reserve
(Dollars in Thousands)

Cash Reserve as of December 31, 2002 $992,000

Percentage Ownership in All Nuclear Units:
San Onofre Nuclear Generating Station Units 2 & 3

o Southern California Edison Company 75.05%
o San Diego Gas & Electric Company 20.00%
o City of Anaheim 3.16%
o City of Riverside 1.79%
Palo Verde Nuclear Generating Station Units 1,2 & 3 15.80%

Annual Per Incident Contingent Liability:

San Onofre Nuclear Generating Station Unit 2 $10,000 (1)
San Onofre Nuclear Generating Station Unit 3 $10,000 (1)
Palo Verde Nuclear Generating Station Unit 1 $1,580 (2)
Palo Verde Nuclear Generating Station Unit 2 $1,580 (2)
Palo Verde Nuclear Generating Station Unit 3 $1,580 (2)
Total $24,740

(1) The value represents 100% of the SONGS Annual Per Incident
Contingent Liability.

(2) The value represents 15.8% (SCE's share) of the Palo Verde
Annual Per Incident Contingent Liability.
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Southern California Edison Company

Southern California Edison Company (SCE) is one of the nation’s largest investor-owned electric utilities.
Headquartered in Rosemead, California, SCE is a subsidiary of Edison International.

SCE, a 117-year-old electric utility, serves a 50,000-square-mile area of central, coastal and southern s T

California.
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Selected Financial and Operating Data: :1998 — 2002 - ©:x # ;= ., { Southern California Edison Company
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Income staternent data _ i o k N SN
Operating revenue - ' o ‘ $ 8 706 $ 8,126 . $7,870" ',$ 7,548 - $ 7,500

AL

Operatlngexpenses _';‘6579 3509;,“’;;10529 6,242 6,136
Fuel and purchased powerexpenses Ll 2 259 3,982 . ', 4,882. " 3,405 3586

Income tax (benefit) L T 42 “1,658' U(1,022) 4387 442
Provisions for regulatory adjustment c!auses net 1,502 (3,028) , 2,301, .(763) . -(473)
Interest expense — net of amounts capltalrzed - . .684 ... 785 572 L ';,483 . .485
Net income (loss) 1,247 2,408 (2 028) 509 515
Net income (loss) available for common stock 1,228 2,386 (2,050) - .. -484.. - - 490
Ratio of earnings to frxed charges 4.21 6.15 * 2 94 - 2,95

*Ylessthan 1.00.. . ..

'Balance sheet data

Assets -+ i Ciuims ool $18,314. $22.453 $ 15966 $17.657 1 $ 16,947

Gross utility plant - cehomnt owre 0 16,341 0.0015,982 -0 15,653 -,,14,852 14 150_,
Accumulated provrsron for deprecratron T T T -
and decommissioning 8,094 7,969 7,834 7,520 6 896
Short-term debt : = —_ 2,127 1 ,451 796 470
Common shareholder's equrty roo 4,384 00 3,146 780 '3 133 3,335
Preferred stock: .~ . B R T S S
Not subject to mandatory redemptlon~ S 428 0 1290 - ;'-1 129 x"‘129 T -129
Subject to mandatory redemptron BTV T 44T B s 2585 T TRBR T i v 056
Long-term debt B *"nif’} 4504 = 4739 5631 S 5 137' 5447;

Capital structure:” ; S o .
Common shareholder’s equrty SR 47 8%-3‘-’ 38.5% 11 5% 36 2% - 36 4%‘
Preferred stock: o e S o .

Not subject to mandatory redemptron' N '. -1 4% C16% 1.9% -1, 5%- ) ‘- ‘ .4%
Subject to mandatory redemption” ™ " T T 4.6% 0 1.9% ¢ -'3.8% A2‘.”9%. h2.8%
Long-term debt 49.2% 58.0% 82.8%  59.4% - '5%.4%
Peak demand in  megawatts oWy ‘ . 118,821 {'f.y.‘,17 890 - n “Ag; 757 e 19,122 | »19 ).935
Generation capacity at peak (MW) 9,767 9,802 9,886 10,431 10,546
Kilowatt-hour deliveries (in millions) ; Ciynes 1 79,693 0 ,.78,624 -, 84430, 78,602 : 76,595

Total energy requirement (kWh) (in mllllons) 71,663 83495 82503 78752 80,289

Energy mix: LTI :
Thermal 40.2% 32.5% 36.0% 35.5% 38.8%
Hydro 5.0% 3.6% 5.4% 56% . 7.4%

Purchased power and othersources s 54.8% 639%  586% = 58.9% 53 8%
Customers (in’ mllhons) QZ e ©n 483 447 TUT442 0 436 - 427
Full-trme employees ' S 12 113 11,6637 1-112,593 7 713,040 ° 13,177

Lo




Management's Discussion and Analysis of Results of Operations and Financial Condition {.-;- .0

__This Management’s Discussion and Analysis of Results of Operations and Financial Condition (MD&A):- (1
“"contains forward-looking statements.” These statements are based on Southern California Edison’s’ (SCE)
knowledge of present facts, current expectations about future events and assumptions about future. .. et
developments. Forward-looking statements are not guarantees of performance; they are subject to nsks
uncertainties and assumptions that could cause actual future activities and results of operations to be
matenally drfferent from those set forth in this drscussron Important factors that could cause actual

results to dlffer include, but are not limited to, risks’ dlscussed below under “Frnancral Condmon i “Market
Rlsk Exposures and “Forward Looklng lnformatlon and Risk Factors
This MD&A includes information about SCE a regulated publlc utlllty company provndmg electncxty to retarl
customers in central coastal and southern Calrfornra ’

CURRENT DEVELOPMENTS "-‘ ~.t P AT D O v’. EENT e ;
D L RS S R s AR RNy 3
Between May 2000 and June 2001, the cost of unregulated wholesale power in Cahfomra rose above
--revenue collected in rates that were frozen in 1998 and SCE was not allowed by the CPUC to pass these
excess costs through to its customers. As a result SCE incurred $4.7 billion (pre-tax) in write-offs related
to its undercollected costs and generation-related regulatory assets through August 31,:2001:In October:}
2001, SCE entered into a settlement agreement with the California Public Utilities Commission (CPUC)
that allowed SCE to recover $3.6 billion'in past procurement-related costs through the creation ofa ¢
procurement-related obligations account (PROACT) regulatory asset. The balance in this regulatory asset
decreased to $574 million at year—end 2002 and SCE expects to recover the remalnlng balance by mid--.. -
20031 LU LG o e e e

R Dpes S vz

The Utility Reform Network (TURN) a consumer advocacy group, and other parties appealed to the .
federal court of appeals seeking to overturn the district court judgment that approved the settlement ;- =<
agreement. In September 2002, an appeals court opinion affirmed the district court on all claims; wnth the
exception of challenges founded upon California state law, which the appeals court referred to the - o
California Supreme Court.; On November 20, 2002, the California Supreme Court issued an order. .. o
indicating that it would hear the case. The key issues in this matter are whether the district court Judgmentr
violated California’s electric industry restructuring statute providing for a rate freeze and state laws -
requiring open meetings and public hearings. SCE continues to operate under the settlement agreement
and to believe it is probable that SCE will ultimately recover its past procurement costs through regulatory
mechanisms, mcludlng the PROACT However SCE cannot predict with certamty the outcome of the
pendlng legal proceedmgs o R a

~In January 2001, the state of Callfornia began purchasing power on behalf of SCE's customers because -
SCE's financial condition prevented it from purchasing power supplies for its customers. On January 1,
2003, SCE resumed power procurement of its residual net short position (the amount of energy needed to-
serve SCE's customers from sources other than its own generating plants power purchase contracts and
Callforma Department of Water Resources (CDWR) contracts)

B N

These and other matters are drscussed ln detarl m "Regulatory Matters A do

: RESULTSOFOPERATIONS | o |

2.

Earnmgs . .i; 2 . )

In 2002 SCE eamed $1. 2 bllllon compared to eamlngs of $2.4 bl||I0n rn 2001 and a Ioss of $2 1 bllllon m “
2000 SCE’s 2002 earnings included a $480 million benefit related to the lmplementatlon of the Callfornla .
Public Utilities Commission’s (CPUC) utility retained generation (URG) decision. SCE'’s 2001 earnings "~
included a $2.1 billion (after tax) benefit resulting from the reestablishment of procurement-related
regulatory assets and liabilities as a result of the PROACT resolution and recovery of $178 million (after
tax) of previously written off generation-related regulatory assets, partially offset by $328 million (after tax)
of net undercollected transition costs incurred between January and August 2001. SCE's loss in 2000
included a $2.5 billion (after tax) write-off of regulatory assets and liabilities as of December 31, 2000.
Excluding the $480 million benefit in 2002, the $2.0 billion benefitin 2001, and the $2.5 billion write-off in
2000, SCE's earnings were $748 million in 2002, $408 million in 2001 and $471 million in 2000. The

$340 million increase in 2002 primarily reflects increased revenue resulting from the CPUC’s 2002
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-decision in SCE’s performance-based ratemaking (PBR) proceeding, increased earnings from SCE's .o
larger rate base in 2002 compared to 2001, lower interest expense, PBR rewards from prior years and .
increased income from San Onofre Nuclear Generating Station (San Onofre) Units 2 and 3. The increase
was partially.offset by higher operating and maintenance expense. The $63 million decrease in 2001 was
primarily due to the February 2001 fire and resulting outage at San Onofre Unit-3 and lower kilowatt-hour
sales. .o gy I L E e e L T IR syt St LT

» T
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Accounting principles generally accepted in the United Statesrequire SCE ‘at each financial statement. : =
date to assess the probability of recovering its regulatory assets through a regulatory process. :Based on a
CPUC decision in March 2001, the $4.5 billion transition revenue account undercollection as of
December 31, 2000 andthe coal and hydroelectric balancing account overcollections were reclassified, ™
and the transition cost balancing account (TCBA) balance was recalculated to be a $2.9 billion. = == 7
undercollection.; As a result, SCE was unable to conclude that, under applicable accounting principles, the
$2.9 billion TCBA undercollection (as recalculated above) and $1.3 billion (book value) of other net -
regulatory assets that were to be recovered through the TCBA 'mechanism by the end of the rate freeze .}
were probable of recovery through the rate-making process as of December 31,'2000. As a result, SCE’s
December 31,-2000 income statement included a $4.0 billion charge to provisions for regulatory = -~ - =
adjustment clauses and a $1.5 billion net reduction in income tax expense, to reflect the $2.5 billion (after:
tax) write-off. . ' o ,

ety

Based on the CPUC's January 23,-2002 PROACT :resolution;: SCE was able to conclude that $3.6 billion in
regulatory assets previously written off were probable of recovery through the rate-making process as of
December 31, 2001, As a result, SCE’s December 31,2001 consolidated income statement included a- -
$3.6 billion credit to provisions for regulatory.adjustment clauses and a $1.5 billion charge to income tax - -

PR

“expense, to reflect the $2.1 billion (after tax) credit to earnings.. - -~ - - -

Operating Revenue . B I CICRNE LA

More than 4% ;of,‘pperating‘r'evenue_was from retail sales. | Retail rates are regt]lated by the CPUC and .
wholesale rates are regulated by the Federal Energy Regulatory. Commission (FERC). ...:m o o i
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Due to warmerweatherdunngthe :sumrr;er,fr’jo}‘]'ths,-.opé.rét:ihé'ré'vé'nde‘ during 'théihira quarter of each .
year is significantly higher than other quarters. :

NSRS L T gL 0T D ey RGOS g T R b DR L g
The following table sets forth the major changes in operating revenue: z "
VoD ey T R T R R et 1 TSI T I I o -

[

In millions : «:%~
Operating revenue==*

"Rateé changes (includiny
Direct access credit

‘{ "Year ended December 31,77, ¥ 72002 Vs: 2001 ¢ 2001 vs. 2000~ o

Soihe o R ]

A3

fefunds) ", osies gm0

DREOR 17 N IR

r on S Y ) IR T VSRR P
Salesvolume changes” "' YT G T T ot ote o ceggt o (2402) =, Lo -
Other (including intercompany transactions)*” "'~~~ =~ - - [CY ) N ¢ ()

Total ' $ 580 - $ 256

T YT I TR o S e eintantes o T

Interruptible noncompliance penalty ~*

£

KN

1
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Operating revenue incréased in 2002 as compared to 2001 (as shown in the table above) primarily due to”
a 3¢-per-kWh surcharge authorized by the' CPUC as of March 27, 2001. 'Although the surcharge was | ...
authorized as of March 27,2001, it was ot collected in rates unitil thé CPUC determined how the Tate . -
increase would be allocated among SCE's customer classés, which occurred in May 2001. In addition,
the increase in revenie resulted from an increase in sales voliime primarily due to SCE providingits . -
customers with a greater volume'of energy generated from its own generating plants and power. purchase
contracts, rather than the CDWR purchasing power on behalf of SCE's customers.” Amounts SCE bills to
and collects from its customers for electric power purchased and sold by the CDWR to SCE's customers
(beginning January 17,2001) and CDWR bond-related €osts (beginning November 15, 2002) are being ...,
remitted to the CDWR and are not recognized as revenue by SCE. These amounts were $1.4 billion and
$2.0 billion for the years ended December 31, 2002 and 2001, respectively. The increase in operating
revenue was partially offset by a decrease in revenue arising from an increase in credits given to direct
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access customers in 2002 compared to 2001 due to a srgnrf‘ icant mcrease |n the number of dlrect access
customers Tt L : . I LR LR N
Operatrng revenue mcreased in 2001 (as shown in the table above) pnmanly due to the 4¢ per-kWh

(1¢ in January and 3¢ in June) surcharge effective in 2001; the effects of the reduced credits given to
direct access customers in 2001 and an increase in revenue related to penalties customers incurred for
not complying with their interruptible contracts. The increases were partially offset by a decrease in retarl
sales volume primarily attributable to CDWR purchases on behalf of SCE customers and conservatron
efforts, as well as a decrease in revenue related to operatron and marntenance servrces v P

From 1998 through mld September 2001 SCE s customers were able to choose to purchase power dlrectly
from an energy service provider other than SCE (thus becoming direct access customers) or continue to
-have SCE purchase power on their behalf: On March 21; 2002, the CPUC issued a decision affirming that
new direct access arrangements entered into by SCE’s customers after September 20,2001 were invalid,
Direct access arrangements entered into prior to September 20, 2001 remain valid.” Most direct access S
customers continue to be billed by SCE, but are given a credit for the generation costs SCE saves by not -
serving them.” Operating revenue is reported net of this credit.” See “Direct Access — Hlstoncal Procurement
Charge” discussion under “Regulatory Matters—Direct Access Proceedings” below. - ‘

During 2000, as a result of the power shortage in California, SCE’s customers on mterruptlble rate
programs (which provide for lower generation rates with a provision that servrce ‘can be mterrupted e
needed; with penalties for noncompliance) were asked to curtail their electncrty usage at various times.. -~
As a result of noncompliance, those customers were assessed significant penalties. On January 26,
2001; the CPUC waived the penalties assessed to noncomplrant customers after October 1; 2000 untll the
interruptible programs could be reevaluated. -~ - SRR

Operating Expenses

Fuel expense lncreased in both 2002'and 2001. The 2002 increase was primarily due to fuel related costs: '
related to a settlement agréément entered into with Péabody Western Coal Company associated with the”
Mohave Generating Station (Mohave). The 2001 increase was due to fuel-related refunds resultrng from a
settlement with another utility that SCE recorded in the second and thlrd quarters of 2000 :
Purchased-power expense decreased in both 2002 and 2001. The 2002 decrease resulted pnmanly from
lower expenses at SCE related to qualifying facilities (QFs); bilateral contracts and interutility contracts; as ¥
discussed below. In addition, the decrease reflects the absence of California Power Exchange (PX)/ . .__.. . .
Independent System Operator (ISO) purchased-power expense after mid-January 2001. PX/ISO purchased-
power expense increased significantly between May 2000 and mid-January 2001, dué to dramatic wholesale .
electricity price increases. In December 2000, the FERC eliminated the requrrement that SCE buy and sell
all power through the PX. Due to SCE's noncompliance with the PX's tariff requrrement for posting
collateral for all transactions, as a result of the downgrades in its credit rating, the PX ‘suspended SCE's
market trading privileges effectlve mid-January 2001. The 2001 decrease resultéd. from the absence of -
PX/SO purchased-power expense after mid-January 2001, partlally offset by mcreased expenses related to
QFs, bilateral contracts and lnterutlllty contracts -

Federal law and CPUC orders requrred SCE to enter into contracts to purchase power from QFs at
CPUC- -mandated prices. These contracts expire on various dates through 2025. In 2002, purchased- -
power expense decllned S|gn|f' cantly, pnmanly due to lower payments to QFs Generally. energy

renewable QFs were based on a fi xed pnce of 5. 37¢ per kWh During 2002, spot natural gas pnces were ‘
significantly lower than the same penods in 2001 "The decrease in 2002 purchased -power expense .
related to bilateral contracts and rnterutlllty contracts was also due to the decrease in natural gas prices...

In 2001, purchased power expense related to QFs rncreased due to hlgher prices for natural gas In earlyn
2001, structural problems in the market caused abnormally hlgh gas prices. Thei mcrease related to ‘
bilateral contracts was the result of SCE not havrng these contracts |n 2000. Thei mcrease related to”
mterutrlrty contracts was volume-dnven S :

R
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Provisions for regulatory adjustment clauses — net increased in 2002 and decreased in 2001. The 2002
increase was primarily due to the establishment of the PROACT regulatory asset in 2001, overcollections. :
used to recover the PROACT balance and revenue collected to recover, the rate reductron bond regulatory
asset, partially offset by the impact of SCE’s implementation of CPUC decisions related to URG and the PBR
mechanism, as well as the impact of other regulatory actions. The 2001 decrease resulted from SCE
recordmg the $3.6 billion PROACT regulatory asset in fourth quarter 2001. . Gt d e e

Asa result of the URG dec|S|on SCE reestablrshed regulatory assets prevrously wntten off (approx1mately
$1.1 billion) related to its nuclear plant investments, purchased-power settlements and flow-through taxes, .
and decreased the PROACT balance by $256 million, all retroactive to January 1, 2002. The impact of the
URG decision is reflected in the financial statements as a credit (decrease) to the provisions for regulatory
adjustment clauses of $644 million, partially offset by an increase in deferred income tax expense of

$164 million, for a net credit to earnings of $480 million (see “Regulatory Matters—URG Decision”
discussion). As a result of the CPUC decision that modified the PBR mechanism, SCE recorded a

$136 million credit (decrease) to the provisions for regulatory adjustment clauses in the second quarter.of =
2002, to reflect undercollections in CPUC-authorlzed revenue resultmg from changes in retarl rates (see ’
"Regulatory Matters—PBR Decision” dlscussron) DA B

~ [ .
e N

SCE s other operatlon and malntenance expense mcreased in 2002 pnmarlly due to the San Onofre Unlt 2
refueling outage in' 2002, increases in transmission and distribution maintenance and inspection actrvrtres
and cost containment efforts that took place‘in 2001. The increases were ‘partially offset by lower -
expenses related to balancing accounts. SUAEE

Deprecratron decommissioning and amortization expense increased in 2002 and decreased in 2001 The
increase in 2002 was mainly due to an increase in depreciation expense associated with SCE's addrtrons
to transmission and distribution assets and an mcrease in SCE'’s nuclear’ decomm|sstomng expense A
1994 CPUC decision allowed SCE to ‘accelerate the recovery of its nuclear-related assets while deferrlng
the recovery of its distribution-related assets for the same amount. Beginning in January 2002, the CPUC
approved the commencement of recovery of SCE s deferred distribution assets. In addition, the increases
reflect amortization expense on 'the nuclear regulatory asset reestabllshed durrng second quarter 2002 - -
based on the URG decision (drscussed below) ‘The decrease in'2001 was prrmarlly due to SCE’s nuclear
investment amortization expense’ ceasing because the unamortrzed nuclear rnvestment regulatory asset
was rncluded in the December 31 2000 wnte-off :

Other Income and Deductlons -

Interest and drvrdend mcome rncreased for both 2002 and 2001 The 2002 increase was marnly due to

the interest i income ‘earned on the PROACT balance, partrally offset by lower interest income due to lower
average cash balances and lower interest rateés. The 2001 increase was mamly due to an overall hlgher i
cash balance as SCE conserved cash due to rts qumdlty crrsrs : S

TG oonlrees T e e . "...r.f;,.‘_,,ri‘_

Other nonoperatmg income mcreased in- 2002 and decreased in 2001 The 2002 increase was prlmanly
due to'property condemnation settlements received:; partially offset by PBR incentive awards for.1998 and
2000, which were approved by the CPUC and recorded in 2002 The decrease in 2001 prlmanly reﬂects :
the gains on sales of marketable secuntres in 2000 T ‘ e : &
Interest expense net of amounts caprtalxzed decreased in 2002 and rncreased in 2001 The 2002
decrease was mainly due to lower short-férm debt balarices; as well as lower interest expense Telated to
the suspensron of purchased power in 2001; partially offset by an rncrease in‘interest expense related to
the senior secured credit facility issued in March 2002 The 2001 |ncrease reﬂects addrtlonal long-term '
debt and hrgher short-term debt balances o fffs‘* L - ' Ve

Other nonoperatlng deductlons decreased in 2002 and 2001 prlmanly due to lower accruals for regulatory
matters in both periods. : PEEEE S RN

i LR Eat}
I B . .

Income Taxes R R AR RV

Income taxes decreased in 2002 and increased in '2001. The 2002 decrease was primarily due'to a’
reduction in pre-tax income. : Other decreases in tax ‘expense’ resulted from a favorable resolution of tax
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audits and the reestabllshment of tax related” regulatory assets upon implementation of the URG decision.
The increase in 2001 réflects $1.5 billion in income tax expense related to the PROACT regulatory asset
estabhshment in fourth'quartér 2001 ‘Absent the $1. 5 blIIIOﬂ mcome tax expense in 2001 SCE’s income:
tax expense mcreased due to hlgher pre—tax mcome B : R

[BRRETEEN whoo

SCE'’s federal and state statutory tax rate was 40 551 % for all years presented The lower effective tax
rate of 34% realized in 2002 was primarily due to the reestablishment of tax-related regulatory assets
upon |mplementat|on of the URG decision as well favorable resolution of tax audrts -The 2001 effectrve
tax | rate was comparable to the composrte federal and state statutory tax rate o

FINANCIAL CONDITION

Cash Flows from Operatmg Actrvmes B SR

Net cash provrded by operatmg actwrtres was $631 mrlhon in 2002,, $3 3 brlhon rn 2001 and $829 mrlllon in
2000:-The 2002 decrease in cash provided by operating activities was mainly due to the March 2002 -
repayment of past-due obhgatxons partially offset by higher overcollections used to recover regulatoryw_
assets resulting from the CPUC-approved surcharges (1¢ per kWh in January 2001 and 3¢ per kWh in
June:2001).: The increase in 2001.was primarily due to suspending payments for purchased power and -
other obligations beginning in January 2001.: Cash provided by operating activities also reflects the -
CPUC-approved surcharges (1¢ per kWh in January 2001 and. 3¢ per kWhin June 2001) that were brlled

in 2001

CashFlowsfromFmancmgActlwtles L i RN PR G

YR [ R
SCE’s short-term debt is ‘normally used to fi nance procurement-related obhgatnons Long-term debt is.
used marnly to fi nance the utthtys rate base Extemal financings are mﬂuenced by.market conditions and
otherfactors..; = .~ . o1 0 ... e o : :

-

Dunng the f rst quarter of 2002 SCE pard $531 m|II|on of matured commerCIal paper and remarketed
$196 million of the $550 mrllron of pollutron-control bonds repurchased dunng December 2000 and early
2001 AIso dunng the fi rst quarter of 2002, SCE replaced the $1.65 billion credit facrllty with a $1.6 bllllon
financing and made ‘a payment of $50 million to retire the entlre credit facrhty ‘Throughout the year SCE
paid approximately $1.2 billion of maturing long-term debt.  The $1.6 billion financing included a

$600 million, one-year term loan due March 3, 2003. SCE prepaid $300 million of this loan in August 2002
and prepard the balance on February 11 2003 See addltlonal drscu5510n in "quurd|ty Isstes.”

In December 1997 $2 5 blllron of rate reductlon notes were lssued on behalf of SCE by SCE Fundmg
LLC, a special purpose. entity.-, These notes were issued to finance the:10% rate reduction mandated by ;
state law. The proceeds of the_rate reduction notes were used by SCE Funding LLC to purchase from -, .
SCE an enforceable right known as transition property. Transition property is a current property right
created by the electric industry. restructuring legislation and a financing order of the CPUC and consists
generally of the right to be paid a specified amount from nonbypassable rates charged to residential and
small commercial customers.-- The rate reduction notes are, being repaid over. 10-years through these , .
nonbypassable resrdentlal and small commercial customer rates, which constitute the transition property <
purchased by SCE Funding LLC. The remaining series of outstandmg rate reduction notes have-
scheduled. maturities through 2007; with interest rates:ranging from 6:22% to 6.42%.. The notes are -.
collateralized by the transition property and are not collateralized by, or.payable from assets of SCE or
Edison International: SCE used the proceeds from the sale of the transition property to retire debtand . ;
equity-securities. Although, as required by accounting principles generally accepted in the United States g
SCE Funding LLC is consolidated with SCE and the rate reduction notes are shown as long-term debt in .
the consolidated financial statements, SCE Funding LLC is legally separate from SCE. The assets of
SCE Funding LLC are not available to creditors of SCE or Edison International and the transition: property
is legally not an asset of SCE or Edlson International. . Lo

Cash Flows from Investing Activities

Cash flows from.investing activities are affected by additions to property and plant, primarily for- A
transmission and distribution assets; and funding of nuclear decommissioning trusts. Decommissioning. .
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costs are recovered in utility rates. .These costs are expected to be funded from mdependent S oeing
decommissioning trusts that receive SCE contrlbutlons of approxlmately $25 million per.year.. In 1995 the
CPUC determined the restrictions related to the investments of these trusts. . They.are: not more. than 50%
of the fair market value of the qualified trusts may be mvested in eqwty securities; ,not more than 20% of -
:the farr market value of the trusts may be mvested in mternatlonal equity, secuntles :up.to 100% of the. falr
market values of the trusts may be invested in- mvestment grade fixed-income securities including,- but not
limited to, government, agency, munlmpal corporate mortgage backed asset-backed non-dollar, and
cash equivalent securities; and derivatives of all descriptions are prohibited. Contributions to the
decommissioning trusts are reviewed every three years by the CPUC. The contributions are determined
from an analysis of estrmated decommissioning costs, the current value of trust assets and Iong-termy Mg
forecasts of cost escalation ‘and after-tax return on trust investments. .Favorable of. unfavorable rr :
investment performance in a period will not change the amount of contributions for that period. However
trust performance for the three years leading up to a CPUC review proceeding will provide input into future
contributions. SCE's costs to decommission San Onofre Unit 1 are paid from the nuclear
decommissioning trust funds. These withdrawals from the decommissioning trusts are netted with the ™.
contributions to the trust funds in the Consolidated Statements of Cash Flows.

AR TN

Liquiditylssues R 3 Tl

SCE expects to meet |ts continuing obllgatlons in 2003 from’ cash on hand WhICh was $1 0 brlllon
December 31, 2002, and operatlng cash flows £ ’ SRR w‘ e R

Sustalned hrgh wholesale energy prices from May 2000 through June 2001 and a delay by the CPUC |n
passing those costs on to ratepayers resulted in significant undercollections’ of wholesale power costs
These undercollections, coupled with SCE'S anticipated near-term capital requirements and the adverse ,
reaction of the credit markets to continued regulatory uncertainty regarding SCE'’s ability to recover its
current and future power procurement costs, materially and adversely affected SCE'’s liquidity throughout
2001. As aresult of its liquidity concerns, beginning in January 2001, SCE suspended payments for
purchased power, deferred payments on outstanding debt, and did not declare or.pay-dividends on any of
its cumulatlve preferred stock or common stock

In January 2002 the CPUC adopted a resolutlon lmplementlng a settlement agreement wrth SCE Based
on the rights to power procurement cost recovery and revenue established by the agreement and the ::
PROACT resolution, SCE repaid its undisputed past-due obligations and near-term debt maturities in
March 2002, using cash on ‘hand resulting from rate increases approved by the CPUC in2001'and the'~
proceeds of $1.6 billion in senior secured credit facilities and the remarketmg of $196 mllllon in pollutlon- '
control bonds. “The $1.6 billion financing mcluded a'$600 million, one-year term loan due on March 3, : :
2003. SCE prepaid $300 million of this loan'on August 14,2002 ‘and the remamlng $300 mrllron on'<ch f":
February 11,°2003:-The $1.6 billion fi inancing also included’ a $300 million line of credit; which i rs fully
drawn and expires March 2004, and a $700 million termloan with a March'2005 final maturity. ' Under the"
term loan, net cash proceeds for the issuance of caprtal stock or new mdebtedness must be used to
reduce the term loan subject to certam exceptlons ST E T cE

" ('_:

s S S

On February 24 2003 SCE completed an exchange offer for lts 8. 95% varlable rate notes due = it
November 2003. A total of $966 million of these notes were exchanged for $966 million of a new senes of
first and refundmg mortgage bonds due’ February 2007/ “iAs a result of the exchangé offer and the

$300 million payment on February 11:2003,'SCE's remalnlng significant debt maturities in 2003 are
approxrmately $159 mllllon compnsmg $34 mrlllon of the 8. 95% vanable rate notes due November 2003

P,

\\\\\

separate cost recovery mechanism approved by state leglslatlon and CPUC decrswns ThnnEt L

SCE currently expects to recover the PROACT balance in mid-2003. Material factors affecting the tlmlng“
of recovery of the PROACT balance are discussed In “Regulatory Matters——PROACT Regulatory Asset.”
As of December31; 2002 'SCE’s commion equrty to total capltahzatron ratio, ffor rate- -making purposes,
was approxtmately 62% This is’ substantlally greater than the “CPUC-authonzed level of 48% 'SCE’ s- -
noncomphance W|th the authorized capltal structure dunng the PROACT i recovery penod SCE expects to
rebalance its capital stfucture to CPUC-authorized levels in the future’ by paying dividends to its parent, "
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Edison International;; and issuing debt as necessary. Factors that affect the amount and timing of such
‘actions include, bat are not limited to, the outcome of the pending appeal of the stipulated judgment
approvmg SCE's settlement agreement with the CPUC (See “Regulatory Matters—CPUC Litigation
Settlement’ ‘Agreement),-SCE's access to the capital markets, and actions by the CPUC. SCE resumed
procurement of its residual net short on January 1, 2003 and as of February 28, 2003 posted $86 million in
collateral to secure its obligations under power purchase contracts and to transact through the ISO for )
xmbalance power See “Market RISk Exposures—SCE s Market Rrsks below “

I
SCE's Ilqmdrty may be affected by, among other thrngs ‘matters descrlbed in “Regulatory Matters—CPUC
Litigation Settlement Agreement —CDWR Revenue Requrrement Proceedrng, and —Generation
Procurement Proceedrngs sectlons

COMMITMENTS

SCE’s commrtments for the years 2003 through 2007 are estlmated below

In millions 2003 2004 2005 2006 2007

Long-term debt maturities and
sinking fund requirements - . ... . .. .. $1671 $ 671 $1,142 $ 446 $ 246
Estimated noncancelable lease payments 13 11 . 8- 6 = 4
Fuel supply contract payments 155 118 121 124 127
Purchased-power capacity. payments - 97 585 578 543 543
Preferred securities redemption . o o IR :
requrrements e Lo . 9 .9 - 9 o] 9

SCE’s prOJected constructron expendltures for 2003 are $1 0 bllllon

MARKET RISK EXPOSURES

SCE’s prrmary market nsks include mterest rate, generatrng fuel commodrty pnce and credrt rlsks

lnterest Rate Rrsk

SCEis exposed to changes in mterest rates prlmarrly asa result of its borrowrng and mvestrng actrvrtres
used for liquidity purposes and to fund business operations, as well as to finance capital expenditures..,
The nature and amount of SCE's long-term and short-term debt can be expected to vary as a result of .-
future business requirements, market conditions and other factors. As the result of California’s energy.
crisis, SCE has been required to- pay significantly higher interest rates, which intensified its liquidity crisis -
during 2001 (further dlscussed in “Financial Condrtron—SCE's quurdrty lssues )

Changes in mterest rates also |mpact SCE's authorrzed rate of return on common equrty, which is
established in SCE’s annual cost of caprtal proceedlng See “Regulatory Matters—Cost of Capital
Decrsron : :

At December 31 2002 SCE drd not belreve that its short-term debt was subject to rnterest rate risk, due to
the fair market value being approximately equal to the carrying value. At December 31, 2002, the fair
market value of SCE’s long term_debt,was $4.5 billion., A 10% increase in market interest rates would -
have resulted in a $164 million decrease in the fair market value of SCE’s Iong-term debt. A10%
decrease in market interest rates would have resulted in a $190 mrllron increase in the fair market value of
SCE's long-term debt.. ' -

Commodity Price Risk:

Under the CPUC settlement agreement SCE is permrtted full recovery of rts past power procurement
costs. Thereafter, SCE expects to recover its reasonable power procurement costs in customer rates .
through regulatory mechanisms established in rate—makrng proceedings.: Assembly Bill (AB) 57, which the
Governor of. Calrfornla srgned in September 2002, provides that the CPUC shall adjust rates, or order
refunds, to amortrze undercollectrons or overcollections of power procurement costs.- Until January 1,
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2006, the CPUC must adjust rates if the undercollection or overcollection exceeds 5% .of SCE’s prior - .
year's procurement costs, excluding revenue collected for the CDWR. As a result of these regulatory
mechanisms, changes in energy prices may lmpact SCE s cash ﬂows but are not expected to have an -
rmpact on earnrngs -,'}’- R AR e L NS ,

On January 1 2003 SCE resumed procurement of |ts resrdual net short (the amount of energy needed to
serve SCE’s customers from sources other than its own generating plants;’ power purchase contracts and
CDWR contracts).- SCE forecasts that its average 2003 residual net short, on an energy basis, will be -
approxmately 4% of the total energy needed to serve SCE’s customers, with most of the short posrtlon ’
occurring during off-peak hours. SCE's residual net short exposure was larger- during the first quarter of
2003, because of a planned refueling outage at San Onofre Unit 3. In the second half of 2003, ithis -
-exposure declines significantly as more power deliveries are scheduled to commence under existing
CDWR contracts that are allocated to SCE’s customers. ‘Factors that could cause SCE's residual net
short to be Iarger than expected include: - direct access customers returning to utility service from their .
energy service provider; lower ut|l|ty generatron lower dellvenes from QFs CDWR or |nterut|l1ty contracts
or higher load reqwrements R A ; * R

To reduce SCE’s residual net short exposure, SCE entered into six transition capacity contracts with t_erms
-of up to 5 years.- Through fuel tolling arrangements, SCE is responsible for providing natural gas when the
underlying contract facilities are called upon toprovide energy. ‘SCE has not hedged its expected natural’
gas use for these capacity contracts.- In addition, pursuant to CPUC decisions, SCE arranges for natural
gas and related services for the CDWR contracts allocated by the CPUC to SCE.  Financial and legal "
responsibility for the allocated contracts remain with the CDWR. Neither the CDWR, nor SCE, on behalf
of the CDWR, has hedged the expected natural gas requirements for the allocated contracts. ‘To the "
extent the price of natural gas were to increase above the levels assumed for cost recovery purposes,-
state law permits the CDWR to recover its actual costs through rates establlshed by the CPUC

SCE has entered into power purchase contracts with gas-fired and non-gas QFs To mltlgate the volatllrty
experienced in 2000 and 2001 associated with the gas-fired QFs; SCE entered into hedging 1nstruments
to hedge a majority of its natural gas price risk’ exposure for 2002 and 2003. “After 2003, SCE'willbe -~ ~
subject to natural gas price risk exposures’for its gas-fired QFs. A10% increase in the prolected forward
curve for natural gas’ pricesin 2004 could increase payments made to these QFs'by approxnmately ‘
$65 million.:SCE is not exposed to | energy price risk associated with most of its non-gas QFs, as such
contracts are based on a fixed pricé of 5.37¢'per kWh through May2007. ‘SCE expects to fully recover rts
QF procurement costs in customer rates through regulatory mechanlsms establlshed in rate-maklng
proceedings. )

As mentioned above; SCE purchased $209 million'in hedglng rnstruments (gas call optrons) in October ™
and November 2001 to hedge a majority of its natural gas price exposure associated with non- renewable
QF contracts for 2002 and 2003.- See "Regulatory Matters—Hedging Cost Recovery Decision.” At~ *~
December 31; 2002, the fair value of the gas call option was $77 million, compared with the ‘original book -
value of remaining optlons of $116 million. *At December 31, 2002 a 10% increase in ‘market gas prlces
would have resulted in a $49 million increase in the fair markef valué of the SCE's gas call options. A~
10% decrease in market gas prices would have resulted in a $34 million decrease in the fair market value
of the gas call options. Any fair value changes for gas call options are offset through aregulatory °
mechanlsm , -

CreditRisk '~ = - L.l a R AR |
The reduction in the credit quality of many trading parties increases SCE's credit and market risk. In the
event a counterparty were to default on its obligations; SCE would be exposéd to potentially higher costs
for replacement power.- SCE has developed standards that limit extension of unsecured credit based
upon a number of objective factors:In negotiating capacity contracts,'SCE also has included collateral
requirements and credit enforcements to mitigate the risk of possible defaults. :However, these actions
may not protect SCE in the event of bankruptcy of a counterparty ' } N
See addltronal dlscussmn on these matters in “Regulatory Matters—CPUC thrgatron Settlement
Agreement, —Generation Procurement Proceedings and —~Wholesale Electricity Markets” below.:" ;"
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REGULATORY MATTERS

I T L.
T -~ [XS%e

In the mid- 1990s state lawmakers and the CPUC mltlated the electnc mdustry restructunng process*
Under state law, beginning in January 1, 1998 a multi-year freeze on the rates SCE could chargeits
customers was implemented. In addition, a transition cost recovery mechanism was adopted to allow
SCE to recover its stranded costs associated with generation-related assets. These frozen rates: (except
for the surcharge effective in 2001) were to remain in effect untit the earlier of March 31,2002 or.the date
when the CPUC-authorized costs for utility-owned generation assets and obligations'were recovere“dff‘A's"
a result of CPUC orders, SCE divested its gas-fired generation plants, representing approximately: -

9,500 MW of capacity. Between May 2000 and June 2001, prices charged by sellers of power escalated
far beyond what SCE was allowed by the CRUC to charge its customers:: As a result, SCE.incurred °

$2.7 billion (after tax), or $4.7 billion (pre-tax), in write-offs through August 31, 2001: In-January 2001 the
State of California began purchasing power on behalf of SCE's customers because SCE's financial™' 7 -
condition prevented it from purchasing power supplies for its customers:: In a lawsuit filed against the
CPUC in November 2000, SCE asserted claims under the federal “filed rate doctrine,” for recovery of its
electricity procurement related costs. See “—CPUC Litigation Settlement Agreement” for further-
discussion of the lawsmt

SCE has restored substantlally all of lts wrlte—offs as a result of the lmplementatlon of a settlement wrth the
CPUC of the filed rate doctrine lawsuit in fourth quarter 2001 and the CPUC'’s URG decision in second
quarter 2002 to return SCE’s retained generation assets to cost-based ratemaking. In addltlon ‘on
January 1, 2003, SCE resumed procurement of its resndual net short posutlon

ThlS sectlon of the MD&A presents regulatory matters usmg three main subsectlons generatlon and
power procurement transmlssron and dlstnbutlon and other regulatory matters P

Generation and Power Procurement

v

ThIS subsectlon of* Regulatory Matters dlscusses the settlement agreement wrth the CPUC to aIIow
recovery of undercollected power. procurement costs ansmg from the California energy crisis in 2000 and
2001 and an mtervenor’s lawsuit seeking to overturn this agreement; the PROACT regulatory asset. -
allowed in the settlement agreement; separate proceedings related to direct access, surcharge decnslons
hedging cost recovery, the return of utility-retained generation assets to cost-based ratemaking, power
procurement the allocation of the CDWR contracts; and the ultimate disposition of Mohave

CPUC thlgatlon Settlement Agreement

In November 2000, SCE filed a lawsuit against the CPUC in federal district court seeking a ruling that SCE
is entitled to full recovery of its electrlcrty procurement costs lncurred dunng the energy crisis in . =
accordance with the tarlffs fi led with'the FERC. ln October 2001, the federal district court entered a
stipulated judgment approving an agreement between the CPUC and SCE to settle the pending lawsuit.
On January 23, 2002, the CPUC adopted a resolution lmplementmg the settlement agreement. See
discussion below i |n —PROACT Regulatory ‘Asset.” RO |

Key elements of the settlement a_greement mclude the follov\/lng ltems:

» Establishment of the PROACT, as of September 1, 2001, with an opening balance equal to t'h’e
amount of SCE's procurement-related liabilities as of August 31, 2001 less SCE’s cash and cash.
equwalents as of that date and less $300 mllhon

s Beglnnlng on September 1, 2001 SCE wrll apply to the PROACT ona monthly basrs the dlfference
between SCE'’s revenue from retail electric rates (including surcharges) and the costs that SCE is- "+
authorized by the CPUC to recover in retail electric rates:: Unrecovered obllgatlons in the PROACT
will accrue interest from September 1, 2001 S s oo : ;

l‘;.:‘3"" FERA R T N

+ Maintain current rates (including surcharges) in effect untll December 31 2003, subject to certaln k
adjustments, or, if earlier, until the date that SCE recovers the entire PROACT balance. If SCE has' -
not recovered the entire balance by December 31, 2003; the unrecovered balance will be amortized in

rates for up to an additional two years.

10
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«~ »During the period that SCE is recovering its previously incurred procure ent-related obligations, no <.
;. penalty will be imposed by the CPUC on SCE for any.noncompliancg with QPl_{Q-p\angteg capital'

« 4~ structure requirements. »7. > - STy SR I
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e SCE can incur up to;$256 rihil“lib‘n cfcc;sts to éédui}e'ﬁnaﬁéial instrUrﬁents and enéage‘ in other = 7~
transactions‘intended to hedge fuel cost risks associated with SCE’s retained generation assets and -
=, power.purchase contracts with QFs and other.utilities.” See discussion i‘n"fMarket Risk Exposures— -

wm Ty e e - Y
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SCE’s Market Risks” and “—~Hedging Cost Recovery Décision.” -~ --wt i bt
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« SCEwill not declare or.pay dividerids or.other distributions on its common stock (all of wh
72" by its'parent)-prior to the earlier of the date SCE has recovered all of its procurement-related ~ - '+

: . v

.-, “obligations in the PROACT:or January 1; 2005. :However, if SCE has not recovered all of its .-

- procurement-related obligations by December 31,:2003, SCE may apply to the' CPUC for consen

_rej’sUme common stqck"dividends;and the QPUC will not uh_reasonatily withhold iis"éénsent_.*- g

cUidpdes

all of which'is held -

ttot

& Subjéct to ceftain qualifications, SCE will cooperate with the CPUC and the California Attorney - "

General to pursue and resolve SCE's claims and rights against sellers of energy and related services,
SCE's defenses to claims arising from any failure to make payments to the PX or ISO, and similar -
claims by the State of California or its agencies against the same adverse ‘parties.” During the- -~
recovery period discussed above, refunds obtained by SCE related to its procurement-related

“liabilities will be applied to the balance in the PROACT.- ,Si?é"“%Wfrloleéale‘Eléétricit'y Markets.” - B
T I e B R i
The séttlemiént agréement states that one of its piirposes is to restore the investment grade "~ " . "7
creditworthiness of SCE as rapidly as reasonably practicable so that it will be able to providerefiable - °
electrical service &5 a state-regulated entity as it has in the past. SCE cannot provide assurance that it will
regain investment grade credit ratings by any particular date. ~ .. - ol
ot T e T e L PG NS VPR N S50 T siyin ol R S S e

TURN ana ‘other'parties appealed to the federal court of abpé”alé-éééiﬁir{g"toidvf”e‘rtd(hftﬁéféﬁpulaied\

judgment of the district court that approved the settlement agreement. 'On March 4, 2002, the United i

States Cotirt of Appeals for the Nith Circuit heard drgument on the appeal, and'on September 23, 2002,
the court issued its opinion.” in the opinion, the court affirmed the district court on all claims, withthe -
exception of the challenges founded upon California state law, which the appeals court referred to the
California Supreme Court. - Specifically, the appeals court affirmed the district court in the following L
respects: (1) the district court did not err in denying the motions fo intervene brought by entities other than
TURN; (2) the district court did not err in denying standing for the entities other than TURN to appeal the
stipulated judgment; (3) the district court was not deprived of original jurisdiction over the lawsuit; (4) the ~
district court did not err in‘declining to' abstain from the case; (5) the district court did not exceed its "~
authority by approving the stipulated judgment without TURN's consent; (6) the district court's approval of
the settlement agreement did not deny TURN due process; and (7) the district court did not violate the
Tenth Amendment of the United States Constitution in approving the stipulated judgment.In sum, the
appeals court concluded that none of the substantive arguments based on federal statutoryor ~ = .25
constitutional law compelled reversal of the district court’s approval of the stipulated judgment.
T R TR I O B T e B R T L K E A AR Goditoam e
However, the appeals court stated in its opinion that there is a serious question whether the settlement
agreement violated state law, both in substance and in the procedure by which the CPUC agreed to it.
The appeals court added that if the settlement agreement violated state law, the CPUC lacked capacity to.
consent to the stipulated judgment, and the stipulated judgment would need to be vacated. The appeals
court indicated that, on a substantive level, the stipulated judgment appears to violate California’s electric .,
industry restructuring statute providing for a rate frééze. ' The appeals court also indicated that, on a
procedural Jevel, the stipulated judgment appears fo violate California laws requiring open meetings and
public hearings.~Because federal couits are bound by the pronouncements of the state's highest court on
applicable state law, and becalise thé federal appeals court found no ‘controlling precedents from -~
California courts on the issues of state law in this case, the appeals court issued a separate order
certifying those issues in question form to the California Supreme Court and requested that the California

Supreme Court accept certification.
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The appeals court stayed further proceedings in the case pending a response from the California
Supreme Court on the request for certification. The appeals court did not stay the continued operation of
the settlement agreement,-thus collection of past procurement costs under PROACT is continuing. On
October 29, 2002, SCE filed briefs requesting that the California Supreme Court answer the appeals’ court
certification and requesting that the hearing of the matter be placed on the California Supreme Court’s
March 2003 calendar, or heard at the court's earliest convenience and requesting that the California.
Supreme Court reformulate one of the certified questions. On November 20, 2002, the California™
Supreme Court issued an order indicating that it would hear the case, and would reformulate the certified
question as requested by SCE. The court ordered that all briefing be submitted by March 2003 and
further stated that the case would be scheduled for expedited oral argument after briefing has been
completed. SCE and the CPUC filed their respective opening briefs on the merits of the certified
questions. TURN filed its answering brief, and SCE and the CPUC filed reply briefs. Various third parties,
including the Governor, submitted friend-of-the-court briefs concerning the certified questions. - In addition,
the California Supreme Court requested that the parties provide supplemental briefing with respect to an
issue related to California's open meeting laws. The parties have complied with such request. SCE
continues to operate under the settlement agreement. SCE continues to believe it is probable that SCE
ultimately will recover its past procurement costs through regulatory. mechanisms, including the PROACT
However, SCE cannot predict with certainty the outcome of the pendmg legal proceedlngs

PROACT Regulatory Asset

In accordance with the settlement agreement and an lmplementlng resolutlon adopted by the CPUC in
the fourth quarter of 2001, SCE established the PROACT regulatory balancing account, with an lnltlal
balance of $3.6 billion reflecting the net amount of past procurement-related liabilities to be recovered by -
SCE. Each month; SCE applies to the PROACT the positive or negative difference:between SCE's
revenue from retall electric rates (mcludmg surcharges) and the costs that SCE is authorized by the CPUC
to recover in retail electric rates. The balance in the PROACT was $2.6. billion at December 31, 2001,,
$574 million on December 31, 2002 and $594 million on February 28, 2003. SCE previously pro;ected
that it would recover the remaining balance of the procurement-related obligations in:the PROACT by the,
end of 2003. Baséd on decrsmns made by the CPUC at the end of 2002, SCE now believes it will recover
the PROACT balance by mld-2003 There still exist potentlal factors that could change SCE's estimate of
the timing of PROACT recovery These factors include: ,

o the level of output of SCE s generatlng plants and contract power dellvenes (for example lower than
forecasted output could slow PROACT recovery) : . . S

° authorlzed revenue changes for dlstrlbutlon transmrssnon and SCE retamed-generatlon costs (see
discussion in “—2003 General Rate Case Proceeding”, “—PBR Decision” and “—URG Decision”);:-

e outcome of issues currently being addressed in the C.PUC’s power procurement proceedings,
including further adjustments to the CPUC-authorized allocation among the California utilities of power
contracted by. the CDWR for 2003 and the related CDWR revenue requirement impacts;

e SCE's share of the CDWR revenue requirement (see dlscussmn in —CDWR Power Purchases and
Revenue Reqmrement Proceedmgs ); -

. level of retail sales (for example higher than forecasted sales would accelerate PROACT recovery)
. Ievel of direct access- (see “—Direct Access Proceedlngs dlscussmns below)
o direct access customers’ contribution to recovery of SCE's. PROACT-related costs and to the CDWR s

costs (see “—Direct Access Proceedings” dlscussmns regarding the historical procurement charge
and exit fees below);

12
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» - adecision by the CRUC, which could be made under the settlement agreement; directing $150 million
of surplus revenue to be used for any utlllty purpose (whlch would delay PROACT recovery) and

t},. . Tt s e b .

. potentlal energy suppller refunds (see dlscussmn |n “ Wholesale Electrlcnty Markets")

. - i s \.

The f°"°ng is an update on various reQulatory proceedmgs |mpact|ng the trmmg of PROACT recovery
Dlrect Access Proceedlngs T SIRTIE

Direct Access - Historical ProcurementCharqe E I

From 1998 through mld September 2001 SCE’s customers were able to choose to purchase power -
dlrectly from an energy service provider other than SCE (thus becommg direct access customers) or
referred to as bundled servrce customers) "On March 21, 2002, the CPUC jissued a final decision -~ _. ;(;
affir irming that new dlrect access arrangements entered mto by SCE 'S customers after September 20, - .
2001, are lnvalrd This declslon did not affect dlrect access arrangements in place | before that date..
Direct access customers receive a credrt for the generation costs SCE saves by not serving them.
Operatlng revenue is reported net of thls credlt Because of thls credrt direct access power purchases
resulted in additional undercollected power procurement costs to SCE durrng 2000 and 2001. On July 17
2002, the CPUC issued an mterlm decrsron to establlsh a nonbypassable hlstorrcal procurement charge
requmng drrect access customers to pay $391 mlllron of SCE s past power. procurement costsand - - -
directed SCE t6 reduce the PROACT balance by $391 million and create a new regulatory asset for the .
same amount The hlstorlcal procurement charge is to be collected from direct access customers by

and lmplements an order to determrne a surcharge for drrect access customers share of the CDWR's - =
costs, as discussed in the paragraph below. Once that surcharge was implemented on January 1, 2003,
the contribution by direct access customers to the historical procurement charge was reduced from 2. 7¢
per KWh to1¢ per kWh until the $391 million i iscollected, with the remainder of the 2.7¢ per kWh utilized ™
for CDWR's costs associated with'direct access customers!’ On October 162002, SCE filed a petition *-
with the CPUC to modlfy the historical procurement charge interim decision to provrde that direct access”
customers'be responS|ble for $497 m|ll|on of SCE'’s past procurement costs."In subsequent testrmony,
SCE reduced its request to $493 m|II|on Once the’ interim decrsron becomeés permanent SCE will =
evaluate whether a new regulatory assét could be created. * If such a regulatory asset was created; the net
effect of this action would be to accelerate PROACT recovery. Evidentiary hearings on SCE's petltlon to .
modify were held on March 4, 2003, and a decision is expected in May or June 2003. s '

P N
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Dlrect Access EX|t Fees
In addltlon to the hlstorlcal procurement charge the CPUC m a November 7, 2002 decnsron assrgned
responSIbrlrty for a portlon of four other cost categones to the dlrect access customers.: The first category
consists of the CDWR’s power procurement costs incurred between January 17, 2001 and September 30,
2001. The CDWR sold approximately $11 billion in bonds in fourth quarter 2002 to repay the amountsiit :
borrowed to pay these costs. The CPUC decision stated that the direct access customers are responsible
for paying a portion of the bond charge to recover.the principal and fi nahcmg ‘costs associated with these -
bonds. ‘The second category relates to the CDWR’s power procurement costs for the last quarter of 2001:
and the year 2002. The CPUC stated that direct access customers must pay a share of these costs to
make bundled service customers indifferent to suspension by the CPUC of the direct access program on
September 20, 2001.: The third category includes the CDWR long-term contract costs for 2003 and
beyond. The CPUC decision stated that a portion of these costs should be paid by dlrect access -
customers to keep bundled service customers indifferent to the later suspensmn of dlrect access on the
premise that the CDWR S|gned some of its Iong-term ¢ontracts with the expectation of serving the Ioad i
that switched to direct access after July 1, 2001. Finally, the last category relates to the above- market
costs of SCE’s URG (e.g., qualifying facilities contract costs) that pursuant to AB 1890 are to be recovered
from all customers on an ongoing basis. The CPUC decision states that: (1) the bond charge is .
applicable to all direct access customers except those who were continuously on direct access and never
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used any CDWR power (less than 1% of SCE’s load); (2) the next two ‘categories of costs are applicable :
to direct access customers who took bundled service at any time after February 1, 2001; and (3) the last
category is applicable to all direct access customers, including continuous direct access customers. The
cap on the amount of exit fees to be paid by direct access customers will be addressed in hearings
scheduled to begin in early April 2003. The exact amount of exit fees to be paid by direct access
customers will be determined on'an annual basis after the CDWR'’s submission of its requested revenue
requirement to the CPUC.

The impact of the November 7, 2002 decision is incorporated into SCE’s current projectlon of the tlmlng of
PROACT recovery. -

Surcharge Declsmns X

A March 2001 CPUC decision authorized a 3¢ per-kWh revenue surcharge and made permanent a
1¢-per-kWh temporary surcharge authorrzed in January 2001 with the' restnctron that the revenue ansmg
from both surcharges apply only to ongoing procurement charges and future’ power purchases "On -
November 7, 2002, the CPUC issued a decision’ modifying the March 2001 decision to allow the surcharge
revenue to be used not only for power costs but also for returnlng SCE to reasonable fi nancxal health. The
decision stated that the'extent to which the surcharge revenue could be used for future power costsor
obtaining reasonable financial health would be the subject of future proceedlngs "The decision ordered -
SCE to continue tracking the surcharge revenue in balancmg accounts, subject to later adjustment and”
possrble refund. See “—Customer Rate-Reduotlon Plan.” ThIS decrsron IS lncorporated mto SCE s current
prOJectron of the tlmmg of PROACT recovery

The CPUC allowed the contmuatron of the 0. 6¢ per-kWh temporary surcharge that was scheduled to
terminate in June 2002 and required SCE to track the associated revente in a balancing account for rate<
making purposes, until the CPUC determines the use of the surchargée: The continuation of the surcharge
resulted in a $187 million cash increase in 2002 and is expected to result in'an increase of $352 million in:
2003, but has no impact on earnings; -A December 17, 2002, CPUC decision authorized SCE to use the .
revenue associated with this surcharge to partially offset its and the CDWR's higher 2003 revenue® ..' .-
requirement, and SCE has incorporated that assumption into its current projection of the timing of ..+
PROACT recovery.. For financial reporting purposes, amounts billed in 2002 as a result of this surcharge
are credited to a regulatory lrablllty account, because the surcharge is:to be used to recover costs to be .
incurred in the future. This account wrll be amortlzed into revenue in 2003

Hedging Cost Recovery Declslon ) ‘. . , T

Pursuant to its authority mentioned in “—CPUC Litigation Settlement Agreement,” SCE purchased )
$209 million in hedging instruments (gas call options) in late 2001 to hedge a majonty of its natural'gas
price exposure associated with QF contracts for 2002 and 2003. A [February 13, 2003 CPUC decision
allows SCE to transfer the entire $209 million into the PROACT regulatory asset during first quarter 2003
SCE has incorporated this demsmn |nto its current prOJectron of the t|m|ng of PROACT recovery '

URG Decrsron ' : : . o .;' T _ )
On Aprll 4 2002, the CPUC lssued a decrsron to retum generatlon assets retamed by SCE (ut|l|ty retalned
generation) to cost-of-service ratemaking until the lmplementatlon of the 2003 general rate case (GRC)

proceeding described below. The URG decision:

. Allows recovery of mcurred costs for all URG components other than San Onofre Umts 2 and 3,
subject to reasonableness review by the CPUC; Lo s .

. Retalns the mcremental cost incentive pncmg mechamsm (lClP) for San Onofre Unlts 2 and 3 through
2003; : .
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« :~ Establishes an amortization schedule for SCE’s nuclear facilities that reflects their current remaining’
- -Nuclear Regulatory. Commrssron lrcense duratrons using unamortized balances as of January 1, 2001
g asa startrng pornt e N e e SOl L e iy T aaa L ot vr
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) Establrshes balancrng accounts for the’ costs of utrlrty generatron purchased power, and ancrllary
.services from the I1SO; and

e TR LI eTach

e t Voo ;
e Continues the use of SCE's [ast CPUC-authorrzed return on common equrty of 11 6% for SCE’s URG

‘fate base other than San '‘Onofre Units 2 and 3, *and keeps in place the 7 35% retum on rate base for

-San Onofre U?rts 2 and 3 under the lClP AR

flow-through taxes, reduced the PROACT regulatory asset balance (by $256 mrllron) andrecordeda

correspondrng credrt 1o ¢ earnrngs 'of $480 million after tax. The reduction in the PROACT balance reﬂects
a change in SCE's unamortized nuclear facilitiés amortrzatron schedule to reﬂect a ten-year amortrzatron '
period ratherthan a four-year amortization’ penod whrch was used {o calculate the surplus revenue S
contnbuted to the PROACT for rate-makrng purposes dunng the last four months of 2001 e

.....
.

CDWR Power Purchases and Revenue Requirement Proceedmgs o :

In accordance with an emergency order signed by the governor, the CDWR began makrng emergency
power’ purchases for SCE’ s customers on January 1752001~ Amounts SCE bills to and collects from its
customers for electric power purchased and sold by the CDWR are remitted drrectly to the CDWR and; are
not recognrzed as revenie by SCE." In February 2001; AB 1 (First Extraordrnary Session,’AB 1X) was
enacted into law.- AB 1X authorized the CDWR to enter into contracts to purchase electric power ‘and sell
power at cost drrectly to SCE'’s retail customers, and authorized the CDWR to'isstie bonds to finance ' -
electricity purchases.” In‘addition,'the CPUC has the’ responsrbrlrty to"allocate the COWR’s revenue
requirement among the customersof SCE, Pacific Gas and Electric (PG&E), and San'Diego Gas &
Electric (SDG&E)

r.~-‘~»~‘ re e - B ST ‘.' it e . PR TR RO . »,—~_»;~r-t -
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On February 21 2002 the CPUC allocated to SCE’s customers '$3.5 brllron (38 2%) of the CDWR S total
power procurement revenue requirement of $9 billion’ for the’ perrod 2001'and-2002. This restlted in an
average annual CDWR revenue requirement of $1.7.billion being allocated to SCE.-In its February 21
2002 decision, the CPUC ordered that allocation of that revenue requirement to ‘each utility be trued-up ™
based on the CDWR's actual recorded costs for the 2001—2002 penod and a specrf c methodology set
forth i in that decrsron k R » }
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On October 24, 2002 the’ CPUC rssued a decrsron that adopts a methodology for establrshrng a charge to
repay the CDWR's $11 billion bond issue.' The bond charge is to be 'set by dividing the annual revenue *.=
requirement for bond-related costs by an estimate of the annual electricity consumptron of bundled servrce
customers subject to the charge. The charge will apply to ‘electricity consumed on and after RS
November 15, 2002 and will be set annually based on annual expected ¢ debt-related costs and prorected
electricity consumption. For 2003, the CPUC allocated to'SCE’s customers $331 mrllron (about 44%) of
the CDWR’s bond charge revenue requrrement of $745 mrllron “The bond charge i$ set at a'rate of *
0. 513¢ ‘per kWh for SCE's ¢ustomers: In'a' November 7; 2002 decision, the CPUC: assrgned responsrbrlrty
fora portron of the bond charge to’ direct access ‘customers’ (see ““Direct Access—Exrt Fees ) Thrs B
decrsron is rncorporated mto SCE s current prorectron of the’ trmrng of PROACT recovery SRR

M ,, N [ “‘1_"’ 0l AT RLE A.,.’ [ 3 |:’,,-" (J - . -
On December 17, 2002, the CPUC adopted an allocation of the CDWR s forecast’ power procurement
revenue requirement for 2003, based on the quantity of electricity expected to be supplred under the
CDWR contracts to customers of each'of the three utrlrty companres by the CDWR: 'SCE's allocated
share’is $1.9 billion of the CDWR's total 2003 power procurément reventie requrrement of $4.5 billion. +In -
a February13; 2003 decision‘on rehearrng of the December 17,2002 decision; the CPUC increased the -
CDWR’s total revenue requrrement by $29 million; restoring it to the level originally requested by the ™ = “:°
CDWR. This is an interim allocation and will be superseded by a latér-allocation after the CDOWR submrts
a supplemental determination of its 2003 revenue requirement. The CPUC stated that the later allocation
could result in a reduction in the CDWR's revenue requirement, with a corresponding decrease in the
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CDWR's rate charged to bundled service customers. The CPUC's December 17, 2002 decision did not
address issues relating to the true-up of the CDWR's 2001-2002 revenue requirement, stating that those
issues will be addressed after actual data for 2002 becomes available, expected in April 2003.. A true-up
of the CDWR's revenue requirement, as well as the additional allocation of contracts, have not been
incorporated into SCE’s current projection of the timing of PROACT recovery.

Generation Procurement Proceedings

In October 2001, the CPUC lssued an Order Instituting Rulemaklng dlrectlng SCE and the other maJor
California electric utilities to provide recommendations for establishing policies and mechanisms to enable
the utilities to resume power procurement by January 1, 2003. Although the proceeding began before the
enactment of AB 57, that statute (in its draft form, and, after enactment, in its final form) has guided the
proceeding. Senate Bill (SB) 1078 has also had an impact on thls proceedmg. as descnbed below.

AB 57, Wthh provndes for SCE and the other California utilities to resume procunng power forthelr
customers, was signed into law by the Governor of California in September 2002. A second senate bill
was enacted not long affer AB 57 to shorten the period between the adoption of a utility’s initial
procurement plan and the resumptlon of procurement from 90 days to 60 days. Under these statutes,
SCE is effectively allowed to recover procurement costs incurred in compliance with an approved
procurement plan. Only limited categories of costs, lncludmg contract administration and least-cost
dispatch, are subject to reasonableness reviews. '

In addition, SB 1078, whlch was S|gned lnto law by the Governor in September 2002 and is effective -
January 1, 2003, provides that, commencing January 1, 2003, SCE and other California utilities shall
increase their procurement of renewable resources by at least an additional 1% of their annual electricity -
sales per year so that 20% of the utility's annual electricity sales are procured from renewable resources
by no later than December 31, 2017. Utilities are not required to enter into long-term contracts for-
renewable resources in excess of a market-price benchmark to be established by the CPUC pursuant to
criteria set forth in the statute. Similar provisions are also found in AB 57.

The CPUC issued four major decisions in this proceeding in 2002-addressing: (1) transitional
procurement contracts; (2) the allocation of contracts previously entered into by the CDOWR among the
three major California utilities; (3) the resumption of power procurement activities by these utilities on
January 1, 2003 and adoption of a regulatory framework for such activities; and (4) SCE's short-term
procurement plan for 2003.

The first decision, relating to transitional procurement contracts, was issued on August 22, 2002. 1t
authorized the utilities to enter into capacity contracts between the effective date of the decision and
January 1, 2003, referred to as the transitional procurement period. Under this decision, the CPUC would
approve or disapprove the transitional contracts proposed by a utility by means of an expedited advice
letter process. As a result of this process, SCE entered into six transitional capacnty contracts wnth terms
up to five years. These contracts were approved by the CPUC.

This decision also required the utilities to procure, ‘du_rlng the transitional procurement period, at least 1%
of their annual electricity sales through a competitive procurement process set aside for renewable -
resources. The utilities were required to solicit bids for renewable contracts with terms of five, ten and
fifteen years and to enter into contracts providing for the commencement of deliveries by the end of 2003.
In accordance with this CPUC directive, SCE conducted a solicitation of offers from owners of renewable
resources and, based upon the results of the solicitation, provisionally entered into six contracts, subject to
subsequent CPUC approval.

On December 24, 2002 and January 14, 2003, SCE filed advice letters seeking CPUC approval of these
six renewable contracts. On January 30, 2003, the CPUC issued a resolution approving four of the six
renewable contracts. In addition, draft resolutions have been issued disapproving the two remaining
renewable contracts, with an alternative draft resolution approving one of the two remaining contracts.
The CPUC is expected to rule on the remaining contracts in the second quarter of 2003.
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The second decision addressed the issue of allocatmg among the three major California utilities the
contracts previously, entered into by, the CDWR 'In this decision, |ssued on September 19, 2002, the
CPUC aliocated the CDWR' contracts ona contract-by-contract basis. Under. the decision, utlllty
respon5|b|I|ty for the’ contracts is llmlted to that of scheduling and dispatch.” The decision signifi cantly ,
reduces SCE’s net short and also i lncreases the likelihood that SCE will have excess power during certaln

periods.” Wholesale | revenue ‘from the sale of such’ surplus energy is to be prorated between the CDWR
and SCE, pursuant to several CPUC orders. Under the decision, 'SCE acts as limited agent for the CDWR
for contract lmplementatlon but legal title, financial reportlng and responsibility for the payment of i
contract-related bills remain with the CDWR. On January 17, 2003 the CDWR filed a petition to modlfy
the September 19, 2002 decision requestlng the allocatlon of four additional contracts that are not .
currently part of the CDWR's 2003 revenue requ1rement The CPUC allocated one of the four contracts to
SCEina February 27, 2003 decision. T E S U P A

b

The third deC|5|on was |ssued on October 24, 2002. 1t ordered the utilities to resume procurement and -
adopting the regulatory framework for the utilities resuming full procurement responsibilities on Jantary’ 1

1 2003. - The decision distinguished the utilities’ responsibilities on the basis of short-term (2003) versus .
long-term (2004-2024) procurement It adopted the utilities’ procurement ‘plans filed on May 1, 2002, and
directed that they be modified prior to January 1,2003 to reflect the decision, the allocation of exustmg N
CDWR contracts, and any transitional procurement done under the August 22 2002 decnsron The _i;f‘ :
October 24; 2002 decision also set forth a detailed process; and procedural schedule to develop long-term
procurement planmng that mcludes the flllng by each utility of a long-term plan by April 1; '2003andan
evidentiary hearing in early July 2003. In addltlon the decnsnon called for each of the utilities to establlsh a
balancing account, to be known as, the energy resource recovery account, fo track energy costs.  These
balancing accounts will be used for examlmng procurement rate adjustments on a semi- -annual basis, as‘
well as on a more expedlted basis in the event fuel and purchased- -power. costs exceed a prescnbed i
threshold "The decision also provrded clanﬁcatlon as to certain elements of, the CPUC’s August 22, 2002 i
order regardlng interim procurement of additional renewable resources and éstablished a schedule for o
parties to provide comments in January 2003 on various aspects of SB 1078 implementation in o
anticipation of an implementation report to be submitted by the CPUC to the legislature by June 30, 2003.
On November 25, 2002, SCE filed an application with the CPUC for reheanng of the October 24 decision
seeklng the correction of legal errors'in the decision. The CPUC has not yet ruled on SCE'’s appllcatlon o
for rehearlng, but has |nd|cated that it-will address SCE' S appllcatlon and others in future de0|5|ons

The fourth deC|S|on issued on December 19 2002, approved modlf ed short-term procurement plans filed
in November 2002 by SCE, PG&E, and SDG&E It modified and clarified the cost-recovery mechanisms
and standards of behavior adopted in the October 24 decision, and provided further gundance on the long~
term planning process to be undertaken in the next phase of the power procurement proceeding.. The. ,
CPUC found that the utilities were capable of resumlng full procurement on January 1,2003 and ordered
that they take all necessary steps todoso.. | ... ; : Dol . P T .
Among other thlngs the December 19 2002 decrsnon determlned that SCEs maxrmum dlsallowance nsk
exposure for procurement activities, contract admlnlstratlon and least-cost dlspatch would be capped at”
twnce SCE'’s “annual procurement administrative expenses S RS Ca

On January 21 2003 SCE f led an appllcatlon for rehearlng of the December 19 2002 procurement plan
decision. Issues addressed mcluded certain standard of conduct provisions; bilateral contracting, level of .
customer risk tolerance, lack of an appropnate tracking mechanlsm for certain costs, lack of definition for :
least cost dlspatch and the fi inding that SCE was non- compllant wnth the August 22, 2002 decision. SCE
has filed a petition for modification Wthh addressed, among other thlngs the need for the cap on SCE S}
maxnmum disallowance risk exposure to be extended to cover all procurement activities.

On March 4, 2003 SCE also f led a motlon for consolldated consrderatlon of the numerous appllcatlons -
for rehearing and petltlons forJ modifi cation that have been filed, and W|ll be filed, on the vanous CPUC
decisions addressing the lnvestor owned utllltles management ‘of their power. supply portfollos “In the ,.',:
motion, SCE urged the CPUC to conduct a comprehensive review of its procurement decns:ons and ‘act on
the various applications for rehearing and petitions for modification in an mtegrated manner, avoiding the

piecemeal action thatfalled to fully resolve the outstandlng issues. .. .. ..o
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In accordance with the CPUC’s October 24, 2002 decision, on February 3, 2003, SCE and the other
utilities filed outlines’'of their. long-term procurement plans. ,SCE proposed in its outline that the CPUC |
separate the proceedlng so that SCE would file a separate 2004 short-term procurement plan as well as
its long-term plan The assigned administrative law judge ‘agreed: 'with this proposal. 'SCE plans to file the
long-term resource plan and the 2004 short-term procurement plan on April 1, 2003 and May 1, 2003,
respectively. Hearings on the short-term plan and certain key issues in the Iong-term plan are expected to
take place in June and July 2003. The issues that will be incorporated into the long-term plan were
addressed during the preheanng conference on March 7, 2003. Pursuant to a ruling of the a55|gned
admmlstratlon law judge, issues related to implementation of SB 1078 will be determined on a separate,
expedited schedule. Testlmony on the implementation of SB 1078 will be filed on March 27, 2003, and
hearings will be held in April 2003. A preliminary decision is expected in June 2003, followed by a report
by the CPUC to the Legistature on June 30, 2003,

CDWFi Contracts

On December 18, 2002 the CPUC adopted an operatmg order under which SCE PG&E and SDG&E
perform the operational, dlspatch ‘and administrative functions for the CDWR s long-term power purchase
contracts, beginning January 1, 2003 The operatlng order sets forth the terms and conditions under
which the three utility companies ‘administer the CDWR contracts and requires the utility companies to
dispatch all the generating assets within their portfollos ona least-cost basis for the benefit of their
ratepayers. PG&E and SDG&E filed an emergency motion in which they sought to substitute their
negotiated operating agreements with the CDWR for the CPUC's operating order. The CPUC has not yet
ruled on their motion and it is not cléar what impact, if any, a CPUC ruling on their motion will have on
SCE. On February 24, 2003, the assigned administrative law judge issued a draft decision approving the
two negotiated operating agreements subject to certain additions and deletions to the terms agreed to by
the parties. This draft decision is subject to comments and must be approved by the CPUC before it is
final.

The CPUC also approved amendments to the servicing agreements between the utilities and the CDWR
relating to transmission, distribution, billing, and collection services for the CDWR's purchased power.
The servicing order issued by the CPUC identifies the formulas and mechanisms to be used by SCE to
remit to the CDWR the revenue collected from SCE's customers for their use of energy from the CDWR
contracts that have been allocated to SCE.

Mohave Generating Station Proceeding

On May 17, 2002, SCE filed with the CPUC an appllcatron to address certain issues facing the future-
extended operation of Mohave, which is partly owned by SCE. Mohave obtains ali of its coal supply from
the Black Mesa Mine in northeast Arizona, located on lands of the Navajo Nation and Hopi Tribe (the’
Tribes). This coal is delivered from the mine to Mohave by means of a coal slurry pipeline, which requires
water that is obtained from groundwater wells located on lands of the Tribes i in the mine vncmlty

Due to the lack of progress in negotiations with the Tribes and other parties to resolve several coal and
water supply issues, SCE's application stated that it probably would not be possible for SCE to extend
Mohave'’s operation beyond 2005. Uncertainty over a post-2005 coal and water supply has prevented
SCE and the other Mohave co-owners from starting to make approxrmately $1.1 billion (SCE’s share is
$605 million) of Mohave-related investments that will be necessary if Mohave operatlons are to extend
past 2005, including the installation of pollution control equipment that must be put in place pursuantto a -
1999 Consent Decree related to air qqallty if Mohave's operations are extended past 2005.

SCE's May 17, 2002, application requested either: a) pre-approval for SCE to immediately begin spending
up to $58 million on Mohave pollution controls in 2003, if by year-end 2002 SCE had obtained adequate
assurance that the outstanding coal and slurry-water issues would be satlsfactonly resolved; or

b) authonty for SCE to establish certain balancing accounts and othemnse begin preparing to termlnate
Mohave s coal-f red operatrons at the end of 2005

The CPUC issued a ruling on January 7, 2003, requesting further written testimony from SCE and initial -
written testimony from other parties on specified issues relating to Mohave and its coal and slurry-water
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supply. The ruling states that the purpose of the CPUC proceeding is to determine whether it is in the
public interest to extend Mohave operations post 2005. In its supplemental testimony submitted on -
January 30, 2003, SCE stated, among other things, that the currently available information is not suff cient
for the CPUC to make this determination at this ftime. , The testimony states that neither SCE nor any other
party has’ suffi C|ent assurance of: whether and how the currently unresolved coal and water supply issues
will be resolved.’ Unless all'’key i issues are resolved ina tlmely way, Mohave will cease operatlon asa
coal-fired plant at the end of 2005 under the terms of the consent decree and the existing coal supply
agreements. In that event, there would be no need for the CPUC to make the determination it has ..
described,’ since exten5|on of the present operatrng penod would not be an optron 'SCE'’s supplemental
testrmony accordrngly requests that the 'CPUC authorrze the“e"stablrshment of the balancmg accounts that
SCE first requested in its May 17, 2002 appllcatron in order to prepare for an orderly shutdown of Mohave
by the end of 2005, but the testimony also states that even ‘with such authonzatlon SCE will continue to
work with the relevant stakeholders to attempt to resolve the i issues surroundrng Mohave's coal and slurry-
water supply. , . .

;‘1
,On January 14 2003 the Natural Resources Defense Councﬂ Black Mesa Trust and others served a
notice of intent to'sue the U.S, Department of the' lnterlor and other federal government agencies and
|ndrv1duals challengrng the failure of the governmentto i |ssue afinal permit to Peabody Western Coal
Company for the operatlon of the Black Mesa Mine. The prospectrve plarntrffs claim that the federal
government must begrn a proceedrng for i |ssuance of afi nal permrt to Peabody rather than allow Peabody
to continue Iong-term operatron of the Black Mesa' Mrne on an'interim basis rncludlng groundwater
extraction for use in the coal slurry plpellne The notice indicates that the prospectlve plarntrffs would then
challenge any’ issuance of a permanent mrnrng permrt for the Black Mesa Mine unless ata mlmmum ‘an’
alternate source of slurry water is obtained.” If the prospectrve plarntlffs prevall in any future lawsurt the
coal supply to Mohave could be rnterrupted

VIS Iy 0SS A N SIVEEA N

For addltronal matters related to Mohave see the "Other Developments—NavaJo Natron Lrtrgatron sectron
In light of all of the issues discussed above, SCE concluded that it is probable Mohave wnll be shut down
at the end of 2005.~ Because the expected undlscounted cash flows from the plant during the " years 2003-
2005 were less than the $88 miillion carrying value of the plant as of December 31, 2002, SCE incurred an
lmpalrment charge of $61' mlllron However |n accordance wrth accountrng standards for rate-regulated
enterprises, this incurred cost i was ‘deferréd and recorded as a regulatory asset, based on SCE's
expectation that any unrecovered bdok valuié at the'end of 2005 would be recovered in future rates
through the rate-making mechanism dlscussed in its May 17,2002 application and agarn inits January 30
2003 supplemental testimony. - e me e e et
The outcome of SCE's application is not expected to lmpact Mohave S operatron through 2005
Consequently, thrs matter has no |mpact on the trmrng of PROACT recovery DU

Transmrss:on and Drstnbutron
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Thns subsectlon of Regulatory Matters dlscusses the certarn key regulatory proceedlngs ,;'.": E

PBR Decrsron o f;: ;.» e |
On April 22, 2002, the CPUC issued a deCISlon that modrf ed the PBR mechanrsm in the followmg
srgmfcant respects SISO SEN LDT — P SOUS P
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.. *“SCE s current PBR dlstnbutlon sales mechanlsm was converted to arevenue requrrement ‘
mechanism to prevent material revenue tndercollections or overcollections resultlng from effors in - *f
.‘estimates of electric sales.” A’ balancrng account has been establrshed to record any undercollectrons ‘
wor overcollectlons effective retroactlvely as of June 14 2001 & ,.:, ) ‘ :
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oA methodology was adopted o set SCE's dlstrrbutron revenue reqwrement for June 14 to
December 31} 2001,-calendary year 2002 and calendar year 2003 until replaced by the GRC The
methodology” (a) establrshed 2000 as the base § year (b) annually adjusts SCE'’s drstrrbutron revenue
requirément by the change in the Consuimer Price IndeX minus a productivity factor of 1.6%; and !
(c) annually increases SCE's distribution revenue requirement to account for additional costs of
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expanding the distribution network to connect new customers (an allowance of about $650 per
customer).

o The performance benchmarks for worker safety, customer satisfaction and outage frequency have
been updated effective in 2002 to reflect historical improvements in SCE’s performance. These
changes will reduce rewards SCE would earn compared to the prgvnous standards.

As a result of this decision, in 2002, SCE recorded credits to earnings of approximately $26 million for
revenue undercollections during the period June 14, 2001 through December 31, 2001, and credits to
earnings of $73 million for the year ended December 31, 2002. All of these amounts are on an after-tax
basis. This decision is incorporated into SCE’s current projection of the timing of PROACT recovery.

2003 General Rate Case Proceeding

In December 2001, SCE submitted a notice of intent to file its 2003 GRC with the CPUC, requesting an
increase of approximately $500 million in revenue (compared to 2000 recorded revenue) for its distribution
and generation operations. On May 3, 2002, SCE filed its formal application for the 2003 GRC. After
taking into account the effects of the CPUC'’s April 22, 2002 PBR decision, SCE requested a revenue
requirement increase of $286 million. The requested revenue increase is primarily related to capital
additions, updated depreciation costs and projected increases in pension and benefit expenses. In
October 2002, the CPUC’s Office of Ratepayer Advocates issued its testimony and recommended a

$172 million decrease in SCE's base rates. Several other intervenors have also proposed further
reductions to SCE’s request or have made other substantive proposals regarding SCE's operations.

Direct evidentiary hearings were concluded in January 2003. Rebuttal testimony has been filed and
rebuttal hearings were held in late February 2003. A final decision is expected in the third quarter of 2003.

Cost of Capital Decision

On November 7, 2002, the CPUC issued a decision in SCE's cost of capital proceeding, adopting an
11.6% return on common equity for 2003 for SCE's CPUC Junsdlctlonal assets. The 2003 cost of capital .
decision also established authorized costs for long-term debt and preferred stock, and established SCE’s
authorized rate-making capital structure for 2003 (although it does not apply during the PROACT recovery
period), in addition to setting SCE's authorized return on common equity. This decision is incorporated
into SCE's current projection of the timing of PROACT recovery.

Electric Line Maintenance Practices Proceeding

In August 2001, the CPUC issued an order instituting investigation (Oll) regarding SCE's overhead and
underground electric line maintenance practices. The Oll is based on a report issued by the CPUC's
Protection and Safety Consumer Services Division (CPSD), which alleges SCE had a pattern of
noncompliance with the CPUC's General Orders for the maintenance of electric lines over the period
1998-2000. The Oll also alleges that noncompliant conditions were “involved" in 37 accidents resulting in
death, serious injury, or property damage. The CPSD identified 4,817 alleged violations of the General
Orders during the three-year period. The Oll placed SCE on notice that it is potentially subject to a penalty
of between $500 and $20,000 for each violation or accident.

Prepared testimony was filed on this matter in April 2002 and hearings were concluded in September
2002. In opening briefs filed on October 21, 2002, the CPSD recommended SCE be assessed a penalty
of $97 million, while SCE requested that the CPUC dismiss the proceeding and impose no penalties. SCE
stated in its opening brief that it has acted reasonably, allocating its financial and human resources in -
pursuit of the optimum combination of employee and public safety, system reliability, cost-effectiveness,
and technological advances. SCE also encouraged the CPUC to transfer consideration of issues related
to development of standardized inspection methodologies and inspector training to an Order Instituting
Rulemaking to revise these General Orders opened by the CPUC in October 2001, or to a new rulemaking
proceeding. On March 14, 2003, SCE and the CPSD filed Opening Briefs in response to the assigned
administrative law judge’s direction to address application of the appropriate standard to govern SCE's
electric line maintenance obligation. Oral arguments are scheduled for April 22, 2003. A decision is
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expected in thé second or third quarier of 2003. SCE is unable to prédict with certainty whether this -~ .~
matter ultimately will resultin any material.ﬁnancia! penalties or impacﬁs on SCE'. ,

Wholesale Electricity Markets:
On April 25, 2001, after months of high power prices, the FERC issued an order providing for energy.price
.controls during ISO Stage 1 or greater power emergencies (7% or less in reserve power).: The order ~: :
establishes an hourly clearing price based on the costs of the least efficient generating unit during the
period. -Effective June 20, 2001, the FERC expanded the April 25, 2001 order to include non-emergency:
periods and price mitigation in the 11-state western region through September 30, 2002. .On July 17, . -
2002, the FERC issued an order.reviewing the |SO’s Pproposals to redesign the market and implementing:
a market power mitigation program for the 1 1-state western-region. :The FERC declined to extend beyond
September 30,2002 all of the market mitigation measures it had previously adopted.. However, effective
October 1, 2002, the FERC extended a requirement, first ordered in its June 19, 2001 decision, that all : -
western energy sellers offer for sale all operationally and contractually available energy. It also ordered a
cap on bids for real-time energy and ancillary services of $250/MWh to be effective ‘beginning October.1;"
2002 and ordered various-other market power mitigation measures. Implementation of the $250/MWh bid
cap and other market power mitigation‘measures were delayed until ‘O'ctober 31,2002 by a'FERC order -
issued September 26, 2002. /The FERC did not set a specific expiration date for its new market mitigation
plan. SCE cannot yet determine whether the new market mitigation plan adopted by the FERC will be .-
sufficient to mitigate market price volatility in the wholesale electricity markets in which SCE will purchase:
its residual net short electricity requirements (i.e:, the amount of energy needed to serve SCE’s customers
from sources other than its own generating plants,power purchase contracts and CDWR contracts). - :.*

On'August 2,:2000, SDGSE filed a complaint with the FERC seeking relief from-alleged energy =~ * @ = =
overcharges in the PX and ISO market.” SCE intervened in the proceeding on'August 14, 2000.'On ", -
August 23,2000, the FERC issued an order initiating an investigation of the justness and reasonableness
of rates charged by sellers in the PX ‘and ISO markets. ' Those proceedings were consolidated. On ok
July 25, 2001, the'FERC issued an order that limits potential refunds from alleged overcharges by energy -
suppliers to the ISO and PX spot markets during the period from October 2,2000 through June 20; 2001,
and adopted a refund methodology based oh daily spot market gas prices."An administrative law judge v
conducted evidentiary hearings on this matter in March, August and October 2002 and issued and initial - >
decision on'December.12, 2002, 1c~ o v T L SR T ”«f Sn s T men

On November.20, 2002, in the consolidatéd proceeding, the FERC isstied an order authorizing 100 days
of discovery by market participants into market manipulation and abuse during the period January 1, 2000
through June 20, 2001.. SCE joined with the California parties (PG&E, the California Attorney General, the
Electricity Oversight Board, and the CPUC to submit bfiefs and evidence ‘demonstrating that sellers and : g
marketers violated tariffs, withheld power, and distorted and manipulated the California electricity markets.

Ata FERC meeting on March 26, 2003, the FERC issued orders that initiated procedures for determining

additional refunds arising from market manipulation by energy suppliers. Based on public comments at

the meeting and the FERC's press releases, it appears that the FERC acknowledges that there was'*- - -
pervasive gaming and market manipulation of the electric and gas markets in California and on the west .,
coast. A'new FERC staff report issued on March 26, 2003 also describes many of the techniques'and "~
effects of electric and gas market manipulation. The FERC will be modifying the administrative law ', = " *”
judge’s initial decision of December 12, 2002 to reflect the fact that the gas indices used in the market "™
manipulation formula overstated the cost of gas used to generate electricity. .
SCE has not yet cémpleted an evaluation of the FERC actions taken on March 26, 2003 and cannot *"
determirie the timing of amouint of any potential refunds. ‘Under the Settlement agreement with the CPUC,
any refunds will be applied to reduce the PROACT balancs'until the PROACT is fully recovered. ‘After
PBQACT-r'ga’c?very is complete, ‘90 /g%japyf,rg—:-fund,sf'wilrl be refunded to ratepayers.” * * e o
PR P

Other Regula tory Matters

This subséction of “Regulatory

1y Matters” discusses’an SCE plain to reduce ciistomer rates‘after the ™ <
overed and the current status of the holding company proceeding. © ¥

PROACT has been fully rec

21



Management’s Discussion and Analysis of Results of Operations and Financial Condition

Customer Rate-Reduction Plan

On January 17, 2003, SCE filed with the CPUC a detailed pian outlining how customer rates could be
reduced later in 2003 when SCE expects to have completed recovery of uncollected procurement costs .
incurred on behalf of its customers during the California energy crisis and reflected in the PROACT. Inits
January 17, 2003 filing, SCE proposed that the CPUC apply rate reductions of about $1.3 billion in the
same manner it applied a series of rate surcharges during the height of the energy crisis in 2001, primarily
to rates paid by business and higher-use residential customers. If approved by the CPUC, after PROACT
recovery is completed, bills for larger-use residential customers would decline 8%, and average rates
would decline 19% for small and medium business customers and 26% for larger-use business
customers. The CPUC has set a prehearing conference for March 21, 2003 and has asked for additional
evidence on the effect on rates of applying the reductions on an.equal cents-per-kilowatt-hour basis
across all customer classes rather than as SCE has proposed. SCE cannot predict when the matter will
be decided.

Holding Company Proceedmg

In Aprll 2001, the CPUC issued an Oll that reopens the past CPUC decxsmns authonzmg utilities to form
holding companies and initiates an investigation into, among other things:- whether the holding companies
violated CPUC requirements to give first priority to the capital needs of their respective utility subsidiaries;
any additional suspected violations of laws or CPUC rules and decisions; and whether additional rules,
conditions, or other changes to the holding company decisions are necessary. On January 9, 2002, the
CPUC issued an interim decision on the first priority condition. The decision stated that, at least under
certain circumstances, the condition includes the requirement that holding companies infuse all types of
capital into their respective utility subsidiaries when'necessary to fulfill the utility’s obligation to'serve. The
decision did not determine’if any of the utility holding companies had violated this condition, reserving
such a determination for a later phase of the proceedings. On February.11, 2002, SCE and Edison
International filed an application before the CPUC for rehearing of the decision. On July 17, 2002, the
CPUC affirmed its earlier decision on the first priority condition and also denied Edison International's
request for a rehearing of the CPUC's determination that it had jurisdiction over Edison International in this
proceeding. On August 21, 2002, Edison International and SCE jointly filed a petition requesting a review
of the CPUC's decisions with regard to first priority considerations, and Edison International filed a petition
for a review of the CPUC decision asserting jurisdiction over holding companies, both in state court as
required. PG&E, SDG&E and their respective holding companies filed similar challenges, and all cases
have been transferred to the First District Court of Appeals in San Francisco. The CPUC filed briefs in
opposition to the writ petitions. SCE, Edison International, and the other petitioners filed reply briefs on
March 6, 2003. No hearings have been scheduled. The court may rule without holding hearings. SCE
cannot predict with certainty what effects this investigation or any subsequent actrons by the CPUC may
have on SCE. .

OTHER DEVELOPMENTS

Environmental Protection

SCE is subject to numerous environmental laws and regulations, which require it to incur substantial costs
to operate existing facilities, construct and operate new facilities, and mitigate or remove the effect of past
operations on the environment. : S

As further discussed in Note 10 to the Consolidated Financial Statements, SCE records its environmental
liabilities when site assessments and/or remedial actions are probable and a range of reasonably likely
cleanup costs can be estimated. SCE's recorded estimated minimum liability to remediate its 41 identified
sites is $99 million. The sites include SCE's divested gas-fueled generation plants, for which SCE
retained some liability as a result of their sale. SCE believes that, due to uncertainties inherent in the
estimation process, it is reasonably possible that cleanup costs could exceed its recorded llablllty by up to
$282 million. .

The CPUC allows SCE to recover environmental-cleanup costs at certain sites, representing $38 million of
its recorded liability, through an incentive mechanism, which is discussed in Note 10. SCE has recorded a
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regulatory asset of $70 million for,its estimated minimum envnronmental-cleanup costs expected to be
recovered through customer rates. T T S AR R S e
SCE’s ldentlfled sites include several sites for, which there is a lack of currently. avallable |nformat|on -Asa
result,’no reasonable estlmate ‘of cleanup costs can be made for these 5|tes SCE expects to clean up its
identified SItes over a penod of up to 30 years." Remedlatlon costs in each of the next several years are .
expected to'range from $10 million to $25 million.“Recorded costs for the 2002 were '$25 mrlllon

Based on currently available |nformat|on SCE believes it is unlikely that jt will incur amounts in excess of
the upper limit of the estimated range ‘and,’ based ‘upon the CPUC’s’ regulatory treatment of envrronmental-
cleanup costs, SCE belleves that costs ultlmately recorded wrll not matenally affect its results of B
operations or financial posmon " There can be no assurance however that future developments tncludlng

additional information’ about exnstmg sntes or the ldentlf catlon of new srtes w1ll not require matenal
revisions to such'estimates.

cone DR ) ': ‘ ,’ . o 1 - o »‘v-.-

In 1989, SCE and other co-owners of the Mohave plant entered into a consent decree to resolve a federal
court lawsuit that had been filed alleging violations of various emissions limits. This décree, approved by
the court in December 1999 requnred certain modlf cations to the plant i in order for it to contlnue to
operate beyond 2005 ‘ D ; . e e

The Clean Alr Act requnres power producers to have emlsswns allowances to emlt sulfur dlox1de Power
companies receive émissions allowances from the federal government and’ may bank or sell excess !
allowances SCE expects to have excess allowances under Phase Il of the Clean Air Act (2000 and later)

SCE's share of the costs of complymg wuth the consent decree and taktng other actlons to contlnue
operation of the Mohave station’ beyond 2005 is estimated to be approxnmately $605 million over the next
four years. This amount is'included in the $2.0 billion for SCE's ‘projected environmental capital
expendlture (dlscussed below).. SCE has received from the State of Nevada a permit to construct the .. .-
necessary controls, However, SCE has suspended its efforts to seek CPUC approval to install the .. ..
Mohave controls because it has not obtained reasonable assurance of adequate coal and water suppltes
for operating Mohave beyond 2005. Unless adequate coal and water supplies are obtained, it will become
necessary to shut down the Mohave station after.December 31,2005.. If the station is shut down atthat »
time, the shutdown !.5.",°,t expected to have a material adverse’ |mpact on SCE's financial posntlon or.
results of operations, assumlng the remalnlng book value of the station (approxlmately $27 million as of
December 31, 2002) and the related regulatory asset (approxmately $61 million as of December 31,
2002) and plant closure and decommtssromng related costs are recoverable in future rates. SCE cannot )
predict, with certainty, what effect any future actions by the CPUC imay have on this matter. See .
"Regulatory Matters——Mohave Generatrng Statlon Proceedmg" for further dlscussron of the Mohave
'Ssues T Gt ey e T oinT e E .:;,?T'“..':'; C
SCE’s pro;ected envnronmental capltal expendltures are $2 0 bllllon for the 2003—2007 penod mamly for
undergroundmg certam transmission and distribution lines. ... . e e g

PO

Electric andMagnetlc F:elds . & T TR r A

Electric and magnetic fields (EMFs) naturally result from the  generation, transmission, distribution and use
of electricity. Since the 1970s, concerns have been raised about the potentlal health effects of EMFs.

After 30 years of research, no health hazard has been established. :Many of the questions about speclf ic v
diseases have been successfully resolved due to an'aggressive international research program. - o
Potentlally important public health questions remain:about whether there i lS alink between EMF | exposures
in homes or work and some diseases, including childhood leukemia and 2 vanety of other ‘adult diseases -
(e.g., adult cancers and miscarriages), and because of these questions, some health authorities have =~
ldentlt' ed magnetlc fi eld exposures asa possrble human carcnnogen .

" S o =

In October 2002 the Callforma Department of Health Servuces (CDHS) released |ts report evaluatlng the
possnble risks from electnc and magnetlc fi elds (CDHS Report) to the CPUC and the pubhc The CDHS .
Report's conclusions contrast W|th other recent reports by authontatlve health agencies in that the CDHS N
has assigned a substantially hlgher probability to the possibility that there is a causal connection between '
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EMF exposures and a number of diseases and conditions, including childhood leukemia, adult leukemia,
amyotrophic lateral sclerosis, and miscarriages. )

This report concludes a program initiated by the CPUC’s 1993 Interim EMF Decision. Under the policies
advanced by that decision, utilities have already committed to funding research, providing education
materials to employees and customers, and taking proactive steps to lower magnetic fields from new
facilities.

It is not yet clear what actions the CPUC will take to respond to the CDHS Report and to the recent EMF
reports by other health authorities such as the National Institute of Environmental Health Sciences, the
World Health Organization’s International Agency for Research on Cancer, and the United Kingdom's
National Radiation Protection Board. Possible outcomes include, but are not limited to, continuation of
current policies and imposition of more stringent policies to implement greater reductions in EMF
exposures. The costs of these different outcomes are unknown at this time.

Navajo Nation Litigation

Peabody Holding Company (Peabody) supplies coal from mines on Navajo Nation lands to Mohave. In June
1999, the Navajo Nation filed a complaint in federal district court against Peabody and certain of its affiliates,
Salt River Project Agricultural Improvement and Power District, and SCE. The complaint asserts claims
against the defendants for, among other things, violations of the federal RICO statute, interference with
fiduciary duties and contractual relations, fraudulent misrepresentation by nondisclosure, and various
contract-related claims. The complaint claims that the defendants’ actions prevented the Navajo Nation from
obtaining the full value in royalty rates for the coal. The complaint seeks damages of not less than

$600 million, trebling of that amount, and punitive damages of not less than $1 billion, as well as a declaration
that Peabody's lease and contract rights to mine coal on Navajo Nation lands should be terminated.

In February 2002, Peabody and SCE filed cross claims against the Navajo Nation, alleging that the Navajo
Nation had breached a settlement agreement and final award between Peabody and the Navajo Nation by
filing their lawsuit.

The Navajo Nation had previously filed suit in the Court of Claims against the United States Department of
Interior, alleging that the Government had breached its fiduciary duty concerning contract negotiations
including the Navajo Nation and the defendants. In February- 2000, the Court of Claims issued a decision in
the Government's favor, finding that while there had been a breach, there was no available redress from the
Government. Following appeal of that decision by the Navajo Nation, an appellate court ruled that the Court
of Claims did have jurisdiction to award damages and remanded the case to the Court of Claims for that
purpose. On June 3, 2002, the Government's request for review of the case by the United States Supreme
Court was granted. On March 4, 2003, the Supreme Court reversed the appellate court and held that the
Government is not liable to the Navajo Nation as there was no breach of a fiduciary duty.

SCE cannot predict with certainty the cutcome of the 1999 Navajo Nation's complaint against SCE, nor
the impact on this complaint or the Supreme Court’s decision on the outcome of the Navajo Nation's suit
against the Government, or the impact of the complaint on the operation of Mohave beyond 2005.

Employee Compensation and Benefit Plans

SCE measures compensation expense related to stock-based compensation by the intrinsic value
method. If SCE were to adopt the fair-value method of accounting and charge the cost of the stock
options to expense, effective with stock options granted in 2002, SCE's earnings for the year ended
December 31, 2002, would have been reduced by approximately $1 million, based on a Black-Scholes
option-pricing model.

Under accounting standards for pension costs, if the accumulated benefit obligation (ABO) exceeds the
market value of plan assets at the measurement date, the difference may result in a reduction to
shareholder’s equity through a charge to other comprehensive income. As of December 31, 2002, the
$41 million in ABO for one of SCE's two pension plans, measured using a discount rate that represented
the market interest rate for high quality fixed income investments, exceeded the market value of the
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related pension plan assets, resulting in a $5 million (net of tax) reduction to shareholder's equity. - As of -
December,31, 2002,'the $2.1 billion in ABO of the other pension plan was approximately $140 million less
than the market value of the related plan assets, resulting in no additional reduction to shareholder’s .
equity.- For this plan, a reduction of shareholder’s equity may be required at the next measurement date in
December 2003, depending on such factors as the discount rate, plan asset rate of return experience . and
contributions made by SCE in 2003. See additional discussion in “Cntlcal Accounting Pollcres—
Pensions.” =

San Onofre Inspectron L s _'

SCE's San Onofre Umt 2 returned to service on July 2, 2002 after a 43 day outage for scheduled refuelmg
and maintenance. SCE’s San Onofre Unit 3 returned to service on February 17, 2003 after a 42-day .
outage for scheduled refueling and maintenance. During these outages, detailed inspections of the
reactor vessel head nozzle penetrations were conducted. -The subject of reactor vessel head nozzle -
penetrations has received industry attention recently due to the- ‘leakage from such nozzles at the Davns
Besse nuclear plant in Ohio. .The inspections conducted at San Onofre Units 2 and 3 found no lndrcatlons
of leakage or degradatlon in the reactor vessel head nozzle penetratlons ST ; SR

PR

Federallncome Taxes Ce :;:;‘x R S

On August 7, 2002, Edison International received a notice from the IRS asserting deficiencies in federal
corporate income taxes for Edison International’'s 1994 to 1996 tax years. Included in these amounts are
deficiencies asserted against SCE.. Substantially all of SCE’s tax deficiencies are timing differences and,
therefore, amounts ultimately paid, i any, would benefit it as future tax deductlons Edison lnternatlonal is
challengmg the deficiencies asserted by the IRS. SCE belleves that it has 'meritorious legal defenses to }
deficiencies asserted agalnst it and belleves that the ultlmate outcome of thls matter wull not result in a ‘
material rmpact on its consolidated results of operations or financial position. ~ :

Edison International is, and may in the future be, under examination by tax authorities in varying tax
jurisdictions with respect to positions it takes in connection with the fllrng of i lts tax returns. ‘Matters ralsed
upon audit may involve substantlal amounts ‘which, if resolved unfavorably, an event not currently -
anticipated, could possibly be material. However, in SCE's opinion, it is unlikely that the resolution of any
such matters will have a matenal adverse effect upon its financial condition or results of operations.

CRITICAL ACCOUNTING POLICIES

S : s hPEEE

The accountmg polrcres descrlbed below are vrewed by management as crltrcal because their appllcatlon
is the most relevant and material to SCE'’s results of operations and financial position and these policies -
requnre the use of matenal judgments and estlmates

R

Assetlmpalrment : y ' ot -

SCE evaluates long llved assets whenever |nd|cators of potentlal |mpa|rment ex:st Accountlng standards
require that if the undiscounted expectéd futire cash flow from a company s assets or group of assets is
less than its carrying value, an asset impairment must be recognized in the' financial statements. The
amount of |mpa|rment Is determmed by the dlﬁerence between the carryrng amount and farr value ofthe
asset. - 3

The assessment of lmpalrment isa cntlcal accountlng estimate because signifi cant management
judgment is required to détermine: (1) if an’indicator of impairment has occurred (2) how assets should -
be grouped, (3) the forecast of undiscounted expected future cash flow over the asset’s estimated usefut
life, and (4) if an impairment exists, the fair value of the asset or.asset group. Factors SCE considers -
important, which could trigger.an impairment, include operating losses from a project, projected future -
operating losses, the f nancral condition of counterparties, or significant negative rndustry or economic
trends. .

During the fourth quarter of 2002, SCE assessed the impairment of its Mohave plant due to the probability
of a plant shutdown at the end of 2005." Because the expected undiscounted cash flows from the plant _:
during the years 2003-2005 were less than the $88 million carrying value of the plant as of December- 31,
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2002, SCE incurred an impairment charge of $61 million. However, in accordance with accounting
principles for rate regulated companies, this incurred cost was deferred and recorded as a regulatory
asset, due to the expectation that the unrecovered book value of Mohave at the time of shutdown will be
recovered through the rate-making process. See “Regulatory Matters—Mohave Generating Station
Proceeding” and “—Rate Regulated Enterprises.”

Income Taxes

The accounting standard for income taxes requires the asset and liability approach for financial
accounting and reporting for deferred income taxes. SCE uses the asset and liability method of
accounting for deferred income taxes and provides deferred income taxes for all significant income tax
temporary differences.

As part of the process of preparing its consolidated financial statements, SCE is required to estimate its
income taxes in each of the jurisdictions in which'it operates. This process involves estimating actual current
tax expense together with assessing temporary differences resulting from differing treatment of items, such
as depreciation, for tax and accounting purposes. These differences result in deferred tax assets and
liabilities, which are included within SCE’s consolidated balance sheet. Management continually evaluates its
income tax exposures and provides for allowances and/or reserves as deemed necessary.

Pensions

Pension obligations and the related effects on results of operations are calculated using actuarial models.
Two critical assumptions, discount rate and expected return on assets, are important elements of plan
expense and liability measurement. These critical assumptions are evaluated at least annually. Other
assumptions, such as retirement, mortality and turnover, are evaluated periodically and updated to reflect
actual experience.

The discount rate enables SCE to state expected future cash flows at a present value on the
measurement date. Atthe December 31, 2002 measurement date, SCE used a discount rate of 6.5%
that represented the market interest rate for high-quality fixed income investments.

To determine the expected long-term rate of return on pension plan assets, current and expected asset
allocations are considered, as well as historical and expected returns on plan assets. The expected rate
of return on plan assets was 8.5%. Actual return on plan assets resulted in losses in the pension trusts of
$311 million in 2002. However, accounting principles provide that differences between expected and
actual returns are recognized over the average future service of employees.

At December 31, 2002, SCE's pension plans included $2.6 billion in projected benefit obligation (PBO),
$2.2 billion in ABO and $2.3 billion in plan assets. A 1% decrease in the discount rate would increase the
PBO by $205 million, and a 1% increase would decrease the PBO by $190 million, with corresponding
changes in the ABO. A 1% decrease in the expected rate of return on plan assets would decrease
pension expense by $26 million. '

SCE records pension expense equal to the amount funded to the trusts, as calculated using an actuarial
method required for ratemaking purposes, in which the impact of market volatility on plan assets is
recognized in earnings on a more gradual basis. Any difference between pension expense calculated in
accordance with ratemaking methods and pension expense or income calculated in accordance with
accounting standards, is accumulated in a regulatory asset or liability, and will, over time, be recovered
from or returned to ratepayers. As of December 31, 2002, this cumulative difference amounted to a
regulatory liability of $185 million, meaning that the ratemaking method has resulted in recognizing

$185 million more in expense that the accounting method since implementation of the pension accounting
standard in 1987.

Under accounting standards, if the ABO exceeds the market value of plan assets at the measurement
date, the difference may result in a reduction to shareholders’ equity through a charge to other
comprehensive income, but would not affect current income. The reduction to other comprehensive
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income would be restored through shareholders’ equity in future periods to the extent the market value of
trust assets exceeded the ABO

i‘ N

Rate Regulated Enterpnses e

SCE applies accounting principles for rate-regulated enterprises to the portion of its op'eratlons" in which
regulators set rates at levels intended to recover the estimated costs of providing service, plus a return on
capital. Due to trmrng and other differences i |n the collectron of revenue, these prrncrples allow an mcurred
cost that would otherwrse be’ charged to expense by anon: regulated entlty to'be capltallzed asa .
regulatory asset if it is probable that the cost is fecoverable through future rates and conversely allow
creation of a regulatory Ilablhty for probable future costs collected through rates in advance.’ SCE S
management contlnually assesses whether the regulatory assets are probable of future recovery by
considering factors such as the current regulatory environment, the issuance of raté orders on recovery of
the specific incurred cost or a similar incurred cost to SCE or other rate-regulated entities in California,
and assurances from the regulator (as well as its primary intervenor groups) that the incurred cost will be
treated as'an allowable cost (and not challenged) for rate-makmg purposes. Because currentrates ~
include the recovery of exrstlng regulatory assets and settlement of regulatory liabilities, and rates in effect
are expected to allow SCE to earn a reasonable rate of return management believes that existing,
regulatory. assets and lrabrlltres are probable of recovery Thrs determination reﬂects the current polltrcal
and regulatory climate in California and is subject to change in the future. "I future recovery of costs -
ceases to be probable, all or part of the regulatory assets and liabilities would have to be written off,
against current period eamings. At December 31; 2002, the balance sheet included regulatory assets
less regulatory liabilities, of $4.3 billion. Management continually evaluates the anticipated recovery of .
regulatory assets, Ilabrlltres and revenue subject to refund and provrdes for allowances and/or reserves as
deemed necessary : ,

U Bt T T LA SO T 1 TRREE BRI AT

SCE applred Judgment in the Use of the ‘above pnncrples when: rt concluded as of December 31 2000 that
$4.2 billion of generation-related regulatory assets and liabilities were no longer probable of recovery, and
wrote off these assets as a charge to earnings, in fourth quarter 2001; it created the $3.6 billion PROACT .
regulatory asset, in second quarter 2002; it restored $480 mlllron (after-tax) of generatlon-related regulatory
assets based on the URG decision; in fourth quarter 2002, it established a $61 mllllcn regulatory asset _
related to the impaired Mohave plant. In all instances, SCE recorded corresponding credits to eammgs upon
concluding that such incurred costs were probable of recovery in the future. See further discussionin .
“Results of Operatlons-—Eamlngs (Loss) from Continuing'Operations” and "Regulatory Matters——PROACT
Regulatory Asset —URG Decrsron and —-Mohave Generatmg Statron Proceedmg" sectlons o

NEW ACCOUNTING STANDARDS

On January 1, 2001, SCE adopted a new accountrng standard for denvatrve mstruments and hedgrng
activities. Adoptlon of this standard had no material impact on SCE'’s financial statements. Effectlve

April 1, 2002, SCE ‘also adopted an authoritative accounting interpretation to this ‘standard, which ~
precludes fuel contracts that have variable amounts from ‘qualifying under the normal purchases and sales
exceptlon The adoptlon of th|s rnterpretatlon had no |mpact on SCE s f nancral statements l

HANRRE T P

Effectrve January 1 2003 SCE wrll adopt a new accountmg standard Accountlng for Asset Retlrement
Obligations, which requires’entities to record the fair value of a liability for a legal asset retrrement
obligation in the penod in which it is incurred. When the liability is initially recorded, the ‘entity’ capltalrzes
the cost by increasing the carrying amount of the related long-lived asset. Over time, the liability is
increased to'its present value each- period,;’and the capitalized cost is depreciated over the useful life of
the related asset. iUpon settlement of the liability, an entity either settles the obligation for.its recorded:
amount or'incurs a gain or loss upon settlement. However, rate-regulated entities may recognize ™ .-
regulatory assets or liabilities as a result of timing differences between the recognition‘of costs as ..+
recorded in accordance with this statement and costs recovered through the ratemaking process.
Regulatory assets and liabilities may be recorded when it is probable that the asset retirement costs will
be recovered through the rate-making process. Upon adoption, the cumulative effect of applying this
standard will be recorded as a change in accounting principle and will be presented after net income (loss)
on the consolidated statements of income (loss).
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Management’s Discussion and Analysis of Results of Operations and Financial Condition
SCE estimates the impact of adopting this standard will be as follows:

s SCE will adjust its nuclear decommissioning obligation to reflect the fair value of decommissioning its
nuclear power facilities. SCE will also recognize asset retirement obligations associated with the
decommissioning of other coal-fired generation assets.

e At December 31, 2002, the total nuclear decommssnonmg obllgatlon accrued for SCE's active nuclear
facilities was $2.0 billion and is included in accumulated provision for depreciation and decommissioning
on the consolidated balance sheet. SCE has accrued, at December 31, 2002, $12 million to
decommission certain coal-fired generation assets based on its estimate of the decommissioning
obligation under the accounting principles in' effect at that time. These decommissioning obligations are
also included in accumulated provision for depreciation and decommissioning on the consolidated
balance sheet.

o SCE estimates that it will record a $190 million decrease to its recorded nuclear and coal facility
decommissioning obligations for asset retirement obligations in existence as of January 1, 2003. The
estimated cumulative effect of a change in accounting principle from unrecognized accretion expense
and adjustments to depreciation, decommissioning and amortization expense accrued to date is a
$408 million gain (pre-tax), which will be reflected as a regulatory liability as of January 1, 2003.

FORWARD-LOOKING INFORMATION AND RISK FACTORS

In the preceding MD&A and elsewhere in this quarterly report, the words estimates, expects, anticipates,
believes, predict, and other similar expressions are intended to identify forward-looking information that
involves risks and uncertainties. Actual resuits or outcomes could differ materially from those anticipated.
Risks, uncertainties and other important factors that could cause results to differ, or that otherwise could
impact SCE, include, among other things:

» the outcome of the pending appeal of the stipulated judgment approving SCE’s settlement agreement
with the CPUC, and the effects of other legal actions, if any, attempting to undermine the provisions of
the settlement agreement or otherwise adversely affecting SCE;

« changes in prices and availability of wholesale electricity, natural gas, other fuels, transmission
services, and other changes in operating costs, which could affect the timing of SCE’s energy
procurement cost recovery or otherwise impact SCE's operations and financial results;

» the effects of declining interest rates and investment returns on employee benefit plans and nuclear
decommissioning trusts;

» changing conditions in wholesale power markets, such as general credit constraints and thin trading
volumes, that could make it difficult for SCE to enter into hedging agreements;

+ the actions of securities rating agencies, including the determination of whether or when to make
changes in SCE’s credit ratings, the ability of SCE to regain investment-grade ratings, and the impact
of current or lowered ratings and other financial market conditions on the ability of SCE to obtain
needed financing on reasonable terms;

» actions by state and federal regulatory and administrative bodies setting rates, adopting or modifying
cost recovery, holding company rules, accounting and rate-setting mechanisms or otherwise changing
the regulatory and business environments within which SCE does business, as well as legislative or
judicial actions affecting the same matters;
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the effects of increased competition in energy-related businesses, including new market entrants and
the effects of new technologies that may be developed in the future;

threatened attempts by municipalities within SCE's service territory to form public power entities
and/or acquxre SCE’s facilities for customers;

new or mcreased environmental requlrements that could require capltal expenditures or otherwise
affect the operations and cost of SCE, and possible increased liabilities under new or existing
requirements; and

weather conditions, natural disasters, and other unforeseen events.
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Consolidated Statements of Income (Loss)

Southérn California Edison Company

In ‘millions 1~ Year ended December 31, . . 2002 2001 2000 -
Operatmg revenue : $ 8,706 $ 8,126 $.7,870
TRl T T e e T y 195"
Purchased power =~ ..2,016. .. . 3770 - o 4,687,
Provisions for regulatory adjustment clauses — net .. -1,502 e G, 028) © 2,301
Other operation and maintenance 1,926 77100 1,772
DepreCIanon decommissioning and amortization 780 B8t 1473
Property and other taxes "7, .. a2 . 126
Net gain on sale of utility plant (5) ' (9) (2)
Total operating expenses “6,579 3.5091-, Ny .~10,529
..Operating income(loss) , .. . ... . . .. _.2427; ... 5046177 70 (2,659)
Interest and dividend income . 262 215 . .. 173

* Other nonoperating income™ ™ ™"
Interest expense — net of amounts capitalized

el e
o (584);_"‘.,: =
2

'”(785)

BT T T8
Vi (572)

Other nonoperating deductions (38)" “-(110)
Income (loss) before taxes 1,889 4,066‘, (3 050)
Income tax (benef-t) emame e L Mo s O R A AT e A "642 - >1 ’658 M (1 024L
“Net income (logs)™ “7== i mmoneTs o ma g gy ;;»2,40,8‘ j\‘ n (2 028)
Dividends on preferred stock 19 7 S ST g
Net income (loss) available for common stock $1,228  $2386 - . $(2,050)

Consolidated Statements of Comprehensive Income (Loss) -

In millions - . .. Year ended December 31, 2002
.Netincome (loss) :- _ —— ....$1,247 _ ] 28)
Other comprehensnve lncome net of tax: oo RE
“Minimum pension I|ab|I|ty adjustment T T ABy T T A -
Unrealized gain on securities ~ net — 3
Cumuiative effect of change in accounting for derivatives — 398 —
Unrealized gain (loss) on and amortization of :
cash flow hedges 11 (420) _
Reclassification adjustment for loss included
in net income (loss) —_ — (25)
Comprehensive income (loss) $ 1,253 $ 2,386 $ (2,050)
- . “ S . L B

The accompanying notes are an integral part of these financial statements.

-
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Consolidated Balance Sheets

In millions December 31, 2002 2001
ASSETS
Cash and equivalents $§ 992 $ 3414
Receivables, less allowances of $36 and 332

for uncollectible accounts at respective dates 767 1,093
Accrued unbilled revenue 437 451
Fuel inventory 12 14
Materials and supplies, at average cost 159 146
Accumulated deferred income taxes — net 42 433
Regulatory assets — net 509 83
Prepayments and other current assets 104 145
Total current assets 3,022 5779
Nonutility property — less accumulated provision

for depreciation of $29 and $17 at respective dates 154 159
Nuclear decommissioning trusts 2,210 2,275
Other investments 214 224
Total investments and other assets 2,578 2,658
Utility plant, at original cost:

Transmission and distribution - 14,202 13,568

Generation 1,457 1,729
Accumulated provision for depreciation .

and decommissioning (8,094) (7,969)
Construction work in progress 529 556
Nuclear fuel, at amortized cost 153 129
Total utility plant 8,247 8,013
Regulatory assets — net 3,838 5,528
Other deferred charges 629 475
Total deferred charges 4,467 6,003
Total assets $ 18,314 $ 22,453

The accompanying notes are an integral part of these financial statements.
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- .Southern California Edison Company

“In 'r’ﬁ-illibﬁhé','excepf share amounts ~ December31, - . = u:
LIABILITIES AND SHAREHOLDER’S EQUITY

Short-term debt T e = s 2127
Long-term debt due within one year - Coo s o187 11,146
Preferred stock to be redeemed within one year 9 - 108
Accounts payable . L e e pr 2 T4 ;3,261
Accrued taxes -, - : oot 898 823
Other current liabilities : , 1,439 - . - -..1,645
Total current liabilities - o Titogeeg i T g 407
Long-term debt ..’ o 4504 ... .. .4739
Accumulated deferred income taxes —net ‘ 2 658 ‘- R 3 365
Accumulated deferred investment tax credits S ';'j?if;‘:j‘: 4480 153
Customer advances and other deferred credits e - 964 - '-'739
Power-purchase contracts S Tl 309 T 356
Accumulated provision for pensnons and benefits T o366 T 420
Other long-term liabilities TUSTT LB Tl wiin T 48
- Total deferred credits and other liabilities -~ -~ - & U0 tiIg 887 Lk 5181
Commitments and contingencies e e e RS 1,.“_.5:..1 :,‘, Al o Lo Sl _.j.
(NotesZ 9 and 10) . , DT T T RN

. 120017

Preferred stock: - TN R R R
:'Not subject to mandatory redemptlon T T o429 BT T 1290
-Subject to mandatory redemptron E S 447 s 15

Total preferred stock e . 216 U280

Common stock (434 888,104 shares outstandmg at each date) ©one 2,468 2,168
Addltuonal paid-in capital 340 L3360
~Accumulated other comprehensrve loss T I e L (22)°
-Retained earngqs T T A I 17 S IR - o

Total common sharehdlder’s equity : T e mgq Y 3146,

Total liabilities and shareholder’s equity L 848,314 ... $.22,453

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Cash Flows

In millions Year ended December 31, 2002 2001 2000
Cash flows from operating activities:
Net income (loss) $ 1,247 $ 2,408 $(2,028)
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:
Depreciation, decommissioning and amortization 780 681 1,473
Other amortization 106 82 97
Deferred income taxes and investment tax credits (640) 1,313 (928)
Regulatory assets — long-term — net 1,860 (3,135) 1,759
Gas call options 14 (91) 20
Net gain on sale of marketable securities — — 41)
Other assets 7 (68) 24
Other liabilities 132 17 (13)
Changes in working capital:
Receivables and accrued unbilled revenue 338 (243) (282)
Regulatory assets — short-term — net (426) (278) 97
Fuel inventory, materials and supplies (11) (16) 29
Prepayments and other current assets 41 (21) (14)
Accrued interest and taxes (191) 365 48
Accounts payable and other current liabilities (2,626) - 2,251 588
Net cash provided by operating activities 631 3,265 829
Cash flows from financing activities:
Long-term debt issued (32) — 1,760
Long-term debt repaid (1,200) — (525)
Bonds remarketed (repurchased) and funds held in trust — net 191 (130) (440)
Redemption of preferred securities (100) — —
Rate reduction notes repaid (246) (246) (246)
Nuclear fuel financing — net (59) (21) 9
Short-term debt financing — net (527) 676 655
Dividends paid (40) (1) (395)
Net cash provided (used) by financing activities (2,013) 278 818
Cash flows from investing activities:
Additions to property and piant — net (1,046) (688) {1,096)
Net funding of nuclear decommissioning trusts (12) (36) (69)
Proceeds from sales of marketable securities — — M
Sales of investments in other assets 18 12 34
Net cash used by investing activities (1,040) (712) (1.090)
Net increase (decrease) in cash and equivalents (2,422) 2,831 557
Cash and equivalents, beginning of year 3,414 583 26
Cash and equivalents, end of year $ 992 $ 3414 $ 583

The accompanying notes are an integral part of these financial statements.

34



" Consolidated Statements of Changes in Common . n e Jio i, Southern California Edison Company
Shareholder s Equ1ty

Accumulated -7 Total -~
Additional Other Retained = Common
Common .:Paid-in' :: Comprehensive®Earnings : Shareholder's
In millions Stock Capital Income (Loss) (Deficit) Equity

-
VIR i

Balance at December 31, 1999 $ 2,168 $ 335 $22 $ 608 $3,133

Net loss e (2,028) . (2,028)
Unrealized gain on securities” = " T oo 8 . - X

Tax effect (5) (5
Reclassified adJustmentfor loss L S S

mcluded in netmcome ';'“:‘“ R (41) e

“Taxeffect 05 Lo L "7_7"; R [ A
Dividends declared on common stock o o (279)_;\r B
Dividends declared on preferred stock _,‘f‘--' B (22)‘ L2
,Stock option apprematnon e ‘, e A S ;“,; (1),,‘_}',{ UL
Capltal stock expense and other R ¢ ) I . L

Balance at December 31, 2000 $ 2,168 $ 334 $— $(1,722) $"‘ 780

e [N : e

Net mcome--g 4 o . £:1.2,408 ., #7 22,408
Cumulatlve effect of change in , T S SRR G Lo
accountlng for denvatlves Lo
Unrealized loss on and amortlzatlon of YT T S T TPRRCIUA N L VORI BT LI SR B
cash flow hedges’ (420) (420)
Dividends accrued on preferred stock - |+ -~ st o (22) e (22)
Capital stock expense and other ) 2 2

e e e

Balance at December 31, 2001 $2,168 $ 336 $(22) $ 664 $ 3,146
Netincome = =~ 77 8T TR e et e ”*"“qu““‘"12u
Minimum pension liability adjustment
Tax effect

Amortization of loss on cash flow hedges
Tax effect . e et e e D
Dividends accrued on preferred stock e e e e (19), e (19)

—

~N A SO
‘. B

Capltal stock expense and other Y et . 4
B e SR T ) Fo8 NS S S R SR 1 3 P
Balance at December 31, 2002 o 32,168 - 85340 <o §(16) s +$ 4,384
Authorized common stock is 5’60 million shares with no par value.
1 t R AT
SRR IR B ALt SalThE b ey L ? s

The accompanylng notes are an |ntegral part of these f nanCIal statements
DI Cola e i i lri C(S AAE 4 Lt RPN
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Notes to Consolidated Financial Statements

Significant accounting policies are discussed in Note 1, unless discussed in the respective Notes for
specific topics.

Note 1. Summary of Significant Accounting Policies

Southern California Edison Company (SCE) is a rate-regulated electric utility that supplies electric energy
to a 50,000 square-mile area of central, coastal and southern California.

Basis of Presentation

The consolidated financial statements include SCE and its subsidiaries. Intercompany transactions have
been eliminated.

SCE's accounting policies conform to accounting principles generally accepted in the United States,
including the accounting principles for rate-regulated enterprises, which reflect the rate-making policies of
the California Public Utilities Commission (CPUC) and the Federal Energy Regulatory Commission
(FERC). In 1997, due to changes in the rate recovery of generation-related assets, SCE began using
accounting principles applicable to enterprises in general for its investment in generation facilities. In

April 2002, SCE reapplied accounting principles for rate-regulated enterprises to assets that were returned
to cost-based regulation under the utility-retained generation (URG) decision (see “URG Proceeding” in
Note 2).

Financial statements prepared in compliance with accounting principles generally accepted in the United
States require management to make estimates and assumptions that affect the amounts reported in the
financial statements and Notes. Actual results could differ from those estimates. Certain significant
estimates related to regulatory matters, financial instruments, decommissioning and contingencies are
further discussed in Notes 2, 3, 8 and 10 to the Consolidated Financial Statements, respectively.

SCE's outstanding common stock is owned entirely by its parent company, Edison International.

Cash Equivalents

Cash equivalents include time deposits and other investments with original maturities of three months or less.
All investments are classified as available for sale. For a discussion of restricted cash, see “Restricted Cash”
section.

Debt and Equity Investments

Net unrealized gains (losses) on equity investments are recorded as a separate component of
shareholder's equity under the caption “Accumulated other comprehensive income.” Unrealized gains and
losses on decommissioning trust funds are recorded in the accumulated provision for decommissioning,
except for San Onofre Nuclear Generating Station (San Onofre) Unit 1, which is recorded against the
related regulatory asset. All investments are classified as available-for-sale.

Fuel Inventory

Fuel inventory is valued under the last-in, first-out method for fuel oil and under the first-in, first-out method
for coal.

New Accounting Standards

On January 1, 2001, SCE adopted a new accounting standard for derivative instruments and hedging
activities. Adoption of this standard had no material impact on SCE'’s financial statements. Effective

April 1, 2002, SCE also adopted an authoritative accounting interpretation to this standard, which
precludes fuel contracts that have variable amounts from qualifying under the normal purchases and sales
exception. The adoption of this interpretation had no impact on SCE's financial statements.

Effective January 1, 2003, SCE will adopt a new accounting standard, Accounting for Asset Retirement
Obligations, which requires entities to record the fair value of a liability for a legal asset retirement

36
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obligation in the perlod in which it is incurred. When the liability is initially recorded; the entity capitalizes
the cost by increasing the carrying amount of the related long- -lived asset. Over time, the liability is .
increased to its present value each period, and the capitalized cost is depreciated over the useful life of -
the related asset. Upon settlement of the liability, an entity either settles the obligation for its recorded
amount or incurs a gain or loss upon settlement. However, rate-regulated entities may recognize - = .,
regulatory assets or liabilities as aresult of timing differences between the recognition of costs as - .
recorded in accordance with this statement and costs recovered through the ratemaking process. 2
Regulatory assets and liabilities may be recorded when it i is probable that the asset retlrement costs wrll
be recovered through the rate- makrng process 5 oy o : S .

l

SCE estlmates the lmpact of adoptmg thls standard will be as follows

A ~ o~ e

. SCE will adJust rts nuclear decomm|ssron|ng obllgatron to reﬂect the farr value of decommlssmnlng |ts =
nuclear power facilities. SCE will also recognize asset retrrement oblrgatlons assocrated wrth the
decommissioning of other coal-fired generation assets. . e T

e At December 31, 2002, the total nuclear decommissioning obligation accrued for SCE’s active nuclear -
facilities was $2.0 billion and is included in accumulated provision for depreciation and decommissioning
on the consolidated balance sheet. SCE has accrued, at December 31,-2002, $12 millionto =
decommission certain coal-fired generation assets based on its estimate of the decommissioning
obligation under the accounting principles in effect at that time. These decommissioning obligations are
also included in accumulated provrsron for depreciation and decommissioning on the consohdated
balance sheet , ; e

s« SCE estrmates that it will record a $190 million decrease to its recorded nuclear and coal facrhty
decommissioning obligations for asset retirement obligations in existence as of Jantiary 1, 2003. The
estimated cumulative effect of a change in accounting principle from unrecognized accretion expense
and adjustments to depreciation, decommissioning and amortization expense accrued to date is a
$408 million gain (pre-tax), which will be reflected as a regulatory liability as of January 1, 2003.

PR A
2T

Nuclear

Dunng the second quarter of 1998 SCE reduced rts remarnmg nuclear plant mvestment by 32 6 brlhon
(book value as of June 30, 1998) and recorded a regulatory asset on its balance sheet for the same
amount in accordance with asset impairment accounting standards. For this impairment assessment, the
fair value of the investment was calculated by discounting expected future net cash ﬂows The
reclassrfcatlon had no effect on SCE's 1998 results of operatrons - ‘, T A R U AR I SN b
SCE had been recovermg its- mvestments in San Onofre Umts 2 and 3 and Palo Verde Nuclear GO
Generating Station (Palo Verde) on an accelerated basis, as authorized by the CPUC.  The accelerated
recovery was to continue through December 2001, earning a 7.35% fixed rate of return on investment.
San Onofre’s operating costs, including nuclear fuel and nuclear fuel financing costs, and incremental
capital expenditures, were recovered through an incentive pricing plan that allows SCE to receive about
4¢ per kilowatt-hour through 2003. Any differences between these costs and the incentive price would
flow through to shareholders. Palo Verde's accelerated plant recovery, as well as operating costs,
including nuclear fuel and nuclear fuel financing costs, and incremental capital expendrtures were subject
to balancing account treatment through December 31, 2001. The San Onofre and Palo Verde rate
recovery plans and the Palo Verde balancing account were part of the transition cost balancrng account
(TCBA) See further dlscussron of the TCBA |n "Regulatory Assets and Lrabrhtles - ;o

The nuclear rate maklng plans and the TCBA mechamsm were to contrnue for rate maklng purposes at
least through 2001 for Palo Verde operating costs and through 2003 for the San Onofre incentive pricing : .
plan. However, due to the various unresolved regulatory and legislative issues, as of December 31,,2000,
SCE was no longer able to conclude that the unamortized nuclear investment was probable of recovery
through the rate-making process.. As a result, this balance was written off as a charge to earnings at that *:
time. -As-a result of the CPUC’s April 4, 2002 decision that returned SCE’s URG assets to cost-based - - -
ratemaking, 'SCE reestablished for financial reporting purposes its unamortized nuclear investment and - .-
related flow-through taxes, retroactive to August 31, 2001, based on a 10-year recovery period, effective
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January 1, 2001, with a corresponding credit to earnings. SCE adjusted the procurement-related
obligations account (PROACT) regulatory asset balance to reflect recovery of the nuclear investment in
accordance with the final URG decision.

In a September 2001 decision, the CPUC granted SCE's request to continue the current rate-making
treatment for Palo Verde, including the continuation of the existing nuclear unit incentive procedure with a
5¢ per kWh cap on replacement power costs, until resolution of SCE's next general rate case or further
CPUC action. Palo Verde's existing nuclear unit incentive procedure calculates a reward for performance
of any unit above an 80% capacity factor for a fuel cycle. The San Onofre Units 2 and 3 incentive
ratemaking plan will continue until December 31, 2003. In its general rate case, SCE has requested to
transition San Onofre Units 2 and 3 back to traditional cost-of-service ratemaking on January 1, 2004 and
to return Palo Verde to traditional cost-of-service ratemaking upon the effective date of the decision on

that application.

Other Nonoperating Income and Deductions

Other nonoperating income and deductions are as follows:

In millions Year ended December 31, 2002 2001 2000
Gain on sale of marketable securities $ — $ — $ 4
Property condemnation settlement 38 — -—
Allowance for funds used during construction 19 16 21
Other 25 41 56
Total other nonoperating income $ 82 $ 57 $ 118
Provisions for regulatory issues and refunds $ (35) $ 7 $ 78
Other 33 31 32
Total other nonoperating deductions $ (2) $ 38 $110

Planned Major Maintenance

Certain plant facilities require major maintenance on a periodic basis. All such costs are expensed as
incurred.

Purchased Power

SCE purchased power through the California Power Exchange (PX) and California Independent System
Operator (I1SO) from April 1998 through mid-January 2001. SCE has bilateral forward contracts with other
entities and power-purchase contracts with other utilities and independent power producers classified as
qualifying facilities (QFs). Purchased power detail is provided below:

In millions Year ended December 31, 2002 2001 2000
PX/1SO:

Purchases $ 75 $ 775 $ 8,449
Generation sales — 324 6,120
Purchased power - PX/ISO — net 75 451 2,329
Purchased power — bilateral contracts 61 188 —
Purchased power — interutility/QF contracts 1,880 3,131 2,358
Total $ 2,016 $ 3,770 $ 4,687

Net PX/ISO amounts for 2002 reflect only billing adjustments. These billing adjustments are recovered
through the PROACT and have no impact on earnings.

From January 17, 2001 to December 31, 2002, the California Department of Water Resources (CODWR)

purchased power for delivery to SCE’s customers in an amount equal to the difference between customer
requirements and supplies provided through QF and bilateral contracts, and SCE's utility retained generation.

38



ERETE SOt FUPRSR R IL NS :Southem California Edison Company

Effective January 1, 2003, SCE assumed responsibility for power requirements not met by the CDWR
Power purchased by the CDWR for dehvery to SCE’s customers rs not consrdered a cost to SCE £R

AReguIatory Assets and Lrabrhtres

'whlch represent probable future revenue assocrated wrth certaln costs that wrll be recovered from ;,1
customers through the rate- ‘making process, and regulatory liabilities, which represent probable future
reductions in revenue associated with amounts that are to be credlted fo customers through the: .., =
rate-making process.

The TCBA was éstablished for the recovery of generation-related transition costs during the fourl-'year'fate
freeze period. The transition revenue account (TRA) was a CPUC-authorized regulatory asset account in
which SCE recorded the dlfference between revenue received from custoriiers through frozen rates and

the costs of providing servrce to customers, including power procurement costs. ... ...

The galns resulting from the sale of 12 of SCE's generating plants dunng 1998 were credlted to the TCBA.
The coal and hydroelectric generation balancing accounts tracked the differences between market
revenue from coal and hydroelectnc generation and the plants’ operatlng costs after Apnl 1 1998

On March 27 2001, the CPUC issued a decision stating, among other thrngs that the rate freeze had not
ended and the TCBA mechanism was to remain in place.. However, the decision required SCE to
recalculate the TCBA retroactive to January 1, 1998, the beginning of the rate freeze period. The, new
calculation required the coal‘and’ hydroelectrlc batancing account overcollections (which amounted to

$1.5 billion as of December 31, 2000) to be transferred monthly to the TRA, rather than annually to the
TCBA (as previously required). In addition, it réquired the TRA to be'transferred to the TCBAon a .
monthly basis.\, Previous rules had called only for overcollections to be transferred to the TCBA monthly,
while undercollections were to remain in the TRA until they were recovered from future overcollectlons or:
the end of the rate freeze whlchever came fll’St Peorormnn IR s i : :
There are many factors that affect SCE's abrllty to recover |ts regulatory assets SCE assessed the
probability of recovery of its generation-related regulatory assets in light of the CPUC’s March 27, 2001
decisions, including the retroactive trafsfer of balances from SCE'’s TRA to the TCBAand related
changes.” These decisions and other regulatory and legislative actions did not meet SCE’s prior i:‘ RS
expectation that the CPUC would provide adequate cost recovery mechanisms.: SCE was unableto = =
conclude that its generation-related regulatory assets were probable of recovery through the rate- maklng
process as of December 31, 2000. Therefore, in accordance with accounting rules,-SCE recorded a”.

$2.5 bllhon after-tax charge to earnmgs at that tlme to wnte off the TCBA and other regulatory assets

In addrtlon to the TCBA generatron -related regulatory assets totalrng $1 3 brlhon (rncludrng the ‘- EER
unamortrzed nuclear investment, ﬂow-through taxes, unamortlzed loss on sale of plant purchased power
settlements and other regulatory assets) weré written off as of December 31, 2000. o -
In accordance with an October 2001 settlement agreement between the CPUC and SCE, the CPUC v
passeda resolution’on January 23, 2002, allowing SCE to establish the PROACT regulatory asset for~ -
previously’ lncurred ‘energy procurement costs; rétroactive to August 31;,2001.- The settiement agreement
called for the end of the TCBA mechanismi as of August 31, 2001-and contrnuatlon of the’ rate freeze
(including surcharges) until the earlier of December 31, 2003, or the date SCE fecovers its previously ~
incurred (undercollected) power procurement costs. During a period beginning on September 1, 2001 and
ending on the earlier of the date that SCE has recovered all of its procurement-related obligations ~ -
recorded in the PROACT or December 31, 2005, SCE applies to the PROACT the difference between
SCE’s revenue from retail electric rates’ (mcludrng surcharges) and the costs that SCE i is authonzed by the
CPUCto recover in retail electric rates.”’ The balance in the PROACT accrues interest.” If SCE has not
recovered the entire balance by December 31, 2003, the unrecovered balance will be amortrzed for up to '
an additional two years. o

Based on the CPUC’s April 2002 decision related to SCE's utility-retained generation, during the second
quarter of 2002, SCE reestablished for financial reporting purposes regulatory assets related to its
unamortized nuclear facilities, purchased-power settlements and flow-through taxes.
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Due to the current status of the Mohave Generating Station (Mohave) Proceeding (discussed in Note 2),
SCE has concluded that it is probable Mohave will be shut down at the end of 2005 and that its book value
must be reduced to fair value in accordance with an impairment-related accounting standard. Based on
SCE's expectation that any unrecovered book value at the end of 2005 would be recovered in future rates
through the rate-making mechanism discussed in its May 17, 2002 application and again in its January 30,
2003 supplemental testimony, and in accordance with accounting standards for rate-regulated enterprises,
SCE reclassified for financial reporting purposes approximately $61 million of Mohave's $88 million boak
value (at December 31, 2002) to a regulatory asset as of December 31, 2002.

Regulatory assets, less regulatory liabilities, included in the consolidated balance sheets are:

In millions . December 31, 2002 2001
PROACT - net $ 574 $ 2,641
Rate reduction notes - transition cost deferral 1,215 1,453
Unamortized nuclear investment - net 630 —
Unamortized coal plant investment - net 61 —
Other: ‘
Flow-through taxes — net 1,336 1,017
Unamortized loss on reacquired debt 237 254
Environmental remediation 70 57
Regulatory balancing accounts and other — net 224 189
Total $ 4,347 $ 5611

The regulatory asset related to the rate reduction notes will be recovered over the terms of those notes.
The net regulatory asset related to the unamortized nuclear investment will be recovered by the end of the
remaining useful lives of the nuclear assets. SCE has requested a four-year recovery period for the net
regulatory asset related to its unamortized coal plant investment. CPUC approval is pending. The other
regulatory assets and liabilities are being recovered through other components of electric rates.

Balancing account undercollections and overcollections accrue interest based on a three-month
commercial paper rate published by the Federal Reserve. PROACT accrues interest based on the
interest expense for the debt issued to finance the procurement-related obligations, net of interest income
on SCE’s cash balance. Income tax effects on all balancing account changes are deferred.

Related Party Transactions

Certain Edison Mission Energy (a wholly owned subsidiary of Edison International) subsidiaries have
49% — 50% ownership in partnerships (QFs) that sell electricity generated by their project facilities to SCE
under long-term power purchase agreements with terms and pricing approved by the CPUC. SCE's
purchases from these partnerships were $548 million in 2002, $983 million in 2001 and $716 million in
2000.

SCE holds $153 million in notes receivable from affiliates, due in June 2007.. The notes were issued by
Edison International in second quarter 1997, and assigned to SCE in fourth quarter 1997. A $78 million
note receivable from Edison Mission Energy bears interest at LIBOR plus 0.275%; and a $75 million note
receivable from Edison Capital bears interest at a 30-day commercial paper rate.

Restricted Cash

SCE had restricted cash of $47 million at December 31, 2002 and $35 million at December 31, 2001, which
was included in the caption “prepayments and other current assets” on the balance sheets. These restricted
amounts are used exclusively to make scheduled payments on the current maturities of rate reduction notes
issued on behalf of SCE by a special purpose entity.
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Operating revenue is recognized as electricity is delivered and includes amounts for services rendered but
unbilled at the end of each year. Amounts charged for services rendered are based on CPUC-authorized
rates.‘Rates include amounts for current period costs, plus the recovery ‘of previously incurred costs (see
discussions under “Regulatory Assets and Liabilities”). However, in accordance with accounting - -
standards for rate-regulated enterprises, amounts currently authorized in rates for recovery of costs to be
incurred in the future are not considered as revenue until the associated costs are incurred.- g

Since January 17, 2001, power purchased by the CDWR or through the 1SO for SCE's customers is not
considered a cost to SCE, because SCE is acting as an agent for these transactions.: Further, amounts
billed to ($1.4 billion in 2002-and $2.0 billion in 2001) and collected from its customers for these power
purchases and CDWR bond-related costs (effective November 15, 2002 for- bond related costs) are belng
remitted to the CDWR and are not recognized as revenue to SCE. -

o B meaY e s . B LT I

Stock-Based Employee Compensation e

B A

SCE has three stock-based employee compensatron plans, which are described more fully in Note 7 o
SCE accounts for those plans using the” mtnnsrc Value method.” Upon grant no stock-based employee
compensatlon cost is reflected in net i mcome as all optlons granted under those plans had an exermse
price equal to the market valueof the underlyrng common stock on the date of grant Compensatlon o
expense récorded Under thé stock-comperisation p program was $7 mrlllon in 2002, $1 mrllron in 2001 and

$4 million in 2000. ‘The followmg table |llustrates the effect on net mcome |f the company had used the
fair-value accounting method. - e o

*+’In millions 7 Year endéd December 81, + - 12002~ "1 2001 -7 2000 -
Net income (loss) available S R TR et Tt e
for common stock, as reported | o, $1228

| . $2386 $(2050) .
" Less:‘Additional stock-based compensatlon wid ST e
"' ‘expense using the fair-value L S O ; -
accounting method — net of tax ' S b)) TRt g w1 40

Pro forma neti lncome (loss) . : B P T
" available for common stock SRt "$1,‘230" $2383 $(2 054) R

L

Supplemental Accumulated Other Comprehensrve Income (Loss) Informatlon

Supplemental mformatlon regardrng SCE’s accumulated other comprehensrve lncome (loss) lS

In millions | December 31 2002 2001 .
Minimum pension liability <net! """ =" Tt T et TG (E) L 8 R
Cumulative effect of change in accountlng ' T '

for derivatives . el T e, 398
Unrealized losses on cash ﬂow hedges et " i (11) (420)
Accumulated other comprehensive loss $ (16) 7% ~§ (22)-F F vl

. - R ITEA S TS L S LT :f&."c‘,t Y
" The minimum pension liability is discussed in Note 7, Employee 'Compensation anEl Benef t Plans. =™~

Unreallzed gams (losses) on cash flow hedges relate to SCE s 1nterest rate swap (the swap termrnated on'
January 5, 2001 but the related debt matures in 2008) The unamortrzed loss of $11, million” (as of . ;
December 31, 2002 net of tax) on the lnterest rate ‘swap wrll be amortrzed over a perrod endmg ln 2008
Approxnmately $2 mlllron after tax of the unamortrzed Ioss on thls swap will be reclassnf ed rnto earnlngs
durrng 2003 e .
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Supplemental Cash Flows Information

SCE supplemental cash flows information is:

In millions Year ended December 31, 2002 2001 2000
Cash payments for interest and taxes:

Interest — net of amounts capitalized $ 487 $ 455 $ 303
Tax payments (receipts) 1,110 (105) 306

Non-cash investing and financing activities:
Details of senior secured credit facility transaction:

Retirement of credit facility $ 1,650 — —

Cash paid on retirement of credit facility {50) — —

Senior secured credit facility replacement $ 1,600 — —
Utility Plant

Utility plant additions, including replacements and betterments, are capitalized. Such costs include direct
material and labor, construction overhead and an allowance for funds used during construction (AFUDC).
AFUDC represents the estimated cost of debt and equity funds that finance utility-plant construction.
AFUDC is capitalized during plant construction and reported in current earnings in other nonoperating
income. AFUDC is recovered in rates through depreciation expense over the useful life of the related
asset. Depreciation of utility plant is computed on a straight-line, remaining-life basis.

AFUDC - equity was $11 million in 2002, $7 million in 2001 and $11 million in 2000. AFUDC — debt was
$8 million in 2002, $9 million in 2001 and $10 million in 2000.

Replaced or retired property and removal costs less salvage are charged to the accumulated provision for
depreciation. Depreciation expense stated as a percent of average original cost of depreciable utility plant
was 4.2% for 2002, and 3.6% for 2001 and 2000.

Estimated useful lives of SCE's property, plant and equipment, as authorized by the CPUC, are as follows:

Generation plant 30 years to 45 years
Distribution plant 24 years to 53 years
Transmission plant 40 years to 60 years
Other plant 5 years to 40 years

SCE’s net investment in generation-related utility plant was $842 million at December 31, 2002 and
$1.0 billion at December 31, 2001.

Nuclear fuel is recorded as utility plant in accordance with CPUC rate-making procedures.
Note 2. Regulatory Matters

CPUC Litigation Settlement Agreement

In 2001, SCE and the CPUC entered into a settlement of SCE's lawsuit against the CPUC, which sought a
ruling that SCE is entitled to full recovery of its past electricity procurement costs. A key element of the
settlement agreement was the establishment of a $3.6 billion rate-recovery mechanism called the
PROACT as of August 31, 2001. The Utility Reform Network (TURN), a consumer advocacy group, and
other parties appealed to the federal court of appeals seeking to overturn the stipulated judgment of the
district court that approved the settlement agreement. On March 4, 2002, the court of appeals heard
argument on the appeal, and on September 23, 2002 the court issued its opinion. In the opinion, the court
affirmed the district court on all claims, with the exception of the challenges founded upon California state
law, which the appeals court referred to the California Supreme Court. Specifically, the appeals court
affirmed the district court in the following respects: (1) the district court did not err in denying the motions
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to intervene brought by entities other than TURN; (2) the district court did not err:in denying standing for- .
the entities other than TURN to appeal the stipulated judgment; (3) the district court was not deprived of ;i
original jurisdiction over the lawsuit; (4) the district court did not err in declining to abstain from the case;.~
(5) the district court did not exceed its authority by approving the stipulated judgment without TURN's . -
consent; (6) the district court's approval of the settlement agreement did not deny TURN due process; and
(7) the district court did not violate the Tenth Amendment of the United States Constitution in approving ;-
the stipulated judgment. In sum, the appeals ‘court concluded that none of the substantive arguments
based on federal statutory or constitutional law compelled reversal of the district court’s approval of the__

stipulated judgment...c’ ve i s c Lo s e esirn i T A g ot

N ol cis

However, the appeals court stated in its opinion that there is a serious question whether the settlement -
agreement violated state law, both in substance and in the procedure by which the CPUC agreed to it. -
The appeals court added that if the settlement agreement violated state law, the CPUC lacked capacity to
consent to the stipulated judgment, and the stipulated judgment would need to be vacated. The appeals -
court indicated that, on a substantive level, the stipulated judgment appears to violate California’s electric -
industry restructuring statute providing for a rate freeze. The appeals court also indicated that,ona .., -;
procedural level, the stipulated judgment appears to violate California laws requiring open meetings and . -
public hearings. “Because federal courts are bound by the pronouncements of the state’s highest court on
applicable state law, and because the federal appeals court found no controlling precedents from _; - -~
California‘courts on the issues of state law in this case, the appeals court issued a separate order- . . -7
certifying those issues in question form to the California Supreme Court and requested that the California;
Supreme Court accept certification. .- ~= * - Coes el oy B PP ET
The California Supreme Court accepted the certification, reformulated one of the certified questions as . -
SCE had requested, and set a briefing schedule that will be followed by oral argument.- SCE and the .. -
CPUC filed their respective opening briefs on the certified questions on December 20, 2002. TURN filed
its answering brief on January 24, 2003 and SCE and the CPUC filed reply briefs on February 13, 2003. -
Various third parties, including the Governor, submitted friend-of-the-court briefs concerning the certified
questions. In-addition, the California Supreme Court requested that the parties provide supplemental -~ -
briefing with respect to an issue related to California's open meeting laws." The parties have complied with
such request.’ The California Supreme Court will set a hearing date on the matter...Once the California~*,
Supreme Court rules, the matter.will return to the Ninth Circuit, which in turn should be guided by the =
California Supreme Court’s answers and interpretations of state law.":In'the meantime, the case is stayed
in the federal appellate court."SCE continues to operate under the settlement agreement. SCE continues
to'believe it is probable that SCE ultimately will recover its past procurement costs through regulatory >
mechanisms, including the PROACT. However, SCE cannot predict with certainty the outcome of the " *:
pending legal proceedings.

S R T L P RS A EL RS S SN I U DU VIIU Lo EL I SR M S
Under the settlement agreement, SCE cannot pay dividends or other distributions on its common stock: ¢
(all of which is held by its parent,"Edison International) prior to the earlier of the date on which SCE has.. -
recovered all of its procurement-related obligations or January 1, 2005,’except that if SCE has'not -~ 0.
recovered all of its procurement-related obligations by December.31, 2003, SCE may apply to the CPUC :

for consent to resume ‘common'stock dividends prior to January1,2005 and the CPUC will nots e iiae e
unreasonably withhold its consent. 770 = s ot L SETRRITER LR ST T T TN S0 PR IS KA
e L T AR T LTt N T TRI B P s EAA L LR Pere, B B S ) ORISR U AT AL I ST I P AN

CDWR Power Purchases and Revenué Requirement Proceedings ™" . . "~
AN I TP T ¥ S ST LNy Ve Rl U LI LRIt I S oty 1 B SO SRR e S G TP ST I MR A
In accordance with an ‘emergency order signed by the governor, the CDWR began making emergency ., .
power purchases for SCE’s customers on January 17,2001. Amounts SCE bills to and collects fromiits -
customers for electric power. purchased and sold by the CDWR are remitted directly to the CDWR and are
not recognized as revenue by SCE. In February 2001, Assembly Bill 1 (First Extraordinary Session, ’
AB 1X) was enacted into law. AB 1X authorized the CDWR to enter into contracts to purchase electric - -
power and sell power at cost directly to SCE’s retail customers and authorized the COWR to issue bonds
to finance ‘electricity purchases:In addition, the CPUC has the responsibility to allocate the CDWR's " 1!

AY

revenue requirement among the customers of SCE, Pacific Gas and Electric (PG&E) and San Diego " ...

W

GéS;&’-Elebtric (SDG&E).7v 77w
(Rt 300 TH R s o Tl e ant e I T R e e
On February 21::2002, the CPUC allocated to'SCE'’s ¢ustomers $3.5 billion (38.2%) of the CDWR's total .:
power procurement revenue requirement of $9 billion for 2001 and 2002. This resulted in an'average .~ -

i . R
I SRR 1 S B .- el . sadbany
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annual CDWR revenue requirement of $1.7 billion being allocated to SCE. In its February 21, 2002
decision, the CPUC ordered that allocation of that revenue requirement to each utility be trued-up based
on the CDWR's actual recorded costs for the 2001-2002 period and a specific methodology set forth in
that decision.

On October 24, 2002, the CPUC issued a decision which adopts a methodology for establishing a charge
to repay bond-related costs resulting from the CDWR'’s $11 billion bond issue. The bond charge is to be
set by dividing the annual revenue requirement for bond-related costs by an estimate of the annual
electricity consumption of bundled service customers subject to the charge. The charge will apply to
electricity consumed on and after November 15, 2002 and will be set annually based on annual expected
debt-related costs and projected electricity consumption. For 2003, the CPUC allocated to SCE’s
customers $331 million (about 44%) of the CDWR's bond charge revenue requirement of $745 million.
The bond charge is set at a rate of 0.513¢ per kWh for SCE’s customers. In a November 7, 2002
decision, the CPUC assigned responsibility for a portion of the bond charge to direct access customers.

On December 17, 2002, the CPUC adopted an allocation of the CDWR's forecast power procurement
revenue requirement for 2003, based on the quantity of electricity expected to be supplied under the
CDWR contracts to customers of each of the three utility companies by the CDWR. SCE's allocated
share is $1.9 billion of the CDWR's total 2003 power procurement revenue requirement of $4.5 billion.
This is an interim allocation and will be superseded by a later allocation after the CDWR submits a
supplemental determination of its 2003 revenue requirement. The CPUC stated that the later allocation
could result in a reduction in the CDWR's revenue requirement, with a corresponding decrease in the
CDWR's rate charged to bundled service customers. The CPUC's December 17, 2002 decision did not
address issues relating to the true-up of the CDWR's 2001-2002 revenue requirement, stating that those
issues will be addressed after actual data for 2002 becomes available, expected in April 2003.

Electric Line Maintenance Practices Proceeding

In August 2001, the CPUC issued an Order Instituting Investigation (Oll) regarding SCE's overhead and
underground electric line maintenance practices. The Oll is based on a report issued by the CPUC's
Protection and Safety Consumer Services Division (CPSD), which alleges SCE had a pattern of
noncompliance with the CPUC's General Orders for the maintenance of electric lines over the period
19898-2000. The Oll also alleges that noncompliant conditions were involved in 37 accidents resulting in
death, serious injury or property damage. The CPSD identified 4,817 alleged “violations” of the General
Orders during the three-year period. The Oll placed SCE on notice that it is potentially subject to a penalty
of between $500 and $20,000 for each violation or accident.

Prepared testimony was filed on this matter in April 2002, and hearings were concluded in September
2002. "In opening briefs filed on October 21, 2002, the CPSD recommended that SCE be assessed a
penalty of $97 million, while SCE requested that the CPUC dismiss the proceeding and impose no
penalties. SCE stated in its opening brief that it has acted reasonably, allocating its financial and human
resources in pursuit of the optimum combination of employee and public safety, system reliability, cost-
effectiveness, and technological advances. SCE also encouraged the CPUC to transfer consideration of
issues related to development of standardized inspection methodologies and inspector training to an
Order Instituting Rulemaking to revise these General Orders opened by the CPUC in October 2001 orto a
new rulemaking proceeding. On March 14, 2003, SCE and the CPSD filed opening briefs in response to
the assigned administrative law judge’s direction to address application of the appropriate standard to
govern SCE’s electric line maintenance obligation. Oral arguments are scheduled for April 22, 2003. A
decision is expected in the second or third quarter of 2003. SCE is unable to predict with certainty
whether this matter ultimately will result in any material financial penalties or impacts on SCE.

Generation Procurement Proceedings

In October 2001, the CPUC issued an Order Instituting Rulemaking directing SCE and the other major
California electric utilities to provide recommendations for establishing policies and mechanisms to enable
the utilities to resume power procurement by January 1, 2003. Although the proceeding began before the
enactment of Assembly Bill 57 (AB 57), that statute (in its draft form, and, after enactment, in its final form)
has guided the proceeding. Senate Bill 1078 (SB 1078) has also had an impact on this proceeding, as
described below.
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AB 57 whrch provrdes for SCE and the other Callfornra utllrtles to resume procunng power for thelr ( G
customers, was signed into law by the Governor of California in September 2002.: A second senate blll
was enacted not long after AB 57.to shorten the time period between the adoption.of a utility's initial .-
procurement plan and the resumptlon of procurement from 90 to 60 days. :Under these statutes, SCE is
effectively allowed to recover procurement costs incurred in compliance with an approved procurement
-plan.- Only limited categories of costs, mcludlng contract admlmstratron and. least-cost dlspatch are-.

subject to reasonableness reviews. - - el -;1 g u _
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In addltron SB 1078 whlch was srgned |nto Iaw by the Govemor |n September 2002 and |s effectlve
January1; 2003 provides that, commencing January 1, 2003, SCE and other California utilities shall - .
increase their procurement of renewable resources ,byﬂat least an additional 1% of their annual electricity 4
sales per year so that 20% of the utility’s annual electricity sales are procured from renewable resources -,
by no later than December 31,:2017. Utilities are not required to enter into long-term contracts for . = -
renewable resources in excess of a market-pnce benchmark to be established by the CPUC pursuant to
criteria set forth in the statute Srmllar provrsrons are also found m AB 57 R R L

The CPUC |ssued four major decrsrons in thrs proceedrng in 2002 addressrng (1) transrtronal
procurement contracts; (2) the allocation of contracts previously entered into by the CDWR among the -
three major California utilities; (3) the resumption of power procurement activities by these utilities on~ -
January-1, 2003 and adoption of a regulatory framework for such actlvmes and (4) SCE’s short-term
procurement plan for2003 Co T e B R R st IR I GO

The fi rst deC|S|on relatrng to transrtlonal procurement contracts was rssued on August 22 2002 lt
authorized the utilities to enter into capacity contracts between the effective date of the decision and
January 1,-2003 referred to as the transitional procurement period. Under this decision, the CPUC would
approve or disapprove the transitional contracts proposed by a utility by means of an expedited advice -
letter process. As a result of this process, SCE entered into six transitional capacity contracts with terms -
up to five years These contracts were approved by the CPUC.

P )r - ,_.. .‘.-, . -‘ - ,,~ . ‘,.!

This dec:sron also reqwred the utrlltres to procure durrng the transmonal procurement penod at Ieast 1%
of their annual electricity sales through a competitive procurement process set aside for renewable -
resources. The utilities were required to solicit bids for renewable contracts with terms of five, ten and
fifteen years and to enter into contracts providing for the commencement of deliveries by the end of 2003..
In accordance with this CPUC directive, SCE conducted a solicitation of offers from owners of renewable :
resources and, based upon the results of the solicitation, provisionally entered into six contracts, subject to
subsequent CPUC approval.- On December 24, 2002 and January 14, 2003; SCE filed advice letters:~ -
seeking CPUC approval of these six renewable contracts. :On January 30, 2003, the CPUC issueda - . *
resolution approving four of the six renewable contracts. ‘In addition, draft resolutions have been issued-
disapproving the two remaining renewable ccontracts, with an alternative draft resolution approvmg one of
the two remaining contracts.,:The CPUC is expected to rule on the remarnmg contracts ln the second
quarter of2003 B R : SEIRERE R S ‘

The second decision addressed the issue of allocating among the three major California utilities the. -
contracts previously entered into by. the CDWR. In this decision,-issued on September 19,2002, the
CPUC allocated the CDWR contracts on a contract-by-contract basis ™~ Under.the decision, utility
responsibility for the contracts is limited to that of scheduling and dispatch: “The decision significantly .
reduces SCE's net short and also increases the likelihood that SCE will have excess power during certarn
periods. :Wholesale revenue from the sale of such surplus energy is to be prorated between the CDWR -
and SCE, ‘pursuant to several CPUC orders. -Under the decision, SCE acts as limited agent for the CDWR
for contract |mplementat|on but legal title, financial reporting and responsibility for the payment of -
contract-related bills remain with the CDWR On January 17;:2003, the CDWR filed a petition to modlfy
the September 19, 2002 decision requesting the allocation of four.additional contracts which are not .
currently part of the CDWR’s 2003 revenue requirement.. The CPUC allocated one of the four contracts to
SCE in a February 27, 2003 decrsron G LR R SRS S e

The third decision was issued on October 24, 2002. It ordered the utilities to resume procurement and
adopting the regulatory framework for the utilities resuming full procurement responsibilities on January 1,
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2003. The decision distinguished the utilities' responsibilities on the basis of short-term (2003) versus
long-term (2004-2024) procurement. It adopted the utilities’ procurement plans filed on May 1, 2002 and
directed that they be modified prior to January 1, 2003 to reflect the decision, the allocation of existing
CDWR contracts, and any transitional procurement done under the August 22, 2002 decision. The
October 24, 2002 decision also set forth a detailed process and procedural schedule to develop long-term
procurement planning that includes the filing by each utility of a long-term plan by April 1, 2003 and an
evidentiary hearing in early July 2003. In addition, the decision called for each of the utilities to establish a
balancing account, to be known as the energy resource recovery account, to track energy costs. These
balancing accounts will be used for examining procurement rate adjustments on a semi-annual basis, as
well as on a more expedited basis in the event fuel and purchased-power costs exceed a prescribed
threshold. The decision also provided clarification as to certain elements of the CPUC’s August 22, 2002
order regarding interim procurement of additional renewable resources and established a schedule for
parties to provide comments in January 2003 on various aspects of SB 1078 implementation in
anticipation of an implementation report to be submitted by the CPUC to the legislature by June 30, 2003.
On November 25, 2002, SCE filed an application with the CPUC for rehearing of the October 24 decision
seeking the correction of legal errors in the decision. The CPUC has not yet ruled on SCE’s application
for rehearing, but has indicated that it will address SCE's application and others in future decisions.

The fourth decision, issued on December 19, 2002, approved modified short-term procurement plans filed
in November 2002 by SCE, PG&E, and SDG&E. It modified and clarified the cost-recovery mechanisms
and standards of behavior adopted in the October 24 decision, and provided further guidance on the
long-term planning process to be undertaken in the next phase of the power procurement proceeding.
The CPUC found that the utilities were capable of resuming full procurement on January 1, 2003 and
ordered that they take all necessary steps to do so.

Among other things, the December 19, 2002 decision determined that SCE’s maximum disallowance risk
exposure for procurement activities, contract administration and least-cost dispatch, would be capped at
twice SCE's annual procurement administrative expenses.

On January 21, 2003, SCE filed an application for rehearing of the December 19 procurement plan
decision. lssues addressed included certain standard of conduct provisions, bilateral contracting, level of
customer risk tolerance, lack of an appropriate tracking mechanism for certain costs, lack of definition for
least cost dispatch, and the finding that SCE was non-compliant with the August 22, 2002 decision. SCE
has filed a petition for modification which addressed, among other things, the need for the cap on SCE'’s
maximum disallowance risk exposure to be extended to cover all procurement activities.

On March 4, 2003, SCE also filed a motion for consolidated consideration of the numerous applications
for rehearing and petitions for modification that have been filed, and will be filed, on the various CPUC
decisions addressing the investor owned utilities management of their power supply portfolios. In the
motion, SCE urged the CPUC to conduct a comprehensive review of its procurement decisions and act on
the various applications for rehearing and petitions for modification in an integrated manner, avoiding the
piecemeal action that failed to fully resolve the outstanding issues.

In accordance with the CPUC’s October 24, 2002 decision, on February 3, 2003, SCE and the other
utilities filed outlines of their long-term procurement plans. SCE proposed in its outline that the CPUC
separate the proceeding so that SCE would file a separate 2004 short-term procurement plan as well as
its long-term plan. The assigned administrative law judge agreed with this proposal. SCE plans to file the
long-term resource plan and the 2004 short-term procurement plan on April 1, 2003 and May 1, 2003,
respectively. Hearings on the short-term plan and certain key issues in the long-term plan are expected to
take place in June and July 2003. The issues that will be incorporated into the long-term plan were
addressed during the prehearing conference on March 7, 2003. Pursuant to a ruling of the assigned
administration law judge, issues related to implementation of SB 1078 will be determined on a separate,
expedited schedule. Testimony on the implementation of SB 1078 will be filed on March 27, 2003 and
hearings will be held in April 2003. A preliminary decision is expected in June 2003, followed by a report
by the CPUC to the legislature on June 30, 2003.
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Holdmg Compan Y Proceedrng

In April 2001 the CPUC lssued an order rnstltutmg mvestlgatron that reopens the past CPUC decrsrons .
authorizing utilities to form holdlng companies and initiates an lnvestlgatlon lnto among other. thlngs R
whether the holding companies violated CPUC requiréments to give first priority to the capital needs of
their respective utility subsidiaries; any additional suspected violations of laws or CPUC rulesand .- .. .
decisions; and whether additional rules; condltlons or other changes fo the holdlng company decrsrons >
are necessary.. -On January 9, 2002, the CPUC isstied ‘an interim, decxsron on the first pnonty condltlon
The decrswn stated that, at least under certaln crrcumstances the condrtlon mcludes the requrrement that
holding companies. infuse all types of capltal into thelr respectlve utlllty subsrdranes when necessary to..
fulfill the’ utrlltys obllgatron to’ serve. The demsron did not determlne lf any of the’ utrllty holdlng companres
had violated this condition, reserving such'a determination for 4 later. phase of the proceedlngs Oon. .
February 11, 2002, SCE and Edison International filed an application before the CPUC for rehearing of the
decision. . On July 17, 2002, the CPUC affirmed its earlier decision on the first priority condition and also
denied Edison lnternatlonal's request fora reheanng of the 'CPUC's determlnatlon that |t had jurrsdlctlon
over, Edrson Internatlonal in this proceedrng on August 21,2002, Edlson lnternatlonal and SCE Jomtly
filed a petition requesting a review of the CPUC's decrsrons with regard to first priority conSIderatlons and
Edison International filed a petition for a review of the CPUC decision asserting jurisdiction over holdrng
companres both in state court as requnred .PG&E and SDG&E and their respective holding companies .
filed srmllar challenges ‘and all cases have’ been transferred to the First District Court of Appeals in San
Francisco.' Thé CPUC fi led briefs in opposmon to the wnt petltlons ‘Edison International, SCE and the -
other petrtloners fi led reply bnefs ‘on'March 6, 2003 No heanngs have been scheduled The court may
rule wrthout holdmg hearrngs SCE cannot predlct wrth certamty what effects thrs rnvestngatlon or any L
"subsequent actlons by the CPUC may have on SCE or any of rts subsrdlanes . . D

‘Mohave Generatrng Statlon Proceedmg

On May 17, 2002, SCE filed with the CPUC an application to address certain issues facing the future ...
extended operation of Mohave which is partly owned by SCE. Mohave obtains all of its coal supply from
the Black Mesa Mine in northeast Arizona, located on lands of the Navajo Nation and Hopi Tribe (the .
Tribes).  This coal is delivered from the mine to Mohave by means of a coal slurry plpelrne Wthh reqwres
water that is obtalned from groundwater wells located on lands of the Trlbes in the mine vicinity..., o

Due 1o the lack of progress in negotratnons wrth the Tnbes and other partles to resolve several coal and
water supply |ssues SCE'’s application stated that it probably would not be possrble for SCE to extend i
Mohave’s operation beyond 2005.” Uncertainty over a post-2005 coal and water supply has also prevented
SCE and the other Mohave co-owners from starting to make approximately $1.1 billion (SCE's share is
$605 million) of Mohave-related investments that will be necessary if Mohave operatrons are to extend .
past 2005, mcludmg the mstallatron of pollutlon-control equrpment that must be putin place pursuant to a
1899 Consent Decree related to alr quallty |f Mohave s operatrons are extended past 2005.;. o

BEFCAT —'r‘ l HEP
SCE‘s May 17 2002 appllcatlon requested elther a) pre-approval for SCEto rmmedrately begln spendlng
up to'$58 million on Mchave pollution controls in 2003, if by, year—end 2002, SCE had obtalned adequate ,
assurance that the outstandlng coal and slurry-water 1ssues would be satlsfactonly resolved or. -
b) authonty for SCE to establish certain balancing accounts and othenmse begm preparmg to termlnate
Mohave s coal—f red operatlons at the end of 2005 . . B

The CPUC issued a ruhng on January 7 2003 requestrng further wrrtten testlmony from SCE and lmtlal
written testimony from other parties on specrf ied issues relating to Mohave and its coal and slurry-water”
supply. The ruling states that the purpose of the CPUC proceeding is to determine whethér itis in the
public interest to extend Mohave operations post 2005:-In its supplemental testimony submitted on
January 30, 2003, SCE stated, among other things, that the currently available information is not suff crent
for the CPUC to make this determination at this time. - The testimony states that neither, SCE nor- any. other
party has sufficient assurance of whether and how the currently unresolved coal and water supply issues
will be resolved. ‘Unless all key unresolved issues. are resolved in a timely way, moreover, Mohave will *:
cease .operation as a coal-fired plant at the end of 2005 under the terms of the consent decree and the
exnstmg coal supply.agreements. In that event, there would be no need for the CPUC to make the .
determination it has described, since extension of the present operating period would not be an optlon
SCE’s supplemental testimony accordingly requests: that the CPUC authorize the ‘establishment of the
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balancing accounts that SCE first requested in its May 17, 2002 application in order to prepare for an
orderly shutdown of Mohave by the end of 2005, but the testimony also states that even with such
authorization, SCE will continue to work with the relevant stakeholders to attempt to resolve the issues
surrounding Mohave’s coal and slurry-water supply.

On January 14, 2003, the Natural Resources Defense Council, Black Mesa Trust and others served a
notice of intent to sue the U.S. Department of the Interior and other federal government agencies and
individuals, challenging the failure of the government to issue a final permit to Peabody Western Coal
Company for the operation of the Black Mesa Mine. The prospective plaintiffs claim that the federal
government must begin a proceeding for issuance of a final permit to Peabody rather than allow Peabody
to continue long-term operation of the Black Mesa Mine on an interim basis including groundwater
extraction for use in the coal slurry pipeline.

The notice indicates that the prospective plaintiffs would then challenge any issuance of a permanent
mining permit for the Black Mesa Mine unless, at a minimum, an alternate source of slurry water is
obtained. If the prospective plaintiffs prevail in any future lawsuit, the coal supply to Mohave could be
interrupted.

In light of all of the issues discussed above, SCE has concluded that it is probable Mohave will be shut
down at the end of 2005. Because the expected undiscounted cash flows from the plant during the years
2003-2005 were less than the $88 million carrying value of the plant as of December 31, 2002, SCE
incurred an impairment charge of $61 million. However, in accordance with accounting standards for rate-
regulated enterprises, this incurred cost was deferred and recorded as a regulatory asset, based on SCE's
expectation that any unrecovered book value at the end of 2005 would be recovered in future rates
through the rate-making mechanism discussed in its May 17, 2002 application and again in its January 30,
2003 supplemental testimony.

URG Decision

On April 4, 2002, the CPUC issued a decision to return URG assets to cost-based ratemaking through the
end of 2002. After that time, SCE's URG-related revenue requirement will be determined through the
2003 general rate case proceeding. Key elements of the URG decision are: retention of the San Onofre
incentive pricing mechanism through 2003; recovery of incurred costs for all URG components other than
San Onofre; establishment of an amortization schedule for SCE’s nuclear plants based on their remaining
useful lives; and establishment of balancing accounts for utility generation, purchased power and SO
ancillary services.

Based on this decision, during second quarter 2002, SCE reestablished for financial reporting purposes
regulatory assets related to its unamortized nuclear plant, purchased-power settlements and flow-through
taxes, reduced the PROACT balance, and recorded a corresponding credit to earnings of $480 million
after tax. The impact of the URG decision is reflected in the financial statements as a credit {decrease) to
the provisions for regulatory clauses of $644 million, partially offset by an increase in deferred income tax
expense of $164 million. The reduction in the PROACT balance reflects a change in the amortization
schedule of SCE’s unamortized nuclear facilities from the schedule required to be used to calculate the
surplus revenue contributed to the PROACT, for rate-making purposes, during the last four months of
2001. Implementation of the URG decision, together with the PROACT mechanism, allowed SCE to
reestablish substantially all of the regulatory assets previously written off to earnings.

Wholesale Electricity Markets

On April 25, 2001, after months of high power prices, the FERC issued an order providing for energy price
controls during 1SO Stage 1 or greater power emergencies (7% or less in reserve power). The order
establishes an hourly clearing price based on the costs of the least efficient generating unit during the
period. Effective June 20, 2001, the FERC expanded the April 25, 2001 order to include non-emergency
periods and price mitigation in the 11-state western region through September 30, 2002. On July 17,
2002, the FERC issued an order reviewing the 1ISO's proposals to redesign the market and implementing
a market power mitigation program for the 11-state western region. The FERC declined to extend beyond
September 30, 2002 all of the market mitigation measures it had previously adopted. However, effective
October 1, 2002, the FERC extended a requirement, first ordered in its June 19, 2001 decision, that all
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western energy sellers offer for sale all operationally and contractually available energy. It also ordered a
cap on bids for real-time energy and ancillary services of $250/MWh to be effective beginning October.1,
2002 and ordered various other market power mitigation measures. -Implementation of the $250/MWh' brd
cap and other market power mitigation measures were delayed until October 31, 2002 by a FERC order
issued September 26, 2002. The FERC did not set a specific ‘expiration date for its new market mitigation
plan.: SCE cannot yet determine whether the new market mitigation plan adopted by the FERC will be:
sufficient to mitigate market price volatility in the wholesale electricity markets in which SCE will purchase
its residual net short electricity requirements (i.e., the amount of energy needed to serve SCE’s customers
from sources other than its own generatmg plants power purchase contracts and CDWR contracts)

On August 2, 2000 SDG&E f leda complamt wrth the FERC seekrng relief from alleged energy
overcharges-in the PX and ISO market. SCE intervened in the proceeding on August 14, 2000. On' =
August 23, 2000, the FERC issued an order initiating an investigation of the justness and reasonableness
of rates charged by sellers in the PX-and ISO markets. Those proceedings were consolidated. -On-

July 25, 2001, the FERC issued an order that limits potential refunds from alleged overcharges by energy
suppliers to the ISO and PX spot markets during the period from October 2, 2000 through June 20, 2001,
and adopted a refund methodology based on dally spot market gas prices. -An administrative law judge :-
conducted evidentiary hearings on this matter in March August and October 2002 and rssued and |n|t|al
decision on: December 12 2002 ST SR ST L LA

On November 20 2002 |n the consolldated proceedlng, the FERC rssued an order authorrzmg 100 days
of discovery by market partrcrpants into market manipulation and abuse during the period January 1, 2000
through June 20,-2001.- SCE joined with the California parties (PG&E, the California Attorney General, the
Electricity Oversight Board, and the CPUC to submit briefs and-evidence demonstrating that sellers and
marketers vnolated tanffs wrthheld power and dlstorted and manrpulated the Calrfornra electncrty markets

Ata FERC meetrng on March 26 2003 the FERC rssued orders that mrtrated procedures for determlnmg
additional refunds arising from market manipulation by energy suppliers. Based on public comments at
the meeting and the FERC's press releases, it appears that the FERC acknowledges that there was '
pervasive gaming and market manipulation of the electric and gas markets in California and on the west
coast. A new FERC staff report issued on March 26, 2003 also describes many of the techniques and
effects of electric and gas market manipulation. The FERC will be modifying the administrative law
judge’s initial decision of December 12, 2002 to reflect the fact that the gas indices used in the market
manipulation formula overstated the cost of gas used to generate electricity. :

SCE has not yet completed an evaluation of the FERC actlons taken on March 26, 2003 and cannot
determine the timing or amount of any potential refunds. Under the settlement agreement with the CPUC,
any refunds will be applred to reduce the PROACT balance until the PROACT is fully recovered After
PROACT recovery rs complete 90% of any refunds will be refunded to ratepayers. -

Note 3. Derrvatrve lnstruments and Hedgmg Activities

SCE’s risk management policy allows the use of derivative financial rnstruments to' manage financial
exposure on its jnvestments, fluctuations in interest rates and energy. pnces but prohibits the use of these
instruments for speculative or trading purposes

On January 1, 2001, SCE adopted a new accountrng standard for derrvatrve mstruments and hedgrng
activities: "SCE also adopted subsequent interpretations of this standard issued in July 2001, T
October 2001 .and December 2001. “The standard requires derivative instruments to be recognized on the
balance sheet at fair value unless they meet the definition of a normal purchase or sale.” The normal -
purchases and sales exception requires, among other things, physical delivery in quantities expected to be
used or sold over a reasonable periodin the normal course of business. Gains or losses from changes in
the fair value of a recognized asset or liability or a firm commitment are reflected in earnings for the
ineffective portion of the hedge. For a hedge of the cash flows of a forecasted transaction, the effective '/
portion of the gain or loss is initially recorded as a separate component of shareholder's equrty under the
caption “accumulated other comprehensrve income,” and subsequently reclassified into earnrngs when the
forecasted transactlon affects earnrngs The meffectlve portlon of the hedge is reﬂected in earnrngs S
|mmed|ately DT LT

RS
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SCE recorded its interest rate swap agreement (terminated January 5, 2001) and its block forward power-
purchase contracts at fair value effective January 1, 2001. The unamortized loss of $11 million (as of
December 31, 2002 net of tax) on the interest rate swap will be amortized over a period ending in 2008,
when the related debt matures. Due to downgrades in SCE’s credit ratings and SCE's failure to pay its
obligations to the PX, the PX suspended SCE’s market trading privileges and sought to liquidate SCE's
remaining block forward contracts. Before the PX could do so, on February 2, 2001, the state seized the
contracts. On September 30, 2001, a federal appeals court ruled that the Governor of California acted
illegally when he seized the contracts held by SCE. In conjunction with its settlement agreement with the
CPUC, SCE has agreed to release any claim for compensation against the state for these contracts.
However, if the PX prevails in its claims against the state, SCE may receive some refunds.

SCE has bilateral forward power contracts, which are considered normal purchases under accounting
rules. SCE is exposed to credit loss in the event of nonperformance by the counterparties to its bilateral
forward contracts, but does not expect the counterparties to fail to meet their obligations. The
counterparties are required to post collateral depending on the creditworthiness of each counterparty.

In October and November 2001, SCE purchased $209 million of call options that mitigate its exposure to
increases in natural gas prices during 2002 and 2003. This amount is being recovered through the
PROACT mechanism. Amounts paid to QFs for energy are based on natural gas prices. Any fair value
changes for gas call options are offset through a regulatory balancing account; therefore, fair value
changes do not affect earnings.

SCE purchases power from certain QFs in which the contract pricing is based on a natural gas index, but
the power is not generated with natural gas. A portion of these contracts is not eligible for the normal
purchases and sales exception under accounting rules, and the fair value is recorded on the balance
sheet. Any fair value changes for these QF contracts are offset through a regulatory mechanism;
therefore, fair value changes do not affect earnings.

Fair values of financial instruments are:

In millions December 31, 2002 2001
Financial assets:

Decommissioning trusts $ 2,210 $2,275
Gas options 77 91

Financial liabilities:
DOE decommissioning and

decontamination fees 22 25
QF power contracts 70 —
Short-term debt —_ 2,103
Long-term debt 4,543 4,659
Long-term debt due within one year 1,722 1,183
Preferred stock subject to mandatory redemption 129 118
Preferred stock to be redeemed within one year 8 102

The fair value of financial assets is based on quoted market prices.

Financial liabilities' fair values are based on: discounted future cash flows for U.S. Department of Energy
(DOE) decommissioning and decontamination fees; financial models for QF power contracts; and brokers'
quotes for short-term debt, long-term debt and preferred stock.

Due to their short maturities, amounts reported for cash equivalents approximate fair value.

Note 4. Debt

Almost all SCE properties are subject to a trust indenture lien. SCE has pledged first and refunding
mortgage bonds as security for borrowed funds obtained from pollution-control bonds issued by
government agencies. SCE used these proceeds to finance construction of pollution-control facilities.
Bondholders have limited discretion in redeeming certain pollution-control bonds, and SCE has
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arrangements with securities dealers to remarket or purchase them if necessary.~-As a result of investors'
:concerns regarding SCE's liquidity difficulties and overall financial condition,”SCE had to repurchase -
$550 million of pollution-control bonds in December 2000 and early 2001 that could not be remarketed in’
accordance with their terms. On March 1, 2002, SCE remarketed $196 million of the pollutlon-control
bonds that SCE had repurchased in late 2000 . '

Debt premium; discount and issuance expenses are amortized over the life of each issue..-Under CPUC
rate-making procedures “debt reacquisition expenses are amortized over the remaining life ¢ of the
reacquired debt o, if refinanced, the life of the new debt. California law prohibits SCE from i mcurnng or

guaranteelng debt for its nonutrlrty affiliates.

In December 1997 $2.5 billion of rate reduction notes were rssued on behalf of SCE by SCE Fundrng
LLC, a special purpose entity.“These notes were issued to finance the-10% rate reduction mandated by
state law. The proceeds of the rate reduction notes were used by SCE Flindinig LLC to purchase from
SCE an enforceable right known as transition property. Transition property is a current property right
created by the restructuring legislation and a financing order.of the CPUC :and consists generally of the ..
right to be paid a specified amount from nonbypassable rates charged to residential and small commercral
customers. The rate reduction notes are being repaid over 10 years through these nonbypassable
residential and small commercial customer rates, which constitute the transition property purchased by. -
SCE Funding LLC. The notes are collateralized by the transition property and are not collateralized by, or
payable from, assets of SCE or Edison International.- SCE used the proceeds from the sale of the ., .. .~
transition property to retire debt and equrty securities. Although as required by accounting principles .
generally accepted in the United States, SCE Funding LLC is consohdated with SCEand therate - .
reduction notes are shown as long-term debt in the consolidated fi nancial statements, SCE Funding LLC
is legally separate from SCE. The assets of SCE Fundmg LLC are not available to creditors of SCE or
Edison International-and the transition property is legally not an asset of SCE or Edison International. ::..

Long-term debt is:
In millions December 31, 2002 B 2001 S SO

_.ICFirst and refunding mortgage bonds: TS I R ST T e s
2002 - 2026 (5.625% to 7.25% and varlable) $ 2,275 $ 1, 175
Rate reduction notes: I Lt ¢
2002 - 2007 (6.22% to 6.42%) SRR S 71,232 1,478
Pollution-control bonds: I Lol e
2005 — 2040 (5.125% to 7.2% and varlable) 1,216 y 1 216
Bonds repurchased (354) T AT 5BD)
. _Funds held by trustees . {21) (20)
-*Debentures and notes: B S
"+ 2001 —- 2029 (5.875% to 7.625% and Varlable) Yo 4,750 2,450
: -'Subordmated debentures: B L owT
. 2044 (8.375%)._. ... _ e w00 100
< Commercial paper for nuclear fuel ] — .80 iueT
Long-term debt die'withinoneyear ™~ = "7 77 7 7 (q,671) (1,146) '
Unamortized debt discount — net (23) i e (24) - erengl W
Total , s 4,504 $ 4.739 BRI

[ . 1 I -
Ly
it

Long-term debt maturities and sinking-fund requrrements for the next five years are: 2003 $1 7 brllron
2004 . $671 mrllron 2005 - $1.1 billion; 2006 — $446 million; and 2007 = $246 million.. _ut

'On February 24, 2003 'SCE completed an exchange offer of the $1.0 brlhon ‘of variable raté notes due ’
November 2003. A total of $966 million of these notes were exchanged for $966 million of a new series of
first and refunding mortgage bonds'duée February 2007. The new debt was rssued with'an 8% mterest
rate. Approximately $34 million of the exchanged variable Tate notes remain outstanding and are due in"-
chember2003 . , ) . , , T

B T RTors TR TSP NS SIS o8

Cee s
Voo M F ?r

iFie

Short-term debt is. used to finance fuel rnventones balancrng account undercollectlons and general cash -
requrrements rncludmg power purchase payments At December 31 2001 commercral paper mtended to

RN

51



Notes to Consolidated Financial Statements

finance nuclear fuel scheduled to be used more than one year after the balance sheet date was classified
as long-term debt in connection with refinancing terms under five-year term lines of credit with commercial
banks.

Short-term debt is:

In millions December 31, 2002 2001

Commercial paper $ — $ 531

Bank loans — 1,650
Other —_ 6
Amount reclassified as long-term debt - (60)
Total $§ — $ 2,127
Weighted average interest rates — 5.3%

As of December 31, 2002, SCE had no available short-term credit lines and had fully drawn a long-term
credit line of $300 milfion.

Note 5. Preferred Stock

Authorized shares of preferred and preference stocks are: $25 cumulative preferred — 24 million;

$100 cumulative preferred — 12 million; and preference — 50 million. All cumulative preferred stocks are
redeemable. Mandatorily redeemable preferred stocks are subject to sinking-fund provisions. When
preferred shares are redeemed, the premiums paid are charged to common equity.

Preferred stock redemption requirements for the next five years are: 2003 — $9 million; 2004 - $9 million;
2005 ~ $9 million; 2006 — $9 million and 2007 — $9 million.

Cumulative preferred stocks are:

Dollars in millions, except per share amounts December 31, 2002 2001

December 31, 2002
Shares Redemption
Outstanding Price

Not subject to mandatory redemption:
$25 par value:

4.08% Series 1,000,000 $25.50 $ 25 $ 25
4.24 1,200,000 25.80 30 30
4.32 1,653,429 28.75 41 41
4.78 1,296,769 25.80 33 33
Total $129 $129

Subject to mandatory redemption:
$100 par value:

6.05% Series 750,000 $ 100.00 $ 75 $ 75
6.45 — — — 100
7.23 807,000 100.00 81 81
Preferred stock to be redeemed within one year (9) - {(105)
Total $ 147 $ 151

In 2002, SCE redeemed 1,000,000 shares of 6.45% Series preferred stock. There were no other
redemptions, and no issuances, of preferred stock in the last three years.

The 7.23% Series preferred stock has mandatory sinking funds, requiring SCE to redeem at least 50,000
shares per year from 2002 through 2006, and 750,000 shares in 2007. However, SCE is allowed to credit
previously repurchased shares against the mandatory sinking fund provisions. Since SCE had previously
repurchased 193,000 shares of this series, no shares were redeemed in 2002. At December 31, 2002,
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SCE had 143,000 of prevnously repurchased, but not retlred shares avallable to credlt agalnst the .
mandatory smklng fund provisions. : - y . ,

Note 6 Income Taxes

Loy wanTh o

SCE and its subS|d|ar|es are mcluded in Edison International's consolidatéd federal i mcome tax and
combined state franchise tax returns. - Under an income tax allocation agreement approved by the CPUC
SCE s tax lrablhty is computed asif it f led a separate return. ' L

lncome tax expense rncludes the current tax liability from operatlons and the change ln deferred lncome

taxes dunng the year lnvestment tax credrts are amortized over the lives of the related propertles

The' components of the net accumulated deferred income tax liability are:

,Alr'=

Y

__..In millions ~ - -+~ e - December 31, —~ ~=== = = - = tgQQ2 T
"7 Deferred tax assets:
Accrued charges . 8 A6 - 8L AT
Investment tax credits - i 73" e
Property- -related o .., 178
_Regulatory balancing accounts el e RN B 36E

Unrealized gains or losses
Other

274

" 212‘”) Loeorab

Total R $6518,
Deferred tax liabilities: T
,Property-related ST R A %< 1 - R

;Capltallzed software costs . _
Regulatory balancing accounts

Unrealized gains and Iosses o

Other "=~ --™

i 204 .0

- Total

~

.$. 5931 - .-

' 6,054
- - »171 LT
H ixyak 306 - “'
. -~ $ 9,134‘ e o

-Accumulated deferred income taxes — net

- 1$.2,616:0 - ¢

$ 2932 .- -

Classification of accumulated deferred i mcome taxes

Included in deferred credits

Included in current assets

The components of income tax expense (benefit) by location of taxing jurisdiction are:” ™ - -

2001' E R LI

HITT §73,365 % <

433

“éooof“‘*

In millions Year ended December 31, 2002

Current: ., . Capegp v g e Ak e
Federa_l e $ 990 o $ ‘240 i $ (104)
State 273 29 o :

- 1,263 269 (104)
Deferred: T et
Federal (504) o .ojosz2 | e (746). ..
State - .. LMY LT SRR (117)""-* : 337" U (172)

T R ,,,.(621)7. e 1,389 .'--fviv-rv.(918)
" Total $ 642 $ 1,658 - $(1,022) -
E . v i L E
. SR HRN oo w
> £ - BRI . A :
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The major components of deferred tax expense (benefit), which arise from tax credits and timing
differences between financial and tax reporting, are:

In millions Year ended December 31, 2002 2001 2000
Deferred - federal and state:

Accrued charges $ 56 $ (79 $ (133)
Investment tax credits (6) (6) (41)
Property-related 74 174 (302)
Regulatory asset amortization (99) (138) 251
Regulatory balancing accounts (575) 1,345 (740)
State tax privilege year (76) (36) 31
Unbilled revenue — 101 20
Pension reserve 34 4) 1
Other (29) 32 (5)
Total $ (621) $ 1,389 $ (918)

The federal statutory income tax rate is reconciled to the effective tax rate below:

Year ended December 31, 2002 2001 2000
Federal statutory rate 35.0% 35.0% 35.0%
Favorable resolution of audit (1.9) — -_—
Investment tax credits {0.3) (0.1) 1.4
Property-related and other (4.2) 0.1 (6.6)
State tax — net of federal deduction 5.4 5.8 3.7
Effective tax rate 34.0% 40.8% 33.5%

The composite federal and state statutory income tax rate was 40.551% for all years presented. The
lower effective tax rate of 34% realized in 2002 was primarily due to reestablishing a tax-related regulatory
asset due to implementation of the URG decision and recording the benefit of favorable settlement of
Internal Revenue Service (IRS) audits.

As a matter of course, SCE is regularly audited by federal and state taxing authorities. For further
discussion of this matter, see “Federal Income Taxes” in Note 10.

Note 7. Employee Compensation and Benefit Plans
Employee Savings Plan

SCE has a 401(k) defined-contribution savings plan designed to suppiement employees' retirement
income. The plan received employer contributions of $30 million in 2002, $29 million in 2001 and
$29 million in 2000.

Pension Plan

SCE has defined-benefit pension plans, including executive and non-executive plans, which cover
employees meeting minimum service requirements. The non-executive plan has a cash balance feature.
SCE recognizes pension expense for the non-executive plan as calculated by the actuarial method used
for ratemaking.

At December 31, 2002, the accumulated benefit obligation of the executive pension plan exceeded the
related plan assets at the measurement date. In accordance with accounting standards, SCE recorded an
additional minimum liability of $12 million, with corresponding charges of $3 million as an intangible asset
and $9 million as a reduction to shareholder's equity through a charge to accumulated other
comprehensive income. The charge to accumulated other comprehensive income would be restored
through shareholder's equity in future periods to the extent the fair value of the plan assets exceed the
accumulated benefit obligation.
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The projected benefit obligation and accumulated benefit obligation for the executive pension plans were
$55 million and $41 million, respectively, as of December 31, 2002, and $44 million and $32 million,
respectively, as of December 31, 2001. There were no plan assets for the executive plansat .-«
" 'December 31,2002, or December 31, 2001."As of December 31, 2002 and 2001 the falr value of plan
assets exceeded the accumulated benefit obligation for the non- executlve plans b :

lnfgrmatlon on plan ‘assets and benefit obligations is shown below: ;,c}“' -
In millions 2 Year ended December 31,

Change ln pro;ected benef t obhgatlon )
-~Benefit obligation at beginning of year -

Service cost e S
Interest cost Juneb E
Actuarial loss £ __‘

Benefits paid . T .

"‘PrOJected benefit obhgatlon atendofyear -~ e o e e ~$ 2 550 T $ 2, 371 v
Change ln plan assets e e kWGt ot a s wee L asl e e e e B o s 7 v v gt L et cmea et
Fair value of plan assets ‘at begmnmg of year $2,723
Actual return on plan assets ‘ ) (311)

-.Employer contributions > .. .. ... . e e DR
Benef ts paid £y :-: (138) .

Falr value of plan assets at end of year $ 2,281
Funded status - -~ T¢(269) T
Unrecognized net loss (gain) 394
Unrecognized transition obligation I ) O
Unrecognized prior service cost 98
Recorded asset [EANGS L el hatraweeY  § 0 234
Discount rate E g £ o 6.5%
Rate of compensation’increase D 5.0%
Expected return on plan assets i E
z .

Expense components are T T e B -

A‘ s - A A e ey -
ln mllllons Year ended December 31 2002
Service cost ' VI o Fntad i filise DL de 0 etal s gl 69T L L

Interest cost 5. broiizag 7
Expected return on plan assets 1 .
Special termination benefits |-«
Net amortization and deferral - .-~ ;
Expense under accounting standards it £ .2 e
Regulatory adjustment — deferred

Total expense recognized

[RTPEE Sk 5 e e l l e - R
BELA IS LA PRI RS R I I |t rofsnEnY ronnn )
Postretlrement Benéfits ‘Other Than Pensrons
S ,.rjé ‘"’ﬂ‘ ;’\‘?u,. ol _.l..n' ESTE F i F\, R i
Employees, retlnng at or after.age 55 with at Ieast 10 years of servrce are elrglble for postretlrement health
and dental care,-life insurance: and other benefits. . : w,v.hmm.\,;: PRI R IR PR B S YRRy
cotnuiont otk wois sl o 2oy nsl e 0302 adt o b '
bapyrn ad o [t 7
[Tk ol I PRI CApmann o s DY e B0l ST el
ASNRM WG LT T i st e
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Information on plan assets and benefit obligations is shown below:

In millions Year ended December 31, 2002 2001
Change in benefit obligation

Benefit obligaticn at beginning of year $ 1,925 $1,762
Service cost 42 44
Interest cost 133 129
Actuarial loss 82 61
Benefits paid (79) (71)
Benefit obligation at end of year $ 2,103 $ 1,925
Change in plan assets

Fair value of plan assets at beginning of year $ 1,139 $ 1,200
Actual return on plan assets (148) (92)
Employer contributions 160 102
Benefits paid (79) 71
Fair value of plan assets at end of year $ 1,072 $1,139
Funded status $(1,031) $ (786)
Unrecognized net loss 702 390
Unrecognized transition obligation 268 295
Recorded asset (liability) $ (61) $ (101)
Discount rate 6.75% 7.25%
Expected return on plan assets 8.2% 8.2%

Expense components are:

In millions Year ended December 31, 2002 2001 2000
Service cost $ 42 $ 44 $ 39
Interest cost 133 129 121
Expected return on plan assets (93) (98) (106)
Special termination benefits —_ 2 —
Net amortization and deferral 37 27 27
Total expense $ 119 $ 104 $ 81

The assumed rate of future increases in the per-capita cost of health care benefits is 9.75% for 2003,
gradually decreasing to 5.0% for 2008 and beyond. Increasing the health care cost trend rate by one
percentage point would increase the accumulated obligation as of December 31, 2002 by $341 million and
annual aggregate service and interest costs by $33 million. Decreasing the health care cost trend rate by
one percentage point would decrease the accumulated obligation as of December 31, 2002 by

$274 million and annual aggregate service and interest costs by $26 million.

Stock-Based Employee Compensation

In 1998, Edison International shareholders approved the Edison International Equity Compensation Plan,
replacing the long-term incentive compensation program that had been adopted by Edison International
shareholders in 1992. The 1998 plan authorizes a limited annual number of Edison International common
shares that may be issued in accordance with plan awards. The annual authorization is cumulative,
allowing subsequent issuance of previously unutilized awards. In May 2000, the Edison International
Board of Directors adopted an additional plan, the 2000 Equity Plan, under which stock options, including
the special options discussed below, may be awarded.

Under the 1992, 1998 and 2000 plans, options on 6.7 miillion shares of Edison International common stock
are currently outstanding to officers and senior managers of SCE.
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Each option may be exercised to purchase one share of Edison International common stock and is - .
exercisable at a price equivalent to the fair market value of the underlying stock at the date of grant. - * -
Optrons generally explre 10 years after date of grant and vest over a perrod of up tofi ve years
Edlson Internatlonal stock optlons awarded prror to 2000 rnclude a drvrdend equrvalent feature Dlvrdend
equivalents on stock options issued after 1993 and prior to 2000 are accrued to the extent dividends are
declared on Edison International common stock and are subject to reduction unless certain performance
criteria are met. Only a portion of the 1999 Edrson lnternatronal stock optron awards |nclude a drvrdend
equnvalentfeature R : SRR ST B R
Optlons |ssued after 1997 generally have a four-year vestrng penod The spemal optlons granted in 2000
vest over five years, in 25% increments beginning in May 2002.* Earlier options had a three-year vesting -.
period with one-third of the total award vesting annually. - If an option holder retires, dies, is terminated by the
~company, oris terminated while permanently and totally drsabled (qualrfyrng event) dunng the vestrng perrod
the unvested options will vest on a pro rata basis. - IR L€ Pl
Unvested options of any person who has served in the past on the SCE management committee (which was
dissolved in.1993) will vest and be exercisable upon a qualifying event.” If a qualifying event occurs, the -
vested options may continue to be exercised within their original terms by the recipient or beneficiary except
that in the case of termination by the company where the option holder is not eligible for retirement, vested -
options are forfeited unless exercised within one year of termination date. If an option holder is terminated
other than by a qualifying event, options which had vested as of the prior anniversary date of the grant are”
forfeited unless exercised within 180 days of the date of termination. “ All unvested optrons are forferted on the
date of termination. S

The fair value for each option granted, reflecting the basis for.the pro forma disclosures in Note 1;was - =
determined on the date of grant using the Black-Scholes option-pricing model. The following assumptions
were used in determrnrng farr value through the model: -

December 31 | R 2002 vl 2001 2000 -
Expected life 7 years - 10 years 7 years — 10 years . . 7 years = 10years.”
Risk-free interest rate ¢ 4.7%-6.1% 4.7%—-6.1% 47%-6.0% .
Expected dividend yield B 1.8% Lt 3.3% 4.8% -,
Expected volatrllty : 18% — 54% 17% - 52% e .--17% — 46% et

The expected drvndend yield above is computed using ¢ an average of the prevrous 12 quarters The
expected volatllrty above is computed on a historical 36 month basis. =) R
I '“-ll'.zi,. A

The applrcatron of farr-value accountmg to calculate the pro forma dlsclosures is not an rndrcatron of future
income statement effects.” The pro forma disclosures do not réflect the effect of fair-value; accountlng on
stock-based compensatron awards granted pl'lOl' to 1995 ) e ime T TR

The weighted-average fair value of options granted durlng 2002 and 2001 was $7.86 per share optron and
$4.53 per share option, respectively. The weighted-average remaining life of optlons outstandrng as of
December 31, 2002 and December 31, 2001 was 6 years. L o

For the years after 1999, a portion of the executive long-term incentives was awarded in the form of =
performance shares. The 2000 performance shares were restructured as retention incentives in o
December 2000, which’ pay as‘a combination of Edison’ International common stock'and cashifthe -
executive remains employed at the ‘end of the performance period. The ‘performance period ended
December 31, 2001 for half of the award, and ends on December 31, 2002 for the remainder. Additional
performance shares were awarded in January 2001 and January 2002. The 2001 performance shares
vest December 31, 2003 half in shares of Edison International common stock and half in cash. The 2002
performance shares vest December 31, 2004 also half in shares of common stock and half in cash. The
number of shares that will be paid out from the 2002 performance share awards will depend on the
performance of Edison International common stock relative to the stock performance of a specified group
of peer companies. The 2000 and 2001 performance shares and deferred stock unit values are accrued
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ratably over a three-year performance period. The 2002 performance shares will be valued based on
Edison International’s stock performance relative to the stock performance of other such entities.

In March 2001, deferred stock units were awarded as part of a retention program. These vested and were
paid on March 12, 2003 in shares of Edison International common stock.

in October 2001, a stock option retention exchange offer was extended, offering holders of Edison
International stock options granted in 2000 the opportunity to exchange those options for a lesser number
of deferred stock units. The exchange ratio was based on the Black-Scholes value of the options and the
stock price at the time the offer was extended. The exchange took place in November 2001; the options
that participants elected to exchange were cancelled, and deferred stock units were issued.

Approximately three options were cancelled for each deferred stock unit issued. Twenty-five percent of
the deferred stock units will vest and be paid in Edison International Common Stock per year over four
years, with the first vesting and payment date in November 2002. The following assumptions were used in
determining fair value through the Black-Scholes option-pricing model: expected life — 8 to 9 years;
risk-free interest rate — 5.10%; expected volatility — 52%.

See Note 1 for SCE’s accounting policy and expenses related to stock-based employee compensation.

Note 8. Jointly Owned Utility Projects

SCE owns interests in several generating stations and transmission systems for which each participant
provides its own financing. SCE's share of expenses for each project is included in the consolidated
statements of income.

The investment in each project as of December 31, 2002 is:

Investment Accumulated
in Depreciation and Ownership

In millions Facility Amortization Interest
Transmission systems:

Eldorado $ 45 $ 12 60%

Pacific Intertie 246 86 50%
Generating stations:

Four Corners Units 4 and 5 (coal) 480 374 48%

Mohave (coal)’ 341 253 56%

Palo Verde (nuclear)? 1,631 1,424 16%

San Onofre (nuclear)® 4,305 3,859 75%
Total $ 7,048 $ 6,008

' A portion is included in regulatory assets on the balance sheet. See Note 1.
Included in regulatory assets on the balance sheet.

Note 9. Commitments

Leases

SCE has operating leases, primarily for vehicles, with varying terms, provisions and expiration dates.
Operating lease expense was $16 million in 2002, $19 million in 2001 and $20 million in 2000.

58



:- Southern California Edison Company

I PO
oAt L .

Estrmated remaining commltments for. noncancelable Ieases at- December 31,2002 are:,

-*—"‘v : oty s

- . Z‘r";"' :‘:' £ oL Soaad
¢ '-;erar ended December 31 P e -ln mllllons :
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2004 42
2005 !
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2007 : . 4 o
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'ENucIear Decommrssronlng :
riin ey

Decommrssuonlng is estlmated to cost $2 5 blllron in current—year dollars based on snte-specrf c studles
performed in-2001 for San Onofre and Palo Verde.- Changes-in' the estimated costs, tlmlng of .
decommissioning;or the assumptions underlying these estimates could cause material revisions to the I
estimated total cost to decommissionin the near term. SCE estimates that it-will spend approximately - -
$11.8 billion through 2060 to decommission its nuclear facilities. This estimate is based on SCE's
current-dollar.decommissioning costs, escalated at rates ranging from0.9% to 10.0% (depending on the
cost element) annually.;These costs are expected to be funded from independent decommrssnomng
trusts,; which effective June 1999 receive contributions of approximately $25 million per year.: SCE -
estimates annual after-tax earnlngs on the decommissioning funds of 3.7% to 6.4%. If the assumed retum
on trust assets is not earned itis probable that addrtronal funds needed for decommrssmmng will be

~ e

recoverable through rates:,; . o |t T AT _A cEL T
Decommissioning of San Onofre Unit 1 (shut down in 1992 per CPUC agreement) started in 1999 and wrll
continue through 2008. All of SCE’s San Onofre’s Unit 1 decommissioning costs will be paid from its:
nuclear decommissioning trust funds. The estimated remaining cost to decommission San Onofre Unlt 1
is recorded as a liability ($298 million at December 31, 2002). Total expenditures for the - N

decommlssromng of San Onofre Unit'1 were $197 mllllon through’ December 31, 2002 s ,:_

SCE plans to decommrssmn |ts actlve nuclear generatmg facrlrtles by a prompt removal method authonzed
by the Nuclear Regulatory Commission. Decommissioning is expected to begin after the plants’ operating
licenses expire. The operating licenses expire in 2022 for San Onofre Units 2 and 3, and in 2026 ‘and 2028 "
for the Palo Verde units. Decommrsswnmg costs, which are recovered through non- bypassable customer E
rates as authonzed by the CPUC are recorded as a component of deprecratlon expense e
A U A AN 1‘:\,. PRI
Decommlssromng expense was $73 m|ll|on in 2002 $96 million in 2001 and $106 million in 2000‘ The
accumulated provision for decommissioning, excluding San Onofre Unit 1 and 'Uinrealized holding gains; -
was $1.6 billion at December 31, 2002 and $1.5 billion at December 31, 2001.

o Doyt

Decommlssromng funds collected in rates are placed in mdependent trusts WhICh togetherwrth ey

accumulated eamrngs w1ll be utllrzed solely for decommlssromng s e L o

Trust 'lnvestr_ne’nts (cost basrs) '”9‘“",.‘?-_. e " _ : "

PR Rt t ,, R ':~'. i’ : ‘ Matunty | . T .'i':,iff'i," Dot S “ . . \“

. ln mllllons Pl L AT Dates s R December31 2002'1 ' 2001 N
Municipal bonds 200352039 - ¢ s ’442””T g 463

Stocks — 782, s ,_.,F__637;

U.S. government issues 2002 — 2032 -~ 282 0 T332

.. Short-termand other +; ... - . 2002 -2003 - ~-e oo it s 321 . i 0. 3340

o Total v o e e sl Lae sl o oiatL e o #ooeu $1,767 0 e $1,766 o
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Trust fund earnings (based on specific identification) increase the trust fund balance and the accumulated
provision for decommissioning. Net earnings (loss) were $(25) million in 2002, $13 million in 2001 and
$38 million in 2000. Proceeds from sales of securities (which are reinvested) were $3.8 billion in 2002,
$3.9 billion in 2001 and $4.7 billion in 2000. Approximately 91% of the cumulative trust fund contributions
were tax-deductible.

Other Commitments

SCE has fuel supply contracts which require payment only if the fuel is made available for purchase.
Certain SCE gas and coal fuel contracts require payment of certain fixed charges whether or not gas or
coal is delivered.

SCE has power-purchase contracts with certain QFs (cogenerators and small power producers) and other
utilities. These contracts provide for capacity payments if a facility meets certain performance obligations
and energy payments based on actual power supplied o SCE. There are no requirements to make debt-
service payments. In an effort to replace higher-cost contract payments with lower-cost replacement
power, SCE has entered into purchased-power settlements to end its contract obligations with certain
QFs. The settlements are reported as power purchase contracts on the balance sheets.

SCE has unconditional purchase obligations for part of a power plant's generating output, as well as firm
transmission service from another utility. Minimum payments are based, in part, on the debt-service
requirements of the provider, whether or not the plant or transmission line is operable. SCE’s minimum
commitment under both contracts is approximately $134 million through 2017. The purchased-power
contract is expected to provide approximately 5% of current or estimated future operating capacity, and is
reported as power purchase contracts (approximately $30 million). The transmission service contract
requires a minimum payment of approximately $6 million a year.

Certain commitments for the years 2003 through 2007 are estimated below:

In millions 2003 2004 2005 2006 2007
Fuel supply contract payments $155 $ 118 $121 $124 $ 127
Purchased-power capacity payments 597 595 578 543 543

Note 10. Contingencies

In addition to the matters disclosed in these Notes, SCE is involved in other legal, tax and regulatory
proceedings before various courts and governmental agencies regarding matters arising in the ordinary
course of business. SCE believes the outcome of these other proceedings will not materially affect its
results of operations or liquidity.

Energy Crisis Issue

In October 2000, a federal class action securities lawsuit was filed against SCE and Edison International.
The lawsuit, as amended, involved securities fraud claims arising from alleged improper accounting for
the energy-cost undercollections. The complaint was supposedly filed on behalf of a class of persons who
purchased Edison International common stock between July 21, 2000 and April 17, 2001. This lawsuit
was consolidated with another similar lawsuit filed on March 15, 2001. SCE and Edison International filed
a motion to dismiss the lawsuits for failure to state a claim and on March 8, 2002, the district court
dismissed the complaint with prejudice. The plaintiffs have dismissed their appeal and on April 26, 2002,
the federal court of appeals dismissed the appeal with prejudice.

Environmental Remediation

SCE is subject to numerous environmental laws and regulations, which require it to incur substantial costs
to operate existing facilities, construct and operate new facilities, and mitigate or remove the effect of past
operations on the environment.
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- SCE records its environmental remediation liabilities when site assessments and/or remedial actions are
A.probable and a range of reasonably likely cleanup costs can be estimated. .SCE reviews its sites and
.measures the liability quarterly, by assessing a range of reasonably likely costs for each identified site
using currently available information, including existing technology, presently enacted laws and
regulations, experience gained at similar sites, and the probable level of involvement and financial
condition of other potentially responsible parties. - These estimates include costs for site investigations,
remediation, operations and maintenance, momtonng and site closure. -Unless there is a probable. .
amount, SCE records the lower end of this reasonably likely range of costs (classified as other Iong-term
llabllltles) at undlscounted amounts.

SCE's recorded estlmated mlnlmum |labl|lty to remedlate its 41 |dent|f ed srtes is $99 mllllon The sltes
include SCE’s divested gas-fueled generation plants, for which SCE retained some liability after their sale.
The ultimate costs to clean up SCE's identified sites may vary from its recorded liability due to numerous
uncertainties inherent in the estimation process, such as: the extent and nature of contamination; the -
scarcity of reliable data for identified sites; the varying costs of alternative cleanup methods; developments
resulting from mvestugatory studies; the possrbnllty of identifying additional sites; and the time periods over
which site remedlatlon is expected to occur. -SCE believes that, due to these uncertainties, it is reasonably
possrble that cleanup costs could exceed its ‘recorded liability by up to $282 million. - The upper limit of this
range of costs was estlmated usmg assumptlons least favorable to SCE among a range of reasonably
pOSSIble outcomes : . ; R

The CPUC allows SCE to recover enwronmental remedlatron costs at certaln sntes representlng

$38 million of its recorded liability, through an incentive mechanism (SCE may request to include
additional sites). Under this mechanism, SCE will recover 80% of cleanup costs through customer rates;
shareholders fund the remaining,10%, with the opportunity to recover these ‘costs from insurance carriers
and other third parties. SCE has successfully settled insurance claims with all responsible carriers. SCE"
expects to recover costs incurred at its remaining sites through customer rates. SCE has recorded a :
regulatory asset of $70 million for its estimated minimum environmental-cleanup costs expected to be
recovered through customer rates. e

SCE’s identified sites include several sites for which therfe is a lack of currently available information, -~ =
including the nature and magnitude of contamination and the extent, if any, that SCE may be held
responsible for contributing to any costs incurred for remediating these sltes Thus no reasonable
estlmate of cleanup costs can be made for these srtes - T S

SCE expects to clean up |ts |dent|f ed sntes over a penod of up to 30 years Remedlatlon costs in each of -
the next several years are expected to range from $15 mllllon to $25 m||l|on Recorded costs for 2002
were $25 mllllon' IR Do R b v S

Based on currently avarlable mformatlon SCE beheves itis unlrkely that lt wrll incur amounts in excess of
the upper limit of the estimated range for its identified sites and, based upon the CPUC's regulatory
treatment of environmental remediation costs; SCE believes that costs ultlmately’recorded will not
materially affect its results of operations or financial position. There can be no assurance, however, that
future developments mcludmg additional information about exrstlng sites or the |dent|t' catlon of new sutes E
will not requrre matenal revisions to such estrmates : B )

Federal lncome Taxes

On August 7, 2002, Edison International received a notice from the IRS asserting deficiencies in federal -
corporate income taxes for its 1994 to 1996 tax years. Included in these amounts are deficiencies
asserted against SCE -The vast majority of SCE s tax deficiencies are timing differences and, therefore, .
amounts ultimately. pa|d if any, would benefit it as future tax deductions. . SCE believes that it has -
meritorious legal defenses to deficiencies asserted against it and believes that the ultimate outcome of
this matter w1ll not result ina materlal |mpact onits results of operahons or fi nanc1al posmon N

[

[

Navajo Natron thlgatron

Peabody Holding Company (Peabody) supplies coal from mines on Navajo Nation lands to Mohave. In
June 1999, the Navajo Nation filed a complaint in federal district court against Peabody and certain of its
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affiliates, Salt River Project Agricultural Improvement and Power District, and SCE. The complaint asserts
claims against the defendants for, among other things, violations of the federal RICO statute, interference
with fiduciary duties and contractual relations, fraudulent misrepresentation by nondisclosure, and various
contract-related claims. The complaint claims that the defendants’ actions prevented the Navajo Nation
from obtaining the full value in royalty rates for the coal. The complaint seeks damages of not less than
$600 million, trebling of that amount, and punitive damages of not less than $1 billion, as well as a
declaration that Peabody's lease and contract rights to mine coal on Navajo Nation lands should be
terminated.

In February 2002, Peabody and SCE filed cross claims against the Navajo Nation, alleging that the Navajo
Nation had breached a settlement agreement and final award between Peabody and the Navajo Nation by
filing their lawsuit.

The Navajo Nation had previously filed suit in the Court of Claims against the United States Department of
Interior, alleging that the Government had breached its fiduciary duty concerning contract negotiations
including the Navajo Nation and the defendants. In February 2000, the Court of Claims issued a decision in
the Government’s favor, finding that while there had been a breach, there was no available redress from the
Government. Following appeal of that decision by the Navajo Nation, an appellate court ruled that the Court
of Claims did have jurisdiction to award damages and remanded the case to the Court of Claims for that
purpose. On June 3, 2002, the Government's request for review of the case by the United States Supreme
Court was granted. On March 4, 2003, the Supreme Court reversed the appellate court and held that the
Government is not liable to the Navajo Nation as there was no breach of a fiduciary duty and that the Navajo
Nation did not have a right to relief against the Government.

SCE cannot predict with certainty the outcome of the 1999 Navajo Nation's complaint against SCE, nor
the impact on this complaint or the Supreme Court’s decision on the outcome of the Navajo Nation’s suit
against the government, or the impact of the complaint on the operation of Mohave beyond 2005.

Nuclear Insurance

Federal law limits public liability claims from a nuclear incident to $9.5 billion. SCE and other owners of
the San Onofre and Palo Verde nuclear generating stations have purchased the maximum private primary
insurance available ($200 million at December 31, 2002 and $300 million beginning January 1, 2003).
The balance is covered by the industry’s retrospective rating plan that uses deferred premium charges to
every reactor licensee if a nuclear incident at any licensed reactor in the U.S. results in claims and/or
costs which exceed the primary insurance at that plant site. Federal regulations require this secondary
level of financial protection. The Nuclear Regulatory Commission exempted San Onofre Unit 1 from this
secondary level, effective June 1994. The maximum deferred premium for each nuclear incident is

$88 million per reactor, but not more than $10 million per reactor may be charged in any one year for each
incident. Based on its ownership interests, SCE could be required to pay a maximum of $175 million per
nuclear incident. However, it would have to pay no more than $20 million per incident in any one year.
Such amounts include a 5% surcharge if additional funds are needed to satisfy public liability claims and
are subject to adjustment for inflation. If the public liability limit above is insufficient, federal regulations
may impose further revenue-raising measures to pay claims, including a possible additional assessment
on all licensed reactor operators. The U.S. Congress has extended the expiration date of the applicable
law until December 31, 2003 and is considering amendments that, among other things, are expected to
extend the law beyond 2003.

Property damage insurance covers losses up to $500 million, including decontamination costs, at

San Onofre and Palo Verde. Deccntamination liability and property damage coverage exceeding the
primary $500 million also has been purchased in amounts greater than federal requirements. Additional
insurance covers part of replacement power expenses during an accident-related nuclear unit outage.

A mutual insurance company owned by utilities with nuclear facilities issues these policies. If losses at
any nuclear facility covered by the arrangement were to exceed the accumulated funds for these
insurance programs, SCE could be assessed retrospective premium adjustments of up to $38 million per
year. Insurance premiums are charged to operating expense.
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1Under federal law the U S Department of Energy (DOE) is responsrble for the selectlon and development
ofa facrllty for dlsposal of spent nuclear fuel and high- level radioactive waste. Such a facrllty was to be in
operation by January 1998. However, the DOE did not meet its obligation. Itis not certain'when the DOE
will begin accepting spent nuclear fuel from San Onofre or from other nuclearpower plants. . Extended -,
delays by the DOE could lead to consideration of costly alternatlves lnvolvmg siting and envrronmental
issues.-SCE has’ paid the DOE the required one-time fee appllcable to nuclear generation at San Onofre
through April 8, 1983 (approxmately $24 mllhon plus interest). SCE is also paymg the requ1red quarterly
fee equal to 0.1¢ per kWh of nuclear—generated electncnty sold after Apnl 6 1983 R

SCE as operatmg agent has pnmary respon5|b|l|ty for the mtenm storage of |ts spent nuclear fuel atev- .
San Onofre. The San Onofre Units 2 and 3 spent fuel pools currently contaln San Onofre Unit 1 spent fuel
in addition to spent fuel from Units 2 and 3.  Current capability to store spent fuel in the Umts 2 and3 .-
spent fuel pools is adequate through 2005. SCE plans to move the Unit 1 spent fuel to an interim spent
fuel storage facility by the third quarter of 2003.. The spent fuel pool storage capacity for Units 2 and 3 will
then accommodate needs until 2007, for Unit 2 and 2008 for Umt 3...SCE expects to begm usingan ..
lnterlm spent fuel storage facxllty for Unlts 2 and 3 spent fuel by early 2006 .Palo Verde on-site spent fuel,
storage capacity will accommodate needs until 2003 for Unit 2, and until 2004 for Unlts 1.and 3 Arizona
Public Service Company, operating agent for Palo Verde, expects to begm usmg an interim spent fuel

storage facmty in the ﬁrst halfof2003 P R T -
e '.q:%: R TR [ S i E R
Quarterly Fmancnal Data (Unaudlted) Rt LR ?_,‘r:.- YL ", VAR
TR L *2002 SR T 2001 :
In mrlllons R y Total Fourth Thlrd Second Flrst Total Fourth Thlrd Second Flrst
Operatlng revenve . $8.706 $1 952 $2 714 $2 133 $1 907 . ss 126 $2 206 1 $2 726, "s!i sgz $1 512
Operating income (loss) 2,127 264 452 1,107 304 4,617 3,956 1,294 204 (837)
Net income (loss) 1,247 . 157 238, . .700 .. ,152 .2,408 - 2,310 .. B57 .. .34 .(593)
Net income (loss) avallable for o o, LT
common stock “ < 1228 153 234 - @95 ¢ 146 2386 2304 ‘_’j": ‘652 ~ --28 '(598)
Common dividends declared Ve NI T T TABTLLT " DIV BT
i"h %
: P
f
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The management of Southern California Edison Company (SCE) is responsible for the integrity and
objectivity of the accompanying financial statements. The statements have been prepared in accordance
with accounting principles generally accepted in the United States and are based, in part, on management
estimates and judgment.

SCE maintains systems of internal control to provide reasonable, but not absolute, assurance that assets
are safeguarded, transactions are executed in accordance with management's authorization and the
accounting records may be relied upon for the preparation of the financial statements. There are limits
inherent in all systems of internal control, the design of which involves management's judgment and the
recognition that the costs of such systems should not exceed the benefits to be derived. SCE believes its
systems of internal control achieve this appropriate balance. These systems are augmented by internal
audit programs through which the adequacy and effectiveness of internal controls and policies and
procedures are monitored, evaluated and reported to management. Actions are taken to correct
deficiencies as they are identified.

SCE's independent accountants, PricewaterhouseCoopers LLP, are engaged to audit the financial
statements in accordance with auditing standards generally accepted in the United States and to express
an informed opinion on the fairness, in all material respects, of SCE's reported results of operations, cash
ftows and financial position.

As a further measure to assure the ongoing objectivity of financial information, the audit committee of the
board of directors, which is composed of outside directors, meets periodically, both jointly and separately,
with management, the independent accountants and internal auditors, who have unrestricted access to
the committee. The committee recommends annually to the board of directors the appointment of a firm
of independent accountants (who are ultimately responsible to the board and the committee) to conduct
audits of SCE’s financial statements; considers the independence of such firm and the overall adequacy
of the audit scope and SCE’s systems of internal control; reviews financial reporting issues; and is advised
of management’s actions regarding financial reporting and internal control matters.

SCE maintains high standards in selecting, training and developing personnel to assure that its operations
are conducted in conformity with applicable laws and is committed to maintaining the highest standards of
personal and corporate conduct. Management maintains programs {o encourage and assess compliance
with these standards.

/HWM ol

Thomas M. Noonan Alan J. Fohrer
Vice President Chairman of the Board
and Controller and Chief Executive Officer

March 26, 2003
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To the Board of Dlrectors and [ - ' o
Shareholder of Southern Callforma Edison Company

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of
income (loss), comprehensive income (loss), changes in common shareholder’s equity, and cash flows
present fairly, in all material respects, the financial position of Southern California Edison Company and its
subsidiaries at December 31, 2002, and the results of their operations and their cash flows for the year
then ended in conformity with accounting principles generally accepted in the United States of America. /-
These financial statements are the responsibility of the Company's' management; our responsibility is to
express an-opinion on these financial statements based on our audit.' We conducted our audit of these:"
statements in accordance with auditing standards generally accepted in the United States of America, "~ -
which require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on’a test basis, "
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial - =
statement presentation. We believe that our audit provides a reasonable basis for.our.opinion. The -
financial statements of the Company as of December 31,2001, and for each of the two years in the period
ended December 31, 2001, were audited by other mdependent accountants who have ceased operations.”
Those independent accountants expressed an unquahf ed oplmon on ‘those’ f nancual statements in thelr
report dated March 25, 2002. . - .- syitn , S TEhot

Los Angeles, California
March 26, 2003
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THE FOLLOWING REPORT IS A COPY OF A REPORT PREVIOUSLY ISSUED BY ARTHUR
ANDERSEN LLP AND HAS NOT BEEN REISSUED BY ARTHUR ANDERSEN LLP

To Southern California Edison Company:

We have audited the accompanying consolidated balance sheets of Southern California Edison Company
(SCE, a California corporation) and its subsidiaries as of December 31, 2001, and 2000, and the related
consolidated statements of income (loss), comprehensive income (loss), cash flows and changes in
common shareholder’s equity for each of the three years in the pericd ended December 31, 2001. These
financial statements are the responsibility of SCE’s management. Qur responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of SCE and its subsidiaries as of December 31, 2001, and 2000, and the results of their

operations and their cash flows for each of the three years in the period ended December 31, 2001, in
conformity with accounting principles generally accepted in the United States.

ARTHUR ANDERSEN LLP

Los Angeles, California
March 25, 2002
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Shareholder Information

Annual Meeting of Shareholders

Thursday, May 15, 2003
10:00 a.m.

Hyatt Regency Long Beach
200 South Pine Avenue
Long Beach, California

Corporate Governance Practices

A description of SCE's corporate governance practices is available on our Web site at
www.edisoninvestor.com. The Nominating/Corporate Governance Committee periodically reviews the
Company's corporate governance practices and makes recommendations to the Company's Board that
the practices be updated from time to time.

Stock Listing and Trading Information
SCE Preferred Stock

SCE’s listed preferred stocks are listed on the American and Pacific stock exchanges under the ticker
symbol SCE. Previous day’s closing prices, when traded, are listed in the daily newspapers in the
American Stock Exchange composite table. The 6.05% and 7.23% series of the $100 cumulative
preferred stock are not listed; however, the 7.23% series are traded over-the-counter. The listed preferred
stocks may be purchased through any brokerage firm. Firms handling unlisted series can be located
through your broker.

Transfer Agent and Registrar

Wells Fargo Bank Minnesota, N.A., which maintains shareholder records, is the transfer agent and
registrar for SCE’s preferred stocks. Shareholders may call Wells Fargo Shareowner Services,
(800) 347-8625, between 7 a.m. and 7 p.m. (Central Time), Monday through Friday, to speak with a
representative (or to use the interactive voice response unit 24 hours a day, seven days a week)
regarding:

stock transfer and name-change requirements;

address changes, including dividend addresses;

electronic deposit of dividends;

taxpayer identification number submission or changes;

duplicate 1099 forms and W-9 forms;

notices of, and replacement of, lost or destroyed stock certificates and dividend checks; and
requests for access to online account information.

The address of Wells Fargo Shareowner Services is:

161 North Concord Exchange Street
South St. Paul, MN 55075-1139

FAX: (651) 450-4033

E-mail: stocktransfer@wellsfargo.com

SCE Web Address:
www.edisoninvestor.com
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PARTI
FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements that reflect Southern California
Edison Company’s (SCE) current expectations and projections about future events based on SCE’s
knowledge of present facts and circumstances and assumptlons about future events. Other information
distributed by SCE that is incorporated in this report, or that refers to or incorporates this report, may
also contain forward-looking statements. In this report and elsewhere, the words “expects,” “believes,”

antlcxpates ” “estimates,” “intends,” “plans,” “probable,” and variations of such words and similar
expressions are mtended to identify forward-looking statements. Such statements necessarily involve
risks and uncertalntles that could cause actual results to differ materially from those anticipated. Some of
the risks, uncertainties and other important factors that could cause results to differ, or that otherwise
could impact SCE are listed under the heading “FORWARD-LOOKING INFORMATION AND RISK
FACTORS?” in the Management’s Discussion and Analysis of Results of Operations and Financial
Condition (MD&A) that appears in SCE’s 2002 Annual Report to Shareholders and is incorporated by
reference into Part II, Item 7 of this report .

Additional information about risks and uncertainties is contained throughout this report, in the MD&A, and
in the Notes to Consolidated Financial Statements (Notes to Financial Statements) that appear in SCE’s
2002 Annual Report to Shareholders and are incorporated by reference into Part II, Item 8 of this report.
Readers are urged to read this entire report, including the information incorporated by reference, and -
carefully consider the risks, uncertainties and other factors that affect SCE’s business. The information )
contained in this report is subject to change without notice, and SCE is not obligated to publicly update or
revise forward-]ookmg statements. . Readers should review future reports filed by SCE with the Securities
and Exchange Cormmssmn (SEC)

Item 1. Busmess

SCE was incorporated in 1909 under the laws of the State of California. SCE is a public utxhty pnmarlly
engaged in the business of supplying electric energy to a 50,000 square-mile area of central, coastal and
southern California, excluding the City of Los Angeles and certain other cities. This SCE service
territory mcludes approx1mately 800 cities and communities and a population of more than 12 million
people. In 2002, SCE’s total operating revenue was derived as follows: 33% residential customers,

45% commercial customers, 10% industrial customers, 7% publlc authorities, 2% agrlcultura] and other
customers, and 3% other electric revenue. At December 31, 2002, SCE had consolidated assets of

$18.2 billion and total shareho]der s equity of $4 4 bxlhon SCE had 12,113 full-time employees at
year-end 2002 .

Regulation

SCE’s retail operatlons are'subject to regu]atlon by the California Public Utllmes Commrssron (CPUC).
The CPUC has the authority to regulate, among other thmgs retarl rates, issuance of securities, and
accounting practices. SCE’s wholesale operatrons are subject to regulation by the Federal Energy
Regulatory Commission (FERC). The FERC has the authonty to regulate wholesale rates as well as
other matters, mcludmg retail transmrssmn serv1ce prlcmg, accounting practices, and licensing of
hydroelectric projects. '



Additional information about the regulation of SCE by the CPUC and the FERC, and about SCE’s
competitive environment, appears in the MD&A under “REGULATORY MATTERS,” and that
information is incorporated herein by reference.

SCE is subject to the jurisdiction of the United States Nuclear Regulatory Commission (NRC) with
respect to its nuclear power plants. NRC regulations govern the granting of licenses for the construction
and operation of nuclear power plants and subject those power plants to continuing review and
regulation.

The construction, planning, and siting of SCE’s power plants within California are subject to the
jurisdiction of the California Energy Commission and the CPUC. SCE is subject to the rules and
regulations of the California Air Resources Board, State of Nevada, and local air pollution control
districts with respect to the emission of pollutants into the atmosphere; the regulatory requirements of the
California State Water Resources Control Board and regional boards with respect to the discharge of
pollutants into waters of the state; and the requirements of the California Department of Toxic
Substances Control with respect to handling and disposal of hazardous materials and wastes. SCE is also
subject to regulation by the United States Environmental Protection Agency (EPA), which administers
federal statutes relating to environmental matters. Other federal, state, and local laws and regulations
relating to environmental protection, land use, and water rights also affect SCE.

The California Coastal Commission issued a coastal permit for the construction of San Onofre Nuclear
Generating Station (San Onofre) Units 2 and 3 in 1974. This permit, as amended, requires mitigation for
impacts to fish and the San Onofre kelp bed. California Coastal Commission jurisdiction will continue
for several years due to ongoing implementation and oversight of these permit mitigation conditions,
consisting of restoration of wetlands and construction of an artificial reef for kelp. These mitigation
measures were required to offset San Onofre’s cooling water intake impacts to fish and kelp. SCE has a
coastal permit to construct a temporary dry cask spent fuel storage installation for San Onofre Units 2
and 3. The California Coastal Commission also has continuing jurisdiction over coastal permits issued
for the decommissioning of San Onofre Unit 1, including for the construction of a temporary dry cask
spent fuel storage installation for spent fuel from that unit.

The United States Department of Energy has regulatory authority over certain aspects of SCE’s
operations and business relating to energy conservation, power plant fuel use and disposal, electric sales
for export, public utility regulatory policy, and natural gas pricing.

In 1997, the CPUC issued a decision which established additional rules governing the relationship
between California’s natural gas local distribution companies, electric utilities, and certain of their
affiliates. While SCE and its affiliates have been subject to affiliate transaction rules since the
establishment of its holding company structure in 1988, these additional rules are more detailed and
restrictive. As required by the 1997 rules and an interim CPUC resolution, SCE has filed compliance
plans which set forth SCE’s implementation of the additional affiliate transaction rules. The CPUC has
not ruled on the sufficiency of SCE’s compliance plans. In January 2001, the CPUC issued an order
instituting rulemaking to commence the review of the 1997 affiliate transaction rules that the original
decision requires. The CPUC proposed that some rules be considered for streamlining or other revision,
while inviting interested parties to submit proposals of their own. No decision has yet been issued, and
the CPUC suspended the proceeding in light of having opened the holding company proceeding,
discussed next below.

In April 2001, the CPUC adopted an order instituting investigation that reopened the past CPUC
decisions authorizing the utilities to form holding companies and initiated an investigation into whether
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Edison International and PG&E Corporation violated CPUC requirements to give first priority to the
capital needs of their respective utility subsidiaries; whether actions by Edison International and PG&E
Corporation and their respective nonutility affiliates to shield, or “ring-fence,” nonutility assets also
violated the requirements that the holding companies give first priority to the capital needs of their utility
subsidiaries; whether the payment of dividends by the utilities violated requirements that the utilities
maintain dividend policies as though they were comparable stand-alone utility companies; whether there
are any additional suspected violations of laws or CPUC rules and decisions; and whether addrtlonal
rules, conditions, or other changes to the holding company decisions are necessary. For more - S
information on this matter, see “REGULATORY ‘MATTERS - Holdmg Company Proceedmg” in the
MD&A B : ‘

SCE cannot predlct w1th certamty what eﬂ'ects the CPUC’s mvestrgatlon or any other actions by the
CPUC may have on SCE. . . :

Propertles :

SCE supplies electricity to its customers through extensive transmission and distribution networks. Its
transmission facilities, which deliver power from generating sources to the distribution network, consist
of approximately 8,144 circuit miles of 33 kilovolt (kV), 55 kV, 66 kV, 115 kV, and 161 kV lines and
3,579 circuit miles of 220 kV lines (all located in California), 1,236 circuit miles of 500 kV lines

(998 miles i in California, 126 miles in Nevada, and 112 miles in Ar1zona), and 814 substations (allin
California). SCE’s distribution systen; which takes power from substations to the customer, includes
approximately 60,662 circuit miles of overhead lines, 34,606 circuit miles of underground lines, -

1.5 million poles, 563 distribution substations, 672,597 transformers and 723,000 area and street llghts
all of whrch are located in Cahfomla ' : o :

SCE owns and operates the followmg generatmg facrlmes (a) an undlvxded 75 05% mterest 1, 614
megawatts (MW)) in San Onofre Units 2 and 3,"which are large pressurized water nuclear units located on
the California coastline between Los Angeles and San Diego; (b) 36 hydroelectric plants (1,175 MW)
located in California’s Sierra Nevada, San Bernardino and San Gabriel mountain ranges, (c) a diesel-fueled
generating plant (9 MW) located on Santa Catalina island off the Southern California coast, and (d) an
undivided 56% interest (885 MW net) in Mohave Generating Station, which consists of two coal-fueled
generating units located in Clark County, Nevada near the California border.

SCE also owns an undmded 15. 8% mterest (590 MW) in Palo Verde Nuclear Generatmg Statron, which -
is located near Phoenix, Arizona, and an undivided '48% interest (754 MW) in Units 4 and 5 at Four
Corners Generating Station, whlch is a coal-fueled generatmg plant located in the Four Corners area of -
New Mexu:o The Palo Verde and Four Corners plants are operated by other utrlmes :

At year-end 2002 the SCE-owned generatmg capacrty (summer effectlve ratmg) was d1v1ded
approximately as follows: 44% nuclear, 32% coal, 23% hydroelectric, and less than 1% diesel. The -
capacity factors in 2002 for SCE’s nuclear and coal-fired generating units were: 96% for San Onofre;
73% for Mohave; 72% for Four Corners; and 94% for Palo Verde. For SCE’s hydroelectric plants,
generating capacity is dependent on the amount of available water. Therefore, while SCE’s hydroelectric
plants operated at a 35% capacity factor in 2002 due to a below normal water year these plants were:
operationally avallable for 93.4% of the year.. : -

The San Onofre umts, Four Comers statlon certam of SCE’s substatlons, and portions of its
transmission, distribution and-communication systems are located on lands of the United States or others
under.(with minor exceptions) licenses, permits, easements or leases, or on public streets or highways



pursuant to franchises. Certain of such documents obligate SCE, under specified circumstances and at its
expense, to relocate transmission, distribution, and communication facilities located on lands owned or
controlled by federal, state, or local governments.

Thirty-one of SCE’s 36 hydroelectric plants (some with related reservoirs) are located in whole or in part
on United States lands pursuant to 30 to 50 year FERC licenses that expire at various times between 2003
and 2029 (the remaining five plants are located entirely on private property and are not subject to FERC
jurisdiction). Such licenses impose numerous restrictions and obligations on SCE, including the right of
the United States to acquire projects upon payment of specified compensation. When existing licenses
expire, FERC has the authority to issue new licenses to third parties that have filed competing license
applications, but only if their license application is superior to SCE’s and then only upon payment of
specified compensation to SCE. New licenses issued to SCE are expected to contain more restrictions
and obligations than the expired licenses because laws enacted since the existing licenses were issued
require FERC to give environmental purposes greater consideration in the licensing process. SCE’s
applications for the relicensing of certain hydroelectric projects with an aggregate dependable operating
capacity of 134.82 MW are pending. Annual licenses have been issued to SCE hydroelectric projects
that are undergoing relicensing and whose long-term licenses have expired. Federal Power Act

Section 15 requires that the annual licenses be renewed until the long-term licenses are issued or denied.

On March 22, 2002, SCE, jointly with Pacific Terminals LLC, filed an application with the CPUC
requesting authorization for the sale of certain oil storage and pipeline facilities by SCE to Pacific
Terminals. The facilities were formerly used by SCE to provide fuel oil to its generating stations and,
more recently, to conduct an oil storage and transport business for third parties. The agreed-upon sales
price is approximately $158 million, of which approximately $47 million represents the net gain on sale.
The March 2002 joint application seeks final CPUC approval of the sale. In the application, SCE
proposed that all of the net gain on sale should be allocated to SCE shareholders. A coalition of utility
employees has opposed the sale, claiming that it could negatively impact the environment, health and
safety, competition, and jobs, and that the sale is barred by a California law prohibiting the CPUC from
approving any sale of utility generating facilities until 2006. The CPUC’s Office of Ratepayer Advocates
has opposed SCE’s proposed allocation of the net gain on sale, claiming that as much as 86% of the gain
should be allocated to ratepayers. Submittal of written testimony, hearings and briefings took place in
the summer and fall of 2002. The CPUC has not yet ruled on the application.

Substantially all of SCE’s properties are subject to the lien of a trust indenture securing First and
Refunding Mortgage Bonds, of which approximately $3.7 billion in principal amount was outstanding on
March 1, 2003. Such lien and SCE’s title to its properties are subject to the terms of franchises, licenses,
easements, leases, permits, contracts, and other instruments under which properties are held or operated,
certain statutes and governmental regulations, liens for taxes and assessments, and liens of the trustees
under the trust indenture. In addition, such lien and SCE’s title to its properties are subject to certain
other liens, prior rights and other encumbrances, none of which, with minor or insubstantial exceptions,
affect SCE’s right to use such properties in its business, unless the matters with respect to SCE’s interest
in the Four Comers plant and the related easement and lease referred to below may be so considered.

SCE’s rights in the Four Corners station, which is located on land of the Navajo Nation of Indians under
an easement from the United States and a lease from the Navajo Nation, may be subject to possible
defects. These defects include possible conflicting grants or encumbrances not ascertainable because of
the absence of, or inadequacies in, the applicable recording law and the record systems of the Bureau of
Indian Affairs and the Navajo Nation, the possible inability of SCE to resort to legal process to enforce
its rights against the Navajo Nation without Congressional consent, the possible impairment or
termination under certain circumstances of the easement and lease by the Navajo Nation, Congress, or
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the Secretary of the Interior, and the possible invalidity of the trust indenture lien against SCE’s interest
in the easement, lease, and improvements on the Four Corners station. .

Construction Program

Cash spent by SCE for its construction expendltures totaled $1.0 billion in 2002, $688 million in 2001,
and $1.1 billion in 2000. Construction expenditures for 2003 are forecasted at $1.0 billion.

Nuclear Power Matters :
Nuclear Plant Reactor Vessel Heads and Steam Generators Inspeciions ’

Recent nuclear industry concern has been expressed on  the subject of leakage from nuclear reactor vessel
head nozzle penetrations due to leakage at the Davis-Besse nuclear plant in Ohio. Inspections of the
reactor head penetrations provxde early detection of the condltlons that cause the Davis-Besse type
leakage During scheduled refueling and mamtenance outages at San Onofre Units 2 and 3, conducted in
2002 and 2003, vessel head nozzle penetrations in both units were inspected and no indications of
leakage or degradation were detected. Inspections of Palo Verde Units 1 and 2 were also performed
during scheduled refueling and maintenance outages in 2002 and no indications of leakage or degradation
were detected. The vessel head of Palo Verde Unit 3 w1l] be inspected in the sprmg of 2003.

The San Onofre Units 2 and 3 steam generators expenence tube degradation as in other nuclear power
plants. This degradatlon eventually leads to reduced plant output and the need for steam generator
replacement. To date, 9% of Unit 2’s tubes and 7% of Unit 3’s tubes have been removed from service.

Palo Verde Plant Steam Generator Replacements

During the fall of 2003, the steam generators are scheduled to be replaced at Palo Verde Unit 2. A
decision has also been made to prepare for replacement of steam generators for Units 1 and 3. Although
a final determination of when Units 1 and 3 steam generators will be replaced has not yet been made,
SCE and the other partlmpants have approved the procurement of replacement steam generators and
initiation of engmeermg work. This action will provide Palo Verde participants an option to replace the
steam generators in the 2005 to 2007 time period should they ultimately decide to do so. SCE estimates
that its portion of the fabrlcatlon and mstallatlon costs and associated power upgrade modlﬁcatlons Wlll
be approximately $70 mllhon over the next seven years ‘

Nuclear Facility Decammissioning o

On June 3, 1999, the CPUC adopted a settlement agreement providing for SCE to decommission San
Onofre Unit 1 using decommlssmnmg trust funds.  On February 15, 2000, the California Coastal
Commission approved SCE’s application for a coastal permit to demolish and remove San Onofre Unit 1
buildings and other structures and to construct a temporary dry cask spent fuel storage facility as part of
the decommlssmmng project. On February 7, 2003, the Coastal Commission granted SCE an amendment
revising this approval to allow SCE to transport the Unit 1 reactor pressure vessel by a vehicle
transporter through a state park and the federal mlhtary s Camp Pendleton to a boat dock (the original
permit authorized transport by rail). ‘Several partiés have mdlcated their intent to challenge this
amendment. SCE is unable to predict with certamty the outcomeé of any future litigation and the potential
cost of this matter. Decommissioning of Unit 1 is 'underway and will be completed in three phases:

(1) decontamination and dismantling of all structures and some foundations, (2) spent fuel storage
monitoring, and (3) fuel storage facility dismantling, removal of remaining foundations, and site



restoration. Phase one is anticipated to continue through 2008. Phase two is expected to continue until
2026. Phase three will be conducted concurrently with the San Onofre Units 2 and 3 decommissioning
projects. SCE expects that its reasonable San Onofre Unit 1 decommissioning costs will be paid from its
nuclear decommissioning trust funds. SCE maintains a customer-funded trust with a sufficient balance to
pay for its share of the estimated cost for the remaining San Onofre Unit 1 decommissioning work. SCE
plans to decommission its other nuclear generating facilities following expiration of the operating
licenses as expeditiously as possible once authorized by the NRC. The operating licenses expire in 2022
for San Onofre Units 2 and 3, and in 2024, 2026 and 2027 for the Palo Verde units. SCE customers are
continuing to contribute to the decommissioning trusts for San Onofre Units 2 and 3, and for the Palo
Verde units. Decommissioning costs are recorded as a component of depreciation expense.

Decommissioning (including Unit 1) is estimated to cost $2.5 billion (in year 2002 dollars) based on site-
specific studies performed in 1998 for the San Onofre and Palo Verde units. This estimate considers the
total cost of decommissioning and dismantling the plant, including labor, material, burial, and other
costs. The site-specific studies are updated approximately every three years. Changes in the estimated
costs, timing of decommissioning, or the assumptions underlying these estimates could cause material
revisions to the estimated total cost to decommission.

Decommissioning expenses were $73 million in 2002, $96 million in 2001, and $106 million in 2000.
The accumulated provision for decommissioning, excluding San Onofre Unit 1 and unrealized holding
gains, was $1.6 billion at December 31, 2002, and $1.5 billion at December 31, 2001. The remaining
cost to decommission San Onofre Unit 1 was approximately $298 million at December 31, 2002, and was
recorded as a liability. Total expenditures for decommissioning of San Onofre Unit 1 through

December 31, 2002, were $196 million.

Decommissioning funds collected in rates are placed in independent trusts which, together with
accumulated earnings, will be utilized solely for decommissioning.

Nuclear Insurance

Federal law limits public liability claims from a nuclear incident to $9.5 billion. SCE and other owners
of the San Onofre and Palo Verde units have purchased the maximum private primary insurance available
($200 million at December 31, 2002, and $300 million beginning January 1, 2003). The balance is
covered by the industry’s retrospective rating plan that uses deferred premium charges to every reactor
licensee if a nuclear incident at any licensed reactor in the United States results in claims and/or costs
which exceed the primary insurance at that plant site. Federal regulations require this secondary level of
financial protection. The NRC exempted San Onofre Unit 1 from this secondary level, effective

June 1994. The maximum deferred premium for each nuclear incident is $88 million per reactor, but not
more than $10 million per reactor may be charged in any one year for each incident. Based on its
ownership interests, SCE could be required to pay a maximum of $175 million per nuclear incident. It
would have to pay, however, no more than $20 million per incident in any one year. Such amounts
include a 5% surcharge if additional funds are needed to satisfy public liability claims and are subject to
adjustment for inflation. If the public liability limit above is insufficient, federal regulations may impose
further revenue-raising measures to pay claims, including a possible additional assessment on all licensed
reactor operators. The Federal law requiring the nuclear insurance described above for all new NRC
licensed reactors was due to expire in August 2002. The United States Congress has extended the
expiration date of the applicable law until December 31, 2003, and is considering amendments that, among
other things, are expected to extend the law beyond 2003.



Property damage insurance covers losses up to $500 million, including decontamination costs, at the San
Onofre and Palo Verde units. .Decontamination liability and property damage coverage exceeding the
primary $500 million has also been purchased in amounts greater than federal requirements. Additional
insurance covers part of replacement power expenses during an accident-related nuclear unit outage. These
policies are issued by a mutual insurance company owned by utilities with nuclear facilities. If losses at any
nuclear facility covered by the arrangement were to exceed the accumulated funds for these insurance
programs, SCE could be assessed retrospective premium adjustments of up to $38 million per year.
Insurance premlums are charged to operating expense : :

Fuel Supply and Purchased Power

SCE obtains the power needed to serve its customers from its generating facilities and from purchases from
other utilities, independent power producers qualifying facilities and the California Independent System
Operator (ISO). In addition, power is provided to SCE’s customers through purchases by the California
Department of Water Resources (“CDWR”) under contracts with third parties. See the discussion in the
MD&A under “REGULATORY MATTERS” for more information about power procurement activities.
Sources of power to serve SCE’s customers during 2002 were as follows: 33.4% purchased power; 21.4%
CDWR; and 45.3% SCE-owned generation consisting of 25.7% nuclear, 14.4% coal, and 5.2% hydro.

Natural Gas Supply oL

SCE’s only gas requlrement in 2002 was for start-up use at Mohave coal-fired generatlon facﬂlty where
firm transportation rights of 18,000 million British thermal units (mmBtu) per day were maintained on
Southwest Gas Corp.'s pipeline."'SCE also maintains firm access rights onto the Southern California Gas
Company system at Wheelers Ridge for 198,863 mmBtu per day as a result of a 13-year contract entered
into in August 1993. In 2002, the CPUC instructed the investor-owned utilities to bid on El Paso Natural
Gas (EPNG) pipeline capacity in anticipation of a gas requirement in 2003.- SCE participated in the
auction and was awarded 9,218 mmBtu per day for delivery commencing in November 2002. Since there
was no gas requirement on the EPNG pipeline in 2002, all capacity was released by SCE back tothe .
market at tariff rates. The CPUC is currently investigating whether the acquisition of the EPNG capacity
was consistent with Commission directions. :

The acquired electrical capacity secured by SCE for 2003 included contracts requiring gas to be supplied
as part of the contractual obligation (tolling arrangements). In preparation, SCE entered into a number of
North American Energy Standards Board agreements (master gas agreements) that define the terms and
conditions of all transactlons w1th a partlcular suppller prior to any financial commltment ‘

Nuclear FueI Supply -

SCE has contractual arrangements covermg 100% of the prOJected nuclear fuel requxrements for .
San Onofre Units 2 and 3 through the years indicated below: o : i

Uramum CONCEMITALES 1o ivieecrreaereeersnneessnassuseasasessossersesssesssnsarsssansssssassaresssusen 2008
Conversion..........., .................................. e ses st s it ecaseaae 2008
- Enrichment......c.o.i./icieesivnennnnenens eeariernsaereiasessiniasensensrests nreersensenssesieens 2008
Fabrication.... il Cienetieesnee et ese e aesene e 2005

Assuming normal operation and full utilization of existing on-site fuel-storage capacity, San Onofre
Units 2 and 3 will maintain full-core offload reserve through 2005. The Nuclear Waste Policy Act of
1982 requires that the United States Department of Energy provide for the disposal of utility spent -



nuclear fuel beginning January 31, 1998. The Department of Energy has defaulted on its obligation to
begin acceptance of spent nuclear fuel from the commercial nuclear industry by that date. Additional
spent fuel storage either on-site or at another location will be required to permit continued operations
beyond 2005. Additional on-site spent fuel storage capacity is being developed as necessary to allow for
continued operation of San Onofre Units 2 and 3.

Participants in the Palo Verde units have contractual agreements to meet a majority of the 20032004
nuclear fuel requirements. Negotiations are being completed with various suppliers to provide the
remaining portion of the 2003-2004 requirements not currently under contract. With the execution of
these contracts, all nuclear fuel requirements will be covered through 2008. Fabrication requirements are
covered through 2015.

The Palo Verde plant has existing fuel storage pools and is in the process of completing construction of a
new facility for on-site dry storage of spent fuel. With the existing storage pools and the addition of the
new facility, spent fuel storage or disposal methods will be available for use by the Palo Verde plant to
allow its continued operation through the term of the plant license.

Coal Supply

SCE purchases coal pursuant to long term contracts to provide stable and reliable fuel supplies to its two
coal-fired generating stations, the Mohave and Four Corners plants. SCE entered into a coal contract,
dated September 1, 1966, with BHP Navajo Coal Company, the predecessor to the current owner of the
Navajo mine, to supply coal to Four Corners Units 4 and 5. The initial term of this coal supply contract
for the Four Corners plant is through 2004 and includes extension options for up to 15 additional years.
For discussion of the litigation affecting the coal supply contract for the Mohave plant, see “Navajo
Nation Litigation™ in Part 1, Item 3 of this report. SCE does not have reasonable assurance of an
adequate coal supply for operating the Mohave plant after 2005. If reasonable assurance of an adequate
coal supply is not obtained, it will become necessary to shut down the Mohave plant after December 31,
2005. For additional information, see “REGULATORY MATTERS — Mohave Generating Station
Proceeding” in the MD&A.

Environmental Matters

Legislative and regulatory activities in the areas of air and water pollution, waste management, hazardous
chemical use, noise abatement, land use, aesthetics, and nuclear control continue to result in the
imposition of numerous restrictions on SCE’s operation of existing facilities, on the timing, cost,
location, design, construction, and operation by SCE of new facilities, and on the cost of mitigating the
effect of past operations on the environment. These activities substantially affect future planning and
will continue to require modifications of SCE’s existing facilities and operating procedures. SCE is
unable to predict the extent to which additional regulations may affect its operations and capital
expenditure requirements.

Air Quality

The Mohave plant located in Laughlin, Nevada, and the Four Corners plant located in the Four Corners
area of New Mexico are subject to various air quality regulations, including the federal Clean Air Act
and similar state and local statutes.

Mohave Consent Decree. In 1998, several environmental groups filed suit against the co-owners of the
Mohave plant regarding alleged violations of emissions limits. In order to resolve the lawsuit and



accelerate resolution of key environmental issues regarding the plant, the parties entered into a consent
decree, which was approved by the court in December 1999. The decree also addressed concerns raised
by EPA programs regarding regional haze and visibility. As to regional haze, the EPA issued final
rulemaking on July 1, 1999, that did not impose any additional emissions control requirements on the
Mohave plant beyond meeting the provisions of the consent decree. As to visibility, the EPA issued its
final rule regarding visibility impairment at the Grand Canyon on February 8, 2002. This final rule
incorporated the terms of the consent decree into the Visibility Federal Implementation Plan for the state
of Nevada making the terms of the consent decree federally enforceable :

SCE’s share of the costs of complying with the consent decree and takmg other actions to continue
operation of the Mohave plant beyond 2005 is estimated to be approximately $605 million over the next
four years; however, SCE has suspended its efforts seeking CPUC approval for the installation of such
Mohave plant controls. See “OTHER DEVELOPMENTS — Envzronmental Protection” in the MD&A
for more information on these issues. . .

Mercury Maximum Achievable Control Technology (MACT) Determination. In December 2000, the EPA
announced its intent to regulate mercury emissions and other hazardous air pollutants from coal-fired
electric power plants under Section 112 of the Clean Air Act and indicated that it would propose a rule to
regulate these emissions by no later than December 15, 2003. “The regulations are required to become
final in 2004 with controls in place by 2007. This section of the Clean Air Act provides only for
technology based standards, and does not permit market trading options. Until the EPA’s standards
relating to emissions of mercury and other hazardous air pollutants are actually promulgated, the
potential cost of these control technologies cannot be estimated, and SCE cannot determme the potent1a1
impact on the operations of its facilities. , :

National Ambient Air Quality Standard.- A new ambient air quality standard was adopted by the EPA in
July 1997 to address emissions of fine particulate matter. It is widely understood that attainment of the
fine particulate matter standard may require reductions in emissions of nitrogen oxides and sulfur
dioxides. This standard was challenged in the courts, and on March 26, 2002, the United States Court of
Appeals for the District of Columbia C1rcu1t upheld the EPA’s revised ozone and fine particulate matter
ambient air quality standards. :

Because of the delays resulting from the litigation over the standard, the EPA’s new schedule for -
implementing the 8-hour ozone and fine particulate matter standards calls for designation of attainment
and nonattainment areas under the two standards in 2004. Once these designations are published, states
will be required to revise their implementation plans to achieve attainment of the révised standards, and
determine which plans are likely to require additional emission reductions from facilities that are
significant emitters of ozone precursors and partlculates ‘Any requlrement 1mposed on SCE’s coal-fired
generating facilities to further reduce their emissions of sulfur dioxide, nitrogen oxides and fine
partrculates as a result of the ozone and fine partlculate matter standard wrll not be known until the states
revise their 1mplementatlon plans. :

New Source Rewew Requirements. On November 3, 1999, the United States Department of Justice filed
suit against a number of electric utilities, not including SCE, for alleged violations of the Clean Air Act’s
“new source review” (NSR) requirements related to modifications of air emissions sources at electric
generating stations. Around that same time, the EPA issued requests for information pursuant to the
Clean Air Act to numerous other electric utilities seeking to determine whether these utilities also
engaged in activities in violation of the NSR requirements. On June 27, 2000, the EPA issued a request
for information to the Four Corners plant. On September 1, 2000, Arizona Public Service Company, the



operator of the plant, replied to the request. To date, no further action has been taken by the EPA with
respect to the Four Corners plant.

Several utilities have reached formal agreements or agreements-in-principle with the United States to
resolve alleged NSR violations. These settlements involved installation of additional pollution controls,
supplemental environment projects, and the payment of civil penalties. The agreements provided for a
phased approach to achieving required emission reductions over the next 10 to 15 years, and some called
for the retirement or repowering of coal-fired generating units. The total cost of some of these
settlements exceeded $1 billion; the civil penalties agreed to by these utilities range between $1 million
and $10 million. Because of the uncertainty created by the Bush administration’s review of the NSR
regulations and NSR enforcement proceedings, some of these settlements have not been finalized.
However, the Department of Justice review released in January 2002 concluded “EPA has a reasonable
basis for arguing that the enforcement actions are consistent with both the Clean Air Act and the
Administrative Procedure Act.” No change in the Department of Justice’s position regarding pending
NSR legal actions has been announced as a result of EPA’s proposed NSR reforms (discussed
immediately below).

On December 31, 2002, the EPA finalized a rule to improve the NSR program. This rule is intended to
provide additional flexibility with respect to NSR by, among other things, modifying the method by
which a facility calculates the emissions’ increase from a plant modification; exempting, for a period of
ten years, units that have complied with NSR requirements or otherwise installed pollution control
technology that is equivalent to what would have been required by NSR; and allowing a facility to make
modifications without being required to comply with NSR if the facility maintained emissions below
plant-wide applicability limits. Although states, industry groups and environmental organizations have
filed litigation challenging various aspects of the rule, it became effective March 3, 2003. It is unknown
whether any litigation may lead to changes to the requirements of the new rule.

In addition to this final rule, the EPA has proposed a rule to clarify the “routine maintenance and repair”
exclusion contained in the EPA’s regulations. The public comment period for this rule has been
extended to May 2, 2003. A clearer definition of “routine maintenance, repair and replacement,” would
provide SCE greater guidance in determining what investments can be made at its existing plants to
improve the safety, efficiency and reliability of its operations without triggering NSR permitting
requirements.

SCE is presently unable to determine the impact of these developments relating to NSR on SCE’s
coal-fired generating facilities.

Greenhouse Gas Emissions Reductions. On February 14, 2002, President Bush announced objectives to
slow the growth of greenhouse gas emissions by reducing the amount of greenhouse gas emissions per
unit of economic output by 18% by 2012 and to provide funding for climate-change related programs.
The President’s proposed program does not include mandatory reductions of greenhouse gas emissions.
However, various bills have been, or are expected to be, introduced in Congress to require greenhouse
gas emissions reductions and to address other issues related to climate change. In addition, in February
2003, seven states gave notice of their intent to sue EPA alleging that EPA has failed to regulate carbon
dioxide and other greenhouse gas emissions from power plants as required by the Clean Air Act.

SCE is presently unable to determine the impact of these developments relating to greenhouse gas
emissions on SCE’s coal-fired generating facilities.
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Federal Legislative Initiatives. - There have been a number of bills introduced in the last session of
Congress and the current session of Congress that would amend the Clean Air Act to specifically target
emissions of certain pollutants from electric utility generating stations. These bills would mandate
reductions in emissions of nitrogen oxides, sulfur dioxide and mercury; some bills would also impose
limitations on carbon dioxide emissions. The various proposals differ in many details, including the
timing of any required reductions, the extent of required reductions; and the relationship of any new
obligations that would be imposed by these bills with existing legal requirements. There is significant
uncertainty as to whether any of the proposed legislative initiatives will pass in their current form or
whether any compromise can be reached that would facilitate passage of legislation. Accordmgly, SCE
is not able to evaluate the potentlal unpact of these proposals at this time.

R

Hazardous Waste Compliance and Remedtatton

Under varlous federal state and local environmental laws and regulations, a current or previous owner or
operator of any facility, including an electric generating facility, may be required to investigate and
remediate releases or threatened releases of hazardous or toxic substances or petroleum products located
at that facility, and may be held liable to a governmental entity or to third parties for property damage,
personaliinjury and investigation and remediation costs incurred by these parties in connection with these
releases or threatened releases. Many of these laws, including the Comprehensive Environmental
Response, Compensation and Liability Act of 1980, commonly referred to as CERCLA, as amended by
the Superfund Amendments and Reauthorization Act of 1986, impose liability without regard to whether
the owner knew of or caused the presence of the hazardous substances, and courts have interpreted '
liability under these laws to be strict and joint and several. The cost of investigation, remediation or
removal of these substances may be substantial. In addition, persons who arrange for the disposal or
treatment of hazardous or toxic substances at a disposal or treatment facility may be liable for the costs of
removal or remediation of a release or threatened release of hazardous or toxic substances at that disposal
or treatment facility, whether or not that facility is owned or operated by that person. Some
environmental laws and regulations create a lien on a contaminated site in favor of the government for
damages and costs it incurs in connection with the contamination. The owner of a contaminated site and
persons who arrange for the disposal of hazardous substances at that site also may be subject to common
law claims by third parties based on damages and costs resulting from environmental contamination
emanating from that site.

Toxic Substances Control Act. The federal Toxic Substances Control Act and accompanying regulations
govern the manufacturing, processing, distribution in commerce, use, and disposal of listed compounds,
such as polychlorinated biphenyls, a toxic substance used in certain electrical equipment. Current costs
for remediation and disposal of this substance are immaterial.

The CPUC allows SCE to recover in retail rates paid by its customers environmental remediation costs at
certain sites through an incentive mechanism. See Note 10 of the Notes to Financial Statements and the
“OTHER DEVELOPMENTS — Environmental Protection” section in the MD&A for more information.

Water Quality

Clean Water Act. Regulations under the federal Clean Water Act require permits for the discharge of
certain pollutants into United States waters and permits for the discharge of stormwater flows from
certain facilities. Under this act, the EPA issues effluent limitation guidelines, pretreatment standards,
and new source performance standards for the control of certain pollutants. The Clean Water Act also
regulates the thermal component (heat) of effluent discharges and the location, design, and construction
of cooling water intake structures at facilities such as San Onofre. Individual states may impose more
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stringent effluent limitations than EPA. California has an EPA program to issue individual or group
(general) permits for Clean Water Act discharges.

SCE incurs additional expenses and capital expenditures in order to comply with guidelines and
standards applicable to certain of its power plants. SCE presently has discharge permits for all applicable
facilities.

The U.S. EPA is scheduled to adopt new regulations governing cooling water intake structures in
February 2004. The San Onofre facility would be subject to these rules. If the final rules resemble those
proposed by EPA, SCE believes the new rules will not significantly impact San Onofre and that the
facility will be compliant without any physical or operational modifications.

Safe Drinking Water and Toxic Enforcement Act. California’s Safe Drinking Water and Toxic
Enforcement Act prohibits the exposure of individuals to chemicals known to the State of California to
cause cancer or reproductive harm and the discharge of such chemicals into potential sources of drinking
water. As SCE’s operations call for use of different products, and as additional chemicals are placed on
the State’s list, SCE is required to incur additional costs to review and possibly revise its operations to
ensure compliance with the requirements of this law.

Item 2. Properties

The principal properties of SCE are described above under “Properties.”
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Item 3. Legal Proceedings

Navajo Nation Litigation

On June 18, 1999, SCE was served with a complaint filed by the Navajo Nation in the United States District
Court for the District of Columbia (D.C. District Court) against Peabody Holding Company and certain of
its affiliates (Peabody), Salt River Project Agricultural Improvement and Power District, and SCE. The
complaint asserts claims against the defendants for, among other things, violations of the federal RICO
statute, interference with fiduciary duties and contractual relations, fraudulent mlsrepresentanon by -
nondisclosure, and various contract-related claims. Peabody supplies coal from mines on Navajo Nation
lands to the Mohave Station. The complaint claims that the defendants’ actions prevented the Navajo
Nation from obtaining the full value in royalty rates for the coal. The complaint secks damages of not less
than $600 million, trebling of that amount, and punitive damages of not less than $1 billion, as well as a .
declaration that Peabody’s lease and contract rights to mine coal on Navajo Nation lands should be
terminated. SCE joined Peabody’s motion to strike the Navajo Nation’s complaint. In addition, SCE and
the other defendants filed motions to dxsmlss

On March 15, 2001, the Dls’mct Court granted the Hopx Tnbe s motion to intervene in the htlgatlon The
District Court also on that date granted Salt Rrver's motion to drsmlss the Nava_jo Nation’s complamt agamst
it on jurisdictional grounds. : o o

On February 21, 2002, Peabody filed a demand to arbitrate in the United States District Court in Arizona :
(Arizona District Court) pursuant to a provision of their agreement with the Navajo Nation. At the same
time, Peabody and SCE filed cross claims against the Navajo Nation in the D.C. District Court action,
alleging that the Navajo breached a settlement agreement between Peabody and the Navajo Nation by filing
their lawsuit. Additionally, Peabody filed a motion to transfer the action to the Arizona District Court or to
stay the D.C. District Court action pending the outcome of arbitration-related proceedings. . The D.C.
District Court granted SCE’s and Peabody’s motion for leave to file the counterclaims, but denied
Peabody’s motion to transfer or stay the D.C. District Court action. Peabody and SCE appealed that part of
the order denying the requested stay. On J anuary 16, 2003, the Arizona Dlstnct Court ruled that it did not
have _]unsdlctlon and dlsmlssed the Arizona District Court actlon . :

Some of the issues mcluded in this case were recently addressed by the United States Supreme Court. The
Navajo Nation had previously filed suit in the Court of Claims against the United States Department of
Interior, alleging that the Government had breached its fiduciary duty concerning the above-referenced
contract negotiations. On February 4, 2000, the Court of Claims issued a decision in the Government’s
favor, finding that while there had been a breach, there was no available redress from the Government. In -
its decision, the Court indicated that it was making no statements regarding, or findings in, the above federal
civil court action. - The Navajo Nation filed ari appeal and the Court of Appeals ruled that the Court of
Claims did have jurisdiction to award damages and remanded the case for that purpose. The United States
filed for a Writ of Certiorari to the United States Supreme Court which was granted. On March 4, 2003, the
Supreme Court issued its majority decision reversing the decision of the Court of Appeals. The Supreme
Court concluded that there was no breach ofa. fidumary duty and that the Nava_]o Natlon did not have a right
to relief against the Govemment Ce

Power Exchange Performance Bond ngatzon '
On January 19, 2001 Amencan Home Assurance Company (Amencan Home) notified SCE that due to

SCE’s failure to comply with its payment obligations to the California Power Exchange (PX), the PX
issued a demand to American Home on a $20,000,000 pool performance bond. American Home :
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demanded payment from SCE by January 29, 2001, of $20,000,000 under an indemnity agreement
between SCE and American Home.

SCE has exercised its right under the indemnity agreement to assume the defense of American Home
against claims arising from the pool performance bond. As required by the indemnity agreement, in
February 2001, SCE deposited $20,200,000 in an account in trust to be available to satisfy any judgment,
should there be one, against American Home as a result of SCE’s alleged default. SCE has further
instituted the alternative dispute resolution provisions provided for in the applicable PX tariff, which
provide for negotiation followed by mediation and, if unsuccessful, arbitration.

On or about September 13, 2001, the PX submitted a demand for arbitration against American Home,
asserting causes of action for breach of contract and bad faith refusal to pay. On September 25, 2001,
American Home demanded that SCE indemnify and defend American Home in connection with the
demand for arbitration, pursuant to the operative documents between the parties. SCE assumed the
defense of the arbitration.

On March 1, 2002, SCE made payment directly to the PX on the full amount of its outstanding
obligations. The PX was unwilling to provide American Home with an exoneration of the pool
performance bond, and has continued to pursue the arbitration, asserting, among other things, that it is
entitled to the face amount of the bond on account of PG&E’s default.

On March 19, 2002, American Home initiated suit against SCE, alleging that SCE’s failure to obtain an
exoneration of the bond in connection with SCE’s payment of its indebtedness was a material breach of
the indemnity agreement. On April 30, 2002, SCE filed its answer to American Home’s lawsuit denying
the material allegations of the complaint and filed a cross complaint against American Home, alleging
causes of action for breach of contract and bad faith, reformation of conduct, breach of fiduciary duty,
and declaratory relief. Among other relief, SCE seeks the return of its previously deposited $20,200,000.

CPUC Litigation and Settlement

See the discussion, which is incorporated herein by this reference, under “‘REGULATORY MATTERS -
CPUC Litigation Settlement Agreement” in the MD&A for a description of SCE’s lawsuit against the
CPUC, its settlement, and the appeal of the stipulated judgment approving the settlement.

CPUC Investigation Regarding SCE'’s Electric Line Maintenance Practices

On August 25, 2001, the CPUC issued an order instituting investigation (OII) regarding SCE's overhead
and underground electric line maintenance practices. The OII was based on a report issued by the
CPUC's Protection and Safety Consumer Services Division (CPSD), which alleged a pattern of
noncompliance with the CPUC's general orders for the maintenance of electric lines over the period
1998-2000. The OII also alleged that noncompliant conditions were involved in 37 accidents resulting in
death, serious injury, or property damage. The CPSD identified 4,817 alleged violations of the general
orders during the three-year period; and the OII put SCE on notice that it is potentially subject to a
penalty of between $500 and $20,000 for each violation or accident.

Prepared testimony was filed in this matter in April 2002, and hearings were conducted in September 2002.
In its opening brief on October 21, 2002, CPSD recommended SCE be assessed a penalty of $97 million.
SCE addressed in its reply brief the legal, factual, and equitable reasons why CPSD’s penalty
recommendation should be rejected. On December 20, 2002, SCE filed a petition seeking to set aside the
CPSD’s submission. On February 21, 2003, the administrative law judge (ALJ) issued a ruling setting aside
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submission, directed further briefing on the application of the appropriate standard to govern SCE’s electric
line maintenance obligation, and scheduled closing argument for April 22, 2003. On March 14, 2003, SCE
and the CPSD filed additional briefs in response to the ALJ’s direction. A decision is expected in the ‘
second or third quarter of 2003. See the discussion under “REGULATORY MATTERS - Electnc Line
Maintenance Practlces Proceedmg” in the MD&A for additional mformatlon :

Item 4. Submission of Matters to a Vote of Security Holders

Inapplicable

Pursuant to Form 10-K’s General Instruction (General Instructlon) G(3) the followmg mformatlon is
included as an additional item in Part I: :

Executlve Ofﬁcers(l) of the Registrant

s . Ageat o] :
-Executive Officer -~ - December 31, 2002 - . Company Position
John E. Bryson : 59 Chairman of the Board N
Alan J. Fohrer "’: -~ 52" - | Chief Executive Ofﬁcer and D1rector
Robert G. Foster - - © 55 | President
HaroldB.Ray .~ ~ |~~~ 62~ * ' Executive Vice President, Generation .
Pamela A. Bass - 55 | Senior Vice President, Customer Service
John R. Fielder - : : 57 .. | Senior Vice President, Regulatory Policy and Affairs
Stephen E. Pickett . 52 " | Senior Vice President and General Counsel
Richard M. Rosenblum . B 52 | Senior Vice President, Transmission and Distribution
'W. James Scilacci 47 - | Senior Vice President and Chief Financial Officer
Mahvash Yazdi - 51 Senior Vice President and Chief Information Officer
Bruce C. Foster . .50 Vice President, Regulatory Operations
Frederick J. Grigsby, Jr. - 55 Vice President, Human Resources and Labor Relations
Thomas M. Noonan ' .51 | 'Vice President and Controller
| Pedro J. Pizarro . 37. | Vice President, Strategy and Business Development

M The term “Executlve Ofﬁcers” is defined by Rule 3b—7 of the General Rules and Regulations under
the Securities Exchange Act 0of 1934, as amended :
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None of SCE’s executive officers is related to each other by blood or marriage. As set forth in Article IV
of SCE’s Bylaws, the elected officers of SCE are chosen annually by and serve at the pleasure of SCE’s
Board of Directors and hold their respective offices until their resignation, removal, other disqualification
from service, or until their respective successors are elected. All of the above officers have been actively
engaged in the business of SCE, Edison International and/or the nonutility company affiliates of SCE for
more than five years except Frederick J. Grigsby, Jr., and Pedro J. Pizarro. Those officers who have not
held their present position with SCE for the past five years had the following business experience during

that period:

Executive Officer

Company Position

Effective Dates

John E. Bryson

Chairman of the Board, SCE

Chairman of the Board, President, and
Chief Executive Officer, Edison
International

Chairman of the Board, Edison Capital
Chairman of the Board, Edison Mission
Energy

Chairman of the Board and Chief Executive
Officer, Edison International and SCE

January 2003 to present
January 2000 to present

January 2000 to present
January 2000 to December 2002

October 1990 to December 1999

Alan J. Fohrer

Chief Executive Officer and Director, SCE
Chairman of the Board and Chief Executive
Officer, SCE

President and Chief Executive Officer,
Edison Mission Energy

Executive Vice President and Chief
Financial Officer, Edison International
Chairman of the Board, Edison

Enterprises

Executive Vice President and Chief
Financial Officer, SCE

Vice Chairman of the Board, Edison
Mission Energy

January 2003 to present
January 2002 to December 2002

January 2000 to December 2001
September 1996 to January 2000
January 1998 to September 1999
September 1996 to December 1999

May 1993 to January 1999

Robert G. Foster

President, SCE

Senior Vice President, External Affairs,
Edison International and SCE

Senior Vice President, Public Affairs,
Edison International and SCE

January 2002 to present
April 2001 to December 2001

November 1996 to April 2001

Pamela A. Bass

Senior Vice President, Customer Service,
SCE

Vice President, Customer Solutions
Business Unit, SCE

March 1999 to present

June 1996 to February 1999

John R. Fielder

Senior Vice President, Regulatory Policy
and Affairs, SCE

Vice President, Regulatory Policy and
Affairs, SCE

February 1998 to present

February 1992 to February 1998

16




Executive Officer

Company Position

Effective Dates

Stephen E. Pickett

Senior Vice President and General Counsel,

SCE
Vice President and General Counsel,' SCE .
Associate General Counsel, SCE -

January 2002 to present

January 2000 to December 2001

Richard M.

{ November 1993 to December 1999

Vice President and Chief Fmanmal Officer,
SCE

Director, 2002 General Rate Case, SCE
Director, Qualifying Facility Resources,
SCE

- | Senior Vice President, Transmrsswn and February 1998 to present .
Rosenblum Distribution, SCE . : » .
-} Vice President, Distribution Busmess Unit, | January 1996 to February 1998
SCE ' -
W. James Scilacci Senior Vice President and Chlef Fmanmal January 2003 to present
Officer, SCE ._

January 2000 to December 2002

August 1999 to December 1999
January 1996 to August 1999

Mahvash Yazdi

Senior Vice President and Chlef
Information Officer, SCE and Edison
International

Vice President and Chief Information
Officer, SCE and Edison International -

| January 2000 to present

May 1997 to December 1999

Frederick J.
Grigsby, Ir. ™

| Fluor Corporation
Vice President, Human Resources Thermo .

Vice Pres1dent Human Resources and

. Labor Re]atlons

Senior Vice President, Human Resources
(¢h]e)]

King Corporatlon(l) ®

July 2001 to present
December 1998 to October 2000

December 1995 to November 1998

Thomas M. Noonan

Vice President and Control]er, SCE and.
Edison International :

Assistant Controller, SCE and EdlSOIl
International

March 1999 to present

: September 19_93 to March 1999

Pedro J. Pizarro

Vice President, Strategy and Business
Development, SCE '

‘| Vice President, Technology Business

Development, Edison International .
Director, Strategic Planning, Edison .
International

Consultant, McKinsey & Company(”“’

July 2001 to present
September 2000 to June 2001
May 1999 to September 2000

October 1993 to April 1999

O This entity is not a parent, subsidiary or other afﬁliate of SCE.

@ The Fluor Corporation is one of the world's largest, pubhcly owned engmeermg, procurement
construction, and mamtenance services organizations. - T

@) Thermo King Corporation provides climate control solutions for global transportation industries.

®  McKinsey & Company is a management consulting firm.
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PART I
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters

Certain information responding to Item 5 with respect to frequency and amount of cash dividends is
included in SCE’s Annual Report to Shareholders for the year ended December 31, 2002 (Annual
Report), under Quarterly Financial Data on page 63 and is incorporated by reference pursuant to General
Instruction G(2). As a result of the formation of a holding company described above in Item 1, all of the
issued and outstanding common stock of SCE is owned by Edison International and there is no market
for such stock.

Item 201(d) of Regulation S-K, “Securities Authorized For Issuance Under Equity Compensation Plans,”
is not applicable because SCE has no compensation plans under which equity securities of SCE are
authorized for issuance.

Ttem 6. Selected Financial Data

Information responding to Item 6 is included in the Annual Report under “Selected Financial and
Operating Data: 1998-2002 on page 1, and is incorporated herein by reference pursuant to General
Instruction G(2).

Item 7. Management’s Discussion and Analysis of Results of Operations and Financial Condition

Information responding to Item 7 is included in the Annual Report under “Management’s Discussion and
Analysis of Results of Operations and Financial Condition” on pages 2 through 29 and is incorporated
herein by reference pursuant to General Instruction G(2).

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Information responding to Item 7A is included in the Annual Report under “Management’s Discussion
and Analysis of Results of Operations and Financial Condition - MARKET RISK EXPOSURES” on
pages 8 through 9, and is incorporated herein by reference pursuant to General Instruction G(2).

Item 8. Financial Statements and Supplementary Data

Certain information responding to Item 8 is set forth after Item 15 in Part III. Other information
responding to Item 8 is included in the Annual Report on pages 31 through 63 and is incorporated herein
by reference pursuant to General Instruction G(2).
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

PART I
Item 10. Directors and Executive Officers of the Registrant
Information concerning executive officers of SCE is set forth in Part I in accordance with General

Instruction G(3), pursuant to Instruction 3 to Item 401(b) of Regulation S-K. Other information
responding to Item 10 will appear in SCE’s definitive Joint Proxy Statement (Proxy Statement) to be filed
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with the SEC in connection with SCE’s Annual Shareholders” Meeting to be held on May 15, 2003,
under the heading “Election of Directors, Nominees for Election” and is incorporated herein by reference
pursuant to General Instruction G(3). o

Item 11. Executive Compensation

Information responding to Item 11 will appear in the Proxy Statement under the headings “Director
Compensation,” “Executive Compensation — Summary Compensatlon Table,” “Option/SAR Grants in
2002,” “Aggregated Option/SAR Exercises in 2002 and FY-End Option/SAR Values,” “Long-Term
Incentive Plan Awards in Last Fiscal Year,” “Pension Plan Table,” “Other Retirement Benefits,”
“Employment Contracts and Termination of Employment Arrangements,” and “Compensation and
Executive Personnel Committees” Interlocks and Insider Participation,” and is incorporated herein by
reference pursuant to General Instruction G(3).

Item 12. Security Ownership of Certain Beneﬁcral Owners and Management and Related
Stockholder Matters '

Information responding to Item 12 will appear in the Proxy Statement under the headings “Stock
Ownership of Directors and Executive Officers” and “Stock Ownershlp of Certain Shareholders and is
incorporated herein by reference pursuant to General Instruction G(3). :

Item 201(d) of Regulation S-K, “Securities Authorized For Issuance Under Equity Compensation Plans,”
is not applicable because SCE has no compensatlon plans under which equity securmes of SCE are
authorized for issuance. R :

Item 13 Certain Relatlonshlps and Related Transactlons .

Information responding to Item 13 will appear in the Proxy Statement under the headmgs “Certain
Relationships and Transactions” and “Other Management Transactions,” and is incorporated herein by
reference pursuant to General Instruction G(3). ’

Item 14. Controls and Procedures

Under the Sarbanes-Oxley Act of 2002 and implementing rules and regulations adopted by the Securities
and Exchange Commission (SEC), SCE must maintain drsclosure controls and procedures. ‘The term
“disclosure controls and procedures™ is defined in the SEC’s regulations to mean, as applied to SCE,
controls and other procedures that are designed to ensure that information required to be disclosed by
SCE in reports filed with the SEC is recorded, processed summarized, and reported within the time
frames specified in the SEC’s rules and forms. Disclosure controls and procedures-include, without
limitation, controls and procedures designed to ensure that information required to be disclosed by SCE
in its SEC reports is accumulated and communicated to Edison International’s management, including its
Chief Executive Officer and its Chief Financial Officer, as appropriate to allow timely decisions
regarding disclosure. The SEC’s regulations also require SCE to carry out evaluations, under the
supervision and with the participation of SCE’s management, including its Chief Executive Officer and
its Chief Financial Officer, of the effectiveness of the design and operation of SCE’s disclosure controls
and procedures. These evaluations must be carried out within the 90- day perrod prror to the f lmg date of
certain reports 1ncludmg thls Annual Report on Form lO-K L -

The Chief Executive Off icer and the Chlef Fmanelal Ofﬁcer of SCE have evaluated the effectrveness of
the design and operation of SCE’s disclosure controls and procedures as of March 24, 2003. They have
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concluded that those disclosure controls and procedures, as of the evaluation date, were effective in
ensuring that information required to be disclosed by SCE in its reports filed with the SEC was

(1) accumulated and communicated to SCE’s management, as appropriate to allow timely decisions
regarding disclosure, and (2) recorded, processed, summarized, and reported within the time frames
specified in the SEC’s rules and forms.

The Chief Executive Officer and the Chief Financial Officer of SCE also have concluded that there were
no significant changes in SCE’s internal controls or in other factors that could significantly affect those
controls subsequent to the date of their evaluation, including any corrective actions with regard to
significant deficiencies and material weaknesses.

Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
(a)(1) Financial Statements

The following items contained in the Annual Report are found on pages 2 through 63, and are
incorporated by reference in this report.

Management’s Discussion and Analysis of Results of Operations and Financial Condition

Responsibility for Financial Reporting

Report of Independent Accountants

Report of Predecessor Independent Accountants

Consolidated Statements of Income — Years Ended December 31, 2002, 2001 and 2000

Consolidated Balance Sheets — December 31, 2002, and 2001

Consolidated Statements of Cash Flows — Years Ended December 31, 2002, 2001 and 2000

Consolidated Statements of Changes in Common Shareholders’ Equity — Years Ended
December 31, 2002, 2001, 2000 and 1999

Notes to Consolidated Financial Statements

(a)(2) Report of Independent Accountants and Schedules Supplementing Financial Statements

The following documents may be found in this report at the indicated page numbers:

Page
Report of Independent Accountants on Financial Statement Schedule 22
Report of Predecessor Independent Public Accountants on Supplemental Schedules 23
Schedule I — Valuation and Qualifying Accounts for the
Years Ended December 31, 2002, 2001, and 2000 24

Schedules I through V, inclusive, except those referred to above, are omitted as not required or not
applicable.

(a)(3) Exhibits
See Exhibit Index beginning on page 30 of this report.

The Company will furnish a copy of any exhibit listed in the accompanying Exhibit Index upon
written request and upon payment to the Company of its reasonable expenses of furnishing such exhibit,
which shall be limited to photocopying charges and, if mailed to the requesting party, the cost of first-
class postage.
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(b) Reports on Form 8-K

November 20, 2002
Item 5: Other Events

December 13, 2002
Item 5: Other Events

California Public Utilities Commission Litigation
Settlement Agreement

John E. Bryson to become Chairman of the Board
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Report of Independent Accountants on
Financial Statement Schedule

To the Board of Directors and
Shareholder of Southern California Edison Company:

Our audit of the consolidated financial statements referred to in our report dated March 26, 2003
appearing in the 2002 Annual Report to Shareholders of Southern California Edison Company (which
report and consolidated financial statements are incorporated by reference in this Annual Report on Form
10-K) also included an audit of the 2002 financial statement schedule information listed in Item 15(a)(2)
of this Form 10-K. In our opinion, the 2002 financial statement schedule presents fairly, in all material
respects, the information set forth therein when read in conjunction with the related consolidated
financial statements. The 2001 and 2000 financial statement schedule information of Southern California
Edison Company was audited by other independent accountants who have ceased operations. Those
independent accountants expressed an unqualified opinion on that financial statement schedule
information in their report dated March 25, 2002.

DW»M L

Los Angeles, California
March 26, 2003
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THE FOLLOWING REPORT'IS A COPY OF A REPORT PREVIOUSLY ISSUED BY ARTHUR
ANDERSEN LLP AND HAS NOT BEEN REISSUED BY ARTHUR ANDERSEN LLP.

REPORT OF PREDECESSOR INDEPENDENT PUBLIC ACCOUNTANTS
ON SUPPLEMENTAL SCHEDULES

To Southern California Edison Company:

We have audited, in accordance with auditing standards generally accepted in the United States, the
consolidated financial statements included in the 2002 Annual Report to Shareholders of Southern
California Edison Company incorporated by reference in this Form 10-K, and have issued our report
thereon dated March 25, 2002. Our audits were made for the purpose of forming an opinion on those
consolidated financial statements taken as a whole. The supplemental schedules listed in Part III of this
Form 10-K are the responsibility of Southern California Edison Company’s management and are
presented for purposes of complying with the Securities and Exchange Commission’s rules and
regulations, and are not part of the consolidated financial statements. These supplemental schedules have
been subjected to the auditing procedures applied in the audits of the consolidated financial statements
and, in our opinion, fairly state in all material respects the financial data required to be set forth therein in
relation to the consolidated financial statements taken as a whole.

ARTHUR ANDERSEN LLP

Los Angeles, California
March 25, 2002
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Southern California Edison Company
SCHEDULE I1 - VALUATION AND QUALIFYING ACCOUNTS

For the Year Ended December 31, 2002

Additions
Balance at Charged to  Charged to Balance
Beginning of Costs and Other at End
Description Period Expenses Accounts  Deductions of Period

(In thousands)
Uncollectible Accounts:

Customers $ 28,300 $ 21,035 $ — $ 19,297 $ 30,038
All other 3,656 4,308 — 1,940 6,024
Total $ 31,956 $ 25,343 $ — $ 21,237(a) $ 36,062

(a) Accounts written off, net.
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Southern California Edison Company

SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS

For the Year Ended December 31, 2001

) o Additions
- Balanceat - : Chargedto  Charged to Balance
-Beginning of. - Costs and  Other at End
Description Period - -Expenses Accounts Deductions ". of Period
(In thousands)
Group A:
Uncollectible Accounts: .
- Customers $ 19,793 $ 28,926 — $ 20,419 $ 28300
All other 3,427 1,836 — 1,607 3,656
Total $ 23,220 $ 30,762 — $ 22,026(a) § 31,956
Group B:
DOE Decontamination
- and Decommissioning  : $ 29,920 $ — $ 5,520(b) $ 24,400
Purchased-power settlements 466,232 « —_ 110,353(c) - 355,879
Pension and benefits 296,278 195,558 72,037(d) 419,799
Maintenance Accrual ’
Insurance, casualty and other 64,058 154,827 — 43,815(e) 75,070
Total $ 856,488 $ 250,385 — $231,725  § 875,148

(a) Accounts written off, net.

(b) Represents amounts paid.

(c) Represents the amortization of the liability established for purchased-power contract settlement

agreements.

(d) Includes pension payments to retired employees, amounts paid to active employees during periods of
illness and the funding of certain pension benefits. .
(¢) Amounts charged to operations that were not covered by insurance.
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Southern California Edison Company

SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS

For the Year Ended December 31, 2000

_ Additions
. Balance at Charged to  Charged to Balance
Beginning of Costs and Other at End
Description’ - Period Expenses Accounts Deductions of Period
(In thousands)
Group A:
Uncollectible accounts
Customers $ 21,656 $ 24,017 $ — $ 25,880 $ 19,793
All other 3,009 1,201 — 783 3,427
Total $ 24,665 $ 25218 $ — $ 26,663(a) $§ 23,220
Group B:
DOE Decontamination
- and Decommissioning $ 34,590 $ — $ (19)b) $ 4451(c) $ 29,920
Purchased-power settlements 563,459 17,188 — - 114,415(d) 466,232
Pension and benefits 232,901 44,244 24,101(e) 4,968(f) 296,278
Insurance, casualty and other 68,880 42,749 — 47,571(g) 64,058
Total $ 899,830 $ 104,181 $ 23,882 $ 171,405 $ 856,488

(a) Accounts written off, net.

(b) Represents revision to estimate based on actual billings.

(c) Represents amounts paid.

(d) Represents the amortization of the liability established for purchased-power contract settlement

agreements.

(e) Primarily represents transfers from the accrued paid absence allowance account for requxred
additions to the comprehensive disability plan accounts.
(f) Includes pension payments to retired employees, amounts paid to active employees during periods of
illness and the funding of certain pension benefits.
(g) Amounts charged to operations that were not covered by insurance.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

SOUTHERN CALIFORNIA EDISON COMPANY

. By: :
stn 5. S
Kenneth S. Stewart
Assistant General Counsel -

Date: March 27,2003

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signaturé Title . . Date

Principal Executive Officer: o o : o -
Alan J. Fohrer* Chief Executive Officer and Director ‘March 27, 2003
Principal Financial Officer: oo .
W. James Scilacci* Senior Vice President and :
Chief Financial Officer March 27, 2003
Controller or Principal Accounting Officer: S C ~ : ' '
Thomas M. Noonan* _ Vice President and Controller March 27, 2003
Board of Directors:
John E. Bryson* ' . Director - March 27, 2003 -
Bradford M. Freeman* Director March 27,2003
Joan C. Hanley* " . . - _Director : ; . March 27, 2003
Bruce Karatz* Director : - March 27, 2003
Luis G. Nogales* Director March 27, 2003
Ronald L. Olson* . Director . . March 27, 2003
James M. Rosser* . Director B . = March 27,2003
Richard T. Schlosberg, IIT* - Director: - : ‘ . -March 27,2003
Robert H. Smith* Director -March 27,2003
Thomas C. Sutton* Director March 27, 2003
Daniel M. Tellep* Director _ - March 27,2003 -
*By:

U S, St

Kenneth S. Stewart
Assistant General Counsel
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CERTIFICATION

I, ALAN J. FOHRER, certify that;
1. Ihavereviewed this annual report on Form 10-K of SCE;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this annual report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that matenal information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior
to the filing date of this annual report (the "Evaluation Date"); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the equivalent
function):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant's ability to record, process, summarize and report financial data and have identified for the registrant's
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this annual report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent to
the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: March 27, 2003 %A/\
72

.FOHRER
ChJef E%ecutive Officer
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CERTIFICATION

I, W. JAMES SCILACCI, certify that:
1. Ihave reviewed this annual report on Form 10-K of SCE;

2. Based onmy knowledge, this annual report does not contain any 'untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not mrsleadlng with respect fo the perrod covered by this annual report;

3. Based on my knowledge the financial statements and other flnanmal information mcluded in this
annual report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certrfyrng officers and | are responsrble for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d -14) for the
registrant and have

a) desrgned such disclosure controls and procedures to ensure that materral information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
partlcularly durmg the period in which this annual report is being prepared '

b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within
90 days prior to the filing date of this annual report (the "Evaluation Date"); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls and .
procedures based on our evaluation as of the Evaluation Date;

5. The reg’rstrant'soth'"er certifying officers and | have disclosed, based on our most recent evaluation, to
the registrant's auditors and the audit committee of reglstrant's board of directors {or persons performing
the equivalent functron)

a) all significant deﬂcrencres in the design or operatron of internal controls which could adversely affect the
registrant's ability to record, process, summarize and report financial data and have identified for the
registrant's auditors any material weaknesses in internal controls; and

b) anyfraud, whether or not material, that involves managernent or other employees who have a
significant role in the registrant's internal controls; and

6. The registrant's other certlfylng officers and | have indicated in this annual report whether or not there
were significant changes in internal controls or in other factors that could significantly affect internal

controls subsequent to the date of our most recent evaluation, including any corrective actrons with regard
to significant deficiencies and: matenal weaknesses. :

A

Date: March 271, 2003

o : ~W. JAMES SCILACCI *
Senior Vice President and Chief Financial Officer
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Exhibit
Number

3.1
3.2
3.3
4.1
42
43
44
4.5
4.6
4.7
4.3
49
4.10
4.11
4.12

4.13
10.1

10.2
103
10.4
10.4.1
10.5
10.5.1
106
10.6.1
10.7

10.7.1

EXHIBIT INDEX

Description

Certificate of Amendment and Restated Articles of Incorporation of SCE effective

June 1, 1993 (File No. 1-2313, Form 10-K for the year ended December 31, 1993)*
Certificate of Correction of Restated Articles of Incorporation of SCE dated effective
August 21, 1997 (File No. 1-2313, Form 10-Q for the quarter ended September 30, 1997)*
Amended Bylaws of Southern California Edison Company as adopted by the Board of
Directors on January 1, 2003

SCE First Mortgage Bond Trust Indenture, dated as of October 1, 1923 (Registration

No. 2-1369)* ‘

Supplemental Indenture, dated as of March 1, 1927 (Registration No. 2-1369)* .

Third Supplemental Indenture, dated as of June 24, 1935 (Registration No. 2-1602)*

Fourth Supplemental Indenture, dated as of September 1, 1935 (Registration No. 2-4522)*
Fifth Supplemental Indenture, dated as of August 15, 1939 (Registration No. 2-4522)*

Sixth Supplemental Indenture, dated as of September 1, 1940 (Registration No. 2-4522)*
Eighth Supplemental Indenture, dated as of August 15, 1948 (Registration No. 2-7610)*
Twenty-Fourth Supplemental Indenture, dated as of February 15, 1964 (Reglstratlon

No. 2-22056)*

Eighty-Eighth Supplemental Indenture, dated as of July 15 1992 (File No. 1-2313, Form 8-K
dated July 22, 1992)*

Indenture dated as of January 15, 1993 (File No. 1-2313, Form 8-K dated January 28, 1993)*
Indenture dated as of May 1, 1995 (File No. 1-2313, Form 8-K dated May 24, 1995)*
Ninety-Seventh Supplemental Indenture, dated as of February 21, 2002 (File No. 1-2313,
filed as Exhibit 4.12 to Form 10-K for the year ended December 31, 2001)*

Ninety-Eight Supplemental Indenture, dated February 15, 2003

1981 Deferred Compensation Agreement (File No. 1-2313, filed as Exhibit 10.2 to Form
10-K for the year ended December 31, 1981)*

1985 Deferred Compensation Agreement for Executives (File No. 1 -2313, filed as Exhxblt
10.3 to Form 10-K for the year ended December 31, 1985)*

1985 Deferred Compensation Agreement for Directors (File No. 1-2313, filed as Exhibit 10.4
to Form 10-K for the year ended December 31, 1985)*

Director Deferred Compensation Plan (File No. 1-9936, filed as Exhibit 10.1 to the Edison’
International Form 10-Q for the quarter ended June 30, 2002)*

Director Deferred Compensation Plan-Amendment No. 1 (File No. 1-9936, ﬁled as Exhibit
10.4.1 to the Edison International Form 10-K for the year ended December 31, 2002)*
Director Grantor Trust Agreement (File No. 1-9936, filed as Exhibit 10.10 to the Edison
International Form 10-K for the year ended December 31, 1995)*

Director Grantor Trust Agreement Amendment 2002-1 (File No. 1-9936, filed as Exhibit
10.4 to the Edison International Form 10-Q for the quarter ended June 30, 2002)*

Executive Deferred Compensation Plan (File No. 1-9936, filed as Exhibit 10.2 to the Edison
International Form 10-Q for the quarter ended March 31, 1998)*

Executive Deferred Compensation Plan Amendment No. 1 (File No. 1-9936, filed as Exhibit
10.6.1 to the Edison International Form 10-K for the year ended December 31, 2002)*
Executive Grantor Trust Agreement (File No. 1-9936, filed as Exhibit 10.12 to the Edison
International Form 10-K for the year ended December 31, 1995)* '

‘Executive Grantor Trust Agreement Amendment 2002-1 (File No. 1-9936, filed as Exhxblt

10.3 to the Edison International Form 10-Q for the quarter ended June 30, 2002)*
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10.8

10.9

10.10

10.10.1

10.10.2

10.11 -

10.12
10.13
10.14
10.15
10.15.1
10.16

10.17

10.18

- - Executive Supplemental Benefit Program (File No. 1-9936, filed as Exhibit 10.2 to the

Edison International Form 10-Q for the quarter ended September 20, 1999)*

Dispute resolution amendment of 1981 Executive Deferred Compensation Plan, 1985 = -
Executive and Director Deferred Compensation Plans and Executive Supplemental Benefit
Program (File No. 1-9936, filed as Exhibit 10.21 to the Ednson International Form 10-K for
the year ended December 31, 1998)*

Executive Retirement Plan (File No. 1-9936, filed as Exhlblt 10.1 to the Edlson International
Form 10-Q for the quarter ended September 30, 1999)* '

Executive Retirement Plan Amendment 2001-1 (File No. 1-9936, filed as Exhxblt 10.1 to the
Edison International Form 10-Q for the quarter ended March 31, 2001)* =

Executive Retirement Plan Amendment 2002-1 (File No. 1-9936, filed as Exhibit 10.10.2 to
the Edison International Form 10-K for the year ended December 31, 2002)* -

Executive Incentive Compensation Plan (File No. 1-9936, filed as Exhibit 10.12 to the
Edison International Form 10-K for the year ended December 31, 1997)*

Executive Disability and Survivor Benefit Program (File No. 1-9936, filed as Exhibit 10.22
to the Edison International Form 10-K for the year ended December 31, 1994)*

Retirement Plan for Directors (File No. 1-9936, filed as Exhibit 10.2 to the Edlson

. International Form 10-Q for the quarter ended June 30, 1998)* -

Officer Long-Term Incentive Compensation Plan (File No. 1-9936, filed as Exhlbxt 10.3 to
the Edison International Form 10-Q for the quarter ended March 31, 1998)*
Equity Compensation Plan (File No. 1-9936, filed as Exhibit 10.1 to the Edison International

» Form 10-Q for the quarter ended June 30, 1998)*

Equity Compensation Plan Amendment No. 1 (File No. 1-9936, filed as Exhibit 10.3 to the
Edison International Form 10-Q for the quarter ended June 30, 2000)*
2000 Equity Plan (File No. 1-9936, filed as Exhibit 10.1 to the Edison International Form

- 10-Q for the quarter ended June 30, 2000)*

Forms of Agreement for long-term compensation awards under the Officer Long-Term
Incentive Compensation Plan, the Equity Compensation Plan or the 2000 Equity Plan (File
No. 1-9936, for 1992-1995 stock option awards filed as Exhibit 10.21.1 to the Edison
International Form 10-K for the year ended December 31, 1995, for 1996 stock option
awards filed as Exhibit 10.16.2 to the Edison International Form 10-K for the year ended
December 31, 1996, for 1997 stock option awards filed as Exhibit 10.16.3 to the Edison
International Form 10-K for the year ended December 31, 1997, for 1998 stock option
awards filed as Exhibit 10.4 to the Edison International Form 10-Q for the quarter ended
June 30, 1998, for 1999 stock option awards filed as Exhibit 10.1 to the Edison International
Form 10-Q for the quarter ended March 31, 1999, for January 2000 stock option and
performance share awards as restated filed as Exhibit 10.2 to the Edison International Form
10-Q for the quarter ended March 31, 2001, for May 2000 special stock option awards filed
as Exhibit 10.2 to the Edison International Form 10-Q for the quarter ended June 30, 2000,
for 2001 basic stock option and performance share awards filed as Exhibit 10.3 to the Edison
International Form 10-Q for the quarter ended March 31, 2001, for 2001 special stock option
awards filed as Exhibit 10.4 to the Edison International Form 10-Q for the quarter ended

* March 31, 2001, for 2001 retention incentives filed as Exhibit 10.5 to the Edison

International Form 10-Q for the quarter ended March 31, 2001, for 2001 exchange offer
deferred stock units filed as Attachment C of Exhibit (a)(1) to Schedule TO-I dated
October 26, 2001, and for 2002 stock option and performance share awards filed as Exhibit
10.1 to the Edison International Form 10-Q for the quarter ended March 31, 2002)*
Director Nonqualified Stock Option Terms and Conditions under the Equity Compensation

. Plan (File No. 1-9936, filed as Exhibit 10.1 to the Edison International Form 10-Q for the

quarter ended June 30, 2002)*
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10.19
10.20
10.21

10.22
10.23

10.24

12.
13.
23.
24.1
24.2
99

Estate and Financial Planning Program as amended April 1, 1999 (File No. 1-2313, filed as
Exhibit 10.2 to Form 10-Q for the quarter ended June 30, 1999)*

Option Gain Deferral Plan as restated September 15, 2000 (File No. 1-9936, filed as Exhibit
10.25 to the Edison International Form 10-K for the year ended December 31, 2000)*
Election Terms for Warren Christopher (File No. 1-9936, filed as Exhibit 10.22 to the Edison
International Form 10-K for the year ended December 31, 1997)*

Executive Severance Plan as adopted effective January 1, 2001 (File No. 1-9936, filed as
Exhibit 10.34 to the Edison International Form 10-K for the year ended December 31,
2001)*

Resolution regarding the computation of disability and survivor benefits prior to age 55 for
Alan J. Fohrer (File No. 1-9936, filed as Exhibit 10.2 to the Edison International Form 10-Q
for the quarter ended March 31, 2000)*

Employment Letter Agreement with Mahvash Yazdi (File No. 1-9936, filed as Exhibit 10.34
to the Edison International Form 10-K for the year ended December 31, 2002)*
Computation of Ratios of Earnings to Fixed Charges

Annual Report to Shareholders for year ended December 31, 2002

Consent of Independent Accountants — PricewaterhouseCoopers LLP

Power of Attorney

Certified copy of Resolution of Board of Directors Authorizing Signature

Statement Pursuant to 18 U.S.C. Section 1350

* Incorporated by reference pursuant to Rule 12b-32.
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