SOUTHERN CALIFORNIA A.Edward Scherer -
E I:' I S O Nu Manager of
Nuclear Regulatory Affairs

An EDISON INTERNATIONAL® Company

April 24, 2006

U. S. Nuclear Regulatory Commission
Attention: Document Control Desk
Washington, D. C. 20555

Subject: Docket Nos. 50-361, 50-362, 50-528, 50-529, and 50-530
Annual Certified Financial Statement
San Onofre Nuclear Generating Station Units 2 and 3
Palo Verde Nuclear Generating Station Units 1,2, and 3

Gentlemen:
Southern California Edison (SCE), as agent for the owners of the San Onofre Nuclear

Generating Station Units 2 and 3 and SCE's 15.8% ownership share of Palo Verde
Units 1, 2, and 3, submits the following documents in accordance with 10 CFR 140.21(e):

’ 2006 Cash Flow statement which is from the consolidated financial
statements included in SCE’s 2005 Annual Report

» SCE's Annual Report for the fiscal year ending December 31, 2005

» SCE's Annual Report to the Securities and Exchange Commission
(Form 10K) for the fiscal year ending December 31, 2005

If you have any questions or require further information about these documents, please
contact me or Mr. Jack Rainsberry at 949-368-7420.

Sincerely,

[l

cc. B. S. Mallett, Regional Administrator, NRC Region IV
N. Kalyanam, NRC Project Manager, San Onofre Units 2 and 3
C. C. Osterholtz, NRC Senior Resident Inspector, San Onofre Units 2 and 3

Enclosures (3)

P.O.Bcx 128

San Clemente, CA 92672 MOW

949-368-7501
Fax 94¢-368-7575



SOUTHERN CALIFORNIA EDISON COMPANY

2006 Internal Cash Flow Projection

(Dollars in Millions)

Net Incom:2 After Taxes
Dividends Paid
Retained Earnings

Adjustmerits:
De:preciation & Decommissioning
Net Deferred Taxes & ITC
Allowance for Funds Used During Construction
Total Adjustments

Internal Cash Flow

Average Quarterly Cash Flow

2005 2006
Actual Projected
$749 m
$234 o
$515 M
$915 $1,079
$34 264
($39) (542)
$910 $1,301
$1,425 m
$356 M

Percentage Ownership in All Nuclear Units:
San Onofre Nuclear Generating Station Units 2 & 3
o Southern California Edison Company
o San Diego Gas & Electric Company
o City of Anaheim
o City of Riverside

Palo Verde Nuclear Generating Station Units 1,2 & 3

Maximum Total Contingent Liability for 2006:
San Onofre Nuclear Generating Station Unit 2
San Onofre Nuclear Generating Station Unit 3
Palo Verde Nuclear Generating Station Unit 1
Palo Verde Nuclear Generating Station Unit 2

Palo Verde Nuclear Generating Station Unit 3
Total

75.05%
20.00%
3.16%
1.79%

15.80%

$15.00 @
$15.00 @
$2.37 @
$2.37 @

$2.37 @
$37.11

" company policy prohibits disclosure of financial data which will enable unauthorized
persons to forecast earnings or dividends, unless assured confidentiality.

@ The value represents 100% of the SONGS Annual Per Incident Contingent Liability.

® 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 120-year-old electric utility, serves a 50,000-square-mile area of
central, coastal and southern California.
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Management’s Discussion-and Analysis of Financial Condition and Results of Operations. -~

R PR A INTRODUCTION Y .<Z.~.z.-;; NS

This Mznagement’s Discussion and Analysrs of F1nanc1al Condltlon and Results of Operatlons (MD&A)
contains “forward-looking statements”. within the meaning of the Private Securities Litigation Reform -
Actof 1995. Forward-looking statements reflect Southern California Edison Company’s (SCE) current -
expectal ions and projections about future events based on SCE’s knowledge of present factsand  © :
circumstances and assumptions about future events and include any statement that does not directly relate
to a historical or current fact. 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 réport and
elsewhere, the words “expects,” “believes,” “anticipates,” “estimates,” “projects,” “intends,” “plans,”

“probable,”.“may,” “will,” “could,” “would,” “should,” and variations of such words and similar -".i% «i
expressions, or discussions of strategy or of plans,-are intended to identify forward-looking statements.
Such statements necessarily involve risks and uncértainties 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 dlffer or that otherwrse could impact SCE mclude, but are not llmlted to:

o " the .1b1hty of SCE to recover its costs ina tlmely manner from its customers through regulated rates;

.o dccrsrons and other actlons by the Cahforma Public Utlhtles Commrssron (CPUC) and other
regulatory authorities ‘and delays in regulatory actlons

o . market risks affecting SCE’s energy procurement,actlv‘rtles; .
e . iaccess to capital markets and the cost of capital; .-+ -
o changes in interest rates and rates of inflation; =

e governmental, statutory, regulatory or administrative changes or initiativesaffecting the' electrlclty >

- industry, including the market structure rules applicable to each market and environmental =i
regulations that could require additional expenditures or otherwrse affect the cost and manner of

doing business; v ST coe .

» .. risks associated with operating nuclear and other power generating facilities, including operatmg
* risks, nuclear fuel storage equlpment fallure, av'u]abrlrty, heat rate and output ' :

o j'the avallablllty of labor equrpment and matenals o

I R

e “the abrhty to obtam sufficlent insurance, mcludmg insurance relatmg to SCF’s nuclear facrlltles

"

. effe( ts of legal proceedlngs changes in or mterpretatlons of tax laws rates or polrcnes and changes
in accountmgstandards T S Eee e Do e .

) the cost and avarhbrhty of coal, natural gas, and fuel orl nuclear fuel and assocrated transpoxtatmn

e the ebility to provrde sufﬁcrent collateral in support of hedgmg actlvmes and purchased power and
fuel N . . P .

o general pohtlcal economlc and busmess condrtlons e

Yoowtls

° weather condltlons natural dlsasters and other unfoxeseen events; and

L changes in the farr value of i mvestments and other assets accounted for usmg farr value accountmg

Additional information about risks and uncertainties, including more detail about the f'lctors descrlbecl
above, are discussed throughout this MD&A ‘and the “Risk Factors” section included in Part I, Itém IA. of
SCE’s annual report on Form 10-K. Readers are urged to read this entire annual report, including the
information ‘incorporated by reference, and carcfully consider the risks, uncertainties and other factors

~ that affect SCE’s business. Forward-looking statements speak only as of the date they are made and SCE
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is not obligated to publicly update or revise forward-looking:statements. Readers should review future
reports filed by SCE with the Securmes and Exchange Commrssron

,"~',"’|"""/ v, 0l . ! b ! AP . Cod
The MD&A is presented in ] 1 ma_)or sectrons (l) Management overview; (2) quurdrty, (3) Regulatory
Matters; (4) Other Developments; (5) Market Risk-Exposures; (6) Results of Operations and Hlstorrcal
Cash Flow Analysis; (7) Dispositions and Discontinued Operations; (8) Acquisition; (9) Critical -:
Accountmg Estrmates (10) New Accountmg Prmcrples and (1 1) Commltments and Indemmtres

ATSS B Y . . -'lr e T

MANAGEMENT OVERVIEW T BT L

In 2005 SCE’s focus was on effectrve executlon of Edrson Intematronal’s strategrc plan That plan
announced in October of 2004, set forth a balanced approach for growth, dividends and balance sheet .
strength. In 2005, SCE met and in some cases exceeded what was set out in the strategrc plan as it related
to SCE. Principal objectrves achieved in 2005 are summarlzed below T C SRS

e Managed gromh ‘Tn 2005, SCE met all transmlssron and drstnbutlon investment targets as well as key
milestones onfuture transmission projects. In addition, SCE continued to focus on ensuring adequate
generation resources to support customer demand and completed construction of its 1,054 megawatt
(MW) Mountainview project and obtained a CPUC decision authorlzmg the San Onofre Nuclear
Generating Station (San Onofre) steam generator replacement project. '

e Balance sheet strength — In 2005, SCE took steps to rebalance its capltal structure. quuldlty was also
enhanced through strong cash flow generation. In addition, credit ratings improved and credit facilities

to support hedging and liquidity needs were expanded. _ ,
P P PE O T O N TR S A M B I o
SCE also took significant steps to strengthen the ethics and compliance programs, building a high--..  «
prrorrty program to uphold its commrtment to mtegnty and compllance wrth all regulatory requlrements
b L o PR . C . . v

In 2006, SCE’s prrmary focus mcludes

¢ Implementation of SCE’s capital investment plan to ensure system reliability.. SCE plans to undertake
new projects to expand its transmission and distribution systems, increase maintenance activities on its
electric grid, and begin implementation of a comprehensive, mtegrated software system to support the
majority of its critical business processes. The proposed decision in SCE’s 2006 General Rate Case
(GRC) would ‘authorize $4.9 billion of capital expenditures for 2006 — 2008, including $2.2-billion in
2006 See “quurdlty—Caprtal Expendltures” for further drscussron of SCE’s capital expendltures

. Progressnon toward a set of market rules that perm1t SCE to procure power efﬁcrently ensuring adequate
resources are available and creating a downward pressure on customer rates. Beginning in 2006, SCE
“yvas requrred to procure ‘sufficient resources to meet its expected customer needs with a 15-17% reserve
.margin. SCE expects to meet this resource adequacy requirement in 2006, but access.to long-term power

resources is needed. In order to provide reliable service SCE continues to focus on securing reasonable
long-term procurement rules (see “Regulatory Matters—Current Regulatory Developments™), finding a
path to continue to operate the Mohave Generating Station (Mohave) in 2006 on acceptable financial
and commercial terms (see “Regulatory Matters—Current Regulatory Developments—Mohave .
Generating Station and Related Proceedings™), and achieving the milestones for the San Onofre steam

- gerierator replacement (see “Regulatory Matters—Current Regulatory Developments—San Onofre
Nuclear Generatmg Statron Steam Generators”)

., Contmumg to be effectlve in advocatmg sound stable and consrstent regulatory decrsrons mcludmg
SCE’s 2006 GRC application. A proposed decision on SCE’s 2006 GRC application was received on
.January 17, 2006. The proposed decision would result in a 2006 base rate revenue requirement of .

- -$3.70 billion, an increase of $61.million over SCE’s 2005 base rate revenue. See “Regulatory Matters—

Current Regulatory Developments” for further discussion of regulatory matters.
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In addition, SCE will continue to enhance the effectiveness of SCE’s ethics and compliance programs and
will advance company-wrde leadershtp and talent development programs to support 1ts strategrc plan
objectives..* <. - o IRTERPR RS R SRR Y

LIQUIDITY A

Overview
SR IR R IR RUM SRS AR “t ’ SRTHTEETE SN R :
As of' Dzcember 31, 2005 SCE had cash and equtvalents of $143 mrlhon ($120 mtlllon of which was
held by SCE’s consolrdated Variable Interest Entities (VIEs)). As of December 31, 2005, long-term debt,
including current maturities of long-term debt, was $5.3 billion. In December 2005, :SCE replaced its
$1.25 billion credit facility with a $1.7 billion senior secured 5-year revolving credit facility. The security
pledged (first and refunding mortgage bonds) for the new facility can be removed at SCE’s discretion. If
SCE chooses to remove the security, the credit facility’s rating and pricing will change to an unsecured
basis per the terms of the credit facility agreement. As of December 31, 2005, SCE’s credit faclhty
support( d $180 mlllron in letters of credit, leavmg $1.52 billion available under the credit facility. .
¢ ; i O TRE S SO R
SCE’s 2006 estrmated cash outflows consrst of N TR
o Debt maturities of approximately $596 million, including approximately $246 mrllron of rate
reduction notes that have a separate nonbypassable recovery mechanism approved by state legislation

and CPUC decrsrons

. PrOJected caprtal expendrtures of $2.2 brllron prrmanly to replace and expand drstrrbutron and'
transmlssron mfrastructure and construct and replace generatlon assets as dlscussed below o

J ‘Drv idend payments to SCE’s parent company On March 1, 2006 the Board of Dlrectors of SCE
declared a $60 million dividend to be paid to Edrson Internatlonal PP S

"

¢ Fuel and procurement-related costs (see “Regulatory Matters—Current Regulatory Development<—
Energy Resource Recovery Account Proceedmgs”) and < oot e e I L

e - General operatmg expenses g a e ,
e TR L N POV ER SN L PR P F L L SRR TR AOPINS o SR ST

SCE expects to meet its continuing obligations, mcludmg cash outflows for power-procurement
undereollections (if mcurred) through cash’and equivalents on hand, operatmg cash flows and short-term
borrowings, when necessary. Projected capital éxpenditures’s are expected to be financéd through
operating cash flows and the issuance of long-term debt and preferred equity. TR ,
Qiederiacil b0 R T AT A
In January 2006, SCE issued two million shares of 6.0% Series C preference stock (non-cumulative,
$100 quurdatlon value) and received nét proceeds of $197 million. In addition, SCE issued $500 million
of first nd refundmg mortgage bonds. The issuance included $350 million of 5.625% bonds due’in 2036
and $159 mrlllon of variable rate bonds due in 2009. The proceeds from ‘the January 2006 issuances of *
preference stock'and bonds wrll be used for general corporate purposes mcludmg caprtal expendrtures '
and debt matuntres :
SCE’sfliq”uidity'maytbe affected by, among other things, matters déscribed in “Regulatory Matters.” 'y

Crh e RS

RN

Capital va'penditures 2 ' _ - ‘
SCE is experiencing significant growth in actual and planned capital expenditures to replace and ‘expand -
its distribution and transmission infrastructure, and to construct and replace generation assets. In

April 20 05 the Finance Committee of SCE’s Board of Directors approved a $10.1 billion capital bud zet”
and forecast for the perlod 2005—2009 Pursuant to the dpproved capltal budget and forecast SCE o
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expects its capital expenditures to be $2.2-billion in 2006 and $2.1 billion in both 2007 and 2008, ...
including projected environmental capital expenditures of $482 million, $485 million and $500 million in
2006, 2007 and 2006, respectively (see “Other Developments—Environmental Matters”). Significant ; -
investments in 2006 are expected to include: .

e §$1.5 billion related to transmission and distribution projects;
e $300 million related to generation projects;

e $200 million related to information technology projects, including the implementation of a
comprehensive, mtegrated software system to support a maJorrty of SCE’s crrtlcal busmess processes
cand o A P Lo g
. $200 million related to other customer servnce and shared servrces projects.

S . . R - Cowe o T O A A I N

Credrt Ratlngs

vt L

At December 31, 2005 SCE’s credlt and long-term senior secured issuer ratmgs from Standard & Poor s
and Moody’s Investors Service were BBB+ and A3, respectively. At Decémber 31, 2005, SCE’s short-"
term (commercial paper) credit ratings from Standard & Poor s and Moody s Investors Service were A 2
and P-2, respectrvely ST ‘ - -

1’ L

R T . ot . T . . L sl . L . . -

D1v1dend Restrlctlons and Debt Covenants T o

The CPUC regulates SCE’s capltal structure and limits the dividends it may pay Edlson Intematlonal In
SCE’s most recent cost of capltal proceedlng, the CPUC. set an authorized capital structure for SCE
which included a common equity component of 48%. SCE determines compliance with this capital
structure based on °13-month welghted-average calculation: At December 31, 2005; SCE’s 13-month
weighted-average common equity component of total capitalization was 50%. At December 31, 2005,
SCE had the capacity to pay $197 million in additional dividends based on the 13-month weighted-
average method. Based on recorded December 31, 2005 balances, SCE’s common equity to total .. - -
capitalization ratio, for rate-making purposes, was 50.2%. SCE had the capacity to pay $212 million of
additional dividends to Edison International based on December 31, 2005 recorded balances. '

SCE has a debt covenant that requnres a debt to total capltallzatron ratxo of less than or equal to 0 65 to l
to be met. At December 31 2005, SCE s debt to total capltallzatlon ratio was O 46 to 1..

]

v et

HAAY NS W

Margln and Collateral Deposnts o
In connectlon wrth entermg mto power—purchase agreements to support SCE’s procurement plan
approved by the CPUC and enter into transactions for lmbalance energy wrth the California lndependent
System Operator (ISO) SCE has entered into margining agreements for power and gas trading activities
to support its risk of nonperformance SCE’s margin deposit requirements can vary depending upon the ‘
level of unsecured credit extended by counterpartics and brokers, the ISO credit requirements, changes in
market prices relative to contractual commitments, and other factors. At December 31, 2005, SCE had a
net deposit of $6 million ($158 million recorded in “Margin and collateral deposits” on the balance sheet
and $152 million in unrealized gains recorded in “Counterparty collateral” on the balance sheet) with a
broker in support of gas trading activities. In addition SCE deposited $200 million (comprised of .. . .
$20 million in cash and $180 million in letters of credit) with counterparties. Cash deposits with
counterparties and brokers earn interest at various rates.

IR A

Margin and collateral deposrts in support of power purchase agreements and gas tradmg actlvmes . .
fluctuate with changes i in market:prices. Asof February 28, 2006, SCE had a net deposit of $242 mllllon
($109 million recorded in “Margin and collateral deposits” on the balance sheet and $133 million in
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unrealized losses recorded in “Counterparty collateral” on the balance sheet) with a broker. In addition, .-
SCE has posted $199 million (comprised of $20 million‘in cash and-$179 million in letters of credit) ‘with
counterparties. Future margin and collateral requirements may be higher or lower than the margin - -
collateral requirements as of December 31, 2005 and February 28, 2006, based on future market prlce‘
andvolumesoftradmgactlvrty e S S DN : T
H ¢ S ELRTEY BRI : HAIR IS ! SA AN 3 B ' 'j
In addltmn as drscussed in- “Regulatory Matters——-Oven iew of Ratemakmg Mechamsms—-CDWR—
Related Rates,” the CDWR ‘entered into contracts to purchase power for the sale at cost directly to. SCE’s.
retail customers during the California energy crisis. These CDWR procurement contracts contain . :
provisions that would allow the contracts to be assigned to SCE if certain conditions are satisfied, * %
including having an unsecured credit rating of BBB/Baa2 or higher. However, because the value of =
power from these CDWR contracts is subject to market rates; such an assignment to SCE, if actually .-
undertaken, could require SCE to post sigtificant amounts of collateral with the contract counterparties, :
which would strain SCE’s liquidity. In addition, the requirement to take responsibility for these ongoing -
fixed charges, which the credit rating agencies view as debt equivalents, could adversely affect SCE’s
credit rating. SCE opposes any attempt to assign the CDWR .contracts. However, it is possible that -
attempts may be made to order SCE to take assrgnment of these contracts and that such orders might - -
withstand legal challenges.: -~ buii < SR i oL PN T

Rate Rcduction Notes

e T an U I ERST R E IR PR ool AR 'w'-_";; _:'.;,.'-
In December 1997, 825 brlllon of rate reductlon notes were 1ssued on behalf of SCE by. - ,
SCE Funding LLC, a special purpose entity. These notes were issued to finance the - 10% rate reductlon
mandated by state law beginning in 1998..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 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 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. SCE used the proceeds fromthe -
sale of the transition property to retire debt and equity securities. Although, as required by accounting
principles generally accepted in the United States, 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 creditois
of SCE and the transmon property is legally not an asset of SCE.

i [ oy S L P e T St

REGULATORY MATTERS T R A S IR A

| R LA e o :.~? -,

I

[ SIS DR A

0vcrv1ew ofRatemakmg Mechamsms LIRS BT

SCE isan. mvestor—owned utlhty company provrdmg electrrcrty to retall customers in central coast'xl and
southern California. SCE is regulated by the CPUC and the Federal Energy Regulatory Commission: .
(FERC). SCE bills its customers for the sale of eléctricity at rates authorized by these.two commissions.
These rates are categorized into three groups: base rates, cost- recovery rates, and CDWR—related rates

tha . MO - ' FERTEIN B A

Base Rai'es

Revenue arising from base rates is designed to provide SCE a reasonable opportunity to recover its costs
and earn an authorized return on SCE’s net investment in generation, transmission and distribution plant
(or rate base). Base rates provide for recovery of operations and maintenance costs, capital-related
carrying costs (depreciation, taxes and interest) and a return or profit, on a forecast basis.
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Base rates related to SCE’s generation and distribution functions are authorized by the CPUC through a:.:
GRC. In a GRC proceeding, SCE files an application with the CPUC to update its authorized annual
revenue requirement.:After a review process and hearings, the CPUC sets an annual revenue requirement
by multiplying an authorized rate of return, determinéd in annual cost of capital proceedings (as - - = -
discussed below), by rate base, then adding to this amount the adopted operation and maintenance costs
and capital-related carrying costs. Adjustments to the revenue requirement for the remaining years of a
typical three-year GRC cycle are requested from the CPUC based on criteria established ina GRC = - .
proceeding for escalation in operation and maintenance costs, changes'in capital-related costs and the
expected number of nuclear refueling outages. See “—Current Regulatory Developments—2006 General
Rate Case Proceedmg” for SCE’s current annual revenue requirement. Variations in generation and* +
distribution revenue arising from the difference between forecast and actual electricity sales are recorded.
in balancing accounts for future recovery or refund, and do not impact SCE’s operating profit, while
differences between forecast and actual operatmg costs, other than cost—recovery .costs (sec below) do i
1mpactproftablllty RN . RTINS Pl Sl e
LS4 SRR RTINS i o ST 1 ',-'1 HEEE I "";.'m‘.l" ,
Base rate revenue related to SCE’s transmission functlon is authorlzed by the FERC in penodlc
proceedings that are similar to the CPUC’s GRC proceeding, except that requested rate changes are: -
generally implemented when the application is filed, and revenue collected prior to a final FERC - 7:-.
decision is subject to refund.
SCE’s capital structure, including the authorized rate of return, is regulated by the CPUC and is
determined in an annual cost of capital proceeding. The rate of retumn is‘a weighted average of the return
on common equity and cost of long-term debt and preferred equity. In 2005, SCE’s rate-making capital
structure was 48% common equity, 43%'long-term debt and 9% preferred equity. SCE’s authorized cost
of long-term debt was 6.96%, its authorized cost of preferred equity was 6.73% and its authorized return:
on common equity was:11:40%. If actual costs of long-term debt or preferred equity are higher or lower
than althorized, SCE’s earnings are impacted in the ciirrent year and the differences are not subject to’
refund or recovery in rates. Sce “—Current Regulatory Developments—2006 Cost of Capttal
Proceedmg” for dlscussmn of SCE’s 2006 cost of capltal proceedmg SRR R
SCE.is elrglble under 1ts CPUC-approved performance -based ratemakmg (PBR) mechamsm to earn
rewards or penalties based on its performance in comparlson to CPUC-approved standards of relrablllty
and employee safety N LI BN : . . R
CoSt-Recovery Rates R S
Revenue requirements to recover SCE’s costs of fuel purchased power, demand-srde management
programs, nuclear decommissioning, rate reduction debt requirements, and public purpose programs are
authorized in various CPUC proceedings on a cost-recovery basis, with no markup for return or profit.
Approximately 52% of SCE’s annual revenue relates to the recovery of these costs. Although the CPUC
authorizes balancing account mechanisms to refund or recover any differences between estimated and
actual costs, under- or.over-collections in these balancing accounts can build rapidly due to fluetuatmg
prices (particularly for purchased power) and can greatly impact cash flows.. SCE may request-
adjustments to recover or refund any under- or over-collections. The majority of costs eligible for-
recovery are subject to CPUC reasonableness reviews, and thus could negatively impact earnings and -
cash flows if found to be unreasonable and disallowed.
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CDWR-Related Rates : .~ . 'y -
As a resilt of the California energy crisis, in 2001 the CDWR entered into contracts to purchase power
for sale at cost directly to SCE’s retail customers and issued bonds to finance those power purchases. The
CDWR’s total statewide power charge and bond charge revenue requirements are allocated by the CPUC
among the customers of SCE, Pacific Gas and Electric (PG&E) and San Diego Gas & Electric (SDG&.E)
(collectively, the investor-owned utilities). SCE:!bills and collects from its customers the costs of power .
purchased and sold by the CDWR, CDWR bond-related charges and direct access exit fees. The CDWR-
related charges and a portion of direct access exit fees (approximately $1.9 billion was collected in:2005)
are remitted directly to the CDWR and are not recognized as revenie by SCE and therefore have no

impact cn SCE’s earnings; however they do impact customer rates.

Impact of Regulatory Mattcrs on Customer Rates
SCE is concemed about hlgh customer rates whrch were a contrlbutmg factor that led to the deregulal ion
of the elzctric services industry during the mid-1990s.-At January 1;.2005, SCE’s system average rate for
bundled customers was.12.2¢-per-kilowatt-hour. As of December 31, 2005, the system average rate was
12.6¢-per-kilowatt-hour.-On January 1, 2006, SCE implemented-a rate change that resulted in'a system .
average rate of 13.7¢- per-kllowatt-hour Of the 1.1¢ rate increase, 1¢ was due to the implementation: of
the CDWR’s 2006 revenue requirement approved by the CPUC on December 1, 2005 '
SCE implemented a rate change on February 4, 2006. As a result SCE’S current system average rate i3
14.3¢-per-kilowatt-hour. The rate increase was due to a 1:2¢ increase resulting from the implementation”
of SCE’; 2006 Energy Resource Recovery Account (ERRA) forecast discussed below, partially offset by
a decrease of 0.7¢ due to spreading of the revenue requirement over-a largér customer base resulting from
forecast sales growth.-In addmon ‘the rate’ change mcludes authonzed mcreases in fundmg for demaml-
srde management programs : P AR AT - oo
RN BT I A : , YO e Ty i e e

Currcnt Regulatory Developmcnts R ,?i_;

St . IEETERS BTN U ey Lo L B IR R
This section of the MD&A descnbes srgmf' cant regulatory issues that may lmpact SCE’s fi nancral
condltlm or results ofoperatron SR T ; SN R A AT RE
2006 GeneraIRare CaseProceedmg e B LI T PR TS I ¢

[T R UL n vxiae il Duoard o Ll e U ST g BRSSO YAT
SCE’s 2006 GRC applrcatlon requested a revrsed 2006 base rate revenue requrrement of $3 96 brlllon an
increase of $325 million over SCE’s 2005 base rate revenue: The requested increase is primarily.driven
by capital expenditures needed to accommodate infrastructure replacement and customer and load =~ « .-
growth, and by higher operating and maintenance expenses, particularly in SCE’s transmission and
distribution business unit. SCE also requested the CPUC continue SCE’s existing post-test year rate- *
making mechanism, which would result in further revrsed base rate revenue increases of $108 mllllon in
2007 and $113 mllllon in 2008 o oo - :
On Janu.lry 17, 2006 the assrgned admlmstratlve law judge issued hlS proposed decxsron whrch would
result in a 2006 base rate revenue requirement of $3.70 billion, an increase of $61 million over SCE’s -
2005 base rate revenue. The proposed draft decision contained an error understating the revised 2006 -
increase.;When corrected, the 2006 revenue requirement increase would be $85 million. The proposed -
decision would reject approximately $121 million of O&M expenses and $143 million of the capital--
related revenue requirement that SCE requested. The proposed decision would also reject SCE’s post-test
year rate-making method and instead escalate 2006 gross additions to 2007 and 2008. The proposed
decision’s changes would result in base rate revenue increases of $68 million in 2007 and $105 million in
2008. A final CPUC decision is expected by the end of April 2006. SCE cannot predict with certainty the

final outzome of SCE’s GRC application.
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On January 12, 2006, the CPUC approved SCE’s request for a GRC memorandum account, which makes
the revenue requlrement ultrmately adopted by the CPUC effectlve as of that date
i . .. P T T T T I S R
2006 Cost ofCap:tal Proceedmg IRRARHIS *‘ A T A
S B R TSI T PO P TR AR Do B
On December 15, 2005 the CPUC granted SCE’s requested rate-makmg caprtal structure of 43% long— “
term debt, 9% preferred equity and 48% common equity for 2006. The CPUC -also authorized SCE’s"" . |
2006 cost of long-term debt of 6.17%,; cost of preferred equity of 6.09% and a return on common equity g
of 11.60%. The CPUC decision resulted in-a $23 million decrease in SCE’s annual revenue requirement .
due to lower interest costs partially offset by an'increase in return on common equity.* . .. s
Lot ey . RIS P A} . Y, oo R ' Y
2006 FERC Rate Case
e P 1 K P A P B P
SCE’s electric transmission revenue and wholesale and retail transmission rates are subject to
authorization by the FERC. On November 10, 2005, SCE filed proposed revisions:to the 2006 base - . '~
transmission rates, which would increase SCE’s reveriue requirement by $65 million, or 23%, over .. -
current base transmission rates, effective on January 10, 2006. On January 9, 2006, FERC accepted the :-
filing, but delayed.the rate changes to become effective June 10, 2006, subject to refund.-On February 8,
2006,-SCE filed a petition for rehearing of the order seeking, among other.things, reversal of the FERC’s
effective date. SCE is unable to predict the revenue requirement that the FERC will ultrmately authorize. -
and when the rate changes wrll become effectlve
Energy Resource Recovery Account Proceedmgs L T R L I LR R
-, RET ‘( ,.4., .: ;". '»'.”.“,',.)}A/n"‘ .,‘ l.
In 2002 the CPUC establlshed the ERRA as the balancmg account mechamsm to track and recover- .
SCE’s:.:(1) fuel costs related to its generating stations; (2) purchased-power costs related to cogeneratlon
and renewable contracts; (3) purchased-power costs related to existing interutility. and bilateral contracts -
that were entered into before January 17, 2001; and (4) procurement-related costs incurred on or after
January 1, 2003 (the date on which the CPUC transferred back to SCE the responsibility for procuring -
energy resources for its customers). As described above, SCE recovers these costs on a cost-recovery
basis, with no markup for return or profit.-SCE-files annual forecasts of the above-described costs that it.
expects to incur during the following year. If the forecast is approved, as these costs are subsequently ..
incurred they are tracked and recovered in customer rates through the ERRA, but are subject to a
reasonableness review in a separate annual ERRA application. If the ERRA overcollection or-«. +/» T
undercollection exceeds 5% of SCE’s prior year’s generation revenue, the CPUC has established a
“trigger”-mechanism; whereby SCE can request an emergency rate adjustment. As of Deceémber31,"
2005, the ERRA was undercollected by $42 mrlhon, r\Vthh was 1.28% of SCE’s prror year’s generatron
revenue.: ' Trlse o Coad - B B VU B TR DTt B R NIRRT

! v ‘"
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ERRAForecast PRI S n B R E e A S S TN TN

On January 26 2006 the CPUC approved SCE’s 2006 ERRA forecast appllcatron in whlch it forecasted
a power procurement-related revenue requirement for the 2006 calendar year of $4.3 billion, an increase
of'$961 million over SCE’s approved 2005 power procurement-related revenue requirement. The i+ .
increase was mainly attributable to the substantial increase in natural gas and power prices, load growth .
and resource adequacy requirements (see the discussion under ““—Resource Adequacy Requirements”),
the unavailability of Mohave after December 31, 2005, and its replacement with higher-cost natural gas
generation (see “—Mohave Generating Station and Related Proceedmgs ’). The increase was . o
implemented in customer rates beginning February 4, 2006.- B :

RN .. Lo LN T T
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ERRA Reasonableness Review .. jii» -1 .t o ipi o0 s i e o e g

From September 1, 2001 through December 31, 2004, the CPUC found all costs recorded in SCE’
ERRA account reasonable and prudent except for minor amounts in 2001 P el e
In addrtron, from September l 2001 through J une 30 2003 the CPUC authorrzed recovery of amounts :
paid to Peabody Coal Company for costs associated.with the Mohave mine closing, as wellas.. ;. ;. t;
transmission costs related to serving municipal utilities, and also resolved outstanding issues from 2000 :
and 2001 related to CDWR costs ‘As a result of thrs decrsron SCE recorded a beneﬁt of $1 18 million in

2004 o Soov GUAT Sl : RN e sy g
Resour( e Adequacy Reqmremems
P N e Lot Yo n e e . RIS LR R T
Under the CPUC’s resource adequacv framework all load-servmg entities in Cahforma have an UL
obligation to procure sufficient resources to meet their expected customers’ needs with a 15— 17% reserve
level. Effective February 16, 2006, SCE was required to demonstrate that it had procured sufficient :
resource:s to meet 90% of its-June—September 2006 resource adequacy requirement. SCE believes that it :
has met this'requirement. Effective in May 2006, SCE will be required to demonstrate that it has met -
100% o its resource adequacy requirement one month'in advance of expected need: A month-ahead -
showmg demonstrating that SCE has procured 100% of its resource adequacy requirement willbe - -
required every month thereafter. The resource adequacy framework provides for. penaltles of 150% of the
cost of new.monthly capacity for failing to meet the resource adequacy requirements in 2006,'anda - ;.
300% penalty in 2007 and beyond. SCE believes it has procured sufficient resources to meetiits expected
resource: adequacy requirements for 2006. In December 2005, the CPUC opened a new resource
adequacy rulemaking to address resource adequacy implementation issues, the implementation of local i
resource: adequacy requirements, and other issues related to resource adequacy A decision onlocal :
resource: adequacy requrrements is expected inJune2006. . - oo e i e
R O T S SR T o U B AT L SR T O PR ST AP TSRSy
ProcurementofRenewabIeResources Y L T AT IO B O UNT IR P S P
Lo bt ap S S O e L ORI T PL PR PR I T 1"tfi-'v!’-?
California law requires SCE to increase its procurement of. renewable resources by at least 1% of its -
annual retail electricity sales per year so that 20% of its annual electrrcrty sales are procured from . -
renewatbile resources by no later than December 31, 2017. The Joint Energy Action Plan adopted in 2003
by the CPUC and the California Energy Commission (CEC) accelerated the deadline to 2010 '
“;“,‘{u)::,. -. v,;i“', ,‘ TR S SERY) e . 4‘.’,,1 .::ri:j
SCE entered into a contract with Calpme Energy Servrces L P (Calpme) to purchase the output of
certain existing geothermal facilities in northern California. On January 30, 2003, the CPUC issued a -
resolution approving the contract. SCE interpreted the resolution as authorizing SCE to count all of the
output of the geothermal facilities towards the obligation to increase SCE’s procurement from renewable
resources and counted the entire output of the facilities toward its 1% obligation‘in 2003; 2004 and 2005.
OnJuly 21,2005, the CPUC issued a decision stating that SCE can only count procurement pursuant to ::
the Calpine contract towards its 1% annual renewable procurement requirement if it is certified as - °
“incremzntal” by the CEC. On February 1, 2006, the CEC certified approximately 25% and17% of ;
SCE’s 2003 and 2004 procurement, respectively, from the Calpine geothermal facilities as “mcremental i

A similer outcome is antrcrpated with respect to the CEC’s certification review for 2005. e

. .
Pt

On Augast 26, 2005, SCE filed an application for rehearing and a petition for modiﬁcation of the
CPUC’s July 21, 2005 decision. On January 26, 2006, the CPUC denied SCE’s application for rehearing’
of the decision.. The CPUC has not yet ruled on SCE’s petition for modification. The petition for. B
modification seeks a clarification that SCE will not be subjected to penalties for relying on the CPUC’s:
2003 resolution in submitting compliance reports to the CPUC and planning its subsequent renewable - -
procurement activities. The petition for modification also seeks an express finding that the decision will -
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be applied prospectively only; i.e., that no past procurement deficits will accrue for any prior period - -
based on the decision.

By AR C : N e e P B i ol 0

If SCE is not successful in its attempt to modify the:July 21, 2005 CPUC decision and can only count the
output deemed “incremental” by the CEC, SCE could have deficits in meeting its renewable procurement
obligations for 2003 and 2004. However, based on the CPUC’s rules for compliance with renewable
procurement targets, SCE believes that it will have until 2007 to make up these deficits before becoming -
subject to penalties for those years. The CEC’s and the CPUC’s treatment of the output from the -.» - ~.*
geothermal facilitics could also result in SCE being deemed to be out of compliance in 2005 and 2006.
Under current CPUC decisions, potential penalties for SCE’s failure to achieve its renewable
procurement obligations for any year will be considered by the CPUC in SCE’s annual comphance ﬁlmg

On December 20, 2005, Calpine and certain of its affiliates initiated Chapter l 1 bankruptcy proceedmgs
in the United States Bankruptcy Court for the Southern District of New York. As part of those -
proceedings, Calpine sought to reject its contract with SCE as of the petition filing date. On January 27,
2006, after the matter had beén withdrawn from the Bankruptcy Couirt’s jurisdiction, the United States -
District Court for the Southern District of New York denied Calpine’s motion to reject the contract and -
ruled that the FERC has exclusive jurisdiction to alter-the terms of the contract with SCE. Calpine has -+ -
appealed the District Court’s ruling to'the United States Court of Appeals for the Second Circuit. Calpine
may also file a petition with the FERC seeking authorization to reject the contract. The CPUC may take
the position that any authorized rejection of the contract would cause SCE to be out of compliance with
its renewable procurement obligations during any penod in whrch renewable electncrty dehvencs are .
reduced or ehmmated asa result of. the rejectlon * ‘ SRR

Further,in December 2005 SCE made ﬁlmgs advrsmg the CPUC that the need for transmrssnon upgrades
to interconnect new renewable projects and the time it will take under the current process to license and .
construct such transmission upgrades may prevent SCE from meeting its statutory renewables = - -
procurement obligations through 2010 and potentially beyond 2010 depending in part on the results of a
pending solicitation for new renewable resources. SCE has requested that the CPUC take several actions’
in order to expedite the licensing process for transmission upgrades. The CPUC may take the position
that SCE’s failure to meet the 20% goal by 2010 due to transmnssnon constramts would cause SCE to be :
out of comphance w1th its renewable procurement obllgatlons S o . z
Under the CPUC s current rules the maximum penalty for fallmg to achleve renewables procurement
targets is $25 mllllon per year SCE cannot predlct w1th certalnty whether it will be assessed penaltres

I- C
v ST S RN

Mohave Generatmg Stanon and Related Procee(lmgs :

Mohave obtamed all of its coal supply from the Black Mesa Mme in northeast Anzona located on lands
of the Navdjo Nation'and Hopi Tribe (the Tribes). This coal was delivered from the mine to Mohave by -

means of a coal slurry pipeline, which requires water from wells locatéd on lands belonging to the Tribes
in the mineé vicinity. Uncertainty over a post-2005 coal and water supply'has prevented SCE and other .
Mohave co-owners from making approximately $1.1 billion in Mohave-related investments (SCE’s share
is $605 million), including the:installation of enhanced pollution-control equipment that must be put in -
place in order for Mohave to continue to operate beyond 2005, pursuant to a 1999 consent decree « .-
concemmg alr quallty
Negotlatlons iwater studres and other efforts have contmued among the relevant partles in an attempt to
resolve Mohave’s post-2005 coal and water supply issues. Although progress has been made with respect
to certdin issues; no complete resolution has been reached to date, and efforts to resolve these issues « ..
continue. The plant ceased operations, as scheduled, on December 31, 2005, consistent with the - -« =
provisions of the 1999 consent decree. SCE remains committed to the environmental objectives - - .

10
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underlying that decree. SCE is also committed to pursuing all reasonable options to return Mohave to:-
service.pursuant to the existing consent decree provisions or, if interim operation is permitted pending :'-.
installation of controls; pursuant to additional legal provisions which provide appropriate protection of . -
the environment. However, at this time, SCE does not know the length of the shutdown period, anda .-
permanent shutdown remains possible: The outcome of the efforts to resolve the post-2005 coal and .- ..
water supply issues did not impact Mohave’s operation through 2005, but the presence or absence of -
Mohave as an available resource beyond 2005 will impact SCE’s long-term resource plan. SCE’s 2006
ERRA forecast application assumes Mohave is an.unavailable resource for-power for 2006 (see -.": ..\~
—Energy Resource Recovery Account Proceedings—ERRA Forecast” for further dlscusswn) SCE
expects to recover Mohave shut-down’ costs in customer rates et T L e Y
In llght of the issues drscussed above, in 2002 SCE coneluded that lt was probable Mohave would 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 in 2002. However, in accordance with accounting ... -+
standards for rate-regulated enterprises, this incurred charge was'deferred and recorded in regulatory
assets as a long-term receivable based on SCE’s expectation that the unrecovered book value at the end
of 2005 would be recovered in future rates (together with a reasonable return) through a balancing
account mechanism. Subsequent charges related to capital additions were also deferred and'recorded in-
regulatory assets. As of December 31, 2005 the reguhtory balance related to the Mohave lmpalrment was
$81 million. B LTV P P SRR Ut IR LR PR G

,i i -
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For addmonal matters related to Mohave see “Other Developments——NavaJo Natlon ngatron G

San Onofre Nuclear Generatmg Staaon Steam Generators : I TI C

On December 15, 2005,- the CPUC 1ssued a final decrsxon on SCE’s application for replacement of SCE’s
San Onofre Units 2 and 3 steam generators. In that decision, the CPUC found that: (1) steam generator -
replacement is cost-effective; (2) SCE’s estimate of the total cost-of steam generator replacement of -
$680 million ($569 million for replacement steam generator installation and $111 million for removal .-
and disposal of the original steam generators) is reasonable; (3) SCE will be able to recover all of its- -
incurred costs and the CPUC does not intend to conduct an after-the-fact reasonableness review if the: . - -
project is completed at a cost that does not exceed $680 million as adjusted for inflation and allowance :
for funds used during construction; (4) a reasonableness review will be required if the project is
completed at a cost between $680 million and $782 million or the CPUC later finds that it had reason to
believe the costs may be unreasonable regardless of the amount; (5) if the cost of the project exceeds: -~
$782 million, no rate recovery will be allowed for costs above $782 million as adjusted for inflation and
allowance for funds used during construiction; (6) traditional cost-of-service ratemaking should govern -
recovery.of future operating and maintenance and capital expenditures for plant operation; (7) SCE’s
actions in relation to the issue of potential claims against the manufacturer of the steam generators or its.
successors were reasonable; and (8) SDG&E must file an application with the CPUC concerning the
transfer of its ownership share of San Onofre Units 2 and 3 to SCE-by April 14, 2006. SCE must provrde
written notice of its acceptance of the conditions set forth in the decision within 85 days.On " - . oo
January 18, 2006, the Utility Reform Network and California Earth Corps filed an application for . . . :
rehearing challenging, among other things, the cost benefit analysis, rejection of future spending caps;
the timing for initiation of the analysis, and the portion of the final decision finding that SCE acted .-
reasonably in pursumg claims against the manufacturer of the steam generators :

SCE’s share of the total estimated cost of the steam generator replacement pro_]ect based on lts currerit

ownership percentage of 75.05% is $510 million. SCE and the city of Anaheim have agreed to an early "
transfer of Anaheim’s 3.16% share of San Onofre, which would increase SCE’s share of the total

11
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estimated costs to $532 million. By April 14, 2006, SDG&E is expected to apply to the CPUC to transfer
all or a portion of its 20% share of San Onofre to SCE. If SDG&E’s entire 20% share is transferred to -
SCE, it would increase SCE’s share of the total estimated costs to $668 million: Any transfer of -.- : - .*
SDG&E’s ownership in'San Onofre would require"the approval of the CPUC and the FERC.: Any transfer
of Anaheim’s share in San Onofre would requlre CPUC approval of ratemakmg for SCE’s acqurred share
andapprovalbytheFERC S BT B S L DT H TP TRt PPN P
: o L L Y P TIRC VRS R L DRI

Palo Verde Steam Generatmg Statron Steam Generators BT A I P L gL D
SCE owns a 15 8% interest in the Palo Verde Nuclear Generatmg Statlon (Palo Verde) Durmg 2003 the
Palo Verde Unit 2 steam generators were replaced. During 2005, the Palo Verde Unit 1 steam generators
were replaced. In-addition, the Palo Verde owners have approved the manufacture and installation of :* i
steam generators in Unit-3. SCE expects that replacement steam generators will be installed in Unit 3'in
2008. SCE’s share of the costs of manufacturing and installing all the réplacement steam generatofs at "
Palo Verde is estimated to be approximately $115 million: The CPUC approved the replacement costs for
Unit 2:in the 2003 GRC: The proposed decision in the 2006 GRC proceedmg would allow SCE to:

recover the replacement costs for Umts 1 and K T L Coy
ISODtsputedCharges S A Lt T T U TN P »
On Aprrl 20, 2004 the FERC lssued an order concerning a drspute between the ISO and the Cmes of
Anaheim, Azusa, Banning, Colton and Riverside, California over the proper allocation and
characterization of certain charges. The order reversed an‘arbitrator’s award that had affirmed the ISO’s -
characterization in May 2000 of the charges as Intra-Zonal Congestion costs and allocation of those
charges to scheduling coordinators (SCs) in the affected zone within the ISO transmission grid: The
April 20, 2004 order directed the ISO to shift the costs from SCs in the affected zone to the responsible
participating transmission owner, SCE. The potential cost to SCE, net of amounts SCE expects to receive
through the California Power Exchange (PX), SCE’s SC at the time, is estimated to be approximately -
$20 million to $25 million, including interest. On April 20, 2005, the FERC stayed-its April 20,2004 * ;
ordér during the pendency of SCE’s appeal filed with the Court of Appeals for the D.C: Circuit. On =
February 7, 2006, the FERC advised SCE that the FERC will move the Court of Appeals for a voluntary
remand so that the FERC may amend the order on appeal. A decision is expected in.late 2006. The FERC
may require SCE to pay these costs;but SCE does not believe this outcome is probable If SCE is .
requrred to pay these costs SCE may seek recovery in 1ts relrablhty servrce rates DT LT Y
SR N o \ e N N T ‘,::’;,'v ST IRTTATPPNTIRY
Transmission Proceedmg cLe L i e T e e G L e e g o]
IR SRS IS 2 R Moy cetirig . AT L ,\j,:j».’ RS PSS SO Teeo T
In August and November 2002 the FERC 1ssued opmrons afﬁrmmg a September 1999 admrmstratlve /
law judge decision to disallow, among other things, recovery by SCE and the other California public -
utilities of costs reflected in network transmission rates associated with ancillary services-and losses :E".: .
incurred by the utilities'in administering existing wholesale transmission contracts after implementation -
of the restructured California electric industry. SCE has incurred approximately $80 million of these s
unrecovered costs since 1998, In addition, SCE has accrued interest on these unrecovered costs. The *: i ~
three California utilities appealed the decisions to the Court of Appeals-for the D.C. Circuit. On July 12,
2005, the Court of Appeals for the D.C. Circuit vacated the FERC’s August-and November 2002 orders;:-
and remanded the case to the FERC for further proceedings. On December 20, 2005; the FERC:
authorized SCE and the other California public utilities to recover the costs through their existing FERC :
tariffs. As a result, SCE recorded a benefit of approximately $93 million (including $23 million related to
interest which is reflected inthe consohdated statements of mcome captlon “Interest expense net of
amountscaprtahzed”) T S Ly TR

TR . - . ro
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FERC Refund Proceedings poT R e e Paaa T

In 2000, the FERC initiated an investigation into the justness and .reasonableness of rates charged by . -
sellers of electricity in the PX and ISO markets.-On March 26, 2003, the FERC staff issued a report .
concluding that there had been pervasive gaming and market manipulation of both the electric and natural
gas marlets in California and on the West Coast during 2000-2001 and describing many of the _
techniques and effects of that market manipulation. SCE is participating in several related proceedings
seeking recovery of refunds from sellers.of electricity.and natural gas who manipulated the electric and -~
natural ggas markets. SCE is required to refund to customers 90% of any refunds actually realized by SCE
net of litigation costs, ‘except for the El Paso Natural Gas Company settlement agreement discussed
below, and 10% will be retained by SCE as a shareholder mcentlve A brlef summary of the varlous

i {

settlementsrsbelow S T VN L EFET I R TR PRI : T Lo

e In June 2004 SCE recelved its f' rst settlement payment of $76 mllllon resulting from a settlement
agreement with El Paso Natural Gas Company. Approximately $66 million of this amount was
credited to purchased-power expense, and was refunded to SCE’s ratepayers through the ERRA -+
mechanism over the following twelve months, and the remaining $10 million was used to offset
“SCE’s incurred legal costs. In May 2005, SCE received its final settlement payment of $66 mrlllon

which was also refunded to ratepayers through the ERRA mechanism. = . "

o In August 2004 SCE reccnved its $37 million share of settlement proceeds resulting from a
FERC approved settlement agreement thh The Williams Cos. -and Wllllams Power Company

o In l\ovember 2004 SCE recelved lts $42 mlllron share of settlement proceeds resultmg from a . ;
FER.C-approved settlement agreement with West Coast Power, LLC and its owners, Dynegy Inc and
: NR(J Energy, lnc B T : . .

¢ ' .In January 2005, SCE recelved 1ts $45 mrlllon share of settlement proceeds resultmg from a, o0
FEE.C-approved settlement agreement with Duke Energy Corporation and a number of its afﬁllatc S.

e In April 2005, the FERC approved a settlement agreement among SCE, PG&E, SDG&E and several
governmental entities, and Mirant Corporation and a number of its affiliates (collectively Mirant), all
of whom are debtors in Chapter 11 bankruptcy proceedings pending in Texas. In April and May
2003, SCE received its $68 million share of the cash portion of the settlement proceeds. SCE also
received a $33 million share of an allowed, unsecured claim in the bankruptcy of one of the erant
parties which was sold for $35 million in December 2005. '

e In I\ovember 2005 the FERC approved a settlement .agreement among | SCE, PG&E SDG&E and
Enron), most of which are debtors in Chapter 11 bankruptcy proceedmgs pendmg in New York. In .
January 2006, SCE received cash settlement proceeds of $4 million for legal fees and anticipates
recervmg approximately 35 million in additional cash proceeds assummg certain contmgencres are .
satis: fied SCE also rccerved an allowed unsecured claim agamst one of the Enron debtors i in the v‘ o

~amount of $241 million. In February 2006, SCE received a partial distribution of $10 mlllron ofits
allowed clarm The rémaining amount of the allowed claim that will actually be realrzed will depend
on events in Enron s bankruptcy that 1mpacts the value of the relevant debtor estate. '

e .In December 2005 the FERC approved a settlement agreement among SCE, PG&E, SDG&E sev eral
governmental entities and certain other parties, and Reliant Energy, Inc. and a number of its affiliates
(collectively Reliant). In January 2006, SCE received $65 million of the settlement proceeds. SCEE.
expects to receive an additional $66 million in 2006.

During 2005, SCE recognized $23 million in shareholder incentives related to the FERC refunds

descnbed above which is reflected in the consolidated statements of income captron “Other nonoperatmg

income.” S : : . .

,.A
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Holding Company Order Instituting Rulemaking

On October 27, 2005, the CPUC issued.an order instituting rulemaking (OIR) to allow the CPUCto .©
re-examine the relationships of the major California energy utilities with their parent holding companies
and non-regulated affiliates. The OIR was issued in part in response to the recent repeal of the Public
Utlllty Holdmg Company Act of1935 s S S : :

e ‘i o, B e T E A I R R
By means of the OIR the CPUC will consrder whether additional rules to supplement exrstmg rulcs and g
requirements governing relationships between the public utilities and ‘their holding companies and non- -
regulated affiliates should be adopted. Any additional rules will focus on whether (1) the.public utilities -
retain enough capital or access to capital to meet their customers™ infrastructure needs and (2) mitigation '
of potential conflicts between ratepayer interests and the interests of holding companies and affiliates: -
that could undermine the publlc utilities’ abrhty to meet their publlc service obllgatlons at the lowest
cost B , . . Lt e . [N . i
Demand-SuIe Management and Energy E[f” ctency Performance Incenttve Mechamsms
Undera vanety ofi mcentrve mechamsms adopted by the CPUC in the past SCE was entltled to certain
shareholder incentives for its performance achievements in delivering demand-side management and
energy efficiency programs. On June 10, 2005, SCE and the CPUC’s Division of Ratepayer Advocates
executed a settlement agreement for SCE’s outstanding issues concermng SCE shareholder incentives
and performance achlevements rcsultmg from the demand side management, energy efﬂcrency, and low-
income energy efficiency programs from program years 1994-2004. In addition, the settlement addresses
shareholder incentives anticipated but not yet claimed for performance achiévements in program years
1994-1998. The settling partxes agreed that it is reasonable for SCE to recover approximately $42 million
of these claims plus interest in the near future as full recovery of all of SCE’s outstandmg clalms as well
as future claims related to SCE’s pre-1998 energy efficiency programs. =

On October 2A7 '2005 the CPUC approved the. settlehtent agreement Asa result of the decision; SCE
recognized a $45.million benefit in 2005 for the claims settled and other related items, reﬂected in the
consolidated statements of income captlon “Other nonoperatmg income.’ :

Investtgatwns Regardmg Performance Incenttves Rewards BT T T SR

SCE is ellgrble un(ler its CPUC-approved PBR mechamsm to earn rewards or penaltles based on 1ts ,
performance in companson to CPUC-approved standards of customer satlsfactlon employee m_]ury and
illness reportmg, and system rellablllty .
SCE has been conductmg mvestlgatlons mto its performance under these PBR mechamsms and has '
reported to the CPUC certain findings of mlsconduct and mlsreportmg as further discussed below. As a
result of the reported events, the CPUC could mstrtute its own proceedings t to determme whether and in
what amounts to order refunds or dxsallowances of past and potenttal PBR rewards for customer
satisfaction, injury and llln°ss reporting, and system reliability portions of PBR. The CPUC also may
consider whether to impose additional penalties on SCE. SCE canriot predlct with certamty ‘the outcome -
of these matters or estlmate the potentlal amount of refunds dlsallowances and penaltles that may be
required.’ ~ S 2 -

Customer Satz.gfactlon
- . T . . i et -
! T U R B YU IV

SCE recéived two letters in 2003 from one of mofe anonymous employees alleging that personnel in ‘the'™
service planning group of SCE’s transmission and distribution business unit altered or omitted data in’
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attempts to influence the outcome of customer satisfaction surveys conducted by an independent survey.
organization. The results of these surveys are used, along with other factors, to determine the amounts of
any incentive rewards or penalties to SCE under the PBR provisions for customer satisfaction::SCE
recordec: aggregate customer satisfaction rewards of $28 million for the years*1998, 1999 and 2000. -
Potential customer satisfaction rewards aggregating $10 million for the years 2001 and 2002 are pending
before the CPUC and have not been recognized in income by SCE. SCE also anticipated that it could l)e
eligible for customer satisfaction rewards of approximately $10 million for.2003. S

Following its internal investigation, SCE proposed to refund to ratepayers $7 million of the PBR rewards
previously received and forgo an additional $5 million of the PBR rewards pending that are both
attributable to the design organization’s portion of the customer.satisfaction rewards for the entire PBR -
period (1997-2003). In addition,:SCE also proposed to refund all of the approximately $2 million of .
customer satisfaction rewards associated with meter reading.'As a result of these findings, SCE accrued a
$9 million charge in the caption “Othér nonoperating deductlons -on the income statement in 2004 for
the potentral refunds of rewards that have been received. - T S NS D
SCE has taken remedlal action as to the customer satlsfactlon survey mlsconduct by severmg the R
employraent of several supervisory personnel, updating system process and related documentation for -
survey reporting, and implementing additional supervisory controls over.data collection and prOCessing .
Performance incentive rewards for customer satrsfactlon exprred in 2003 pursuant to the 2003 GRC.
The CPUC has not yet opened a formal mvestlgatlon mto thrs matter However it has submltted several :
data requests to SCE and has requested an opportunity to interview a number:of SCE employees in the -
design organization. SCE has responded to these requests and the CPUC has conducted interviews of .
approxirmately 20 employees who were disciplined for misconduct and four senior managers and
executrves of the transmission and distribution’ busmess unit. SN SR
..1-1‘4,”’_ "',-,_" . ’

Employe e Iryury and Illness Reportmg
In llght of the problems uncovered wrth the customer satlsfactron surveys, SCE conducted an
investigation into the accuracy of SCE’s employee injury and illness reporting. The yearly results of
employee injury and illness reporting to the CPUC are used to determine the amount of the incentive
reward or penalty to SCE under the PBR mechanism. Since the inception of PBR in 1997, SCE has :
received $20 million in employee safety incentives for 1997 through 2000 and, based on SCE’s recordls,
may be ontltled to an addltlonal $15 mllllon for 2001 through 2003

.,.; R T TR
On October 21 2004 SCE reported to the CPUC and other appropnate rcgulatory agencres certam
findings concerning SCE’s performance under the PBR incentive mechanism for injury and illness - -
reporting.-SCE disclosed in the investigative findings to.the CPUC that SCE failed to implement an -
effectrve recordkeepmg system sufﬁcrent to capture all lequrred data for first ard mcldents . ERTC
Asa result of these fi ndmgs, SCE proposed to the CPUC that it not collect any reward under the IR
mechanism for any year before 2005, and it return to ratepayers the $20 million.it has already received. .
Therefore, SCE accrued a $20 million charge in the caption “Other nonoperating deductions” on the-
income statement in 2004 for the potential refund of these rewards. SCE has also proposcd to wrthdraw
the pending rewards for the 2001-2003 time frames B U v Coo e
SCE has taken other remedial action to address the issues rdentrf' ed mcludmg revising its orgamzattonal
structure: and overall program for environmental, health and safety compliance and disciplining ‘
employees who committed wrongdoing: SCE submiitted a repoft on the results of its investigation to the
CPUC on December 3, 2004. As with the customer satisfaction matter, the CPUC has not yet opened a: -

formal investigation into this matter,
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SystemReItabzltty IR T A RS T R LS TR I S I IO RO I
In llght of the problems uncovered wnth the PBR mechamsms dISCUSSCd above, SCE conducted an - V0
investigation into the third PBR metric, system reliability. On February 28,:2005,'SCE provided its f' nal
mvestrgatory repoxt to the CPUC concludmg that the reliability reportmg system is workmg as mtended

LR . C T ' ‘.,l'.- . '..’

OTHERDEVELOPMENTS SR e TR

Navajo Natlon thlgatlon v T S L IR
3 Lo et S e . gt Gt e e |
In June 1999, the NavaJo Natlon fi led a complamt in: the Umted States Dlstrlct Court for the Dlstrlct of ::
Columbia (D.C. District Court) against Peabody Holding Company (Peabody) and certain of its affiliates,
Salt River Project Agricultural Improvement and Power District, and SCE arising out of the coal supply «
agreement for Mohave. The complaint asserts claims for, among other things, violations of the federal -
Racketeer Influenced and Corrupt Organizations statute; interference with fiduciary dutiesand i
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 5~
value'in royalty rates for the coal supplied to Mohave. The complaint seeks damages of not-less than -+
$600 million, trebling of that amount, and punitive damages of not less than'$1 billion, as wellasa - =
declaration that Peabody’s lease and contract rights to'mine coal on Navajo Nation lands shouldibe: :+.
terminated. SCE joined Peabody’s motion to strike the Navajo Nation’s complaint. In addition, SCE and
other defendants filed motions to dismiss. The D.C. District Court denied these motions for dismissal,-.".
except for Salt River Project Agncu]tural Improvement and Power. Drstnct s motion for its separate SRR
dismissal from the lawsurt S B O A 0 Rt PN WIS

P . . B SR ot

Certain issues related to thls case were addressed by the United States Supreme Court in a separate legal * <
proceeding filed by the Navajo Nation in the United States Court of Federal Claims against the United
States Department of Interior. In that action, the Navajo Nation claimed that the Government breached its
fiduciary duty concerning negotiations relating to the coal lease involved in the Navajo Nation’s lawsuit
against SCE and Peabody. On March 4; 2003, the Supreme Court concluded, by majority decision, that there
was no breach of a fiduciary duty and that the Navajo Nation'did not have a right to relief against the - .,
Government. Based on the Supreme Court’s conclusion, SCE and Peabody brought motions to dismiss or - -
for summary Judgment in the D.C. Drstrrct Court actlon but the D. C Dlstrrct Court demed the motrons on’
April 13,2004. ety 0 S S A ‘ :

The Court of Appeals for the Federal Circuit, acting on a suggestion filed by the Navajo Nation on
remand from the Supreme Court’s March 4,:2003 decision held, in an October 24, 2003 decision that the:
Supreme Court’s decision was focused on three spécific statutes or regulations arid therefore did not -
address the question of whethér a network of other statutes, treaties and regulations imposed judicially <.
enforceable fiduciary.duties on the United States during the time period in'question. On March 16,2004,
the Federal Circuit issued an order remanding the case against the Government to the Court of Federal
Claims, which considered (1) whether the Navajo Nation previously waived its “network of other laws™ "
argument and, (2) if not, whether the Navajo Nation can establish that the Government breached any - -..:
fiduciary duties pursuant.to such “network.” On December 20,-2005; the Court of Federal Claims issued
its ruling and found that although there was'no waiver, the Navajo Nation did not establish thata ... i
“network of other laws” created a judicially enforceable trust obligation. The Navajo Nationfileda‘~: .-
notlce of appeal from this ruling on February 14 2006

H i r.-:‘.;n!,r- ook L O SN A o RIS
Pursuant to a Jomt réquest of the parties, the D C Drstrlct Court granted a stay of the actron in that court
to allow the parties to attempt to resolve, through facilitated negotiations, all issues associated wlth
Mohave. Negotiations are ongoing and the stay has been continued until further order of the court ‘:
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SCE cannot predict with certainty the outcome of the 1999 Navajo Nation’s complaint against SCE, the -
impact on the complaint of the Supreme Court’s decision and the recent Court of Federal Claims ruling
in the Navajo Nation’s suit against the Government, or the impact of the complaint on the possxblllty of -
resumed operatlon of Mohavc followmg the cessation of operatlon on December 31, 2005 .

Envnronmental Matters o

R R TR
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. SCE beheves that it is in- substantlal compllance with ex:stmg

envxronmental regulatory requlrements N T R AR AL P

' .‘:

SCE’s power plants in part|cular its coal fired plants may be affected by recent developments in fed. =ral
and state laws and regulations. These laws and regulations, -including those relating to sulfur dioxide and
nitrogen oxide emissions, mercury emissions, ozone and fine particulate matter emissions, regional haze,
and climate change, may require SCE to make significant capntal expenditures at its facilities. The
developments in certain of these laws and regulations are discussed in more detail below. These
developments will continue to be monitored by SCE to assess what implications, if any, they will have on
the operation of domestic power plants owned or operated by SCE or the 1mpact on SCE’s results of
operatmns or financial posmon - . R S C
The enzctment of more strmgent environmental laws and regulations could affect the costs and the
manner in which SCE’s business is conducted and could cause substantial additional capital -
expenditures. There is no assurance that additional costs would be recovered from customers or that -
SCE’s financial position and results of operatxons would not be matenally affected e

SCE’s projected envrronmental capltal expendltures over the next three years are: 2006 — $482 million;
2007 — $485 million; and 2008 — $500 million. The projected environmental capltal expendltures are.
mamly for undergroundmg ccrtam transmission and dlstnbutlon lmes s Y ;U

Air Quah{yStan(Iards e T T T R SR

In 1998; several envnronmental groups f' led suit agamst the co-owners of the Mohave plant regardmg
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 Nevada federal district court in December. 1999. The consent decree required the installation of ! *
certain air pollution control equipment prior to December 31, 2005 if the plant was to operate beyond
that date. In addition, operation beyond 2005 required that agreements be reached with the Navajo Nation
and the Hopi Tribe (Tribes) regarding post-2005 water and coal supply needs. o 3

SCE’s chare of the costs of complying with the consent decree and taking other actions to allow
operation of the Mohave plant beyond 2005 is estimated to be approximately $605 million. Agreement: .
with the Tribes on water and coal supplies for Mohave was not reached by December 31, 2005, and it is -
not curiently known whether such an agreement will be reached. No agreement was reached to amend the
terms of the federal court consent decree. As a result, Mohave shutdown operation on December 31; ' .::
2005. For the Mohave plant to restart operation, it will be necessary for agreements to be reached with
the Navajo Nation and.the Hopi Tribe on the water and coal supply issues, and for the terms of the
consent decree to be met or modified. See “Regulatory Matters—Current Regulatory Developments-— .
Mohavc Generatmg Statnon and Related Proceedmgs for further dlscussmn of the Mohave issues.

L B '

17



Management’s Discussion and Analysis of Financial Condition and Results of Operations
CItmateChange S 1 L S DR TS {0 SO eI B ST TIO
T B T e e I TI T o e b e e e ot e MR
In Cahfomra Govemor Schwarzenegger lssued an executive order on June 1, 2005, settmg forth targets
for greenhouse.gas reductions. The targets call for a reduction of greenhouse gas emissions to 2000 levels
by 2010; a reduction of greenhouse gas emissions to 1990 levels by 2020; and a reduction of greenhouse
gas emissions to 80% below 1990 levels by 2050. The CPUC is addressing climate change related issues
in various regulatory proceedings. ‘

T P O L Y L F L L S T AL PR E BT POVEN POty PSS ST IRTPERORE O S B
SCE will continue to monitor these developments relating to greenhouse ‘gas emissions to determine their
impacts on SCE’s operations. Any legal obligation that would require SCE to reduce substantially its -
emissions of carbon dioxide could require extensive mitigation efforts at its Mohave plant if it resumes -
operations, and would raise considerable uncertainty about the future viability of fossil fuels, particularly
coal, as an energy source for new and existing electric generating facilities. New regulations could also ‘-
increase the cost of purchased power, which is generally borne by SCE’s customers. Additional -
information regardmg purchased power costs appears under the headmg “Regulatory Matters M i

[ T B Py

EnwronmentaIRemedmtzon T L RN N P R Y B

L EHE R b CoL L e (2 T R R S T A I
SCE records its environmental remediation liabilities when site assessments and/or remedial actions are
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, monitoring and site closure: Unless there is a probable amount,
SCE records the lower end of this reasonably llkely range of costs (classrﬁed as other long—term

llabllltles) at undlscounted amounts O T o

TR B PR . PRI Y

SCE’s recorded estlmated minimum hablllty to remedlate its 24 1dent1f‘ ed srtes is $82 million. 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 investigatory studies; the possibility of identifying additional sites;'and the -
time periods over which site remediation is expected to occur. SCE believes that, due to these - o
uncertainties, it is reasonably. possible that cleanup costs could exceed its recorded liability by upto .- -. .
$115 million. The.upper limit of this range of costs was estimated using assumptions least favorable to -:
SCE among a range of reasonably possible outcomes. In addition to its identified sites (sites in which. the
upper end of the range of costs is at least $1. mrllron), SCE also liad 31.immaterial sites whose total .
liability ranges from $4 million (the recorded minimum liability) to $9 million.- K Coaee e
The CPUC allows SCE to recover environmental remediation costs at.cértain sites, representing = = i >~
$30 million:of its récorded liability, through an incentive mechanism (SCE may.request to include "
additional sites). Under this mechanism, SCE will recover 90% of cleanup costs through customer ratés;
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 recordeda .- 1.
regulatory asset of $56 million for its estimated minimum envrronmental-cleanup costs expected to be

t

recoveredthroughcustomerrates R S LA .u».,:'__;'. sl
A R N A TN SN IO U ST IR ERICP ¥ & SIS CEIUIE CNES U TR BEE

SCE’s 1dent1ﬁed sites mclude several sites for which there is a lack of currently avallable mformatlon,
including the nature and magnitude of contamination and the extent, if any, that SCE may be held
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responsible for contributing to any costs incurred for remediating these sites. Thus, no reasonable
estlmate of cleanup costs can be made for these sites.

; B PR ey o I , B
K L [ ¢ N SR ! '

SCE expects to clean up its |(lent1ﬁed sites over a perlod of up to 30 years. Remedtatron costs in each of *
the next several years are expected to range from $1 1 million to $25 million. Recorded costs:for 2005
were $13 million. v~ >+ o T D L s s s e R R IR
e 1,) o LT TS o ot . . '. . i tl :_V'. \“-(";.
Based on currently avallable mformatlon, 'SCE belleves itis unhkely that it will incur.amounts in exczss
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 ultimately recorded ‘will not
materia'ly affect its results of operations or financial position. There can be no assurance, however,that
future developments, including additional information about existing sites or the identification of new ;.
sites, will not require material revisions to such estimates.
R T PEL7 S8 SR S R 0 SO DO TS T T S

Federal Income Taxes i

R T A R S A S R UL I T : SR
Edrson lntematlonal has reached a settlement with the IRS on tax-issues and pending aff' rmatnve clalms '
relating to its 19911993 tax years. This settlement, which was signed by Edison International in
March 22005 and approved by the United States Congress Joint Committee on Taxation-on July 27, 2005,
resulted in a third quarter 2005 net earnings benefit for SCE of approximately $61 million, including
interest. This benefit was reflected in the captlon “Income tax on the consolrdated statements of mcome.’

,r,‘.,., L Gt

ERERE
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Edison lntematlonal recelved Revenue Agent Reports from the IRS in August 2002 and in January 2()05 :
asserting deficiencies in federal corporate income taxes with respect to audits of its 1994-1996 and -
1997-1999 tax years, respectively. Many of the asserted tax deficiencies are timing differences and,
therefore, amounts ultlmately paid (exclusive of penaltles), 1f any, would beneﬁt SCE as future tax i
deductlons o T I LA S SR : el R

. '.,..—4" e ‘«~". -
r‘ L IR B SRR EECR AN i 1 e ! . Doy s

The IR ) Revenue Agent Report for the 1997—1999 audit also asserted deﬁcrencxes wrth respect to a ‘i
transaction entered into by an SCE subsidiary which may be considered substantially similar to a listed
transaction described by the IRS as a contingent liability company. While Edison International intends to
defend its tax return position with respect to this transaction, the tax benefits relating to the capital loss’
deductions will not be claimed for f" nancral accountmg and reportmg purposes untll and unless thcse tax-
losses aresustamed T e . RPN : :

R R T O A S A N E N TR MY SR TIEY al T ' "-'.f""t o
In April 2004 Edrson International ﬁled California F ranchlse Tax amended returns for tax years 1997
through 2002 to abate the possible imposition of new California penalty provisions on transactions that :
may be considered as listed or substantially similar to listed transactions described in an IRS notice that
was published in 2001. These transactions include the SCE subsidiary contingent liability. company - ..-.:
transaction described above. Edrson Intematlonal filed these amended returns under protest retammg rts
appealnghts __,;\, . ...3 T e R T N NI ETR A e ;
MARKETRISKEXPOSURES o O
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SCE’s prrmary market rlsks mclude fluctuations in interest rates, commodlty prices and volumes and -
counterparty credit. Fluctuations in %mterest rates can affect earnings and cash flows: Fluctuations in
commodity prices and volumes and: counterparty credit losses however may temporarily affect cash
flows, but are not expected to affect earnings due to expected recovery through regulatory mechanrsms
SCE usss derlvatlve ﬁnancxal mstruments -as appropnate to manage lts market rrsks o Co

7 I AN : . . S i
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Interest Rate-Risk L L L O P U T P N ORI T AT IO
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SCE is exposed to changes in interest rates prlmanly asa result of its borrowing and investing actlvmes
used for liquidity purposes; to fund business operations, and 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. In addition, SCE’s authorized return on commion -
equity (11.4% for 2005 and 11.6% for 2006), which is established in SCE’s annual cost of capltal
proceedmg, is set on the basrs of forecasts of interest rates and other factors. - SIRE PR
e e l;.ulz""' a"‘il‘!'
At December 31 2005 SCE drd not belleve that its short-term debt and current portion of long-term debt
was subject to mterest rate risk; due to the falr market value bemg approxrmately equal to the carrymg

value. « <. 20 PR B L L S TN ; : X . U S NS PRI LS

I
LS

At December 31, 2005, the fair market value of SCE’s long-term debt was $4.8 brlhon A 10% increase
in market interest rates would have resulted in a $233 million decrease in the fair market value of SCE’s
long-term debt. A 10% decrease in market interest rates would have resulted in a $256 million i increase in
the fair market value ofSCE’s long—term debt Wl e ey b ) T T e

CommodltyPrrce RlSk L T T PR KPR S B P

SCE forecasts that.it wrll have a net-long posmon (generatlon supply exceeds expected load Cepe
requirements) in the majority of hours during 2006. SCE’s net-long position arises prlmarlly from
resource adequacy requirementsset by the CPUC which require SCE to acquire and demonstrate enough’
generating capacity in its portfolio for a planning reserve margin of 15-17% above its peak load as
forecast for an average year (see “Regulatory Matters—Current Regulatory Developments=—Resource ‘-
Adequacy Requirements”). SCE has incorporated a 2005 price and volume forecast from expected sales 3
of net-long power in its 2006 revenue forecast used for setting rates. If actual prices or volumes-vary
from forecast, SCE’s cash flow could be temporarily impacted due to regulatory recovery delays, but
such variations are not expected to affect earnings. For 2006, SCE forecasts that at certain times it will "
have a net-short position (expected load requirements exceed generation supply): SCE’s forecast net- .- :
short position is expected to increase each year, assuming no new generation supply 'is added, existing : it
contracts expire, SCE generating plants retire, and.load grows. The establishment of a sufficient planning
reserve margin mitigates, to some extent, several conditions that could increase SCE’s net-short position,
including lower utility generation due to expected or unexpected outages or plant closures; lower." °
deliveries under third-party power contracts, or higher than anticipated demand for electricity. However,
SCE’s planning reserve margin may not be sufficient'to supply the needs of all returning direct‘access :.
customers (customers who choose to purchase power directly from an electric service provider other than
SCE but then decide to'return to utility service). Increased procurement costs resulting from the return of
dlrect access customers could lead to temporary undercollectxons and the need to ad_]ust rates T e

. oy T e . ‘ [ : Tl : P R
SCE antrcrpates purchasmg addmonal capaclty and/or anCIllary services to meet lts peak-energy LN
requirements in 2006 and beyond if its net-short position is significantly higher than SCE’s current
forecast. As of December 31, 2005, SCE entered into energy options and tolling arrangements and : . |
forward physical contracts to mitigate its exposure to energy prices in the spot market. The fair market
value of the energy options and tolling arrangements as of December 31, 2005, was a net asset of " :
$25 million. A 10% increase in energy prices would have resulted in a $208 million increase in the fair
market value. A-10% decrease in energy prices would have resulted in a $143 million decrease in the fair.
market value. The fair market value of the forward physical contracts as of December 31, 2005, was a net
liability of $49 million. A 10% increase in energy.prices would have resulted in a $52 million increase in
the fair market value. A 10% decrease in energy prices would have resulted in a $53 million decrease in
the fair market value.
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SCE is also exposed to increases in hatural gas prices related to its qualifying facilities (QF) contracts,
fuel tolling arrangements, and owned gas-fired generation, including the Mountainview project. SCE
purchases power from QFs under CPUC-mandated contracts. Contract energy prices for most
nonrenev/able QFs are based in large part on the monthly southern California border price of natural gas.
In addition to the QF contracts, SCE has power contracts in which SCE has agreed to provide the natural:
gas needed for generation under those power contracts, which are known as fuel tolling arrangements.
SCE has an active gas fuel hedging program in place to minimize ratepayer exposure to spot market price
spikes. However, movements in gas pnces over time will impact SCE’s gas costs and the cost of QI‘
power which is related to natural gas prices. LA SRR

As of Dezember 31, 2005, SCE entered into'gas forward transactions including options, swaps and -~
futures, and fixed price contracts to.mitigate its exposure related to the QF contracts and fuel tolling”
arrangements. The fair market value of the forward transactions as of December 31, 2005, was a net asset
of $105:raillion. A-10% increase in gas prices would have resulted in a $105 million increase in the fair -
market value. A 10% decrease in gas prices would have resulted.in a $104 million decrease in the fair-. -
market value. SCE cannot predict with certainty whether in the future it will be able to hedge’customer
risk for other commodmes on favorable terms or that the cost of such hedges will be fully recovered in -
rates. .+ E . BT IS E NI NEE M _ o RIS
SCE’s purchased-power costs, as well as its gas expenses and gas hedging costs, are recovered through-
ERRA. To the extent SCE conducts its power and gas procurement activities in accordance with its
CPUC-authorized procurement plan, California statute (Assembly Bill 57) establishes that SCE is
entitled to full cost recovery. As a result of these regulatory mechanisms, changes in energy prices may -
impact SCE’s cash flows but are not expected to affect earnings. Certain SCE activities; such as contract
administration, SCE’s duties as the CDWR’s limited agent for allocated CDWR contracts, and portfolio-
dispatch, are reviewed annually by the CPUC for reasonableness. The CPUC has currently established a
maximum drsallowance cap of $37 million for these activities.: - : ST

o . : oot . N IR St e e ' . N .
In accordance wrth CPUC decrsrons ‘SCE, as’ the CDWR’s lrmrted agent performs certam services for
CDWR contracts allocated to SCE- ‘by.the CPUC, including arranging for natural gas supply. Financial -
and legal responsibility for the allocated contracts remains with the CDWR. The CDWR, through’
coordination with SCE, has hedged a portion of its expected natural gas requirements for the gas tolling
contracts allocated to SCE. Increases in gas prices over time, however, will increase the CDWR’s gas
costs. California state law permits the CDWR to recover its actual costs through rates established by the
CPUC. Thls would affect rates charged to’ SCE’s customers, but would not affect SCE’s earnmgs or cash
flows. . — T L SRR TR PN RNY SRR RARRUN
Quoted marl\et prlces rf avarlable are used for determmmg the farr value of contracts as drscussed
above. If quoted market prices are not available, internally maintained standardized or industry accepted
models are used to determine the fair.value. The models are updated with spot prices, forward prices, =
volatilities and interest rates from regularly published and w1dely drstrrbuted independent sources.

b L R : . v T e P
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Credit rlsk arises primarily due to the chance that a counterparty under various purchase and sale
contracts will not perform as agreed or pay SCE for energy products delivered. SCE uses a variety of
strategies to mitigate its exposure to credit risk. SCE’s risk management committee regularly reviews
procurement credit exposure and approves credit limits for transacting with counterparties. Some
counterparties are required to post collateral depending on the creditworthiness of the counterparty anc!
the risk associated with the transaction. SCE follows the credit limits established in its CPUC-approved
procurement plan, and accordingly believes that any losses which may occur should be fully recoverable

from customers, and therefore are not expected to affect earnings.
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RES ULTS OF OPERATIONS ANI) HISTORICAL CASH FLOW ANALYSIS o -
4 ST ot Tt
The followmg subsectlons of “Results of Operatlons and Hrstorrcal Cash Flow Analysxs provrde a:
discussion on the changes in various line items presented on the Consolidated Statements of Income as -
well asa drscusswn of the changes on the’ Consohdated Statements of Cash Flows : o
. ) ..'v"\.v.'; T S P I LA SO g
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Income from Contmumg Operatzons N R

SCE’s income from continuing operations was $749 million in 2005, compared to $921-million in 2004.’
SCE’s 2005 earnings included positive items of $61:million related to-a favorable tax settlement (see ' :
“Other Developments—Federal Income Taxes™), $55 million from a favorable FERC decision.on a SCE*«
transmission proceeding (see*Regulatory Matters—Current Regulatory Developments—Transmission : -
Proceeding”) and'a $14 million incentive benefit from generator refunds related to the California energy
crisis period (see “Regulatory Matters-—Current Regulatory Developments—FERC Refund :
Proceedings”). SCE’s 2004 earnings included $329 million of positive regulatory and tax items, primarily
from implementation of the 2003 GRC decision that was received in July 2004. Excluding these positive
items, earnings were up $27 million due to higher net revenue, including tax benefits, and lower
ﬁnancmg costs partlally offset by the 1mpact ofa lower CPUC-authonzed rate of retum in 2005

SCE’s income from contmumg ‘operations in 2004 was $921 mrlllon compared to $882 mrlhon in 2003..
The $39 million increase between 2004 and 2003 was mainly due to the resolution of regulatory : :
proceedings and prior years’:tax issues which increased income by $86 million over 2003. The 2004
proceedings included the 2003 GRC that was resolved in July 2004 and the 2003 ERRA proceeding - i
addressing power procurement reasonableness that was resolved in the fourth quarter of 2004. Also, in .
the fourth quarter of 2004, SCE favorably resolved prior years’ tax issues. Excluding these items, income
decreased $47 million, primarily from the expiration at year-end 2003 of the ICIP mechanism at San
Onofre partially offset by the increase in revenue authorized by the 2003 GRC decision. Post- -test-year B
revenue increases for 2004 and 2005, to compensate for customer growth and mcreased capltal
expendrtures were authorlzed in the 2003 GRC decrsron , o

Operatngevenue O T B TG £ T UIRE T G IENERE
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SCE’s retail sales represented approximately 82%,;:85%,-and 91% of operating revenue for the years . -
ended December 31, 2005, 2004, and 2003, respectively. Due to warmer weather during the summer-
montbhs, operatmg revenue durmg the thrrd quarter of each year is generally srgmﬁcantly hrgher than
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The followmg table sets forth the maJor changes in operatmg revenue: SR T PR S IS 5
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In mllllons Year ended December 31, 2005 VvSs. 2004 2004 vs. 2003
Operating revenue ST
Rate changes (including unbilled) $ 517 $ (677)
_ Sales volume changes (mcludmg unbllled) v hogre o ;, ' (159)
" ‘Deferred revenue ' " o " T (324) 3O
‘-Sales forresale’ = e o "l',‘“' CUA T 256 Ce 164
SCE’s variable interest entities™ MR T gt e 288
: Other (including mtercompany transactrons) R (I § S
Total L R U $1,052 __$ (406) ¢
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Total operating revenue increased by $1.1 billion in 2005 (as shown in the table above). The variance ia
operating revenue from rate changes reflects the implementation of the 2003 GRC, effective in August’
2004. As a result, generation and distribution rates increased revenue by approximately $166 million and
$351 million, respectively. The increase in operating revenue resulting from sales volume changes was -
mainly due to an increase in kilowatt-hour (kWh) sold and SCE providing a greater amount of energy to
its customers from its own sources in 2005, compared to 2004. The change in deferred revenue reflects -
the deferral of approximately $93 million of revenue.in 2005, resulting from balancing account . -~
overcollections, compared to the recognition of approximately $231 niillion in 2004. Operating revenuz .
from sales for resale represents the sale of excess energy. As a result of the CDWR contracts allocated to
SCE, excess energy from SCE sources may exist at certain times, which then is resold in the energy
markets. Revenue from sales for resale is refunded to customers through the ERRA rate-making -
mechanism and does not impact earnings. SCE’s variable interest entities revenue represents the
recogmtlon of revenue resultmg from the consohdatron of SCE’s vanable mterest entities on March 31

- PR T TR I et S DI L I )
Total ope: ratmg revenue decreased by $406 mllhon in 2004 (as shown in the table above). The reductlo
in operat'ng revenue due to rate changes resulted from the implementation of:a CPUC-approved custorner
rate reduction plan effective August 1, 2003, additional rate changes effective in 2004 resulting from
implementation of the 2003 GRC (an increase in distribution rates and a further decrease in generation .
rates), and an allocation adjustment for the CDWR energy purchases recorded in 2003. The decrease in
electric rzvenue resulting from sales volume changes was‘mainly dué to the CDWR providing a greate:
amount cf energy to SCE’s customers in 2004, as compared to 2003, partially offset by an increase in
kWh sold. Sales for resale increased due to a greater amount of excess energy in 2004, as compared to .
2003. As a result of the CDWR contracts allocated to SCE, excess energy from.SCE sources may exist at
certain times, which then is resold in the energy markets. SCE’s variable interest entities revenue - ' :
represents the recognition of revenue resulting from the consohdatlon of SCE’s varlable interest entmt s
begmmngMarch3l 2004 T S K LT : ‘
Amount< SCE bills and collects from its customers for electrlc power purchased and so]d by the CDWR !
to SCE’s customers (beginning January 17,2001), CDWR bond-related costs (beginning November 15
2002) and a portion of direct access exit fees (beginning January 1;2003) are remitted to the CDWR and '
are not recognized as revenue by SCE. These amounts were $1.9 billion, $2.5 billion, and $1.7 billion for
the years ended December 31, 2005, 2004, and 2003, respectively.

Operatm 8 Expenses
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SCE’s fuel expense mcreased $383 mlllron in 2005 and $575 million in 2004 prlmarlly due to the

consolidation of SCE’s variable interest entities on March 31, 2004 resultmg in the recogmtlon of fuel -

expense of $924 mlllxon m 2005 and $578 mrlhon in 2004 ARSI copt oot
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Purchasvd-PowerExpense ST PR R B PEIPRRCEOE L N T

Purchased-power expense increased $290 mllhon in 2005 and decreased $454 mrlhon in 2004 The 2005 -
increase was mainly due to higher firm energy and QF-related purchases, partially offset by net realized and
unrealized gains on economic hedging transactions and an-increase in energy settlement refunds in 2005, as
compared to 2004. Firm energy purchases increased by approximately $670 million resulting from an .-
increase in the number of bilateral contracts in 2005, as compared to 2004, and QF-related purchases
increased by approximately $170 million in 2005; as'compared to 2004 (as discussed below). Net realized
and unrealized gains related to economic hedging transactions reduced purchased-power expense by . -+
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approximately $205 million in 2005, as compared to net realized and unrealized losses of approximately
$25 million which increased purchased-power expense in 2004. Energy settlement refunds received in 2005
and 2004 were approximately $285 million and $190 million, respectively, further decreasing purchased-
power expense in these periods (see “Regulatory Matters—Current Regulatory Developments—FERC - -
Refund Proceedings™). The consolidation of SCE’s variable interest entities effective March 31,2004
resulted in a $935 million and $669 million reduction in.purchased-power expense in 2005 and 2004,
respectively. The 2004 decrease was mainly due to the consolidation of SCE’s variable interest entities and
energy settlement refunds received (both discussed above), partially offset by higher expenses of -
approximately $150 million related to power purchased by SCE from QFs (as discussed below), higher
expenses of approximately $100 million resulting from an increase in the number of gas bilateral contracts
in 2004, as compared to 2003, and higher expenses of approximately $130 million related to ISO purchases.
Also included in purchased-power expense in 2005 is a $25 million charge related to amounts billed to the
Los Angeles Department of Water & Power (DWP) for scheduling coordinator charges incurred by SCE"
on the DWP’s behalf. The scheduling coordinator charges are billed to DWP under a FERC tariff that
remains subject to dispute. DWP has paid the amounts billed under protest but requested the FERC .
declare that SCE was obligated to serve as the DWP’s scheduling coordinator without charge. The FERC
accepted SCE’s tariff for filing, but held that the rates charged to DWP have not been shown to be just .
and reasonable and thus made them subject to refund and further review at the FERC. As a result, SCE . .
could be required to refund all or part of the amounts collected from DWP under the tariff. If the FERC
ultimately rules that SCE may not collect the scheduling coordinator charges from-DWP and requires the
amounts collected to be refunded to DWP, SCE would attempt to recover the scheduling coordinator

charges from all transmission grid customers through another regulatory mechanism. However, the
availability of other recovery mechamsms is uncertain, and ultlmate recovery of the schedulmg
coordmator charges cannot be assured IEE : S

Federal law and CPUC orders required SCE to enter mto contracts to purchase power from QFs at
CPUC-mandated prices. Energy payments to gas-fired QFs are generally tied to spot natural gas prices.
Effective May 2002, energy payments for most renewable QFs were converted to a fixed price of - .- ;
5.37¢-per-kWh. Average spot natural gas prices were highier during 2005 as compared to 2004. The higher :
expenses related to power purchased from QFs were mamly due to hrgher average spot natural gas prices, -
partially offset by lower kWh purchases.’ :
Provisions for Regulatory Adjustment Clauses — Net

Provisions for regulatory adjustment clauses — net increased $636 million in 2005 and decreased $1.3 billion
in 2004. The 2005 increases mainly result from regulatory adjustments recorded in 2004, net overcollections
related to balancing accounts, higher net unrealized gains on economic hedging transactions and lower
CEMA -related costs. The net regulatory adjustments of $345 million recorded in 2004 related to the
implementation of SCE?s 2003 GRC decision and the implementation of an ERRA-related CPUC décision.
(see “Regulatory Matters—Current Regulatory Developments‘—Energy Resource Recovery Account ~ - : 7 :
Proceedings”). In addition to these net regulatory adjustments, the increase reflects higher net
overcollections of purchased power, fuel, and operating and maintenance expenses of approximately: - =
$65 million which were deferred in balancing accounts for future recovery, higher net unrealized gains of
approximately $95 million relatéd to economic hedging transactions (mentioned above in purchased-power
expense) that, if realized, would be refunded to ratepayers, and lower costs incurred and deferred of
approximately $95 million associated with CEMA-related costs (primarily bark beetle infestation related
costs). The 2003 GRC regulatory adjustments primarily related to recognition of revenue from the rate
recovery of pension contributions during the time period that the pension plan-was fully funded, resolution
over the allocation of costs between transmission and distribution for 1998 through 2000, partially offset by -
the deferral of revenue previously collected during the incremental cost incentive pricing mechanism for dry
cask storage, as well as pre-tax gains related to the 1997-1998 generation-related capital additions. The
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2004 decréase:was mainlydiie to'the collection of the Procuremient-Related Obligations Account - 27
(PROACT) balance in 2003 and the implementation of the CPUC-authorized rate-reduction plan in the < -
summer of 2003, resulting in decreases of approximately $700 million. The decrease also reflects a nzt

effect of regulatory adjustments discussed above and the deferral of costs for future récovery in the amount: |

of approximately $100 million associated with the bark beetle infestation. The 2004 decrease was partially
offset by approximately $190 million in‘settlement agreement payments received and refunded to 5+ + *"
ratepayers and shareholder incentives'(see “Regulatory Matters—Current Regulatory Developments;—«: i
FERC Refund Proceedings™), the favorable resolution of certain regulatory cases recorded in the third * -
quarter of 2003, and an allocatlon adjustment of approxrmately $1 10 millron for CDWR energy purchases
recordedm2003 R TR : NI

Other Operatton and Mamtenance Expense wanele s e sn ert hag
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SCE’s other operatmg and maintenance expense mcreased $66 million in 2005 and $385 milhon in 2004.
The 2005 increase was mainly due to an increase in reliability costs, demand-side management and encrgy
efficiency costs, and benefit-related costs, partially offset by lower CEMA-related costs and generation-
relatect costs. Reliability costs increased approximately $80 million, as compared to 2004, due to an increase
in must-ran units to improve the reliability of the California ISO systems operations (which are recovered
through tegulatory mechanisms approved by the FERC). Demand-side-management and energy efficiency -
costs increased approximately $90 million (which are recovered through regulatory mechanisms approved
by the CPUC). Benefit-related costs increaséd approximately $50 million in 2005, resulting from an -
increase in heath care costs and value of performance shares. The 2005 increase was partially offsct by
lower CEMA-related costs (primarily bark beetle infestation related costs) of approximately $95 million and
a decrease in generation-related expenses of approximately $90 million, resulting from lower outage and - -
refueling costs (in 2004, there was a scheduled major overhaul at SCE’s Four Corners coal facility, as well -
as a refueling outage at SCE’s San Onofre Unit 2). The 2005 variance also reflects an increase of -
approximately $35 million résulting from the consolidation of SCE’s variable interest entities effective: -
March 31, 2004. The 2004 increase was mainly due to approximately $130 million of costs incurred in 2004
related to the removal of trees and vegetation associated with the bark beetle infestation, higher opcration
and maintenance costs of approximately $60 million related to the San Onofre refueling outages in 2004, .
operating and maintenance expense of $66 million related to the consolidation of SCE’s variable interest
entities, higher operation and maintenance costs related to a scheduled major overhaul at SCE’s Four "+
Corners coal facility and additional costs for 2003 incentive compensation due to upward revisions in the -
computation in 2004. These increases were partially offset by a decrease in postretirement benefits other . -
than pensions expense, including the effects of adopting thé Medicare Prescription Drug, Improvement. and
Modernization Act-of 2003 in the third quarter of 2004 and lower .worker’s compensation claims in 2024. ",
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Depreciation, Decommissioning and Amortization Expense ."".i:- 71 5w it s ik s

SCE’s depreciation, decommissioning and amortization increased $55 million in 2005 and decreased "
$22 million in 2004. The increase in 2005 is mainly due to a change in the Palo Verde rate-making
mechanisms resulting from the implementation of the 2003 GRC and an increase in depreciation expensé
resultmg from additions to transmission and distribution assets. The 2004 decrease was miainly due to'a ;
change in the Palo Verde and San Onofre rate-making mechanisms in 2003 and 2004, partially offset by
an increase in SCE’s depreciation associated with additions to transmission and distribution assets, the
consolidatlon of SCE’s varlable interest entities, and an increase in nuclear decommrssronmg expense.

. T (:,:‘ "' . i [ S TR B f! . b l‘iili'?iui lii'.:w- .v-,‘.llii
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Interest and Dzvzdend Income

SCE’s interest and dividend income increased $24 million in 2005 and decreased $80 million in 2004. The
undercollections in 2005 as compared to 2004. The 2004 decrease was mainly due to the absence of
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interest income-on the PROACT balance. At July 31,2003, the PROACT balance was overcollected and

_was transferred to the ERRA 6n August l 2003 : o N . '
I AR . RE . '

, OIherNonoperalmgIncome e O R A

SCE’s other nonoperatmg income mcreased $43 mrllron in 2005 mamly due to the recognmon of
approximately $45 million in incentives related to demand-side management and energy efﬂcrency,
performance (see “Regulatory Matters—Current Regulatory Developments—Demand-Side Management
and Energy Efficiency Performance Incentive Mechanisms” for further discussion of this matter)-and an .
increase in shareholder incentives related to the FERC settlement refunds. SCE recorded shareholder -
incentives of $23 million in 2005 and $12 million in 2004 (see “Regulatory Matters—Current Regulatory
Developments—FERC Refund Proceedings” for further discussion).’In addition, other nonoperating ...
income includes rewards approved by the CPUC for the efﬁcrent operation of Palo Verde of $10 mlllron
|n2005and$l9m1lllonm2004 L A TSN N O S RN,
Interest Expense Nel of Amounts Capztalzzed
SCE’s interest expense — net of amounts caprtalrzed decreased $49 mlllron in 2005 and $48 mrllron in.
2004. Effective July 1, 2003, dividend payments on preferred securities subject to mandatory redemption
are included as interest expense based on the adoption of a new accounting standard. The new standard -
did not allow for prior period restatements, therefore dividends on preferred securities subjectto -«
mandatory redemption for the first six months of 2003 are not included in interest expense — net of -
amounts capitalized in the consolidated statements of income. In addition, the 2005.and 2004 decreases -
were also due to lower interest expense on long-term debt resulting from the redemption of high interest
rate debt by issuing new.debt with lower interest rates. The 2005 decrease also reflects the reversal of
approximately $25 million of accrued interest expense as a result of a FERC decision allowing recovery
of transmission-related costs (see “Regulatory Matters—Current Regulatory Developments— -+ - -~
Transmrssron Proceedmg ), partlally offset by mterest expense on balancmg account overcollectrons

. - S Lot : it
Other Nonoperatmg Deducnons g

SCE’s other nonoperatmg deductlons in 2005 mcludes an accrual of $22 mlllron for system rellabrllty
penalties under a performance incentive mechanism. Based on recorded data through Décember 2005, .
SCE expects it will incur a penalty.of $22 million under the reliability performance mechanism for 2005.
The 2004 increase was mainly due to a $29 million pre-tax charge for the anticipated refund of certain -
previously received performance incentive rewards, as well as the accrual of $6 million in system .
reliability penalties (sec “Regulatory Matters—Current Regulatory Developments—Investlgatrons
Regarding Performance Incentive Rewards™). " SR e : co

Mznorzty]nterest N R
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Mmorrty mterest represents the effects of the adoptron of anew accountmg pronouncement in second
quarter 2004 related to SCE’s varlable interest entities. - ¢ - . S,
Income Taxes _ N IR IR PR SN S e
The composrte federal and state statutory income tax rate was approximately 40% for all periods
presented. The lower effective tax rate of 28.1% realized in 2005 was primarily due to settlement of the .
1991-1993 IRS audit cycle as well as adjustments made to the tax reserve to reflect the issuance of new
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IRS regulations and the favorable settlement of other.federal and state tax audit issues. The lower - .+~
effective tax rate of 32.2% realized in 2004 was primarily due to adjustments to tax liabilities relating o .-
prior years. The lower effective tax rate of 30.5% realized in 2003 was primarily due to the resolutlon of
a FERC rate case and recording the beneﬁt of a favorable resolutlon of tax audlt issues. 2
Income jrom Dlscontmued Operattons RV e :

Earnmgs from dnscontmued operatlons during 2003 mclude a gam on sale and operatmg results totalmo
$50 million from SCE’s pipeline business which was sold-in the thlrd quarter of2003 I A

Hlstorlc 1l Cash Flow Analysrs

Cash Fluws from Operatmg Acttvmev B '

Net cash provnded by operatmg actrvmes was $2 4 bxlllon in 2005 $2 3 bllllon in 2004 and $2 6 bl“IOll

in 2003. The 2005 change in cash provided by operating activities from continuing operations was
mainly due the results from the timing of cash receipts and disbursements related to working capital -
items. The 2004 decrease in cash provided by operating activities from continuing operations was mainly
due to SCE’s implementation of a CPUC-approved customer rate reduction plan effective August 1, 2003
and the timing of cash receipts and disbursements related to working capital items.

N Ty e

Cash Fluws from F mancmg Activities
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SCE’s short- term debt is normally used to working capital requirements. Long-term debt is used mainly
to finance the utlllty ] rate base. External financmgs are mﬂuenced by markct conditions and other
factors o ST n T S RTINS PR TT

SCE financing activities in 2005 included activities relating to the rebalancing of SCE’s capital structure.
SCE’s first quarter 2005 financing activity included the issuance of $650 million of first and refunding - .
mortgage bonds. The issuance included $400 million of 5% bonds due in 2016 and $250 millionof . ..
5.55% bonds due in 2036. The proceeds were used to redeem the remaining $50,000 of its 8% first and
refunding mortgage bonds due February 2007 (Series 2003A) and $650 million of the $966 million 8% +.
first and refunding mortgage bonds due February 2007 (Series 2003B). SCE’s second quarter financing
activity included the issuance of $350 million of.its 5.35% first and rcfunding mortgage bond due in 2035
(Series 2005E). A portion of the proceeds was used to redeem $316 million of its 8% first and refunding
mortgage bonds due in 2007 (Series 2003B). In addition, in April 2005, -SCE ssued four million shares
of Series A preference stock (non-cumulative, $100 liquidation value) and received net proceeds of .
approximately $394 million.- Approximately $81 million of the proceeds was used to redeem all the .
outstanding shares of its $100 cumulative preferred stock, 7.23% Series, and approxlmately $64 millicn .
of the proceeds was used to redeem all the outstanding shares of its $100 cumulative preferred stock,
6.05% Scries. SCE’s third quarter 2005 financing activity included the issuance of two million shares of*.
Series B preference stock (non-cumulative, $100 liquidation value) and received net proceeds of
approximately $197 million. Financing actlvmes m 2004 also mcluded dividend payments of

$214 mllhon to Edison lntematlonal - T T AT

SCE ﬁnancmg activities in 2004 include the issuance of $300 mllllon of 5% bonds due in 2014 :
$525 million of 6% bonds due in 2034 and $150 million of floating rate bonds due in 2006 all issued - .-
during the first quarter of 2004. The proceeds from these issuances were used to call at par $300 million.
of 7.25% first and refunding mortgage bonds due March 2026, $225 million of 7.125% first and
refunding mortgage bonds due July 2025, $200 million of 6.9% first and refunding mortgage bonds due °
October 2018, and $100 million of junior subordinated deferrable interest debentures due June 2044. In
addition, during the first quarter of 2004, SCE paid the $200 million outstanding balance of its credit . :+

e
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facility, as well as remarketed approximately $550 million of pollution-control bonds with varying . .- -
maturity dates ranging from 2008 to 2040. Approximately $354 million of these pollution-control bonds -
had been held by SCE since 2001 and the remaining $196 million were purchased and reoffered in 2004.
In March 2004, SCE issued $300 million of 4.65% first and refunding mortgage bonds due in 2015 and
$350 million of 5.75% first and refunding mortgage bonds due in 2035. A portion of the proceeds from
the March 2004 first and refunding mortgage bond issuances were used to fund the acquisitionand .- .
construction of the Mountainview project. During the third quarter, SCE paid $125 million of 5.875%
bonds due in September.2004. During the fourth quarter,'SCE issued $150 million of floating rate first
and refunding mortgage bonds due in2007. Financing activities in 2004'also included dividend payments
of $750 million to Edison International.

R SR LA RN P i
SCE’s financing activities during 2003 included an exchange offer of $966 mllllon of 8.95% varrable rate
notes due November 2003 for $966 million of new series first and refunding mortgage bonds due” - .
February 2007. In addition, during 2003, SCE repaid $125 million of its 6.25% bonds, the outstanding
balance of $300 million of a $600 million one-year term loan due March 3,.2003, $300 million-on‘its * . °
revolving line of credit, and $700 million of a term loan due March 2005. The $700 million term loan .
was retired with a cash payment of $500 million and:$200 million drawn on a $700 million-credit facrllty»
that expires in 2006. SCE’s fi nancmg activities also mclude a dlvrdend payment of $945 millionto -~
Edison International. ST R i : A HEIREINY
’ IR B NN O N

Cash Flows from Investing Activities

Cash flows from investing activities are affected by addmons to property and plant and fundmg of

nucleardecommrssromngtrusts T LT L T e O o RENS :
v, TR T T LS TR T g T ¥ : . !

Investmg activities mclude capltal expendrtures of $1.8 btllron $l 7 bxlllon and $l 2 brllron in 2005

2004 and 2003, respectively, primarily for transmission and distribution assets, including $166 million

related to the Mountainview project and approximately $59 million and $70 million for nuclear fuel’ -

acquisitions in 2005 and 2004, respectively. In addition, investing activities in 2004 include $285 mllhon'

of acqursltron costs related to the Mountamvrew prOJect

DISPOSITIONS AND DISCONTINUED OPERATIONS e oy dae _ ,
- i L e e et
In July 2003, the CPUC approved SCE’s sale of certain orl storage and plpelme facrlltles to Pacrﬁc R
Terminals LLC for $158 million: In third quarter 2003, SCE recorded a $44 million after-tax gainto .’
shareholders. In accordance with an accounting standard related to the impairment and disposal of
long-lived assets; this oil storage and pipeline facilities unit’s results have been accounted forasa .. .- .
discontinued operation in the 2003 financial statements. For 2003, revenue from dlscontmued operatrons
was $20 mrlllon and pre-tax. mcome was $82 mrlllon UL ‘ T o -
: Tyt i ST ";l‘~:.i~"_!. N R N e rr
ACQUISITION A EE L T L A ST L B SR R S SR
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In March 2004, SCE acqurred Mountamvrew Power Company LLC whlch consrsted of a power plant in.
the early stages of construction in Redlands, California. The Mountainview generating facility is now
operating, providing southern California with additional generating capacity of 1,054 MW. As a result,
customers will receive over the life of the asset, a $58 million net present value benefit from “bonus” tax”
depreciation. On January 10, 2006, the FERC acceptéd the use of the 2005 CPUC—approved rate of retum
to be applied to the Mountamvrew power-purchase agreement e i L
Lot aho L R SR sl p o
CRITICAL ACCOUNTING ESTIMATES T L L R D (TN O B
AR AT . ) I ST S Y P AN TOIR S TSP A T
The accounting polrcxes descnbed below are viewed by management as critical because therr applrcatron
is the most relevant and material to SCE’s results of operations and financial position and these policies
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require the use of material judgments and estimates. Many of the critical accounting estimates discussed
below generally do not impact SCE’s earnings since SCE applies accounting principles:for rate-regulated
enterprises. However, these crmcal accountmg estrmates may impact amounts reported on the ‘

consolidated balance sheets. '« =i 0L L P b e ST

Rate Reg'ulated Enterpnses
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,SCE app] ies accountmg prmcxples for rate-regulated enterprises to the portion of its operatlons in which
regulators set rates at levels intended to recover the estimated costs of providing service, plus a return on
capital. Due to timing and other differences in the collection of revenue, these principles allow an
incurred cost that would otherwise be charged to expense by a nonregulated entity to be capitalized asa
regulatory asset if it is probable that the cost is récoverable through future rates and conversely allow - -
creation of a regulatory liability for probable future costs collected through rates in advance. SCE’s
management continually assesses whether the regulatory assets are probable of future recovery by -
considering factors such as the current regulatory environment, the issnance of rate 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-making purposes. Because current rates include
the recovery of existing 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 liabilities are probable of recovery. This determination reflects the current political and
regulatory climate in California and is subject to change in the future. If 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 earnings. At December.3 1, 2005, the consolidated balance sheets included regulatory. - -
assets of $3.5 billion and regulatory liabilities of $3.6 billion. Management continually evaluates the . -
anticipated recovery of regulatory assets, liabilities, and revenue subject to refund and provides for - :*
allowances and/or reserves as approprlate

- e Lol e R T
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Denvatwe Fmancnl Instruments and Hedgmg Actlvrtles SRR L PR N
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SCE follows the accountmg standard for derivative mstruments and hedging actrvmes, whxch requzres s
derivative financial instruments to be.recorded at their fair value unless an eéxception applies. The * "t .|
accounting standard also requires that changes in a derivativé’s fair value be recognized currently in -
earnings unless specific hedge accounting criteria are met. For:derivatives that qualify for hedge.
accounting, depending on the nature of the hedge, changes in fair value are either offset by changes in the
fair value: of the hedged assets, liabilities or firm commitments through earnings, or recognized.in other -
comprehensive income until the hedged item is recognized in eammgs The ineffective pomon of a

HF

derivative’s change in fair value is immediately recognized in eammgs e P R
Derivative assets and liabilities are shown at gross amounts on the balance sheet, except that net
presentation is used when SCE has the legal right of setoff, such as multiple contracts executed with the
same counterparty under master nettlng arrangements,

o R TR SOt BN F PR IR B PSS R RS ¥F SN e e
SCE enters into contracts for power and gas options, as well as'swaps;- futures and forward contracts in
order to iitigate its exposure to increases in natural gas and electricity pricing. These transactions-are -
pre-approved by the CPUC or executed in compliance with CPUC-approved procurement plans. Hedge
accounting is not used for these transactions. Any fair value changes for recorded derivatives are offset
through a regulatory mechanlsm therefore, falr value changes do not affect eammgs

. v . w; N seor . NI -u . I BT
AL i R BTN IR 1

Unit-specific contracts (srgned or modlﬁed after Juné 30, 2003) in whlch SCE takes vutually all of the N
output of a facility are generally considered to be leases under accounting rules. Leases are not
derivatives and are not recorded on the balance sheet unless they are classified as capital leases.
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:Management?s Discussion and Analysis of Financial Condition and Results of Operations

Most of SCE’s QF contracts are not required to be'recorded on its balance sheet. However, SCE:. .. .-
purchases power from certainQFs in which the contract pricing is based on-a natural gas index, but the -
power is not generated with natural gas. The portion of these contracts that is not eligible for the normal
purchases and sales exception under accounting rules is recorded on the balance sheet at fair value, based
on financial models.

Management’s judgment is required to determine if a transaction meets the definition of a derivative and,
if it does, whether-the normal sales ‘and purchases exception applies or whether mdrvrdual transactions
qualify for hedge accountmg treatment. - - SO - D R
Determmmg the. farr value of SCE’s derivatives under this accountmg standard isa crrtical accountmg
estimate because the fair value of a derivative is susceptible to significant change resulting froma
number of factors, including volatility of energy prices, credits risks, market liquidity and discount rates.
See “Market Risk E\cposures for a description of risk management activities and sensitivities to change
mmarketprices - N T T P TR S TS : oo

IncomeTaxes T LRI R T RO e

e Lo : . . S . i e VR
SCE and its subsrdiarres are mcluded in Edison Intematronal s consolldated federal income tax and -
combined state franchise tax returns. Under an income tax allocation agreement approved by the CPUC,
SCE’s tax liabllity is computed as ifit filed a separate retum :

The accountmg standard for income taxes requires the asset and: llablllty approach for financial
accounting and reporting for deferred income taxes.'SCE uses the asset and liability method of - -
accounting for deferred income taxes and provrdes deferred income taxes for all srgmﬁcant income tax :
temporary differences. ! Sy e : :

As part of the process of preparing its consolidated financial statements, SCE is required to estimate its
income taxes in each jurisdiction 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. SCE takes certain tax positions it
believes are applied in accordance with tax laws. The application of these positions is subject to
interpretation and audit by the IRS. As further described in #Other Developments—Federal Income.
Taxes,” the IRS has raised issues in the audit of Edison Intemational s tax retums with respect to certam
lssuesatSCE R RS 2 s T P AR

. R T L e o .o i «.,', e K Fie . B Gt e .l'.-'r' X
Management contmually evaluates its income tax exposures and provrdes for allowances and/or reserves
as appropriate.

AssctImpairment -0 L g e

SCE evaluates long-lived assets whenever indicators of potential impairment exist. Accounting standards
require that if the undiscounted expected future cash flow from a company’s assets or group of assets
(without interest charges) is less than its carrying value, an asset impairment must be recognized in the -
financial statements. The amount of i impairment is determmed by the difference between the carrymg
amount and fair value of the asset ; S

The assessment of impairment is a critical accounting estimate because significant managementjudgment
is requlred to detcrmme (1) 1f an mdicator of i 1mpairment has occurred (2) how assets should be T

L e _i,, IR

o
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grouped, (3) the forecast of undiscounted expected future cash flow over the asset’s estimated-useful life
to determine if an impairment exists, and (4) if an impairment exists, the fair value of the asset or asset
group. Factors that SCE considers important, which could trigger an impairment,-include operating losses
from a project, projected future operatmg losses, the fmancml condmon of countcrpartles, or sngmﬁcant
negatlvemdustryoreconomlctrends I L U BT S R .

I B R Wl T BT PO T

Nuclear Decommxssronmg e iy e B R I TRAT I
SCE s leg 1al asset retirement obligations (ARO) related to the decommissioning of its nuclear power
facilities are recorded at fair value. The fair value of decommissioning SCE’s nuclear power facilities are
based on site-specific studies performed in 2005 for SCE’s San Onofre and Palo Verde nuclear facilities.”
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 these facilities. SCE
estimates that it will spend approximately $11.4 billion through'2049 to-decommission its active nuclear
facilities. This estimate is based on SCE’s decommissioning cost methodology used for rate-making’
purposes, escalated at rates rangmg from 1 7% to 7. 5% (dependmg on the cost element) annually

1
i PRI I e *

Nuclear decommnssronmg costs are recovered in ut1l|ty rates. These costs are expccted to be funded frcm
independent decommissioning trusts that currently receive contributions of approximately $32 million
per year. As of December 31, 2005, the decomimissioning trust balance was $2.9 billion. Contributions to
the decommissioning trusts are reviewed every three years by the CPUC. The contributions are’. -~ ..~
determined from an analysis of estimated decommissioning costs, the current value-of trust assets and. : .
long-term forecasts of cost escalation and after-tax return on trust investments. Favorable orunfavorable
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. The CPUC has set certain restrictions related to the investments of these
trusts. If additional funds are needed for decommissioning, it is probable that the additional funds will be
recoveratle through customer rates. Trust funds are recorded on the balance sheet at market value.
B A : ) S
Decommissioning of San Onofre Unit | is underway. All of SCE’s San Onofre Unit 1 decommissioning
costs will be paid from its nuclear decommissioning trust funds, subject to CPUC review. The estimated’
remaining cost to decommission San Onofre Unit'1 of $186 million at of December 31, 2005 is recorded

asanARO llablllty T T T T T O B PO R i B T

TR [ T . I - .. o . o e
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Pcnsrons and Postrctlrement Benefits Other than Pensrons L
Pension and other postretlrement obhgatlons and the related effects on results of operatlons are
calculatec! using actuarial models. Two critical assumptions, discount rate and expected return on asset;,
are important elements of plan expense and liability measurement.' Additionally, health care cost trend ™
rates are critical assumptions for postretirement heath care plans. These critical assumptions are
evaluated at least annually. Other assumptlons such’ as retlrement mortahty and turnover are evaluate:l
perlodlcal ly and updated to reflect actual expenence SL T v
The discount rate enables SCE to state expected future cash flows at a present value on the measurement
date. SCE selects its discount rate by performing a yield curve analysis. This analysis determines the
equivalent discount rate on projected cash flows, matching the timing and amount of expected benefit ' -
payments Three yield curves were considered: two corporate yield curves (Citigroup and AON) and a
curve based on treasury rates (plus 90 basis points). SCE also compared the yield curve analysis against -
the Moody’s AA Corporate bond rate. At the December 31, 2005 measurement date, SCE used a discount
rate of 5.5% for both pensions and postretirement benefits other than pensions (PBOP).

K ¥ : C e o CoL ey s e O AT
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

To determine the expected long-term rate of return on pension plan assets, current and-expected asset ;- i,
allocations are considered, as well as historical'and expected returns on plan assets. The expected rate of -
return on plan assets was 7.5% for. pensions and 7.1% for PBOP: A portion of PBOP trusts asset returns -
are subject to taxation; so the7.1% figure above is determined on an after-tax basis: Actual time- .
weighted, annualized returns on the pension plan assets were 11.0%,6.0% and 10.9% for the one-year, ...
five-year and ten-year periods ended December 31, 2005, respectively. Actual time-weighted, annualized
returns on the PBOP plan assets were 6.3%, 3.3% and 8.3% over these same periods. Accounting::..
principles provrde that differences between expected and actual retums are recogmzed over the average
future service ofemployees O L P P ST P AU { P U R I 1 LA CE N SR '
"f"l' ! ,‘:"l..",'?‘ . SRR B 1l .."’l!'r"')'l ""' ’ LT !
SCE records pensron expense equal to the amount funded to the trusts, as calculated usmg an actuarial
method required for rate-making 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 rate-making methods and pension expense calculated in accordance with accountmg
standards is accumulated as a regulatory asset o liability, and will, over time, be recovered.from or :/
returned to customers: As of December 31, 2005, this cumulative difference amounted to a regulatory -
liability of $88 million, meaning that the rate-making method has recognized $88 million more in
expense than the accounting ‘method since implementation of the pension accounting standard in 1987.
'"“"l'. s R AR AL IR Pt AT L DO " ; PRI
Under accountmg standards lf the accumulated beneﬁt obligation 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 net income. The reduction to other
comprehensive income would be restored through shareholders’ equity in future periods to the extent the!
market value of trust assets exceeded the accumulated benefit obligatlon This assessment is. performed
annually Lee A T S e '
SCE’s pensxon and PBOP plans are. subject to the llmits established for federal tax deductlbllity SCE
funds its pension and PBOP.plans in accordance with amounts allowed by the CPUC. Executive pension
plans and nonutillty PBOP plans have no plan assets.

T T TSR N o e
' ' o rer i 'l"

At December 31 2005 SCE’s PBOP plans had a$2. 3 brllron benefit obligation Total expense for these
plans was $78 million for 2005. The health care cost trend rate is-10.25% for 2006, gradually declmmg to
5% for 2011 and beyond. Increasing the health care cost trend rate by one percentage point would ;" '
increase the accumulated obligation as of December 31, 2005 by $271 million and annual aggregate
service and interest costs by $19 million. Decreasing the health care cost trend rate by one percentage
point would decrease the accumulated obligation as of December 31, 2005 by $243 million and annual
aggregate service and interest costs by $17 million. e e i e L e e T e
DeL e o B IV S L A A L T TS TN N T
NEW ACCOUNTING PRINCIPLES T A R S S T I R TR P T N LI TR SO A MR EE
: Ly, pt ey et e Jatenia o e o ,‘,;,“,‘-‘,, BT
In March 2005 the Financial Accountmg Standards Board issued an:interpretation related to accountmg
for conditional ARO. This interpretation clarifies that an entity is-required to recognize a liability for the :
fair value of a conditional ARO if the fair value can be reasonably estimated even though uncertainty
exists about the timing and/or method of settlement. This interpretation was effective as of December 31;
2005::SCE identified conditional AROs related to:: treated wood poles, hazardous materials such as . :.,-
mercury and polychlormated blphenyls~contammg equipment; and asbestos removal costs at buildings...
Since SCE follows accounting principles for rate-regulated ‘enterprises and receives recovery of these .
costs through rates, implementation of this mterpretatron mcreased SCE’s:ARO by $l4 mrllron but dld
notaffectSCE’seammgs vt TEOD N e D LT e e e bk
A new accounting standard requires compames to use the fair value accountmg method for stock-based
compensation. SCE is required to implement the new standard in the first quarter of 2006 and will apply
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the modified prospective transition method. Under the modified prospective method;.the new accounting
standard will be applied effective January 1, 2006 to the unvested portion of awards previously granted
and will be applied to all prospective awards. Prior financial statements will not be restated under this
method. The new accounting standard will result in the recognition of €xpense for all stock-based
compensatnon awards; previously, SCE used the intrinsic value method of accountmg, at times resultmg
in no recognition of expense for stock-based compensation. -+ v Tt s - :

COMMITMENTS AND INDEMNITIES

L r‘ - P BT
LD P e R A AP

SCE’s commltments for the years 2006 through 2010 and thereafter are estlmated below

. g . . Sy . . FE 2N PN PR
B NS M ay FERER L lr . S gl AR [ e [N SE A R SN TN

In mllllons C ey e e 2006 2007 i 2008 2009 ~:f.f:';2010' : Therezfter
Long-term debt maturitiesand = = - oo i 0l R TS B AR
sinking fund requirements® - - . $823 - 4 $622:, $596 L?‘ $~2_10, L8442 087,044
Fuel supply contract payments . ¢ = ;126 -~ . 64 .. o645 400 o0 AT g 282
Purchasec-power capacity payments .. ., . .. 842 ... | 7775,,,'. 528 ., . 417, . 393, 2,681
Unconditional purchase obligations ., .. .. 5. ... 5 . cooas B P L ,;,,',.,2’16.,;'
Operating, lease obligations 192 301 21, 213” . ,”208)7 L S
Capital lease obligations 3 4 4 4 ' 4 - =
Employec: benefit plans contributions® 128 — — — — ~—

(1) Amount includes scheduled prmcnpal payments for debt outstandmg 4s 6f December 31 2005 assummg
a long—term debt is held to matunty, and related forecast mterest payments over the apphcable penod of the de 5t

« voov c R STy H . U I'ff...y 3
) Amo ant. mcludes estlmated contnbutlons to the pension plans and postretnrement bcneﬁts other than pcnsxon"
The estimated contributions beyond 2006 are not available. .. .- el e e o oy
sabn e b R ot RN R L T O S O PPt R L L P VU P TR TNt
Fuel Supply Contracts Dottt iee T e e T L Gt G RS RO e e

SCE has fuel supply contracts which require payment only if the fuel is made available for pnreh‘ase.
SCE has a coal fuel contract that requires payment of certain fixed charges whether or not coal is
delivered.

Power Purchase Contracts

SCE has power-purchase contracts with certain QFs (cogenerators and small power producers) and other
power producers. These contracts provide for capacity payments if a facility meets certain performance
obligations and energy payments based on actual power supplied to SCE (the energy payments are not
included in the table above). 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 mto
purchased-power settlements to end its contract obligations with certain QFs. The settlements are
reported as power-purchase contracts on the consolidated balance sheets. ¥

Unconditional Purchase Obligations

SCE has an unconditional purchase obligation for firm transmission service from another utility.
Minimurn payments are based, in part, on the debt-service requirements of the transmission service
provider, whether or not the transmission line is operable. The contract requires minimum payments of
$62 million through 2016 (approximately $6 million per year).
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Operatmgand CapltalLeases B R A

SCE has operatmg ]eases pnmarily for vehlcles (wrth varying terms, provrsrons and expiration dates) Umt-
specific contracts (signed or modified after June 30, 2003) in which SCE takes virtually all of the output of a
facility are generally.considered to be leases under accounting rules. At December 31, 2005, SCE had six
power contracts that were classified as operating leases and one power contract that was classifiedasa : -
capital lease (executed in late 2005). '

Indemnity Provided as Part of the Acquisition of Mountainview
In connection with the acquisition of Mountainview, SCE agreed to indemnify the seller with respect to
'specific environimental claims related to SCE’s previously owned San Bernardino Generating Station, i
divested by SCE in 1998 and reacquired as part of the Mountainview acquisition: The generating station :
has not operated since early 2001, and SCE retained certain responsibilities with respectto =~ i~
environmental claims as part of the original divestiture of the station. The aggregate liability for either -
party to the purchase agreement for damages and other amounts is a maxinium of $60 million. This "~ "
indemnification for environmental habllitres expires on or before March 12, 2033 SCE has not recorded

a liability related to this mdemmty

vyl -

Othcr SCE.Indemnities...,. e e e i e me e e o

SCE proyides other indemnifications through contracts entered into in the normal course of business.
These are primanly mdemmficatlons  against adverse litigation outcomies in connectlon with underwriting
agreements, and specified environmental indemnities and income taxes with respect to assets sold. SCE’s
obligations under these agreements may be limited in terms of time and/or amount, and-in some instances
SCE may have recourse against third parties for certain indemnities. The obligated amounts of these’
indemnifications often are not explicitly stated, and the overall maximum amount of the obligation under
these indemnifications cannot be reasonably estimated. SCE has not recorded a liability related to these -
indemnities.
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Report of Independent Registered Public Accounting Firm

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

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
income, comprehensive income, cash flows and common shareholder’s equity present fairly, in all
material respects, the financial position of Southern California Edison Company and its subsidiaries at
December 31, 2005 and 2004, and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 2005 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 audits. We conducted our audits of these statements in accordance with the standards of the
Public Company Accounting Oversight Board (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, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

As discussed in Note 1 to the consolidated financial statements, the Company changed the manner in
which it accounts for financial instruments with characteristics of both debt and equity as of July 1, 2003,
variable interest entities as of March 31, 2004, and asset retirement costs as of December 31, 2005.

Zwﬁwwmé/éyf Lw/

Los Angeles, California
March 6, 2006
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Consolidated Statements of Income Southern California Edison Company

_In millions "' Year ended December 31, - 2005 2004 L 2005
Operating revenue $ 9,500 $ 8,448 $ 8,85%.
Fuel _ Do ; 1,193 810 . . - 235
Purchased power _ 2,622 2,332 - 2,785
Provisions for regulatory adjustment clauses — net ' 435 a o (201) 1,138
Other operation and maintenance 2,523 0 .. 2,457 © 2,072
Depreciation, decommissioning and amortization i 915 . - 860 - 882
Property and other taxes 193 - 17 - 168
Net gain on sale of utility property and plant (10) — - (5)
Total operating expenses 7,871 . - 6,435 S 7,276
Operating income - 1,629 - 2013 ¢ 1,578
Interest and dividend income 44 20 “ 100
_Other no:aoperating income - e L1270 T84 T2
Interest expense - net of amounts capltahzed L (360) o (409)-. o:o (457)
Other no: 1operatmg deductions (65) ‘ -(69) . (23)
Income from continuing operations before tax - C o RIS

and minority interest 1,375 coe s 1,639 1,270

Income tax_ "> ST | BUDERE 3
Minority interest . - - 280 .. —

“Income from continuing operations ~ 7" 7T 749 70921 882
Income from discontinued operations — net of tax — = .50
Net income C 749 921 - 932
Dividends on preferred stock RS e wore

subject to mandatory redemption — G (.5
Dividends on preferred stock , S T
not subject to mandatory redemption 24 6 . 5
Nect income available for commonstock =~~~ =~ 8§ 725  § 915 $ 922
.
Consolidated Statements of Comprehensive Income
In millions Year ended December 31, 2005 2004 2003

Net incoine S 749 $ 921 $ 932
Other comprehensive income (loss), net of tax:

Minimum pension liability adjustment ¢)) )] €))
Amortization of cash flow hedges 2 3 1
Comprelensive income $ 750 § 923 $ 929

The accompanying notes are an integral part of these financial statements.
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Consolidated Balance Sheets - .. T e e

In millions Cn oL December31,. ' . -~ 2005 2004,
_ASSETS - ‘ :
Cash and equivalents’ e $ 143 $ 122
Restricted cash -« S 57 . L6l
Margin and collateral deposits T e 178 66
Receivables, less allowances of $33 and $31 SR B KRR
for uncollectible accounts at respectlve dates Gl 849 618
Accrued unbilled revenue A 291 © 320
Inventory T el iy 17220 1967
‘Accumulated deferred income taxes net S B e - 134
Trading and price risk management asset 237 26
Regulatory assets : . 936 -, ..553
Prepayments and other current assets 92 46 .
Total current assets S bonte e 2,603 oo 2,142¢
Nonutility property —less accumulated provision. . .. - . S o
for depreciation of $569 and $554 at respective dates . Codeenses (1,086 "+ 960
Nuclear decommissioning trusts "~ . 2,907. C- 2,757
Other investments " s 80 < 104
Total investments and other assets’ *. . —. e S 4 073 3,821
Utility plant, at original cost: ' o R N o
Transmission and distribution - - C TR ‘16 760 ' 15,685
Generation L o 1,370 31,356
Accumulated provision for depreciation (4 763) (4 506)
Construction work in progress - 1956 789
Nuclear fuel, at amortized cost <o 146 ‘151
Total utility plant - oo o e e oo 0 14,4690 13,475
_.Regulatory ASSELS -~ . e e e T 3,013: .. . 3,28'5 .
Other long-term assets 545 567
Total regulatory assets and other long-term assets 3,558 3,852
! ¢ PR TIER Lo ! 3!
{ [ YN N
J [ORERY
Total assets S 24,703 $ 23,290

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



Consolidated Balance Sheets :Southern California Edison Company

In millions, except share amounts ™.\, ... . December31,” ~." - .. . 2005 ... .. ..2004"
LIABILITIES AND SHAREHOLDERS’ EQUITY N I
Short-term debt e e 8 = 8 B8
Long-term debt due within one year - - 596 .. . . 246.
Preferred stock to be redeemed withinone'year ~ .. " LT T — 9
Accounts payable L e e ..898 700
Accrued taxes - 242 ., 357
Accrued interest - 106 .. ¢+ -:115
Countergarty collateral B Lo b 1830 Lot e L
Custome: deposits ' Ci-183 0 e U168
Book overdrafts Lo o287 Tl 232
Accumulated deferred income taxes — net S L=
Regulatory liabilities o UV 1) S C g
Other current liabilities - ) o, . 810 643
Total current liabilities R coen v 3,961 003,048
Long-term debt T 4,669 5225
Accumulated deferred income taxes — net e, 28158 -, .2,865
Accumulated deferred investment tax credits o 119 - 0 126
Custome; advancés and other deferréd credits ST y 550 510
Power-purchase contracts . ... .~ P 165 S0 13D
Preferred stock subject to mandatory. redemptlon e e L e e 139,
Accumulated provision for pensions and benefits ot 500 ¢ - - 417
Asset retirement obligations 3 coeete 2621 0 0 2,183 ¢
Regulatory liabilities 2,962 - 3355
Other lorig-term liabilities - 284" 232
Total deferred credits and other liabilities 10,016 . ... .9,958
Total liabilities 18,646 - 18231
Commitments and eontingencies (N'ptes 8 and 9) ' oL
Mmorlt) mterest | ' »- 39‘8.‘:. B 409 ;
Common stock, no par value (434 888,104 shares outstandmg at each date) 2,168 T 2,168
Additional paid-ini capital . . e e o 361 L350,
_Accumulated other comprehensnve 10SS . @6y (1T
Retained earnings oo 2,417 ¢ 02,020 -
Total common shareholder’s equity : 4,930 4,521
Preferred and preference stock R TR SNt T SRR TI T TR
not sub_]ect to mandatory redemption s g T29 0 11298
Total sharcholders’ egulty 3 c "? '5 659’ o 4 650

“Total liabilities and shareholders’ eqQUity- -~ = - e e $ 24 703 NIRRT 1 23 290't

IAai - ' T S T T T
‘.
: :,;\,:.'l \«1‘1 AP UL .
) The accompanying notes are an integral part of these ﬁnancxal statemcnts
N I . : "
coder n T g el et e

39



Consolidated Statements of Cash Flows

2003

In millions Year ended December 31, ;. 2005 2004 - Revised"
Cash flows from operatmg activities: ~ T LT L
Netincome - -~ - S e $--749 - -$ 921 © 'S 932
Less: income from dlscommued operatlons — — T (50)
Income from continuing operations 7490 7 92] 1882 °
Adjustments to reconcile to net cash provided by operating activities: e e A
Depreciation, decommissioning and amortization 915 860 882
Other amortization 96 9% - 101
Minority interest 334 280 - C—
Deferred income taxes and investment tax credits 34 - .514. - (104) -
Regulatory assets — long-term 387 442 . ; o 5350
Regulatory liabilities — long-term (168) (69) .. (48)
Other assets 46 @44 .. 17,
Other liabilities 72 18 ., . (364)
Margin and collateral deposits — net of collateral received 70 - (33) ' 5
Receivables and accrued unbilled revenue - . (202) Q) . ot 18S
Tradmg and pnce risk management assets (211 o (23) e 113
Inventory, prepayments and other currentassets T T (66) T 13 . (35)
Regulatory assets — ShOrt-term -~ -« « wer o oo oo m e [T o (254) 13 268
Regulatoryhablhtles—short-tenn e 192 (169). - (12,486).
Accrued interest and taxes - (126) - ain - +(223)
Accounts payable and other current liabilities -~ ,251. (152). (181)
Operating cash flows from discontinued operations — L — (34)
Net cash provided by operating activities - -2,390 - 2,274 - 2,613:
Cash flows from financing activities: oo S e T
Long-term debt issued and issuance costs 980 1,747 - (D
Long-term debt repaid -. - (1,040) (966) <. (1,263)
Bonds remarketed — net — .. 350, . —-
Issuance of preference stock- -~ -+ =0 e - e v 89 e e
Redemption of preferred stock X LI e (148) 5 Q@) e,
Rate reduction notes repaid (246) (246) . (246)
‘Short-term debt financing — net - T (88) I (S ) @
Change in book overdrafts " 25 43 65
Shares purchased for stock-based compensation (115) (60) (13)
Proceeds from stock option exercises N . e 53 29 T 3
Minority interest o v (345) @90). - .. ..
Dividends paid (234) -(756) - (955)
Net cash used by financing activitics (567) -, . : (263) -, (2,430)
Cash flows from investing activities: ] o I T I A
"Capital expenditures T T (1,808 LU (1,678) . (1,153)
- Acquisition costs related to nonutility generation plant -+ - - -~ - e T (285) YT —
Proceeds from sale of discontinued operations — eo— 146
Proceeds from nuclear decommissioning trust sales 2,067 ° 2416 2,200
Purchases of nuclear decommnss:omng trust investments (2 159) - (2,525).. . (2 286)
Customer advances for construction and other investments---~~- - - = 98 - S T 13-
Net cash used by investing activities (1L,802) . . (2,063) (1,080)
"Effect of consolidation of variablé intérest'éntities” " - = 79 U
Net increase (decrease) in cash and equivalents 21 27 (897)
Cash and equivalents, beginning of year 122 95 992
$ 95

Cash and cqulvalcnts, end of ycar——contmumg opcratlons

™ See “Revisions” in Note l for further explanatlon

S 143

$ 122

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Changes in Common ... Southern California Edison Company
Shareholder’s Equity
AR R S LR

- Accumulated . '-g.w ‘ Totai v

Additional Other Common
Common . . Paid-in , , Comprehensive  Retained,. Shareholder’s
In millions Stock Capnal " Income (Loss) Earnings Equity
Balance nt December 31,2002 .- - - -§2,168 ;.. $340 - - $(16) - $1,892 - . $4,384-
Net income - Y I v 932 932°
Minimum pension liability adjustment @) 7

Tax effzct 3 EEEE A
Amortization of cash flow hedges 2 2

Tax effect . Lo R T 0y A LT ANRUR TN § ) : : f;‘.. oo A1)
Dividends declared on common stock 7 [ o 0L (945) (945)
Dividends declared on preferred stock -, - " i ... . . e e

subject to mandatory redemption. . . .. . . . o (5) A (5)_
Dividends declared on preferred stock Lo , R e . L

not subect to mandatory redemption ' T (5 (5
Shares purchased for stock-based compensatlon &3] » o ). ‘ (13)
Proceéds from stockoptlon exercises® I ‘ e 3 3
Non-cash stock-based compensation ~~~ =~ 7 T Ll N 5
Capital stock expénse and other R RN
Balance ait December 31, 2003 $2,168 $338 $ (19) $ 1,868 $ 4,355
Netincome: - -, - : i sl e e e e e 2920 921
Minimum pension llablllty adJustment ) - .\,(l)
Amortization of cash flow hcdges .

, Tax effect . . o e L. @ e (2)
Dividends declared on commonstock | 7 o (T50) ' (750)
Dividends declared on preferred stock e oohbnee s T

not subject to mandatory redemption ‘-~ o ' ' T (6) (6
Shares pu-chased for stock-based compensatlon T ATy T e (43) (60)
Proceeds ifom stock option exercises - . 0 SRR L.29 29 -
Non-cash stock-based compensation 30 .. G e e 030
Capital stock expense and other (l) 1 ——
Balance at December 31,2004 -~ ' $2,168°  “$350 - v §(17) ©  $2,020¢0: $4,521°
Net income 749 .., 749
Minimum pension liability adjustment Q) e (2)

Tax effect : L : o _ ]
Amortization of cash ﬂowhedges PR S S ‘4 '

Taxeffect " - AT T @ N ¢))
Dividends declared on common stock - - " i L T L L (285) - (285)
Dividends declared on preferred and RREE LA TR C o e

preference stock not subject to mandatory redemptlon (24) (2 4)
Shares purchased for stock-based compensation (19) ERSRURTS 1) R ( § &)
Proceeds from stock option exercises 53 53
Non-cash stock-based compensation . ;.. .. .. . . .. 11 : . B T §
Tax beneft related to stock-based awards 28 o . L 29
Capital stcck expense and other B L (10) ' Q) (ll)
Balance at December 31, 2005 $2,168 $ 361 $(16) $2,417 $4, 930

Authorized common stock is 560 million shares. The outstanding common stock is 434,888,104 shares for all ye51:$
reported. . .. e A

The accompanying notes are an integral part of these financial statements.
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Notes to Consolidated Financial Statements T

Significant accounting pohcles are drscussed in Note 1, unless discussed in the respectlve Notes for
speclf'c toplcs Lo |

N ""At' o P s

Note 1 Summary ol‘ Slgmf' cant Accountmg Pohcres

-vv‘.;» L R
- ate SRR . PP - raea PR e emea

Southem Cahforma Edlson Company (SCE) is a rate-regulated electrlc utlhty that supphes electncv i
energy to a 50, 000 square-mlle area of central, "coastal and southern California.

Basrs of Presentation | . : B . ‘
The consolidated financial statements include SCE, its subsidiaries and vanable mterest entmes (VlEs) .
for which SCE is the primary beneficiary. Effective March 31, 2004, SCE began consohdatmg four -
cogeneration projects for which SCE typically purchases 100% of the energy produced under long-term
power-purchase agreements, in accordance with a new accounting standard for the consohdatlon of .

varrable mterest entities. Intercompany transactions have been ehmmated ‘,I(, S

SCE’s accountlng policies conform to accountmg principles generally accepted in the Umted States .\
including the accounting principles for rate-regulated enterprises, which reﬂect the rate- makmg pollclcs
of the California Public Utilities Commission (CPUC) and the Federal Energy,Regulatory Commission - ;
(FERC) . , et - : e DTS

W [T NS R N P Nt
v - ISk Gt L, RN RS MM

Certain prior-year amounts were reclassified to conform to the December 31 2005 financial statement
presentation. Lo SRR S
F mancral statements prepared in compliance with accounting principles generally accepted in the Umted
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 estlmates Certam srgmﬁcant .
estimates related to financial instruments, income taxes, pensions and postretlrement benefits other than -
pensions, decommissioning and contingencies are further discussed in Notes 2, 5,6, 8 and 9 to the
Consolidated Financial Statements, respectwely L O S L S P R

e e,
|.‘ i R Lo

SCE’s outstandmg common stock is owned entlrely by lts parent company, Edlson Intematlonal A

Cas"thuivaIem‘s" D ]
Cash equivalents include orrgmal maturities of three months or less. Cash equivalents include other -
mvestments of $16 million at December 31, 2005. There were no cash equivalents at December 31, 2004 In

addmon at December 31, 2005 and 2004, the VIE segment had $120 million and $90 million of cash and -

equivalents, respectlvely For a discussion of restricted cash see “Restncted Cash”., - v L bl
Rl O R T A PP A AR .
DebtandEl]ulfyInvestmenls S C e e T e e

P TR YR S S R
SCE has debt and equity investments for the nuclear decommissioning trust funds. Unreahzed gams and

losses on decommissioning trust funds increase or decrease the related regulatory asset or habrhty All
mvestments are classrﬁed as avaxlable for—sale R o

ol E . ‘., & S 5T L
" B - .\ . . " AL ta . - -t ’ A

Dividend Restricti_on‘ o , N , e A

T O S S R PP A RS | TR SECULI SRt I P S Y SRR R At LSS T R S AN Ot 1 SURLII IS SO
The CPUC regulates SCE’s capital structure and limits the dividends it may pay Edison International. '
SCE’s authorized capital structure includes a common equity component of 48%. SCE determines
compliance with this capital structure based on a 13-month weighted-average calculation. At

L o - T e e e A
R IR T (AR AN . AL A A T

42



.~ Southern California Edison Company

December 31, 2005, SCE’s 13-month weighted-average common equity component of total capitalization
was 50%. At December 31, 2005, SCE had the capacity to pay $197 million in additional dividends
based on the 13-month weighted-average method: Based on recorded December 31,2005 balances, - ..!:
SCE’s common equity to total capitalization ratio was 50.2% for ratemaking purposes. SCE had the
capacity to pay $212 million of addmonal dividends to Edison Intematronal based on December 31, 2005
recorded balances. . : SR e e e e

N = IERITORE .\»“l'{s:ﬁ S NG ,-'(',' AN
Inventory S BRI
Inventorv is stated at the lower of cost or market, cost bemg determrned'hvthe ﬁrst in, f'rrst out metho(l
for fuel end the average cost method for matenals and supplres et n e stre e e terE

R PR D S S S T L T T

Margin and CoIIateral Deposzts MRTTEC R T

Margin and collateral deposrts mclude margm requrrements and cash deposrted wrth counterpartles and
brokers ¢is credit support under margining agrecmerts for powet and ‘gas price’ risk management "~
activities. The amount of margin and collateral deposits varies based on changes in the value of the
agreements. Deposits with counterparties and brokers earn interest at various rates.: " RO

bovs gy . R Tt oot TR s R e s

New Accounting Pronouncements .+~ =aiivji o0 0 ar

In March 2005, the Financial Accounting Standards Board issued an interpretation related to accounting
for cond:tional asset retirement obligations (ARO). This interpretation clarifies that an entity-is required
to recognize a liability for the fair value of a conditional ARO if the fair value can be reasonably
estimated even though uncertainty exists about the timing and/or method of settlement. This * - 't e
interpretation was effective as of December 31, 2005. SCE identified conditional AROs related to:
treated wood poles, hazardous materials such as mercury and polychlorinated biphenyls-containing i-':' !
equipmeat; and asbestos removal costs at buildings. Since SCE follows accounting principles for rate-: -
regulate(l enterpnses and receives recovery. of these costs through rates rmplementatlon of thls
mterpretatron at SCE did not affect earmngs chocn s Tan T e e S

fo : B T T SR 1 T R E S

‘A new accounting standard requires companies to use the fair value accounting method for stock-based
compensation; SCE is required to implement the néw standard in the first quarter of 2006 and will apply
the modified prospective transition method. Under the modified prospective method, the new accounting
standard will be applred effective January 1; 2006 to the unvested portion of awards previously granted
and will be applied to'all prospective awards. Prior financial statements will not be restated under thls
method. The new accounting standard will result in the recognition of expense for all stock-based -
compensatlon awards; prevrously, SCE used the intrinsic value method of accountmg, at times resultmg

in'no recognition of éxpense for stock-based compensatlon A AT .

([ L 4t TG I A - B RTINS

aitey

KT UL Il e [ S R L A | I PR st O e
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Notes to Consolidated Financial Statements
OIherNonoperatmgIncome andDeductwns D IS A S TS N SNV SR & SR

Other nonoperatmg income and deductrons are as follows: S I U

» y

In mrllrons‘ g Year.ended December31, Coeoo0h 2005 l-‘;2004 - L 2.003'- -

Allowance for funds used during construction S 25 $ 35 L$27 e
Performance-based incentive awards 33 31 21
Demand-side management and
energy efﬁcrency performance mcentrves 45 — —
“-Other- ¢! - - R I ¢ LR S
Total other nonoperating income O S127 0 $84 $72
Various penalties $ 27 . $35 .. §$—. .-
Other 38 34 23
“Total othér nonoperating deductions'™ ~~~ ~ -~ $ 65 '~ " $69 - §23
PlannedMajorMaintenanée o St R

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

PropertyandPIant- - RN , o —,}':»._-.” N

Utility Plant L ; INTENE
Utility plant additions, including replacements and betterments, are capitalized. Such costs include direct
material and labor, construction overhead, a portion of administrative and general costs capitalized at a -
rate authorized by the CPUC, and an allowance for funds used during construction (AFUDC). AFUDC
represents the estimated cost of debt and equity funds that finance utility-plant construction.-Currently, . :
AFUDC debt and equity is capitalized during plant construction and reported in interest expense and
other nonoperating income, respectively. AFUDC is recovered in rates through depreciation expense over
the useful life of the related asset Deprecratron of utrlrty plant is computed on a strarght -line, remammg-~
life basis. . - : . : . Lo e RETE .
Deprecratron expense stated as a percent of average orrgmal cost of deprecrable utrlrty plant was 3 9% for
2005, 3. 9% for 2004 and 4.3% for 2003.. » e . : :

il PPN

ol

AFUDC equrty was $25 mrllron in 2005 $23 mrllron in 2004 and $21 mrlllon in 2003 AFUDC debt
was $14 million in 2005, $12 million in 2004 and $6 million in 2003.

Replaced or retired property costs are charged to the accumulated provision for depreciation. Cash
payments for removal costs less salvage reduce the liability for AROs.

Effective January 1, 2004, San Onofre Nuclear Generating Station (San Onofre) Units 2 and 3 returned to
traditional cost-of-service ratemaking. The July 8, 2004 CPUC decision on SCE’s 2003 general rate case
returned Palo Verde Nuclear Generating Station (Palo Verde) to traditional cost-of-service ratemaking
retroactive to May 22, 2003 (the date a final CPUC decision was originally scheduled to be issued). As
authorized by the CPUC, SCE had been recovering its investments in San Onofre and Palo Verde on an
accelerated basis; these units also had incentive rate-making plans.
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SCE’s nuclear plant investments made prior to the return to cost-of-service ratemaking are recorded as -
regulatory assets on its consolidated balance sheets. Since the return to cost-of-service ratemaking,
capital additions are recorded in utlhty plant These classifications do not affect the rate—makmg

treatmem fortheseassets T P T I S TT I

LR

R

UL SN LA

Estrmated useful hves of SCE’s property, plant and equnpment as authorlzed by the CPUC areas: - -

follows:

e, e ey L e e .
4 ‘ e ! - i - !

RS ARE ERE P LA LA l-_ .'"‘. '

='r: IR !.‘?'.-"‘Jf': .

N . N S I

p B T L ARETE T

........

Generation plant
Distribution plant
Transmission plant

38 yearsto 81 years -
24 years to 53 years
-40.years to 60 years i oo
5 years to 40 years

Other plant

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

Nonutility Property

st e
e T

ik L S LE I PR S BT |

Nonutility property, including construction in progress, is capitalized at cost, including interest accrued
on borrowed funds that finance construction. Capitalized interest was $16 million in 2005, $9 million in
2004, and zero in 2003. The Mountainview power plant is included in nonutility property in accordance

with the rate-making treatment

T R S S0t IV ST T ST S BE SUPR

Depreciation and amortlzatlon is primarily computed on a stralght line basis over the estimated useful
lives of nonutility properties and over the lease term for leaschold rmprovements Deprecratlon expense
stated as a percent of average original cost of depreciable nonutility property was, on a composite basis,
3.6% for 2005. The composite rate for 2004 and 2003 is not disclosed due to the non-comp’arability of
this property-in 2003. The VIEs (commenced consolldatron in March 31 2004) compose a maJorlty of

nonutrhtv property RIS O -

. L L . Lot . e
S REERZA R L 7

AR A

.., .

] ’

'-'h,»' ! '. gy -.-‘.":‘.-' L

Nonutrlrty property mcluded in the consolidated balance sheets is comprrsed of

2004

In millions December 31, 2005
' Fumlture and equrpment S o ' ,$, 3’,; Ca $ ' “1 '
" Building, plant and equlpment N L 1347 1 012 y
Land (inchiding easements) B - 1 ‘x.f . , 34" ‘ 31' o
Constructlon in progress _ e L 271 470
ST e e e e : T _"1,655. vo 1514 e
Accumulated provision for depreciation .. .~ . . oot (569) 4 - LSQ). s
Nonutility property — net $ 1,086 $§ 960

Estimated useful lives for nonutility property are as follows

[T S O TS A S s

Furniture and equipment - - iyl
Building, plant and equipment
Land easements

v 3 years to, 20 years SOt
3 years to 40 years

60 years
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Notes to Consolidated Financial Statements

Asset Rettremem‘ Obltgattans

As aresult of an accountmg standard adopted in 2003 SCE recorded the fatr value of its lrabrhty for
legal AROs, which was primarily related to the decommissioning of its nuclear power facilities. In
addition, SCE capitalized the initial costs of the ARO into a nuclear-related ARO regulatory asset, and
also recorded an ARO regulatory liability as a result of timing differences between the recognition of
costs recorded in accordance with the standard and the recovery of the related asset retirement costs
through the rate-making process. SCE has collected in rates amounts for the future costs of removal of its
nuclear assets, and has placed those amounts in mdependent trusts. 2 v

A reconciliation of the changes in the‘ARO 'liability is as follows:

In millions
ARO habrhty as of December 31,2003 ... . o $ 2,084
Accretion expense - 132
Liabilities settled (33)
ARO liability as of December31 2004 2,183
- Revisions. - . . L e e e 117

. Liabilitiesadded - -~ .. .. ... . e 14
. Accretion expense e T TR .. 366 -
Liabilities settled (59)
ARO liability as of December 31, 2005 $ 2,621
Fair value of nuclear decommissioning trusts® = ° -~ - $2907 = '

Since SCE follows accounting principles for rate-regulated enterprises and receives recovery of these -
costs through rates; therefore implementation of this new standard and the subsequent interpretation did -
not affect SCE’s earnings. The pro forma disclosures for conditional AROs are not shown due to the
immaterial impact on SCE’s consolidated balance sheet. See “New Accounting Pronouncements” above.

. . . Ve . .t . S .. |',,__‘.
Purchased Power

From January 17,2001 to December 31,2002, the California Department of Water Resources (CDWR)
purchased power on behalf of SCE’s customers for SCE’s residual net short power position (the amount of
energy needed to serve SCE’s customers in excess of SCE’s own generation and purchased power
contracts). Additionally, the CDWR signed long-term contracts that provide power’ for SCE’s customers
Effective January 1; 2003, SCE resumed power procurement responsibilities for its residual net short
position. SCE acts as a billing agent for the CDWR power, and any power purchased by the CDWR for
dehvery to SCE’s customers is not considered a cost to SCE.

Recetvables T
SCE records an allowance for uncollectible accounts, as determined by the average percentage of - -

amounts written-off in prior accounting periods. SCE assesses its customers a late fee of 0.9% per month,
beginning 19 days after the bill is prepared. Inactive accounts are written off after 180 days.
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Regulatory Assets and Liabilities

In accordance with accounting principles for rate-regulated enterprises, SCE records regulatory assets, -
which represent probable future recovery of certain costs from customers through the rate-making
process, and regulatory habrhtres which represent probable future credlts to customers through the
rate-making process. 17 o aaed ‘

Included in these regulatory assets and liabilities are SCE’s regulatory balancing accounts. Sales
balancing accounts accumulate differences between recorded revenue and revenue SCE is authorrzed to
collect through rates. Cost balancing accounts accumulate differences between. recorded costs and costs
SCE is authorized to recover through rates. Undercollections are recorded as regulatory balancmg
account &ssets. Overcollections are recorded as regulatory balancing account liabilities. SCE’s regulatory
balancing accounts accumulate balances until they are refunded to or received from SCE’s customers
through authorized rate adjustments. Primarily all of SCE’s balancing accounts can be classified as one
of the following types: generation-revenue related, distribution-revenue related, generation-cost related,
distribution-cost related, transmission-cost related or public purpose and other cost related. -

Balancing account undercollections and overcollections accrue interest based on a three-month °
commercnal paper rate pubhshed by the Federal Reserve. Income tax effects on all balancmg account
changes are deferred. R - -

Amounts included in regulatory assets and liabilities are generally recorded with corresponding offsets to
the applicable income statement accounts, except for regulatory balancing accounts, which are offset
through the provrsrons for regulatory adjustment clauses. o
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Notes to Consolidated Financial Statements

Regulatory Assets
Regulatory assets included in the consolidated balance sheets are:. ;- - 0 0~ o n i g
In millions December 31, 2005 .. 2004
Current: » o , . . ,
_Regulatory balancmgaccounts : " SRR S 1 R AT S /) (RN
* Direct access procurement charges” ' 7T s T e e 13 L1090
Purchased-powersettlements - U 53 62
Othel’ . S (R c iy ‘. O 15 P A 11
. L o [ ,', ,*‘\.536.-..\“:‘ v.' ) . 553
Long-term S Ce e G R e s e e e e
Flow-through taxes — net Cegn e v iy s 1,066 o {_"‘1,018 R
Rate reduction notes — transmon cost deferral oo 465 e T390
Unamortized nuclear investment — net 487 526
Nuclear-related ARO investment —net _..- - ..v i ... - 2292 e 002720
. Unamortized coalplant investment—net.; ;o ti i 0 9T D o 078
Unamortized loss on reacquired debt 323 Zive o 250
Direct access procurement charges 40 141
¢ - Environmental remediation: . .+ ivooneeo o ot e oo o 86 b e 0T 1 550
.Purchased-power settlements .. el .« Diel gl s 390 0L 0 9
Other Lo dy s et o J48 e e e (LS s
3,013 3,285
Total Regulatory Assets $ 3,549 $ 3,838

SCE’s regulatory assets related to direct access procurement charges are for amounts direct access
customers owe bundled service customers for the period May 1, 2000 through August 31, 2001, and are
offset by corresponding regulatory liabilities to the bundled service customers. These amounts will be
collected by mid-2007. SCE’s regulatory assets related to purchased-power settlements will be recovered
through 2008. Based on current regulatory ratemaking and income tax laws, SCE expects to recover its
net regulatory assets related to flow-through taxes over the life of the assets that give rise to the
accumulated deferred income taxes. SCE’s regulatory asset related to the rate reduction bonds is
amortized simultaneously with the amortization of the rate reduction bonds liability, and is expected to
be recovered by the end of 2007. SCE’s nuclear-related regulatory assets are expected to be recovered by
the end of the remaining useful lives of the nuclear facilities. SCE has requested a four-year recovery
period for the net regulatory asset related to its unamortized coal plant investment. CPUC approval is
pending. SCE’s regulatory asset related to its unamortized loss on reacquired debt will be recovered over
the remaining original amortization period of the reacquired debt over periods ranging from one year to
30 years. SCE’s regulatory asset related to environmental remediation represents the portion of SCE’s
environmental liability recognized at the end of the period in excess of the amount that has been
recovered through rates charged to customers. This amount will be recovered in future rates as
expenditures are made.

SCE earns a return on three of the regulatory assets listed above: unamortized nuclear investment — net,
unamortized coal plant investment — net and unamortized loss on reacquired debt.
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Regulatcry Liabilities

Regulatcry liabilities included in the consolidated balance sheetsare: - . °

. . R K . .
IR e . Sy te N . o EEN

In'millions ~ - .. December31,. ©t .o s 2005 .0 2004 0
.:Chrrent ) - ‘, o R
-Regulatory balancing accoints - e 8 370 - $ - 357
" Direct access procurement charges A 13 e e 109
" Energy derivatives L ST 186 e e
Othcr - PP P L T A E 62‘ ; e . - 24 "]{‘.‘_N‘
L 3 ‘ Coe81 T 490
Long-term:
+ ARO R N PR P T DT e i -584- - 0 819
».-Costs of removal o e e ey 200 ey 22 ey
Direct access procurementcharges ety 0T e 39 140
Employee benefits plans Crgenot e el oo T 229 ST 1200 G el
Other. - - R I T T L 84
e e 2,962 3,356
Total Regulatory Liabilities $ 3,643 $ 3,846

SCE’s regulatory liability related to the ARO représents timing differences between the recognition of -
AROs in accordance with generally accepted accounting principles and the amounts recognized for rate-
making purposes. SCE’s regulatory liabilities related to costs of removal represent revenue collected for”
asset removal costs that SCE expects to incur in the future. SCE’s regulatory liabilities related to direct
access procurement charges are a liability to its bundled service customers and are offset by regilatory
assets from direct access customers. SCE’s regulatory liabilities related to energy derivatives are an
offset to unrealized | gams on recorded derivatives. SCE’s regulatory liabilities related to employee benefit
plan expenses represent pensron and postretirement benefits other than pensions costs recovered through
rates charged to customers in excéss of the amounts recognized as expense. These balances will be
returned to ratepayers in some future rate-making proceeding, be charged against expense to the' extem -
that future expenses exceed amounts recoverable through the rate-making process, or applied as’ '
otherwise dlrected by the CPUC

Related Party T mnsaclrons

~ Four Edison Mission Energy (EME) subsrdlarles have 49% to 50% ownershrp in partnershlps that sell
electricity generated by their project facilities to SCE under long-term power purchase agreements with
terms and pricing approved by the CPUC. Begmmng March 31, 2004 SCE consolldates these projects.
(see “Variable Interest Entities™). wal .

SCE holds $153 million in notes receivable from affiliates, due in June 2007. The notes were issued by
Edison International in seécond quarter 1997, and assigned to 'SCE in fourth quarter 1997. A $78 million

note receivable from EME with an interest rate of LIBOR plus 0.275%; and a 4.4%, $75 million note
receivable from Edison Capital. The amounts are in long-term assets on the consolidated balance sheet.

Restricted Cash

SCE’s restricted cash represents amounts 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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Notes to Consolidated Financial Statements
Revenue L TRRTIT A IR

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 and FERC-approved rates. Revenue related to SCE’s transmission function is authorized by the
FERC in'périodic proceedings that are similar to the CPUC’s proceedings, except that requested rate,
changes are generally implemented when the application is filed, and revenue coilected prior toa f'mal
FERC decision is subject to refund. Rates include amounts for current period costs, plus the recovery of
certain prevrously incurred costs However, in accordance with accountmg standards for rate-regulated
enterprises, amounts currently authorized in rates for recovery of costs to be mcurred in the future are not
recognized as revenue until the associated costs are incurred. Instead, these amounts are recorded as
regulatory liabilities: For costs recovered through CPUC-authorized general rate case rates, costs -~
incurred in excess-of revenue billed are deferred in a balancing account,.and recovered in future rates.
e
Since January 17, 2001, power purchased by the CDWR or through the California Independent System
Operator (ISO) 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 ($1.9 billion in 2005, $2.5 billion.in 2004 and - <.
$1.7 billion in 2003) and collected from SCE’s customers for these power purchases, CDWR :i-.i: 2
bond-related costs (effective November 15, 2002) and a portion of direct access exit fees (effcctrve
January l 2003) are bemg remltted to the CDWR and are not recogmzed as revenue by SCE

ReVISIONS "+ oo oo e o e i

SCE revised its consolidated statements of cash flows for the year ended December 31, 2003 to
separately dlsclose the operating portion of the cash flows attrlbutable to dlscontmued operatlons SCE
has prevrously reported this amount as a net change in cash of dlscounted operatlons s

st b : R O U S LR T ' P LT L e e

Stock-Based Compensatton e - C

N Dons e : .' [ [ S T A TR S0 A I

........

those plans usmg the mtrmsrc value method Upon grant, no stock-based compensatlon cost is reflected
in net income, as all optlons granted under those plans had an exercise price equal to the market value of
the underlymg common stock on the date of grant. The followmg table lllustrates the effect on net
income if SCE had used the fair-value. accounting method.

ST HEEPISMECE NN D PG AR R

In millions Year ended December 31, 2005 200\4“ o 2003
Net income available et i

for common stock, as reported $ 725 $ 915 $ 922
o Add stock-based compensation expense using - sl e v T naivaihd g0 Ll
sivi e . the intrinsic value.accounting method — net oftax P26 e 28 s T
Less :stock-based compensation expense using :: B T SR Tl AN S L R
the fair-value accounting method — net of tax 24 Tl 320 B9

~ Pro forma net income _ o o ' ‘ o
e available for common §tock - R L owigiya e GO et - §6207 1
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Supplemental Accumulated Other Comprehensive Loss Information sy

Supplemental informyation‘regarding SCE’s accumulated other.comprehensive loss is: .,

lamilfons 7 December31 2005 o004
Minimum pension llablllty net oftax: . $ (1_1)“ -$(10) » L
Unrealized losses on cash flow hedges —netoftax . .. - (5) . . (1)
Accumulated other comprehensive loss $ (16) $ (17) o

The minimum pension liability is discussed in Note 6, “Compensation and Benefit Plans.” |

Unrealized losses on cash flow hedges relate fo SCE’s interest rate swap (the swap terminated on
January 5, 2001, but the related debt matures in 2008) ‘The unamortized loss of $5 million (as of
December 31, 2005, net of tax) on the interest rate swap will be amortized over a period ending in 2008.
Approxrmately $2 million, after tax, of the unamortized loss .on thlS swap. wrll be reclassnﬁed into .
earnings during 2006 ‘

Rk S T T L S S R RN T T Sl
Supp_lemental Cash Flows Informatmn S S " '
.SCE supplemental cash flows mformatron‘ls o i o -
,In millions . Year ended December31 _ S 2005 ‘,2004‘ 2003 ‘
~Cash payments for mterest and taxe_s° P - o Coe rr i}
Interest net ofamounts capltahzed a8 330§ 342 $ 390

o Jax payments

R T e I :41_0 o 29‘ 585
Non-cash investing and financing activities: ' ' S
. Details of debt exchange: , e . L
" Pellution-control bonds redeemed R s@sy o =
o Pc.llutron-control bonds 1ssued‘ ' e "v ' 452 T e
-Details ofobllgatlon under capxtél lease V'J".xl . ‘ e | t
- Capital lease purchased - = . v Lo S (15) P e —
Cdpltal lease obligation issued - ot e e g; oS e e —
Dwndends declared but not paid - R 4*' :"{\" mentonogigpt T LT e
Lo I O T A A o
Detclls ofconsohdatlon ofvarlable interest entltles T L VY VR ST
Assets ‘ — ¥ 458 g
Liabilities — (537) —_
Reoffering of pollution-control bonds B A
Details'of pollution-control bonds redemption: =i~ 7 s ciren bavs b i .
Release of funds held in trust R I/ R
Pcllutlon-control bonds redeemed , , L — (20) —
! SHRE EERAURI I P I S AR E N SR % SR BRI L S o e
Detallsofdebtexchange S .
Retirement of senior secured credlt faclhty e e — = §(700).,
Short-term credit facnhty utilized o = 0 4200
Cash pald l — — $ (500)
o I N . T XN . .
Detalls oflong-term debt exchange offer:~.- . -« o .
Variable rate notes redeemed - ! Gl e s e e = §(966)
- First and refunding mortgage bonds issued .. .- . . i 2 — o= 966"
Obligation to fund investment i.n’zlcqllls'iti‘on S e e i L g g
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Variable Interest Entities R N A P VIPE TP ST SR

SCE has variable interests in'contracts with certain qualifying facilities (QFs) that ¢ontain variable™ * '~
contract pricing provisions based on the price of natural gas. Four of these contracts are with entities that
are partnerships owned in part by a related party; EME. These four contracts had 20-year termsat
inception. The QFs sell electricity to SCE and steam to nonrelated parties. Under a new accounting
standard, SCE consolldated these four pro_;ects effective March 31 2004 Prior penods have not been
restated. c i . . g S

Project . . Capacity Termination Date ~~ EME Ownership -
KemRiver ~ ' "7 300MW ' 7 August2010°0 T 50%
Midway-Sunset. ., 225MW . ., .. = May2009 . o 50%
Sycamore . - . 300MW, . .. December 2007 C L 50% .
- Watson:- _,; 385 MW . .. - December 2007 L 4%

SCE has no investment i, nor o'bligat'ion to';irovide s'ixf)port to; thes'e entities othér than its’ requirement
to make contract payments. Any profit or loss generated by these entities will not effect SCE’s income
statement, except that SCE would be required to recognize losses if these projects have negative equlty in
the future. These losses, if any, would not affect SCE’s ]quIdll’y Any llablhtles of these prOJects are non-
recourse to SCE.

EffectiVe April 1, 2004, the variable interest entities’ ope'r{atin‘\g' costs are shown in SCE’s cén'solidated
statements of income. Prior to that date, purchases under these quahfymg facility contracts were reported
as purchased-power expense. Further, SCE’s operating revenue beginning April 1, 2004, includes
revenue from the sale of steam by these four projects. The effect that these variable intérest entities have
on SCE’s consolidated financial statements is shown in Note 10. : :

SCE also has eight other contracts with QFs that contain variable pricing prov1snons based on the price of
natural gas and are potential VIEs. SCE might be considered to be the consohdatmg entlty under the new
accounting standard. However, these entities are not legally obligated to provide the fi nancnal
information to SCE that is necessary to determine whether SCE must consolidate these entities: Thése
eight entities have declined to provide SCE with the necessary financial information. SCE is continuing
to attempt to obtain information for these projects in order to determine whethér‘they should'be -
consolidated by SCE. The aggregate capacity dedicated to SCE for these projects is 267 MW. SCE paid
$198 million in 2005, $166 million in 2004 and $147 million in 2003 to these projects. These amounts
are recoverable in ut:hty customer rates. SCE has no'expostre o loss as a result of its mvolvement with
these prOJects :

Note 2. Derivative Instruments and Hedging Activities

T A BN

SCE’s uses derivative financial instruments to manage financial exposure on its investments and
fluctuations in commodlty prices and interest rates. vy i :

SCE is exposed to credit loss in the event of nonperformance by counterparties. To mitigate credit risk
from counterparties, master netting agreements are used whenever possible and counterparties may be
required to pledge collateral depending on the creditworthiness of each counterparty and the l‘lSk '
associated with the transaction. S S
SCE records its derivative instruments on its consolidated balance sheets 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 period in the
normal course of business SCE enters into contracts for power and gas options, as well as swaps and
futures, in order to mitigate its exposure to increase in natural gas and electricity pricing. These
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transactions are pre-approved by the CPUC or executed in compliance with CRUC-approved : .
procurement plans. Hedge accounting is not used for these transactions. Any fair value changes for
recorded derivatives are recorded in purchased- power expense and offset through the provision for.
regulatory adJustment clauses therefore falr value changes do not affect eammgs 0 oo
Umt-spe ~rt' ic contracts (srgned or modrf’ ed after June 30 2003) in whrch SCE takes vxrtually all of thc- v
output of a-facility are generally considered to be leases under accounting rules. Leases are not
derivatives and are not recorded on the consolidated balance sheets unless they are classified as capltal
leases.

Most of SCE’s QF contracts are not required to be recorded on the consolidated balance sheets. For - :
further discussion see “Variable interest entities” in Note 1."However,: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. The portion of these contracts that is not eligible for the normal purchases and sales '
exception is recorded on the consolidated balances sheet at fair.value. : Do
Derivative assets and liabilities are shown on the consolidated balance sheets, eéxcept that net - . o
presentarion is used when'SCE has the legal right of setofT, such as multlple contracts executed wrth the :

same counterparty under master nettmg arrangements S ST it v
The carrying amounts and farr values ofﬁnancral instruments are: ¢ -l T 0 e ey
I e ST P A A SRR ‘December31,: -~ - -
T S R N .. 2005 - oo . 2004
A : N 5 AP S L N SR L ',Carrying - '.:F_air Caf,fy_ingw. - Fair v
In millions - . .. . . ... . 2 Amount . .Value. Amount . Value
Derivatives: - - . .0 e e Cee
Interest rate hedges e oy a8 — $:—. .8$.:3 . $.3
s - Commodity price assets ,. o 0239 ..239 . 14 14
- Commodity price liabilities . .~ . - . .8 . @D .. (12 . (12)
Other: . -~~~ 0 T T e e e D T AP AT o '
Decommissioning trusts 2,907 2,907 2,757 2,757
DOE decommissioning and decontamination fees @) (@] 3).. ;. - (13)
QF power contracts assets 23 23 —_ —_
QF power contracts liabilities ... - v (94)- 94) a1z , - (12)
Long-term debt - - (4 669)  (4,812)  (5225) (5,551)
Long-term debt due within one year 596) (604) ; (246) (254)
Preferréd stock to be redeemed within one year IR — 9) " (9)
Preferred stock subject to mandatory redemption — — " (139) - (140)

g L i
Fair values are based on: brokers’ quotes for interest rate hedges, long-term debt and preferred stock;
financial models for commodity price derivatives and QF power contracts; quoted market prices for -
decommissioning trusts; and discounted future cash flows for United States Department of Energy (DOE)
decomm?’ ssromng and decontamination fees. L : S

Due to thelr short maturltles, amounts reported for short-term debt and cash equnvalents approxrmate falr
value C. . . e [ . . PR
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Note 3 Llablhtles and Lmes ofCredlt T AT L N L £ P B S SO LN ST EE I PTIE D
R TOVIRS it I HETEIINA B ""3.’:' il L

Almost all SCE propemes are sub_lect to a trust mdenture llen SCE has pledged first and refundmg
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.
SCE has a debt covenant that requires a debt to total capitalization ratio be met. At December.31, 2005, ;
SCE was in compliance with this debt covenant. Bondholders have limited discretion in redeeming ~:- - .
certain pollution-control bonds, and SCE has arranged with securities dealers to remarket or purchase

them if necessary.

Debt premium, discount and issuance expenses are deferred and amortized (on'asstraight-line basis). : -../
through interest expense over the life of each issue. Under CPUC rate-making procedures,debt - -« .~
reacquisition expenses are amortized (on a straight-line basis) over the remaining life of the reacquired -
debt or, if refinanced, the life of the new debt. Cahfomla law prohibits SCE from mcumng or. -
guaranteeing debt for its nonutility affiliates:+ =0 -0 0 T L AR co

In December 1997, $2.5 billion of rate reduction notes were issued on behalf of SCE by SCE Funding - .
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 LL.C 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 commercial
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 Intérnational. SCE used the proceeds from the sale of the -
transition property to retire debt and equity securities. Although, as required by accounting prmCIples
generally accepted in the United States, SCE Funding LLC is consolidated with SCE and the rate:"
reduction notes are shown as long-term debt in the consolidated financial statements, SCE Fundmg LLC
is legally separate from SCE. The assets of SCE Funding LLC are not available to creditors of SCE or
EdlSOﬂ Intematlonal 'md the transmon property is legally not an asset of SCE or Edison Intemational

P

Long-term debt is:’ : R R L P
‘In millions ~ ! Deeember31, 2005 - 2004 <
Firstand refunding mortgage bonds: | .. T
12006 — 2036 (4.65% to 6.00% and variablc) 82775 . . %2741
Rate reduction notes: e
"2006'=2007 (6.38% t0 6.42%) " Tttt o493 et 739
Pollution-control bonds:
2008 — 2035 (2.00% toS 55% and vanable) S MI‘196% l 196: R
Debentures and notes: - A e _!"f S YT RS
{12006 - 2053 (5.00%to.7.625%) T ST A 810 AR ST 812 el
Long-term debt due within one year ©(896) i el (246) TR
Unamortized debt discount - net 9 (17)
Total T T E e o RN ;'s"4’66'9¢'?.'.,;'.-‘ i‘$5"225 :"‘,j":-":’ i

Note: Rates and terms as of December 31, 2005

Long-term debt maturities and sinking-fund requirements for the next five years are: 2006 —
$596 million; 2007 — $396 million; 2008 — $385 million; 2009 — zero; and 2010 — $250 million.
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At December 31, 2005 and 2004 SCE had a creditiline.with a limit of $1.7 billion and-$700 million,  + = !
respectively. At December 31, 2005, SCE had $1.52 billion in available credit under its credit line. At
December 31, 2004, SCE had $602 million in available credit under its credit line. There wasno - - o
outstanding short-term debt at December 31, 2005. At December 31, 2004 the outstanding short-term delit
and weighted-average interest rate was $88 million at 2.48%.. (i

1ot vt weigie
In January 2006, SCE issued $500 million of first and refunding mortg'rge bonds. The issuance included
$350 million of 5.625% bonds due in 2036 and $150 million of variable rate bonds due in 2009.
SCE has 12 million authorized shares of preferred stock. These shares can be 1ssued wrth or wrthout ‘
mandatory redemption requirements — see Note 4. Shares of SCE’s preferred stock have liquidation and -
dividend preferences over shares of SCE’s common stock and preference stock. Mandatorily redeemable .
preferred stock is subject to sinking-fund provrsrons When preferred shares are redeemed, the premiums

paid, if any, are charged to expense. fn OO RN

At December 31, 2005, SCE had no preferred stock subject to mandatory redemption. At December.31,.
2004, SCE’s $100 par value cumulative preferred stock subject to mandatory redemptron consisted of'
$58 million (net of $9 million of preferred stock to be redeemed within one year) of preferred stock fcr :
Senes 6 05% and $81 mllhon for Senes 7 23% . oy Lo

4

LR

The 6.05% Series preferred stock had mandatory sinking funds, requiring SCEto redeem at least-- - -~ -
37,500 shares per year from 2003 through 2007, and 562,500 shares in 2008. SCE was allowed to credit
previously repurchased shares against the mandatory sinking-fund provisions. In 2005, SCE redeemed
673,800 shares of 6.05% Serres cumulatrve preferred stock which mcluded 36,300 shares redeered to”
satlsfy the mandatory smkmg—fund requrrement In 2004 SCE repurchascd 20,000 shares of 6.05% "
Series p eferred stock.. In 2003, SCE repurchased 56, 200 shares of 6.05% Series preferred stock. At
December 31, 2004, SCE had 1,200 prevrously repurchased, but not retired, shares available to credit
agamst the ,mandatory smkmg-fund provrsrons PR

N TS S RPN IR 5 M TR

The 7 2 % Serres preferred stock also has mandatory smkmg funds requrrmg SCE to redeem at least )
50,000 shares per year from 2002 through 2006, and 750, 000 shares in 2007. However, SCE was allowed
to credit prevrously repurchased shares against ‘the mandatory ‘sinking-fund provisions. In 2005, SCE’ o

redeemed the remaining 807,000 shares of 7.23% Series cumulative preferred stock. Since SCE had
previouslv repurchased 193.000 shares of this series. no shares were redeemed in 2004 or 2003. At
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Preferred stock and preference stock not sub_ject to mandatory redemptlon is::

LI - :-.'. . L ,'~ . ‘.-l"‘;,

Dollars in mrlhons except per—share amounts L December 31 2005. 2004 :

December3l 2005 T S e

Shares Redemption
Qutstanding - . Price - i

oy S St . Ba Wi i
Cumulative preferred stock:
$25 par value: : A S S S
4.08% Series~ .+~ - 1,000,000 - ~$2550 - i §- 25 : $ 25 e
424 - . 771,200,000 - v2580 - o 030 - 0 30
432 - i - 1,653,429 2875 41 2.4:'41‘--' .
4,78 1,296,769 25.80 .o 733, 33
Preference stock: - B
No par value: S AR O oL AU D
5.349% SeriesA -~ - 4,000,000 -+100.00 K 400" B
6.125% Series B 2,000,000 100,00~ - 200 0 - — o

Total , S 729 $ 129

The Series A preference stock may not be redeemed prlor to Aprll 30, 2010 After Aprll 30, 2010 SCE
may, at its option, redeem the shares in whole or in part and the dividend rate may be adjusted. The . -
Series B preference stock may not be redeemed pnor to September 30, 2010. After September 30, 2010, '
SCE may, at its option, redeem the shares in whole or m part. .

In January 2006, SCE issued two million shares of 6.0% Series C preferencé stock (non-cumulative,
$100 hqurdatlon value). The Series C preference stock may not be redeemed prior to January 31, 2011..
After January 31, 2011, SCE may, at its option, ‘redeem the shares in whole or in part The Series C
preference stock has the same general charactenstlcs as the Series A and B preference stock mentloned
above. iy ) o -

Loy

Note 5. Income Taxes ‘ L
SCE and its subsidiaries are included in Edison International’s consolidated federal income tax and
combined state franchise tax returns. Under an income tax allocatlon agreement approved by the CPUC
SCE’s tax hablhty is computed as if it filed a separate return.

Income tax expense 1ncludes the current tax llablhty from operatlons and the change in deferred mcome
taxes during the year. Investment tax credits are.amortized over the lives of the related propertxes
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The components of income tax expense from continuing operations by location of taxing Junsdlctlon are:’

In millions Year ended December 31, 2005 2004 2003
Current: . O R
Federal : ' R $ 255 $ (88) B $ 408’
State R 0 84 446 174
‘ ' 339 . *(42)‘“ 582
Deferred: , o s L ,'" o
Federal ) asy . 45 (134)
State ' s 29 =~ 55 " (60)
ST ey 480 - (199)

Total - PR .u e 0 e lee e - e s e - o ey e S .~292..4. . $ .438, e e $ 388-

The components of the net accumulated deferred income tax liability are: . . ' , ,(' !
Inmillions - ... . . December3l,, - . .2005 . . 2004 ..
Deferred tax assets: - .0 -~ .- o ot a0 L L e s

- Accrued charges co LD e e e e 8 T 8 2000

- Investment tax credits - - - oo w8 T2 ~64~"-
Property-related 352 196
Regulatory balancing accounts 301 321
Unrealized gains and losses -, -~ 0 - ot g bt 00320~ 013920
Decommissioning Dwice T S 163 s Y84- E
Pensions and postretirement benefits other than pensmns 182 125
Other S 409 e 803120
Total $ 1,917 $ 1,502
Deferred tax liabilities: ST
Property-related o _ $3,184 §2915
Capitalized softwaré costs e e e T gy T 64
Regulatory balancing accounts " 0 T 607 - T TI0
Unrealized gains and losses 321 77 289
Decommissioning . A 125 31
Other Sl e v T T Ty 3:.3“‘. EE ST AR 327 SN T 124 ot
Total $ 4,737 $ 4,233
Accumulated deferred income taxes — net 3 2,820 $ 2,731
Classification of accumulated deferred income taxes: : woppet e e L e
Included in deferred credits: ;v s o oo 00 8.2818 0 L $:2,865 . -
Included in current assets Lo 134y
Included in current liabilities : 5 —
PR R T T IR S SUPTER RS 1 A S P T ‘

o Gt ! i
‘ i - , e
SN UL s Lena T T e ! i
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The federal statutory income tax rate is reconciled to the effective tax rate from continuing operations .
as follows:

" Yearended December 31, 1 2005 2004 T .2003 .

Federal statutory rate - _ 35.0% 35.0% 35.0%
Tax reserve adjustments 2.1) (7.3) 2.8)
* Resolution of 1991-1993 audit cycle Y (%) L= ' —_
* Resolution of FERC rate case T - T— 5.9
Property-related 0.5) 0.4 0.1 ,
State tax — net of federal deductlon 3.2 4.3 6.0
- Other - o Xy o 0y - (1.9)

Effective tax rate : : : e - 28.1% ~ 32.2% 30.5%

The composite federal and state statutory income tax rate was approximately 40% for all periods
presented. The lower effective tax rate of 28.1% realized in 2005 was primarily due to settlement of the
1991-1993 Internal Revenue Service (IRS) audit cycle as well as adjustments made to the tax reserve to
reflect the issuance of new IRS regulations and the favorable settlement of other.federal and state tax
audit issues. The lower effective tax rate of 32.2% realized in 2004 was primarily due to adjustments to
tax liabilities relating to prior years. The lower effective tax rate of 30.5% realized in 2003 was primarily
due to the resolution of a FERC rate case and recording the benefit of a favorable resolutlon of tax audlt
issues. '

PR

Asa matter of course, SCE is regularly audited by federal and state taxing authormes For further o
discussion of this matter see “Federal Income Taxes” in Note o. : :

Note 6. Compensatlon and Benefit Plans
Employee Savmgs Plan .

SCE has a 401(k) defined contnbutlon savings plan designed to supplement employees retlrement
income. The plan received employer contributions of $51 million in 2005, $37 million in 2004 and .
$33 million in 2003. ., .

Pension Plans and Postretirement Benefits Other Than Pensions

Pension Plans '
Defined benefit pension plans .(sAome with cash balarlce‘features) cover employees meeting minimum:
service requirements. SCE recognizes pension expense for its nonexecutive plan as calculated by the
actuarial method used for ratemaking. -

At December 31, 2005 and December 31, 2004, the accumulated benefit obligations of the executive
pension plans exceeded the related plan assets at the measurement dates. In accordance with accounting
standards, SCE’s consolidated balance sheets include an additional minimum liability, with
corresponding charges to intangible assets and 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 expected contributions (all by the emplover) are approximately $51 million for the year ended .
December 31, 2006. This amount is subject to change based on, among other thmgs the limits
established for federal tax deductlblhty L ,

SCE uses a December 31 measurement date for all of its plans. The fair value of plan assets is ., . o
determinzd by market value. :

Information on plan assets and beneﬁt obligations is shown below:

In millions Year ended December 31, 2005 2004
‘Change in projected. bcneﬁt obligation - S SRR . ., . o
Projected benefit obligation-at begmmng ofyear- .- -vn v e o - §:3033 - - $ 2,809
Service cost : , Coe e 99 0 086
Interest cost 166 162
Amendments 2 02200
Actuaria!. loss . T 103 .+ 106 -
Benefits paid . ey oo (181) o (152)
Projected benefit obligation at end of year -8 3,222 - § 3,033
Accumulated benefit obligation at end of year S 2,791 $ 2,627
Change in plan assets , R T API
Fair value of plan assets at beginning of year S 2,981 $ 2,779
Actual return on plan assets L 297 316
Employer contributions ' ” - 6 ., 38
Benefits paid : : (181) : ( 152)
Fair value of plan assets at end of year $ 3,103 -$ 2,981
Funded status o $ (119 $° (52)
Unrecognized net loss 113 105
Unrecognized transition obligation =
Unrecogaized prior service cost 76 91
Recorded asset $ 70 $ 145
Additional detail of amounts recognized in balance sheets: o o o
Intangible asset n A $ 2 $ 2
Accumulated other comprehenswe income o T a9 - - (16

Pension plans with an accumulated benefit obligation
in excess of plan assets:

Projected benefit obligation B $ 100  $ 77
Accumulated benefit obligation . .. ...° - .. .. . ... .. .. ... . 8. .. .. 6l
Fair value of plan assets —_ —_
Weighted-average assumptions at end of year: e T - L
Discount rate 5.5% 5.5%
Rate of compensation increase e L 50% . .50%
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Expense components are: 17 Pl e i ety e Ve e
C it e P A : .

In millions Year ended December 31, 2005 5 tc 2004 . i 2003 -

Service cost o 4 859 $ 86 - $ 79
Interestcost”“"“ R S TP PP RS SR 166 .'::t;,::l.162 oot 162! "'
Expected return on plan assets (215) SOy (187
Special termination benefits o o - — 3.

Net amortization and deferral S 3 SRR ANRRAL IR ¥ SR

Expense under accounting standards P ) I 69 2
Regulatory adjustment — deferred -~ - - LT (Q6) - - (26) - - (44) - -

Total expense recognized .S 45 843 0§ 4T

Change in accumulated other comprehensive income | S 3 $ — 8§ (7) =
Weighted-average assumptions: whoo b
Discount rate 5.5% 6.0% o 65%: .
Rate of compensation increase _~~~ ~ ~ ~ 50% = 50% i 5.0%: -
Expected return on plan assets o 15% - 15%. . 8.5% ¢

The following benefit payments, which reflect expected future service, are expected to be paid:- - 2

[, o o

In millions - Year ended December 31, :
2006 T $ 237

202008 e e Q64 e e
.. 2009 S 274 e
- 2010 1 285 . i

. 2011-2015 ads32 .
Assel allocations are; © - e e e e e e U T
T Targetfor ' December 31,1

_ 2006 2005 2004 "7
" United States equity et 45% ;l,,l.),', ;'v\:.'47.% T 47%
Non-United States equity T 25 .26 .25 .
Private equity .. - 4 o 20 020
Fixed income _ . 26 25 . .26 .

Postretirement Benefits Other Than Pensions S e

. T R Y A |
Employees retiring at orafter age 55 with at least 10 years of service are eligible for postrétirement <+
health and dental care, life insurance and other benefits.

On December 8, 2003, President Bush signed the Medicare Prescription Drug, Improvement and
Modernization Act of 2003. The Act authorized a federal subsidy to be provided to plan sponsors for
certain prescription drug benefits under Medicare. SCE adopted a new accounting pronouncement for the
effects of the Act, effective July 1, 2004, which reduced SCE’s accumulated benefits obligation by

$116 million upon adoption.
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The expected contributions (all by the employer) to the postretirement benefits other than pensions trust
are $77 million for the year ended December 31, 2006. This amount is subject to change based on, am()ng
other thmgs the limits established for federal tax deductibility. g REIHE

SCE uses a December 31 measuremept date. The fair value of plan assets is determined by market value.

Information on plan assets and benefit obligations is shown below:

2004

61

fh millions . . Year ended December 31, . :'200'5 '
Change in benefit obligation - o T o : .
Benefit obllgatlon at begmnmg of year S 2,146 $ 2,137

" Service cost ’ : 44 : 40 -
Interest cost - 118 123

“"Amendments .-~ " (15) 28 -

- Actuarial loss (gain) 38 (88)
Benefits paid ! . s - (56) (94}

~ Bencfit obligation at end ofyear 1§ 2,275 0 $2,146

~ Change in plan assets . : o -

" Fair value of plan assets at begmnmg of year $ 1,465 - $ 1,389
Actual return on plan assets 92 145
Employer contributions * - L g2 25
Benefits paid 56) - (94
Fair 'value of plan assets at end of year” $1,573 © °$ 1465
Funded status ' 8 (702) $ (681)
Unrecognized net loss 842 841
Unrecognized prior service cost 271) . . (285) -
Recorded liability S >(13l) $ (125
Assumed health care cost trend rates: ‘

Rate assumed for followmg year . - 10.25% 10.0%
Ultinate rate ' 5.0% - 5.0%
Year ultimate rate reached 2011 12010
Weighted-average assumptlons at end of year: -
Discount rate 5.5% - 5.75%
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Expense components are:. 7o e g e ol v g e T v e Sk n s ey
L T s B APE ECUMIR RN ST IS BRI T TICER ) O AT F'::H”wu’3h~)ﬁv.331:@';"'|HUH'i"' s
In millions Year ended December31 02008 000 122004 0 e 202003 0
Service cost ' . § 4 $ 40 $ 42
Interest cost curr oot e ot e o g 1187 v 112300 5 e 122
Expected return on plan assets o , _ .oy (96) - (89)
Specialtenninatkn1beneﬁts TP R O N S IR LI EE AP S ‘;t:‘\.»&.nrln ',
Amortization of unrecognized prior service costs , (28) (29) . (20)
Amortization of unrecognized loss - .. .o _.. -t VL g 49 LI Y)
Amortization ofunrecogmzed transition obhgatlon — anfpiiey 2R e o 9
Total expense L $ .78 ' .§ g7l 117
Assumed health care cost trend rates: L Tl
Current year T 10.0% 12.0% - -3 9.75%
Ultimate rate . 5.0% 75.0% - tuin5.0%
Year ultimate rate reached 2010 2010 e 02008
Weighted-average assumptnons T b R
Discountrate =~ Tmrmrmm o 575% T 625% _"“,”‘ 6.4%
Expected return on plan assets 1A% e 7 1% S “"""8.2%

. PRI ;,‘-"",Hm i
lncreasmg the health care cost trend rate by one percentage point would increase the accumulated . .-
obligation as of December 31, 2005 by $271 million and annual aggregate service and interest costs by
$19 million. Decreasing the health care cost trend rate by one percentage; pomt would decrease the
accumulated obligation as of December 31,2005 by $243 million and annual aggregate servxce and
mterest costs by $17 mllhon

The following benefit payments are expected to be paid: .. . . . BT A S
. S SR Beforef } - (
~ In millions :+ ... Year ended December 31, ‘Subsidy .. . ..Net: . et S

w2006 L § 104 $99 -« -
2007 Pl 13 o 107
2008 ';.’,,:.{""",‘ "-,';118";1.', T 111 S D
& 12009 R 127 120 . e
2010 135 127
2011-2015 760 711
Asset allocations are:
Target for December 31,
2006 2005 2004
United States equity 64% 65% 64%
Non-United States equity 16 14 14
Fixed income 20 21 22

Description of Pension and Postretirement Benefits Other Than Pensions Investment Strategies
The investment of plan assets is overseen by a fiduciary investment committee. Plan assets are invested

using a combination of asset classes, and may have active and passive investment strategies within asset
classes. SCE employs multiple investment management firms. Investment managers within each asset
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class cover a range of investment styles and approaches. Risk is controlled through diversification amcng
multiple asset classes, managers, styles and securities. Plan, asset class and individual manager
performance is measured agamst targets SCE also momtors the stabrhty of its mvestments managers’:
organizalions. PR PR LTS Bt LA VR A T+t CHUR I S S I S R A R AL
1 Ce _, ” i ._'}4.{' - I,, o - g L Ly ':I . .4"‘:“. ' i
Allowablemvestment types mclude L T T AT P TP AT 1) LT P B
SEEENRG IRV R ,1, PR TS v EECTE TR SR A
United States Equity: Common and preferred stock of large, medrum and small compames whlch are
predommantlyUmted States based T L S ST RS O PO ORI S PO PR SO I R I I

IR P ‘l, TS

qro Cam ) :'-r‘:,:-.»{.-:.':ﬁ;'-'*’ Pt BN RO
Non-United States Equrty Equrty securities issued by companies domrcrled outsrde the United States -
and in de posrtory recerpts which represent ownershlp of securmes of non-Umted States compames

[ N BRI . 2.-~ ‘w e RN g
A ' L oo et T -*- " PRI ' [ PRSI T

anate Equty -Limited partnerships that invest in non—pubhcly traded entmes e B

oo o i AP TP SIS

Fixed Income: Fixed income securities issued or guaranteed by the Umted States government,
non United States governments, government agencies and instrumentalities, mortgage backed securities
and corporate debt obligations. A small portion of the ﬁ).ed income position may be held in debt
securities that are below investment grade RIS i e e e

o ‘ ' e Lo fore -
Permitted ranges around asset class portfoho werghts are plus or minus 5%. Where approved by the :
fiduciary investment committee; futures contracts are used for portfollo rebalancing and to"approach fully
invested portfolio positions. Where authorized, a few of the plan’s investment managers employ limited
use of derivatives, including futures contracts, options, options on futures and interest rate swaps in place
of direct investment in securities to gain efficient exposure to markets. Derivatives are not used to
leverage the plans or any portfollos

Determination of the Expected Long- Term Rate of Return on Assets for United States Plans _

¢ . 'l‘,'\' 1 '\»' ..,,’_ oy o
The overall expected long term rate of return on assets assumptlon is based on the target asset allocation
for plan assets, capital markets return forecasts for asset classes employed, and active management -,
excess return expectations. A portion of postretirement benefits other than pensions trust asset returns are
subject to taxatron, so the expected long—term rate of return for these assets 1s determmed onan after—tax

basis. a oL T T

N0 a0 Te R T SR
Capital Markets Return Forecasts’ : '.” C . s o
The estimated total return for f' xed income is based' on an equrhbrrum yield for mtennedlate Umted
States government bonds plus a premium-for exposure to non-government bonds in the broad fixed
income market. The equrlrbrrum yield is based on analysis of historic data and is consistent with’
experience over various economic environments. The premium of the broad market over United State
government bonds is a historic average premium. The estimated rate of return for equity is estrmated to
be a 3% premium over the estrmated total return of 1ntermed1ate United States government bonds. This
value is determined by combining estimates of real earnings growth, dividend yields and inflation, each
of which was determined using historical analysis. Thé rate of return for private equity:is estimated to be
a 5% premium over public equity, reﬂectmg a premium for hrgher volatrlrty and rlllquldlty

Active Management Excess Return Expectations

For asse: classes that are actively managed, an excess return premium is added to the capital market
return forecasts discussed above.
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Stock-Based Compensatron

.‘li,r .o [T S

Under various plans SCE may grant stock optlons at exercise prlces equal to the’ market prrce at the grant
date and other awards based on Edison International common stock to directors and certain employees. - .:
Options generally expire 10 years after the grant date and vest over a period of up to five years, with

expense accruing evenly over the vesting period. Edison International has approximately 12.5 million .i' -

shares remammg for future issuance under equrty compensatlon plans

Lo -:-}4;. . B S

Most Edlson Intematronal stock optlons 1ssued prior to 2000 accrue dwrdend equlvalents subject to
certain performance criteria. The 2003, 2004, and 2005 options accrue dividend equivalents for the first
five years of the optlon term. Unless deferred dlvrdend equrvalents accumulate without interest. -\«

vy

The farr value for each optron granted reﬂectmg the basns for the pro forma drsclosures in Note l was
determined as of the grant date using the Black-Scholes option-pricing model. The following assumptions - !
were used in determmmg fair value through the model

.
i

' NI L. AR
c 1 Pl st iy

 December 31, 2005 2004 i 2003 e
Expected years until exercise - 1910 T9—10 T g e B
Risk-free interest rate 4.1% - 43% 4.0%-43%" 3.8%~-45% ot v
Expected dividend yield o 21%-3. 1% 27%-3.T% - 1.8% '

| 15%-20% ’

l‘jﬂjected vdlatility‘ o

9% =20%  44%-53% °

A summary of the status of Edison lntematlonal stock optlons is as follows

iy 4 L e
cat B LY

Welghted Average TR

Share Exercise Fair Value
+ Options Price -+ . AtGrant .,

Outstandmg, Dec 31 2002 _ 6,810,798 - $2237 » '

" 'Granted - o 02,076,070 ¢ v 2410 2§7:34 0 L

Expired " (115,612) 7w 1122087 " s i T
? Forfeited - , C(59AT73) e RS 340 et

Exercised!” -5 l'."(156,697)' R ' 18.71 - = ¢ PSR PR SO

Outstanding, Dec. 31, 2003 8,555,086 $20.06

Granted 2,476,820 2198 %661 .

Expired (509) 1623

Forfeited ' - (79,536), . 16.83

Exercised ' (1,589,948) 1820 o

Outstandmg,Dec 31 2004 .. . . 9361913, o 82091 e

Granted - C i 1,848,039 - . 3226 ., $940.. ... .. .. ..

) Expxred i LT — e e

Forfeited |  (162,606) - Py 21 oz et

Exercised . . . (2,460,098) 21,67 :

4Outstandmg, Dec 31, 2005 . 8,587,248 © - ..o . §$2322 0 ,

T
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A summary of stock ‘options outstanding at December 31,2005 is as follows: = - -0 1. . .« 1.

R - Qutstanding > .- oo et Exercisable

Weighted L

Average Weighted Weighted

Remaining Average o - uoo-Average "
Range of Number Years of Exercise Number Exercise
Exercise: Prices of Options Contractual Life Price of Options Price. . -
$ 8.90-$13.99 1,539,416 7 $12.22 717,388 $12.15
$14.00-$20.99 © 1,174,081 - L s U6 v §18:55 0 o 81L701 ot $ 18520
$21.00-$31.49: - 4,016,320 .- "tii U6 . $24.62 - 2,262,774 ' $26.65
$31. 50—-546 87 1,857,431 "z 9 o T§3226 0 -0 0 512060 - - $31.94
Total ©~ ' 8,587,248 Y A $23.22 e '3;84’3',069 L $22'.31

The number of optlons exercnsable and therr werghted average exercise. prlces at December 31 2004 dnd
2003 were 4,546,711 at $23.69 and 4,845,967 at $24.06, respectively.: -~ L SUM R S P

Performance shares ‘'were awarded to executives in-January 2003, January 2004 and January 2005 and -
vest at the end of December 2005, 2006 and 2007, respectively. The number of common shares paid cut
from the: performance share awards depends on the performance of Edison International common stock
relative to the stock performance of a specified group of companies. Performance share values are
accrued ratably over the vesting period based on the value of the underlying Edison International - .
common stock. The number of performance shares granted and their weighted-average grant-date value
for 2002, 2004 and 2003 were 132,655 at $32.07, 178,684 at $21.94, and 293,497 at $12.33, respectively.
In the pro forma disclosure reflected in Note 1, the portions of these performance shares settled in stock,
which were half of the total shares outstanding, were treated as equity awards. The weighted-average
grant-date fair values of these performance shares were $46.09, $33.62 and $21.42, for 2005, 2004 and
2003, respectrvely :

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

Note 7. 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 cach prolect is mcludcd in the consohdated
statementsofmcome SRR W B Co CLe o S e T
e v . - i . . v, T € '_v,.',“: K l:'f':I‘:;“A;!¢
SCE’s mvestment in each pro_]ect as of December 31, 2005 is:
R AN P “. - i . .

Investment " Accumulated
o , L in"” Deprecratron and Ownershrp
Inmillibns = =~ " Lo ‘Facility b Amortlzatron ‘ Interest )
_Transmlssron systems L B R [ O
Eldoradlo. . .~ . . . $ 60 _  "$. 9 . 60%,.- gE
- Pasific Intertie ., 306, .7 8 . ., 50
' Gererating stations: ' e e S R
Four Corners Umts4and5(coal) o499 L 407_‘_. L. 48
.. Mohave (coal) - .35 . 269 ... .56
' ’PaloVerde(nuc)ear) S ooame ‘1,468, 16 .
Saa Onofre (nuclear). .~ 4522 3956 a5
Total $ 7,447 ... - $ 6,189 .. C
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All of Mohave Generating Station ‘and a portion of San Onofre and Palo Verde isiincluded in regulatory -
assets on the consolidated balance sheets. See Note 1. Mohave ceased operations on December 31, 2005.
At this time, SCE does not know the length of the shutdown perrod and a permanent shutdown remains
possrble e
KOs & :
Note 8.. Commitmcnts ST AT
- pobea CRENRS PR MRR Hiar
Leases I A . -_,-l,'-lm K 1'5:‘!}";:2(7-'.*” prootin e
S ,
Umt-specrﬁc contracts (srgned or modified aﬁer June 30, 2003) in which SCE takes vrrtually all of the ‘.;
output of a facility are generally considered to be leases under accounting rules.-At.December 31, 2005,
SCE had six power contracts that were classified as operating leases and one capital lease (executed in .
late 2005). Operating lease expense for power purchases was $68 million in 2005 .and zero for all other -,
periods presented: Other operating lease expense, primarily for vehicle leases, was *$20 million in 2005;
$17 million in 2004, and $15 million in 2003. The leases have varying terms, provisions and exprratron
dates. The capital lease (net. commitment of $15 million) is reported-as a long-term obllgatlon on the
consolidated balance sheet under the caption, other long-term liabilities. :: B

Estlmated remammg commltments for noncancelable operatmg leases at December:31; 2005 are::. <,

i ‘:.w )1.):,.'..‘i‘-l B . o ,_;,,w\-‘ e S R M AL . l;; DR S

T b BT ey e '.wPowerContracts . Other -

R e S Ty e e e Operating Lo Operatmg ST

In millions - : ‘Year ended December 31; .. Leases - Leases i1t 0.0

22006 0 o et -A!“; $ut 177§ 15 : SCR AR ENTEN.

"‘;2007. L t,'f',‘,"r= '_.:f?'xfl‘d" | ' P;.h288 _..l,»r-~ 137 " S

N 2008‘ . :,.\H““il‘ LR -v‘I N L T P A S r260 RN 11 bl '2

©. 2009 l L ' Oy x -t o H '-<\205 St ; i 8
Y2010 T O R T AT CORA 11204 r0o :,,4:.' .
Thereafter — 5% K

Total 2 $ 1,134 $ 56
Nuclear Decommissioning S T T S L R TN

As a result'of an accounting standard adopted in 2003, SCE recorded the fair value of its liability for -
AROs, primarily related to the decommissioning of its nuclear power.facilities. At that time; SCE- - -
adjusted its nuclear decommissioning obligation, capitalized the initial costs of the ARO into'a nuclear- -
related ARO regulatory asset, and also recorded an ARO regulatory liability as a result of timing
differences between the recognition of costs recorded in accordance with the standard and the recovery - *
of the related asset retirement costs through the rate-making process. SCE has collected in rates amounts
for the future costs of removal of i 1ts nuclear assets and has placed those amounts in independent trusts.
The fair value of decommlssromng SCE’ ‘nuclear power facilities is $2.6 billion as of December 31, .
2005, based on site-specific studies performed in 2005 for San Onofre and Palo Verde: Changes in the
estimated costs, tlmmg of decommissioning, or the assumptions underlying these €stimates could cause
material revisions ‘to the estimated total cost to decommission. SCE estimates that it will spend
approximately $11.4 billion through 2049 to decommission its active nuclear facllmes This estrmate is
based on SCE’s decommissioning cost methodology used for rate-making purposes escalated at rates
ranging from 1.7% to 7.5% (dependmg on the cost element) annually. These costs are expected to be
funded from independent decommlssromng trusts, which effective October 2003 receive contnbutlons of
approximately $32 million per year. ' SCE estimates annual after-tax earnings on’ ‘the decommxssromng
funds of 4.5% to 5.6%. If the assumed return on trust assets is not-carned, -additional funds needed for
decommissioning will be recoverable through rates.. =~ o
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Decommissioning of San-Onofre 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 scheduled 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. In February 2004, SCE announced that it discontinued plans to ship the San Onofre Unit'1. ...
reactor pressure vessel to a disposal site until such time as appropriate arrangements are made for its
permanent disposal. It will continue to be stored at its current location at San Onofre Unit . This action™,
results in placing the dlsposal of the reactor pressure vessel in Phase three of the San Onofre Unit 1
decommissioning pro_ject O L T R S 20+ AT S I RV ST
) l"" ';'1' ’ l ":Ll" ' SN "'1". DR ll A S M :
All of SCE’s San Onofre Unit 1 decommrssromng costs wrll be paid from its nuclear decommlssromnv
trust funds and are subject to CPUC review. The estimated remaining cost to decommission San Onofre
Unit 1 is recorded as an ARO liability ($186 million at December 31,2005). Total expenditures for the -
decommissioning of San Onofre Umt 1 were $414 million from-the begmnmg of the project in 1998 .
throughDecemberBl 2005. - S T L A IES P R TITR VLAY e L

el v B N et
R NP e

SCE plans to decommlssron its nuclear generatmg facrlmes by a, prompt removal mcthod authorrzed by
the Nuclear Regulatory Commission: Decommissioning is expected to begin after the plants’ operating -
licenses expire. The operating licenses currently expire in 2022 for.San Onofre Units 2 and 3, and in . .-,
2025, 2026 and 2027 for the Palo Verde units. Decommissioning costs, which are recovered through
nonbypassable customer rates over the term of each nuclear facility’s operating license, are recorded as a
component of depreciation expense, with a corresponding credit to the ARO regulatory liability. The
earnings impact of amortization of the ARO asset included within the unamortized nuclear investment
and accretion of the ARO llabrlrty, both created under this new standard, are deferred as increases to the
ARO regulatory lrabrlrty account wrth no rmpact on earmngs ‘
SCE has collected in rates amounts for the future costs of removal of its nuclear assets. The cost of
removal amounts, in excess of fair value collected for assets not legally required to be rcmoved are
classrﬁcd as regulatorylrabrlrtres PR N R I T N

G e . e b Y . .v.,_‘“..“; P T SR ; .
and $118 million in 2003. The ARO for decommissioning SCE’s active nuclear facrlltres was $2 4 bllllon
at December 31, 2005 and $2.0 billion at December 31, 2004. .

Decomrmssromng funds collected in rates are placed in independent trusts, which, together wrth
accumulated cammgs, willibe utilized solely for decommrssromng T : T

e : ety S N ) . . . ) N ‘ !'f':_." . . PRI
Trust mvestments (at farr value) mclude AR B

‘y [ENETRTIN » ;l. C s i

In mrllrons R ‘-‘? S Maturrty Dates - December31 ) 2005>' 2004

‘Municipal bonds = - ' 2006 —2039 - Vool g 863 8 7847

Stock - 1,451 < 1,403

United States government issues 2006 2035 S o 479 , 485
. Corporate bonds ~ ** ** *t ot 2006 2045 R T3 B
. Shert-term 2006 A 7 S 2
~-,'Tolal T e u.,s 2,907 ., $2,757

<o N T

! No1e Maturrty dates as of December 3l 2005

-
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Trust fund earnings (based on specific identification) increase the trust fund balance and the ARO .. . .
regulatory liability. Net earnings (loss) were $87 million in 2005, $91 million'in 2004, and $93 million'in
2003. Proceeds from sales of securities (which are reinvested) were $2.0 billion in 2005, $2.5 billion in -
2004, and $2.2 billion'in 2003. Net unrealized holding gains were $852 million and $796 million at
December 31; 2005 and 2004, respectively. Approxrmately 91% of the cumulatrve trust fund
contrrbutlons were tax-deductrble : : :
Other Commrtments .t

SCE has fuel supply contracts which require payment only if the fuel is made avarlable for purchase.
SCE has a coal fuel contract that requlres payment of certam f' xed charges whether or not coal i is
dellvered RS : . R IEA I : o '
SCE has power-purchaSe contracts with certain QFs (cogenerators and small power producers) and other’
power producers. These contracts provide for capacity payments if a facility meets certain performance : -
obligations and energy payments based on actual power supplied to SCE (the energy payments are not : -
included in the table below). 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 consolrdated balance sheets :

Certain commrtmcnts for the ycars 2006 through 2010 arc cstrmated below

1o

‘Inmlllrons Co : 2006 2007 2008 ~"2009 12010

*Fuel'supply ="' - 126 $§4- $64 " $40 7§47
Purchased power . 842 IS 528 417 393

. : T
SCE has an uncondmonal purchase obhgatron for firm transmrssnon service from another utlllty
Minimum payments are based, in part, on the debt-service requirements of the transmission service::
provider, whether or not the transmission line is operable. The contract requrres minimum payments of
$62 mllllon through 201 6 (approxrmately $6 mlllron per year) RS '
! S T T

Indemmtres A f v' ceedtg

In connection with the acquisition of Mountainview, SCE agreed to indemnify the seller with respect to !
specific environmental claims related to SCE’s previously owned San Bernardino Generating Station, ..
divested by SCE in 1998 and reacquired as part of the Mountainview acquisition. The generating station
has not operated since 2001. SCE retained certain responsibilities with respect to environmental claims -
as part of the original divestiture of the station. The aggregate liability for either party to the purchase
agreement for damages and other.amounts is a maximum of $60 million. This indemnification for.- -+*
environmental liabilities expires on or before March 12, 2033. SCE has not recorded a liability related to
this indemnity. . | - .

SCE provides other mdemmf cations through contracts entered into in the normal course of busmess
These are primarily indemnifications against adverse lrtrgatron outcomes in connection with underwrrtmg
agreements, and specified environmental indemnities and income taxes with respect to assets sold. SCE’s
obligations under these agreements may be limited in terms of time and/or amount, and in some instances
SCE may have recourse against third parties for certain indemnities. The obligated amounts of these
indemnifications often are not explicitly stated, and the overall maximum amount of the obligation under
these indemnifications cannot be reasonably estimated. SCE has not recorded a liability related to these
indemnities.
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Note 9.’ Contmgencxes TR &
, 3 X . ., Tioe e N P ;"‘ .- ’:.,“”.‘_L . ‘. ‘.’_
In addition to the matters disclosed in these Notes, SCE is mvolved 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 proceedmgs w1|l not materlally affect lts

results of operatlons or llqmdlty

EnvtronmentalRemedtatron- P S Lt P ST ¥
R B T R AT R Soh S R e RS .t R

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 mmgate or remove the eflect

of past operations on the environment. e

SCE records-its environmental remediation liabilities when site assessments and/or remedial actions are
probabl: and a range of reasonably likely cleanup costs can be estimated. SCE reviews its sites and
measurcs 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, monitoring and site closure. Unless there is a probable amcunt,
SCE records the lower end of this reasonably lxkely range of costs (classxt' ed as other long—term o
llabrlm(-s) at undlscounted amounts Vit e R o

SCE’s recorded estlmated minimum llablllty to remedlate lts 24 ldentlﬁed sites is $82 mrllron 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 investigatory studies; the possibility of identifying additional sites; and the -
time periods over which site remediation is expected to occur. SCE believes that, due to these
uncerta‘nties, it is reasonably possible that cleanup costs could exceed its recorded liability by up to
$115 million. The upper limit of this range of costs was estimated using assumptions least favorable to .
SCE amiong a range of reasonably possible outcomes. In addition to its identified sites (sites in which the
upper end of the range of costs is-at least $1 million), SCE also had 31’ lmmatenal sites whose total T
liability ranges from $4 million (the recorded mmnmum llabnllty) to $9 mxlllon U S

K s . N S oo . .
! S : . . . RS

The CP UGallows SCE to recover envrronmental rem’edlatlon costs at certain sntes, representing

$30 million of its recorded liability, through an incentive mechanism (SCE may request to-include .
additional sites). Under this mechanism, SCE will recover 90% 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 responsiblé carriers. SCE °
expects to recover costs incurred at its remaining sites through customer rates. SCE has recorded a
regulatory asset of $56 million for its estimated mlmmum envrronmental cleanup costs expected to be :
recover=d through customer rates - . Lo ' "

K ,‘.iv‘.':, ""‘i R \ . e H :
SCE’s |dent1ﬁed sites mclude several sxtes for which there is a’ lack of currently avallable mformatlon, g
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 sites. Thus no reasonable

estimate of cleanup costs can be made for these srtes Co i

K . . L} M N .' : "; LN LR .‘.v'
A T ' - Lo e v B [ t. . e ol
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SCE expects to clean up its identified sites over a period of up to 30 years. Remediation costs in each of
the next several years are expected to range from $l 1 mrllron to $25 mrlllon Recorded costs for 2005
were $l3 mrllron ‘ : s R i

Based on currently available information, SCE believes it is unlikely that it will 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 ultimately recorded will not
materially affect its results of operations or financial position. There can be no assurance, however, that -
future developments including additional information about exrstmg sites or the rdentrﬁcatlon of new
sites, will not require materlal revisions to such estimates. : : :

Fedeml Income T axes

Edison International has reached a settlement with the IRS on tax issues and pending affirmative claims -
relating to its 1991-1993 tax years. This settlement, which was signed by Edison International in March -
2005 and approved by the United States Congress Joint Committee on Taxation on July 27, 2005, -
resulted in a third quarter 2005 net earnings benefit for SCE of approximately $61 million, including .
interest. This beneﬁt was reﬂected in the captron “Income tax” on the consohdated statements of income.

Edison Intematronal received Revenue Agent Reports from the IRS in August 2002 and in January 2005
asserting deficiencies in federal corporate income taxes with respect to audits of its 1994-1996 and
1997—-1999 tax yecars, respectively. Many of the asserted tax deficiencies are timing differences and,
therefore, amounts ultlmately pard (exclusrve of penaltres) if any, would benefit SCE as future tax
deductions. : :

The IRS Revenue Agent Report for the 1997-1999 audit also asserted deficiencies with respect to a -

transaction entered into by an SCE subsidiary which may be considered substantially similar to a listed -
transaction described by the IRS as a contingent liability company. While Edison International intends to
defend its tax réturn position with respect to this transaction, the tax benefits relating to the capital loss
deductions will not be claimed for fi nancral accountmg and reportmg purposes untrl and unless these tax-
losses are sustamed : o "

In April 2004, EdlSOl‘l International filed California Franchise Tax amended returns for tax years 1997
through 2002 to abate the possible imposition of new California penalty provisions on transactions that .
may be considered as listed or substantially similar to listed transactions described in an IRS notice that
was published in 2001. These transactions include the SCE subsidiary.contingent liability company *
transaction described above Edrson lnternatlonal filed these amended returns under protest retammg 1ts
appealrrghts : , : ' RAE R SR

FERC Refuml Proceedmgs
In 2000, the FERC mrtlated an mvestrgatron mto the Justness and reasonableness of rates charged by
sellers of electricity in the California Power Exchange (PX) and ISO markets. On March 26, 2003, the
FERC staff issued a report concluding that there had been pervasive gaming and market manipulation of
both the electric and natural gas markets in California and on the West Coast during 2000-2001 and
describing many of the techniques and effects of that market manipulation. SCE is participating in-
several related proceedings seeking recovery of refunds from sellers of electricity and natural gas who -
manipulated the electric and natural gas markets. SCE is required to refund to customers 90% of any-
refunds actually realized by SCE net of litigation costs, except for the El Paso Natural Gas Company
settlement agreement discussed below, and 10% will be retained by SCE as a shareholder incentive. A
brief summary of the various settlements is below:
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In June 2004, SCE received its first settlement payment of $76 million resulting from a settlement .
agrezment with El Palo Natural Gas Company. Approximately $66 million of this amount was
credited to purchased-power expense, and was refunded to SCE’s ratepayers through the energy - .

+ resource recovery account (ERRA) mechanism over the following twelve months, and the remaining -

$10 million was used to offset SCE’s incurred legal costs. In May 2005, SCE received its final °
settlzment payment of $66 mtlhon which was also refunded to ratepayers through the ERRA
mechamsm S . Ctear e .

ln August 2004 SCE received 1ts $37 million share of settlement proceeds resulting from a FERC-
approved settlement agreement with The Williams Cos. and Williams Power Company. ‘
 In November 2004, SCE received its $42 million share of settlement proceeds resulting froma - -
FERC-approved settlement agreement with West Coast Power, LLC and its owners, Dynegy Inc. .md
NRG Energy, Inc. .

In January 2005, SCE received its $45 million share of settlement proceeds resulting from a FERC-

approved settlement agreement with Duke Energy Corporatlon and a number of its affiliates.

Y — FEREE

In April 2005, the FERC approved a settlement agreement among SCE, Pacific'Gas and Electnc
(PG&E), San Diego Gas & Electric (SDG&E) and several governmental entmes, and Mirant -
*-Corporation and a number of its affiliates (collectively Mirant), all of whiom are debtors in -
Chapter 11 bankruptcy proceedings pending in Texas. In April and May 2005, SCE received its
$68 million share of the cash portion of the settlement proceeds. SCE also received a $33 million

* share of an allowed, unsecured claim in the bankruptcy of one of the Mrrant partres whtch was sold‘ '

for $35 miillion in December 2005 !

In November 2005, the FERC approved a settlement agreement among SCE PG&E, SDG&E and
‘several governmental entities, and Enron Corporation and a number of its affiliates (collectively

~ Enron), most of which are debtors in Chapter 11 bankruptcy’ proceedmgs pendmg in New York In

~ January 2006, SCE received cash settlement proceeds of $4 million and anticipates receiving
approximately $5 million in additional cash proceeds assuming certain contingencics are satisfied.

" SCE also received an allowed, unsecured claim against one of the Enron debtors in the amount of
$24 1 million. In February 2006, SCE received a partial distribution of $10 million of its allowed
claim. The remaining amount of the allowed claim that will actually be realized will depend on
events in Enron s bankruptcy th'tt rmpact the value of thc relevant debtor estate \ ' '
In December 2005 the FERC approved a settlement agreement among SCE PG&E SDG&E, several
governmental entities and certain other parties, and Reliant Energy, Inc. and a number of its affiliates
(collectively Reliant). In January 2006, SCE received its $65 million share of the settlement - ‘

proc ceds. SCE expects to receive an additional $66 million in the ﬁrst quarter of 2006.

On November 19, 2004 the CPUC 1ssued a resolution’ authonzmg SCE to establish an energy settlement
memorandum account (ESMA) for the purpose of recording the foregoing settlement proceeds

(excluding the El Paso settlement) from energy providers and allocating them in accordance with'a’

o

settlement agreement. The resolution provides a mechanism whereby portions of thé settlement proceeds
recorded in the ESMA are allocated to recovery of SCE’s litigation costs and expenses in the FERC
refund proceedings described above and the 10% shareholder incentive. Remaining amounts for each
settlement are to be refunded to ratepayers through the ERRA mechanism. During 2005, SCE recogmzed
$23 mrll fon in shareholder mcentlves related to the FERC refunds descrlbed above

A
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Investtgatzons Reoardmg Pel;[ormance Incemtves Rewards T IR A TN R S D
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SCE is ellglble under its CPUC- approved performance based ratemaklng (PBR): mechamsm to earn :
rewards or penalties based on its performance in comparison to CPUC-approved standards of customer
satrsfactron, employee mJury and |llness reportmg, and system rehablhty SR TIUE NI PRI S

T O (A AR ARSIV TP P y RS TP .
SCE has been conducting investigations into its perfonnance under these PBR mechamsms and has
reported to the CPUC certain findings of misconduct and misreporting as further discussed below. As a
result of the reported events, the CPUC could institute its own proceedings to determine whether and in -
what amounts to order refunds or disallowances of past and potential PBR rewards for customer - -,
satisfaction, injury and illness reporting, and system reliability portions of PBR. The CPUC also may
consider whether to impose additional penalties on SCE. SCE cannot predict with certainty the outcome »
of these matters or estimate the potential amount of refunds, disallowances, and penalties that may be

required.

CustomerSatisfaction».‘.-v O T S R B Y R Sy L RTS L A RT CO UE A APL I SN UL SE A

L BN T LI T L C U IV UL LS IS LR AN PATE v
SCE received two letters in 2003 from one or more anonymous employees allegmg that personnel in the
service planning group,of SCE’s transmission and distribution business unit altered or.omitted data in
attempts to influence the outcome of customer satisfaction surveys conducted by an independent survey
organization. The results of these surveys are used, along with other factors, to determme the amounts of
any incentive rewards or penalties to SCE under the PBR provisions for customer; satlsfactlon SCE--
recorded aggregate customer satisfaction rewards of $28 million for the years 1998, 1999 and 2000. -
Potential customer satisfaction rewards aggregating $10 million for the years 2001 and 2002 are pending
before the CPUC and have not been recognized in income by SCE. SCE also antrcrpated that it could be
eligible for customer satisfaction rewards of approxrmately $10 million for 2003.

TR

.v,\"rlr‘.A e ae
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Followmg its mtemal investigation, SCE proposed to refund to ratepayers $7 mllhon of the PBR rewards
previously received and forgo an addrtronal $5 mllllon of the PBR rewards pendmg that are both .
attributable to the desrgn orgamzatlon s portlon of the customer satrsfactlon rewards for the entire PBR
period ( 1997—2003) In addition, SCE also proposed to refund all of the approx1mately $2 mrllron of
customer satrsfactron rewards assocrated wrth meter readmg As a result of these fi ndmgs SCE accrued a
$9 mlllron charge in 2004 for. the potentral refunds of rewards that have been received.

}“|f

l R

SCE has taken remedlal actlon as to the customer satlsfactlon survey mrsconduct by severmg the .
employment of several supervisory personnel updatmg system process and related documentation for
survey reporting, and implementing additional supervisory controls over data collection and processing..
Performance mcentlve rewards for customer satlsfactron expired.in 2003 pursuant to the 2003 general

rate case.. S el “ e

' Lo KPP Vi SRR I SRR . PR AR PRI T B e
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The CPUC has not yet opened a formal mvestlgatlon mto thrs matter However 1t has submrtted several
data requests to SCE and has requested an opportunity to interview a number of SCE employees in the ,.
design orgamzatron SCE has responded to these requests and the CPUC has conducted mtervrews of
approximately 20 employees who were dlsc1plmed for m|sconduct and four semor managers and
executives of the transmission and drstnbutlon busmess unit..

"'fjlli'{ R VPR A L
o ST IS EOTCT DT e e T e, TR e s e
Employee Injury and ]llness Reporting ) T
' R <IN

In llght of the problems uncovered wrth the customer satrsfactlon surveys SCE conducted an B
investigation into the accuracy "of SCE’s employee injury and illness reportmg “The yearly results of

employee injury and illness reporting to the CPUC are used to determine the amount of the incentive
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reward or penalty to SCE under the PBR mechanism. Since the inception of PBR:in 1997, SCE has :
received $20 million in employee safety incentives for 1997 through 2000 and based on SCE’s records
may be entrtled toan addltronal $15 mrlhon for 2001 through 2003 U : ;

On October 21 2004 SCE reported to the CPUC and other approprrate regulatory agencres certam e
findings concerning SCE’s performance under-the PBR incentive mechanism for injury and illness
reporting. SCE disclosed in the investigative findings to the CPUC that SCE failed to implement an .
effective recordkeeping system sufficient to capture all requrred data for first aid incidents.

As a result of these findings, SCE proposed to the CPUC that it not collect any reward under the
mechanism for any year before 2005, and it return to ratepayers the $20 million it has already received. .
Therefore, SCE accrued a $20 million charge in 2004 for the potential refund of these rewards SCE h 1s
also proposed to wrthdraw the pendmg rewards for the 2001-—2003 trme frames -

SCE has taken other remedial action’to address the issues 'identified, including revrsmg its orgamzatlonal
structure and overall program'for environmiental, health and safety compliance and disciplining " - '
employe=s who committed ‘wrongdoing. SCE submitted a report on the results of its investigation to the
CPUC on December 3, 2004. As with the customer satrsfactlon matter the CPUC has not yet opened A
formal mvestrgatron into thrs matter

5 ’ N . . N .. . . - R .
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On Aprrl 20 2004 the FERC |ssued an order concemmg, a drspute between the ISO and the Cmes of '
Anaheim, Azusa, Banning, Colton and Riverside, California over the proper allocation and
characterization of certain charges. The order reversed an arbitrator’s award that had affirmed the ISO’s
characterization in May 2000 of the charges as Intra—Zonal Congestron costs and allocation of those
charges 1o scheduling coordmators (SCs) in the affected zone within the ISO transmrssron grld The
April 20, 2004 order directed the ISO to shift the costs from SCs in the affected zone to the responsrble
participating transmission owner, SCE. The potential cost to SCE, net of amounts-SCE expects to receive
through the PX, SCE’s SC at the time, is estimated to be approxrmately $20 mrlllon to $25 million, =
mcludmp interest. On Aprrl 20, 2005, the FERC. stayed its April 20, 2004 order during the pendency of .
SCE’s appeal filed with the Court of Appeals for the D.C. Circuit. On February 7, 2006, the FERC
advised 5CE that the FERC will move the Court of Appeals for a voluntary remand so that the FERC
may amend the order on appeal. A decision is expected in late 2006. The FERC may require SCE to pay -
these costs, but SCE does not believe this outcome is probable If SCE is requrred to pay these costs, SCE
may seek recovery in its relrablllty servicerates., . ;.. . .. . o ST T

Navryo I Vatzon ngalmn o -
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In June 1999, the Navajo Nation filed a complamt in the Umted States District Court for the Dlstrlct of
Columbia (D. C. District Court) against Peabody Holding Company (Peabody) and certain of its affiliates,
Salt River Project Agrrcultural Improvement and Power District, and SCE arising out of the coal supply
agreemeat for Mohave. The complaint asserts claims for, among other thmgs, violations of the federal”
Ricketeer Influenced and Corrupt Organizations 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 supphed to Mohave. The complamt seeks'damages of not less than Ce
$600 million, trebling of that amount, and punitive damages of not less than $1 billion, as wellasa ™~
declaration that Peabody’s lease and contract rights to mine coal on Navajo Nation lands should be =
terminat3d. SCE joined Peabody’s motion to strike the Navajo Nation’s complaint. In addition, SCE and-
other defendants filed motions to dismiss. The D.C. District Court denied these motions for dismissal,
except for Salt River Project Agricultural Improvement and Power District’s motion for its separate
dismissal from the lawsuit.
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Certain issues related to this case were addressed by the United States Supreme Court in a separate legal -
proceeding filed by the Navajo Nation in.the United States Court of Federal Claims against the United -
States Department of Interior. In that action, the Navajo Nation claimed that the Government breached its
fiduciary duty conceming negotiations relating to the coal lease involved in the Navajo Nation’s lawsuit
against SCE and Peabody. On March 4, 2003; the Supreme Court concluded, by majority decision, that there
was no breach of a fi duciary duty and that the Navajo Nation did not have a right to relief against the . ~*
Government. Based on the Supreme Court’s conclusion, SCE and Peabody brought motions to dismiss or
for summary judgment in the D.C. District Court action but the D.C. District Court denied the motions on
April 13, 2004

o B T T , . oo

Thie Court of Appeals for the Federal Clrcu1t actmg ona suggestlon filed by the Navajo Nation on v
remand from the Supréme Court’s March 4, 2003 decision’ held in‘an October 24, 2003 decision that the
Supreme Court’s decision was focused on three specific statutes or regulations and therefore did not
address the question of whether a network of other statutes, treaties and regulations imposed judicially
enforceable. fiducmry dutles on the Umted States durmg the time period in question. On March 16, 2004,
the Federal Circuit issued an order remanding the case against the Government to the Court of Federal .
Claims, which considered 0)) whether the Navajo Nation previously waived its ‘ ‘network of other laws
argument and, (2) if not, whether the Navajo Nation can establish that the Government breached any .
fiduciary duties pursuant to such “network.” On December 20, 2005, the Court of Federal Claims issued
its ruling and found that although there was no waiver, the Navajo Nation did not establish'thata :* .-

“network of other laws” created a judicially enforceable trust obllgatlon The 'Navajo Nation ﬁled a
notice ofappeal from thls rulmg on I'ebruary 14 2006 :
Pursuant to a joint request of the parties, the D.C. ‘D_lSll‘lCt Court granted a stay of the action in that court -
to allow the parties to attempt to resolve, through facilitated negotiations, all issues associated with
Mohave Negotialions are ongoing and the stay has beenbontinued until further order of the court.
SCE cannot predict with certainty the outcomie of the 1999 Navajo Nation’s complamt against SCE, the”
1mpact on the complaint of the Supreme Court’s decmon and the recent Court of Federal Claimis ruling
in the Navajo Nation’s suit against the Govemment or the impact of the complamt on the possibility of
resumed operation of Mohave following the cessation .of operqtlon on December 31, 2005.
Nucléar Insurance J _ ,
Federal law limits public liability claims from a nuclear incident to $10.8 billion. SCE and other owners
of San Onofre and Palo Verde have purchased the maximum private primary insurance available .
($300 million). 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 Nuclear Regulatory Commission
exempted San Onofre Unit 1 from this secondary level, effective June 1994. The current maximum . ..
deferred premium for each nuclear incident is $101, million per reactor, but not more than $15 million per
reactor may be charged in any one year for each incident. The maximum deferred premium per reactor -
and the yearly assessment per reactor for each nuclear incident will be adjusted for.inflation on a 5-year -
schedule. The next inflation adjustment will occur on August 31,2008. Based on its ownership interests, -
SCE could be required to pay a maximum of $199 million per nuclear incident. However, it would have
to pay no more than $30 million per incident in any one year. Such amounts include a 5% surcharge if -
additional funds are needed to satlsfy public llablhty claims and are subject to adjustment for inflation. If
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the public liability limit above is insufficient, federal regulations may impose further revenue- raising P
measures to pay claims, mchldmg a possrble addrtlonal assessment on all hcensed reactor operators
‘»"):‘-1 . 1 ., teu f . IR
Property damage insurance covers Iosses up to $500 mllhon mcludmg decontammatlon costs, at San -
Onofre and Palo Verde. Decontamination 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 " s
insurancz 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 premrum adJustments of up to $44 million per year Insurance TR
premlums are charged to operatmg expense SERNEE : S

RENEITN -

Procurement ofRenewableResources TS T S PR L
California law requires SCE to increase ltS procurement of renewab]e resources by at least 1%-of i |ts
annual retail electricity sales per year so that 20% of its annual electricity sales are procured from -
renewable resources by no later than December 31,2017. The Joint Energy Action Plan adopted in' 2003
by the CPUC and the Cahforma Energy Commrssron (CEC) accelerated the deadlme to 2010

¢ |

SCE entered mto a contract wrth Calpme Energy Scrvrces L P. (Calpme) to purchase the output of =
certain existing geothermal facilities in northern California. In January 2003, the CPUC issued a
resolution approving the contract. SCE interpreted the resolution as authorizing SCE to count all of the ¢
output o7 the geothermal facilities towards the obligation to increase SCE’s procurement from renewable
resources and counted the entire output of the facilities toward-its 1% obligation in 2003, 2004 and 2005.
On July 21,2005, the CPUC issued a decision stating that SCE can only count procurement pursuant to -
the Calpine contract towards its 1% annual renewable procurement requirement if it is certified as
“incremental” by the CEC. On February 1; 2006, the CEC certified approximately 25% and 17% of - :
SCE’s 2003 and 2004 procurement, respectively; from the Calpine geothermal facilities as “incremental.’
A srmrlar outcome is antlclpated wrth respect to the CEC’s certlf' cation review. for.2005. ‘

2

On August 20, 2005 SCE filed an apphcatlon for rehearmg and a petmon for modnf’ catlon of the
CPUC’s July 21, 2005 decision: On January.26, 2006, the CPUC denied SCE’s application for rehearing
of the decision. The CPUC has not yet ruled on SCE’s petition for modification. The petition for
modification seeks a clarification that SCE will not be subjected to penalties:for relying on the CPUC’s.
2003 resolution, in submitting compliance reports to the CPUC and planning its subsequent renewable -
procurement activities. The petition for modification also seeks an express finding that the decision wrll
be applied prospectively only; i.e., that no past procurement deficits will accrue for any prror perlod
based on the decision. : ' . fou

If SCE is not successful in its attempt to modify the July 21, 2005 CPUC decision and can only count the
output deemed “incremental” by the CEC, SCE could have deficits in meeting its renewable procurement
obligations for 2003 and 2004. However, based on the CPUC’s rules for compliance with renewable -
procurement targets, SCE believes that it will have until 2007 to make up these deficits before becoming
subject to penalties for those years. The CEC’s and the CPUC’s treatment of the output from the
-geothermal facilities could also result in SCE being deemed to be out of compliance in 2005 and 2006.
Under current CPUC decisions, potentlal penalties for SCE’s failure to achieve its renewable
procurement obhgatlons for any year will be consrdered by the CPUC in SCE’s annual comphance filing.

On December 20, 2005 Calpme and certain of i |ts aff' llates mltlated Chapter 1 1 bankruptcy proceedmgs
in the United States Bankruptcy Court for the Southern District of New York. As part of those _
proceedings, Calpine sought to reject its contract with SCE as of the petition filing date. On. A
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January 27,2006, after the matter had been withdrawn from the Bankruptcy Court’s jurisdiction,.the - .
United States District Court for the Southern District of New York denied Calpine’s motion to reject.the
contract and ruled that the FERC has exclusive jurisdiction to alter the terms of the contract with SCE.
Calpine has appealed the District Court’s ruling to the United States Court of Appeals for the Second .
Circuit. Calpine may also file a petition with the FERC seeking authorization to reject the contract. The
CPUC may take the position that any authorized rejection of the contract would cause SCE to be out of -
compliance with its renewable procurement obligations durmg any pertod in whlch renewable electncrty
deliveries are reduced or ellmmated asa result of the re_]ectlon ' - :
Further in December 2005 SCE made ﬁlmgs adv1smg the CPUC that the need for transmnssron upgrades
to interconnect new renewable projects and the time it will take under the current process to license and ,
construct such transmission upgrades may prevent SCE from meeting its statutory renewables
procurement obligations through 2010 and potentially beyond 2010 depending in part on-the results of a
pending solicitation for new renewable resources. SCE has requested that the CPUC take several actions
in order to expedite the licensing process for transmission upgrades. The CPUC may take the position
that SCE’s failure to meet the 20% goal by 2010 due to transmission constraints would cause SCE to be
out ofcomphance with rts renewable procurement obhgatrons T L N e T R
. . Y ' : .,‘,-;, N R
Under the CPUC’s current rules the maximum penalty for farlmg to achieve renewables procurement
targets is $25 million per year SCE cannot predtct thh certamty whether it wrll be assessed penaltles =
Scltedule Coordmatar T art_/]' D:spute
. 1 EAETARAON BINUEE EARITS ""I EEEEE B ST o . o e
SCE serves as a schedule coordmator for Los Angeles Department of Water & Power (DWP) over the
ISO-controlled grid. In late 2003, SCE began charging DWP under a tariff subject to refund for’ FERC- L
authorized charges incurred by SCE on the DWP’s behalf. The scheduling coordinator charges are billed
to DWP under a FERC tariff that remains subject to dispute. DWP has paid the amounts billed under-:
‘protest but requested the FERC declare that SCE was obligated to serve as the DWP’s scheduling . .
coordinator without charge. The FERC accepted SCE’s tariff for filing, but held that the rates charged to
DWP have not been shown to be just and reasonable and thus made them subject to refund and further
review at the FERC.' As a result, SCE could be required to refund all or part 'of the amounts collected
from DWP under the tariff. During the fourth quarter of 2005 SCE accrued a $25 million charge to * !
earnings for the potential refunds, reflected in the consolidated statements of income caption “Purchased
power”. If the FERC ultimately rules that SCE may not collect the schéduling coordinator charges from'.
DWP and requires the amounts collected to be'refunded to DWP, SCE would attempt to recover the
scheduling coordinator charges from all transmission grid customers through another regulatory: »+... .- -
mechanism. However, the availability of other recovery mechanisms'is uncertain; and ultrmate recoveryi
of the scheduling coordinator charges cannot be assured. :
~ o : YT L R L TRt T

SpentNuclearFuel R e TRt ARaY
Under federal law, the Umted States Department of Energy (DOE) is responsnble for the selectlon and
construction of a facility for the permanent disposal of spent nuclear fuel'and high-level radioactive: -
waste. The DOE did not meet its obligation to begin acceptance of spent nuclear fuel not laterthan: -
January 31, 1998. It is not certain when the DOE will begin accepting spent nuclear fuel from San Onofre
or other nuclear power plants. Extended delays by the DOE have led to the constriction of costly - °
alternatives and associated siting and environmental issues. SCE has paid the DOE the required one-time
fee applicable to nuclear generation at San Onofre through April 6, 1983 (approximately $24 million,

plus interest). SCE is also paying the required quarterly fee equal to 0.1¢-per-kWh of nuclear-generated
electricity sold after April 6, 1983. On January 29,2004, SCE, as operating agent, filed a complaint - .

against the DOE in the United States Court of Federal Claims seeking damages for DOE’s failure to meet
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its obligation to begin accepting spent nuclear fuel from San Onofre. The case is currently stayed until ..
March 31 2006, when SCE will seek to lift the stay and go forward wnth the htlgatron
Sl e Coatrnee bt et e IR R AP LIRS SR B

SCE has primary responS|b111ty for-the interim storage of spent nuclear fue] generated at San Onofre
Spent nuclear fuel is stored in the San Onofre Units 2 and 3;spent fuel pools and the San Onofre . . .
independent spent fuel storage installation where all of Unit 1’s spent fuel located at San Onofre is. s
stored. There is now.sufficient space in the Unit 2 and 3 spent fuel pools to meet plant requirements .~ "
through mid-2007 and mid-2008, respectively. In order to maintain a full core off-load capability, SCE is
planning to begin moving Umt 2and3 spent fuel into the mdependent spent fuel storage mstallatlon by

arly2007 b e g e et e st T iy e s e

In order to increase on-site storage capacity and maintain core off-load capability, Palo Verde has
. constructed a dry cask storage facility. Arizona Public Service, as operating agent, plans to continually ‘-
load casks on a schedule to maintain full core off-load capabrhty for all three units.
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Note 10.Business Segments

SCE’s reportable busmess segments mclude the rate-regulated electrlc utillty segment and the VIE
segment. The VIEs were consolidated as of March 31, 2004. The VIEs are gas-fired power plants that
sell both electricity and steam. The VIE segment consists of non-rate-regulated entities. SCE’s’
management has no control over the resources allocated to the VIE segment and does not make decisions
about its performance. Additional details on the VIE segment are shown under the headmg “Variable
Interest Entities” in Note l aE : o ~ o :

T L O AT S B TR

SCE’s business segment mformatlon including all line items with VIE activities is: ST

Coovoanes oai s b iy o0 Eleetrier i B LR i
Inmillions-. . . .. . oo - U - VIEs . . Eliminations - .SCE. -
T T TP O B S IR I D e L e e e cL

Balance Sheet Items as of December 31, 2005:

Cash $ 23 $ 120 $ — $§ 143
Accounts receivable—net 794 174 (119) 849
Inventory 202 18 — 220
Prepayments and other current assets 88 4 — 92
Nonutility property-net of depreciation 741 345 — 1,086
Other long-term assets 535 10 — 545
Total assets 24,151 671 (119) 24,703
Accounts payable : 813 204 (119) 898
Other current liabilities 808 2 — 810
Long-term debt 4,615 54 — 4,669
Asset retirement obligations 2,608 13 — 2,621
Minority interest — 398 — 398
Total liabilities and sharcholder’s equity 24,151 671 - (119) 24,703
Balance Sheet Items as of December 31, 2004:

Cash and equivalents $ 32 $ 90 $ — $ 122
Accounts receivable-net 569 153 (104) 618
Inventory 181 15 — 196
Prepayments and other current assets 43 3 — 46
Nonutility property—net of depreciation 583 377 — 960
Other long-term assets 562 5 — 567
Total assets 22,751 643 (104) 23,290
Accounts payable 638 166 (104) 700
Other current liabilities 641 2 — 643
Long-term debt 5,171 54 — 5,225
Customer advances and other deferred credits 498 12 — 510
Minority interest — 409 — 409
Total liabilities and sharcholder’s equity 22,751 643 (104) 23,290
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S -~ Electric Ce e ,
Inmillions = .- ST Utility . ... VIEs . Eliminations*. SCE
Income Statement Items for the S T ' -

Year-linded December 31, 2005 o ) ] )

Operating revenue kR i © $9,038 ° $1,397 © - $  (935) $ 9,500
Fuel _ ) 269 924 i — 1,193
Purchased power H s - 3,557 - (935) C2,622
Other opzration and maintenance 2421 102 — 72,523
Depreciation, decommissioning and amortlzatlon 878 - <037 - — 95
Total ope: ratmg expenses 7143 L0630 (935 1,871
Operating income 1,295 334 — 1,629
Minority interest — +-334. s = . 334
Net income 749 — — 749
Income Statement Items for the

Year-Ended December 31, 2004:

Operating revenue $ 8,163 $ 954 $ (669) $ 8,418
Fuel 232 578 — 810
Purchased power 3,001 — (669) 2,332
Other oparation and maintenance 2,389 68 _— 2,457
Depreciation, decommissioning and amortization 832 28 — 850
Total operating expenses 6,430 674 (669) 6,435
Operatin income 1,733 280 — 2,013
Minority interest — 280 — 230
Net income 921 — — 921

* VIE segment revenue includes sales to the electric utility segment, which is eliminated in revenue and purchased
power in the consolidated statements of income.

Note 11. Discontinued Operations

In July 2003, the CPUC approved SCE’s sale of certain oil storage and pipeline facilities to Pacific
Terminals LLC for $158 million. In third quarter 2003, SCE recorded a $44 million after-tax gain to
shareholders. In accordance with an accounting standard related to the impairment and disposal of
long-lived assets, this oil storage and pipeline facilities unit’s results have been accounted for as a
discontinued operation in the 2003 financial statements. For 2003, revenuc from discontinued operations
was $20 million and pre-tax income was $82 million.

Note 12. Acquisition
In March 2004, SCE acquired Mountainview Power Company LLC, which consisted of a power plant in

early stages of construction in Redlands, California. SCE recommenced full construction of the
approximately $600 million project. The Mountainview project is fully operational.

79
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2005 .. . 2004
In millions ... Total Fourth Third - Second First Total Fourth Third Second First
Operatingrevenue  $9,500 $2,306 $3,084 $2,203 S$1,908 $8,448 $1,920 $2,655 $2,176 $1,696
Operating income - 1,620 .. 345 568 - ,388 328 2013 499 682 .. 587, 245
Netincome . - - 749 163 287, 166 132 921 317 260 243 . 10l
Net income available for - e e
common stock 725 - 153 280 161 131, 915 . 315. 259 242 . 100
Common dividends declared 285 - . 71 143 ; 71 — 750 155 150 ..-.145. - 300
Totals may not add precisely due to rounding.
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Selected Financial and Operating Data: 2001 — 2005

2005

Southern California Edison Company

" 2004

Dollars in millions 2003 2002 2001
Income statement data:
Operating revenue $9,500 - $8,448  $8,854 $8,706 $8.126°
Operating expenses - '~ _ 7,871 . 6,435 7,276 6,588 ;.- 3,509
Purchaszd-power expenses 2,622 2332° 2,786 2,016 3,770
Income tax e  292 o ,.,"438'_" 388 642 ' 1,658 .
Provisions for regulatory adjustment clauses —net 435 - (201) 1,138 , 1,502 - .(3.028)
Interest expense — net of amounts capitalized 360 409 457 - 584 785
Net inccme from continuing operations 1’749 - 921 - 882 1,247 2,408
Net income o 749 921 932 1,247 | 2,408
Net incame available for common stock 725 . 915 922 1,228 2,386
Ratio of earnings to fixed charges 379 . 440 3.81 4217 815 )
Balance sheet data:
Assets $24,703 $23,290 $21,771 $36,058 § 22,453 ‘
Gross utility plant 19,232 17,981 16,991 . 16,232. . 15,982
Accumulated provision for depreciation e R T
and decommissioning 4,763 4,506 4,386 4,057 . 7,969
Short-term debt —... 88 200 — 2,127
Common shareholder’s equity 4,930 .. 4,521 4,355 4384 . 3,146
Preferred and preference stock: R cen e
Not subject to mandatory redemption 729 129 129 120 129°
Subject: to mandatory redemption — .. 139 141 147 151
Long-term debt 4,669 5,225 4,121 4,525 4,739
Capital structure: e P
Common shareholder’s equity L 417% . 45.1% 49.8%  47.7% = 38.5%
Preferrzd stock: - S Lo :
Not subject to mandatory redemption 71% 1.3% 1.5% 1.4% . 1.6%
Subject to mandatory redemption — 1.4% 1.6% 1.6% . 1.9%
Long-term debt ' 45.2% 52.2% 47.1% 49.3% - 58.0%
Operating data:
Peak dernand in megawatts (MW) 21,934 20,762 20,136 . 18,821 17,890
Generation capacity at peak (MW) 10,536 10,207 9,861 9,767 9,802
Kilowatt-hour deliveries (in millions) 100,992 97,273 92,763 79,693 78,524
Total energy requirement (kWh) (in millions) 78,772 78,738 77,158 71,663 83,495
Energy nix:
Thermal 370%  33.7% 37.9% 40.2% 32.5%
Hydro 6.5% 4.5% 5.2% 5.0% 3.6%
Purchased power and other sources 56.5%  61.8% 56.9% 54.8% 63.9%
Customers (in millions) 4.74 4.67 4.60 4.53 4.47
Full-time employees 13,454 12,698 12,113 11,663

14,041
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Shareholder Information

Annual Meeting

The annual meeting of shareholders
will be held on Thursday, April 27,
2006, at 10:00 a.m., Pacific Time, at
the Pacific Palms Conference Resort;
One Industry Hills Parkway, City of
Industry, California 91744.

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

Stock end Trading Information

Preferred Stock and Preference Stock
SCE’s 4.08%, 4.24%, 4.32% and
4.78% Series of $25 par value
cumulative preferred stock are listed
on the American Stock Exchange.
Previous day’s closing prices, when
stock was traded, are listed in the
daily newspapers under the
American Stock Exchange. Shares
of SCE’s Series A, Series B and
Series C preference stock are not
listed on an exchange.

Transfer Agent and Registrar
Wells Fargo Bank, N.A., which
maintains shareholder records, is
the transfer agent and registrar for
SCE’s preferred and preference
stock. 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 rep-
resentative (or to use the interactive
voice response unit 24 hours a day,
seven days a week) regarding:

m stock transfer and name-change
requirements;

m address changes, including
dividend payment addresses;

m electronic deposit of dividends;

= taxpayer identification number
submissions or changes;

= duplicate 1099 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.

Inquiries may also be directed to:

Mail

Wells Fargo Bank, N.A.

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

Fax
(651) 450-4033

Wells Fargo Shareowner Services™
www.wellsfargo.com/shareownerservices

Web Address
www.edisoninvestor.com

Online account information:
www.shareowneronline.com
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One:)

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2005

[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 1-2313

SOUTHERN CALIFORNIA EDISON COMPANY

(Exact name of registrant as specified in its charter)

California 95-1240335
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
2244 Walnut Grove Avenue
(P.O. Box 800)
Rosemead, California
(Address of principal 91770
executive offices) (Zip Code)

Registrant’s telephone number, including area code: (626) 302-1212

Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange
Title of each class on which registered
Capital Stock
Cumulative Preferred American

4.08% Series 4.32% Series
4.24% Series 4.78% Series

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the
Securities Act. Yes®M No [

Indicate ty check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d)
of the Exchange Act. YesO No



Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days. Yes & No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-
accelerated filer. See definition of “accelerated filer” and “large accelerated filer” in Rule 12b-12 of the
Exchange Act. (Check One):

Large Accelerated Filer 0 Accelerated Filer [0  Non-accelerated filer ©

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Exchange Act). Yes[O No

As of June 30, 2005, there were 434,888,104 shares of Common Stock outstanding, all of which are held
by the registrant’s parent holding company. The aggregate market value of registrant’s voting and

non-voting common equity held by non-affiliates was zero. As of March 3, 2006, there were 434,888,104
shares of Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the following documents listed below have been incorporated by reference into the parts of this
report so indicated.

(1) Designated portions of the registrant’s Annual Report to Shareholders

for the year ended December 31, 2005 PartsTand I
(2) Designated portions of the Proxy Statement relating
to registrant’s 2006 Annual Meeting of Shareholders Part IIT
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains “forward-looking statements™ within the meaning of the
Private Securities Litigation Reform Act of 1995. Forward-looking statements 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 assumptions about future events and include any
statemnent that does not directly relate to a historical or current fact. Other information distributed by SCE
that is iacorporated 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,” “anticipates,”
“estimates,” “projects,” “intends,” “plans,” “probable,” “may,” “will,” “could,” “would,” “should,” and
variations of such words and similar expressions, or discussions of strategy or of plans, are intended to
identify forward-looking statements. Such statements necessarily involve risks and uncertainties that
could cause actual results to differ materially from those anticipated. See “Risk Factors” in Part I, Item
1A of this report and “Introduction” in the MD&A for cautionary statements that accompany those
forwarc-looking statements and identify important factors that could cause results to differ. Readers
should carefully review those cautionary statements as they identify important factors that could cause
results to differ, or that otherwise could impact SCE or its subsidiaries.

" &

Additional information about risks and uncertainties, including more detail about the factors described in
this report, is contained throughout this report, in the Management’s Discussion and Analysis of Financial
Condition and Results of Operations (MD&A) that appears in SCE’s 2005 Annual Report to Shareholders
(Annual Report), the relevant portions of which are filed as Exhibit 13 to this report, and which is
incorporated by reference into Part I, Item 7 of this report, and in Notes to Consolidated Financial
Statements (Notes to Financial Statements). 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. Forward-looking statements speak only as of the date they are made and SCE is riot
obligated to publicly update or revise forward-looking statements. Readers should review future reports
filed by SCE with the _Securities and Exchange Commission (SEC).

PART 1

ITEM 1. BUSINESS

SCE was incorporated in 1909 under the laws of the State of California. SCE is a public utility primarily
engaged in the business of supplying electric energy to a 50,000-square-mile area of central, coastal and
southem California, excluding the City of Los Angeles and certain other cities. This SCE service territory
includes approximately 428 cities and communities and a population of more than 13 million people. In
2005, SCE’s total operating revenue was derived as follows: 39% commercial customers, 33% residential
customers, 9% resale sales, 7% industrial customers, 5% other electric revenue, 5% public authorities,
and 2% agricultural and other customers. At December 31, 2005, SCE had consolidated assets of $24.7
billion i#nd total shareholder’s equity of $5.7 billion. SCE had 14,041 full-time employees at year-end
2005. Edison International owns all of the common stock of SCE. Except when otherwise stated,
references to SCE mean SCE together with its subsidiaries on a consolidated basis.

Information about SCE is available on the intemnet website maintained by Edison International at
http://www.edisoninvestor.com. SCE makes available, free of charge on that internet website, its Annual
Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments
to those. reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as soon as reasonably practicable after SCE electronically files such material with, or furnishes it
to, the SEC. Such reports are also available on the SEC’s internet website at http://www.sec.gov. The



information contained in our website, or connected to that site, is not incorporated by reference into this
report.

Regulation

SCE’s retail operations are subject to regulation by the California Public Utilities Commission (CPUC).
The CPUC has the authority to regulate, among other things, retail rates, issuance of securities, and
accounting practices. SCE’s wholesale operations are subject to regulation by the Federal Energy
Regulatory Commission (FERC). The FERC has the authority to regulate wholesale rates as well as other
matters, including retail transmission service pricing, 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 the heading “Regulatory Matters.” Also see “—
Competition.”

SCE is subject to the jurisdiction of the United States Nuclear Regulatory Commission with respect to its
nuclear power plants. United States Nuclear Regulatory Commission 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
jurisciction 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 (US 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 the 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. SCE has a
coastal permit from the California Coastal Commission 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.

SCE is subject to CPUC affiliate transaction rules and compliance plans governing the relationship
between SCE and its affiliates. On October 27, 2005, the CPUC issued an order instituting rulemaking
(OIR) to allow the CPUC to re-examine the relationships of the major California energy utilities with
their parent holding companies and non-regulated affiliates. The OIR was issued in part in response to the
repeal of PUHCA 1935. Additional information about the OIR appears in the MD&A under the heading



“Regulatory Matters—Current Regulatory Developments—Holding Company Order Instituting
Rulemaking.”

In addition, the CPUC has issued affiliate transaction rules governing the relationships between SCE and
its affiliates, including Edison International and its nonutility subsidiaries. SCE has filed compliance
plans which set forth SCE’s implementation of the CPUC’s affiliate transaction rules. The rules and
compliance plans are intended to maintain separateness between utility and nonutility activities and
ensure that utility assets are not used to subsidize the activities of nonutility affiliates.

Competition

Becaust: SCE is an electric utility company operating within a defined service territory pursuant to
authority from the CPUC, SCE faces competition only to the extent that federal and California laws
permit other entities to provide electricity and related services to customers within SCE’s service
territorv. California law currently provides only limited opportunities for customers to choose to purchase
power lirectly from an energy service provider other than SCE. SCE also faces some competition from
cities that create municipal utilities or community choice aggregators. In addition, customers may install
their own on-site power generation facilities. Competition with SCE is conducted mainly on the basis of
price as customers seek the lowest cost power available. The effect of competition on SCE generally is to
reduce the size of SCE’s customer base, thereby creating upward pressure on SCE’s rate structure to
cover fixed costs, which in turn may cause more customers to leave SCE in order to obtain lower rates.

Properties

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 7,200 circuit miles of 33 kilovolt (kV), 55 kV, 66 kV, 115 kV, and 161 kV lines anc!
3,500 circuit miles of 220 kV lines (all located in California), 1,238 circuit miles of 500 kV lines

(1040 miles in California, 86 miles in Nevada, and 112 miles in Arizona), and 851 substations. SCE’s
distribution system, which takes power from substations to the customer, includes approximately 60,300
circuit miles of overhead lines, 37,900 circuit miles of underground lines, 1.5 million poles, 569
distribution substations, 695,000 transformers, and 777,000 area and streetlights, all of which are located
in California.

SCE owns and operates the following generating facilities: (1) an undivided 75.05% interest

(1,614 roegawatts (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; (2) 36 hydroelectric plants

(1,153 MW) located in California’s Sierra Nevada, San Bernardino and San Gabriel mountain ranges, three
of which (2.7 MW) are no longer operational and will be decommissioned; and (3) a diesel-fueled
generating plant (9 MW) located on Santa Catalina island off the southern California coast.

SCE also owns and operates an undivided 56% interest (885 MW net) in the Mohave Generating Station
(Mohave), which consists of two coal-fueled generating units located in Clark County, Nevada near the
California border. The plant ceased operating on December 31, 2005. At this time, there is no definite
return to service date. Additional information regarding Mohave appears in the MD&A under the heading
“Regulatory Matters—Mohave Generating Station and Related Proceedings.”

In addition, SCE acquired in 2004 Mountainview Power Company LLC, which consisted of a natural gas-
fueled two unit power plant in the early stages of construction in Redlands, California. The first unit
commenced commercial operations in December 2005, and the second unit commenced commercial
operations in January 2006. The Mountainview plant has a generating capacity of 1,054 MW.



SCE also owns an undivided 15.8% interest (601 MW) in Palo Verde Nuclear Generating Station (Palo
Verde), which is located near Phoenix, Arizona, and an undivided 48% interest (710 MW) in Units 4 and
S at Four Comners Generating Station (Four Corners), which is a coal-fueled generating plant located near
the City of Farmington, New Mexico. The Palo Verde and Four Corners plants are operated by Arizona
Public Service Company.

At year-end 2005, the SCE-owned generating capacity (summer effective rating) was divided
approximately as follows: 43% nuclear, 23% hydroelectric, 20% natural gas, 14% coal, and less than 1%
diesel. The capacity factors in 2005 for SCE’s nuclear and coal-fired generating units were: 98% for

San Onofre; 76% for Mohave; 85% for Four Comers; and 77% for Palo Verde. For SCE’s hydroelectric
plants, generating capacity is dependent on the amount of available water. SCE’s hydroelectric plants
operated at a 49% capacity factor in 2005. These plants were operationally available for 91% of the year.

The San Onofre units, Four Corners station, certain of SCE’s substations, 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
2006 and 2039 (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, the 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 the 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 approximately 209 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.

Substantially all of SCE’s properties are subject to the lien of a trust indenture securing first and
refunding mortgage bonds, of which approximately $5.4 billion in principal amount was outstanding on
December 31, 2005 (including the first mortgage bonds issued to secure a $1.7 billion revolving credit
facility). 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 Corners 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 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 Cormners station.

Nuclear Power Matters

Information about operating issues related to San Onofre appears in the MD&A under the heading
“Regulatory Matters—Current Regulatory Developments—San Onofre Nuclear Generating Station Steam
Genera:ors.” Information about Palo Verde steam generator replacements appears in the MD&A under
the heading “Regulatory Matters—Current Regulatory Developments—Palo Verde Generating Station
Steam Generators.” Information about nuclear decommissioning can be found in Note 8 of Notes to
Financial Statements. Information about nuclear insurance can be found in Note 9 of Notes to Financial

Statements.
Purchased Power and Fuel Supply

SCE obtains the power needed to serve its customers from its generating facilities and from purchases from
qualifying facilities, independent power producers, the California Independent System Operator, and other
utilities. In addition, power is provided to SCE’s customers through purchases by the California Departraent
of Water Resources (CDWR) under contracts with third parties. Sources of power to serve SCE’s custorners
during 2005 were as follows: 33% purchased power; 23.5% CDWR; and 43.5% SCE-owned generation-
consisting of 14.3% nuclear, 22.7% coal, and 6.5% hydro. Additional information about SCE’s power
procurement activities appears in the MD&A under the heading “Regulatory Matters.”

Natura! Gas Supply

SCE’s natural gas requirements in 2005 were for start-up use at Mohave, to meet contractual obligaticns
for power tolling agreements (power contracts in which SCE has agreed to provide the natural gas necded
for generation under those power contracts) and to serve demand for gas at SCE’s new Mountainview
gas-fired generation facility, which commenced operations in December 2005. All of the physical gas
purchased by SCE in 2005 was purchased under North American Energy Standards Board agreements
(master gas agreements) that define the terms and conditions of transactions with a particular supplier
prior to any financial commitment.

SCE contracted for firm access rights onto the Southern California Gas Company system at Wheeler
Ridge for 198,863 million British thermal units (MMBtu) per day in a 13-year contract entered into in
August 1993, effective November 1, 1993. SCE has the unilateral right to renew this contract for an
equivalent term upon the expiration of its initial term. SCE has not yet made a determination as to
whether this contract will be extended. SCE also has firm transportation rights of 18,000 MMBtu per day
on Southwest Gas Corp’s pipeline to serve Mohave.

In 2005, SCE secured a one-year natural gas storage capacity contract with Southern California Gas
Company for the 2005/2006 storage season. Storage capacity was secured to provide operation flexibility
and to raitigate potential costs associated with the dispatch of SCE’s tolling agreements. SCE has been in
negotiations with Southern California Gas Company for additional storage but has not yet entered into a
similar arrangement.



Nuclear Fuel Supply

For San Onofre Units 2 and 3, contractual arrangements are in place covering 100% of the projected
nuclear fuel requirements through the years indicated below:

Uranitlim COMNCENITALES.......ccccoceeerrrrrersrecsseerersserssersssmmesssseessansesssessnsasssnesssasaserasns 2008
COMVETSION ceevreerversersseresseessrnessecsssssssssnesssesssssesssesssaessassssossesssssssessasessssesnes 2008
ENFICHMENL ca..neeeeeeeeeereccrersreccsiessvnesssesssssesessssanessesesssnessasessessssareessssesns 2008
Fabrication terreeeseeesssssesaressteessssaaesnstessbaneetaensteesasreserursssaane 2015

For Palo Verde, contractual arrangements are in place covering 100% of the projected nuclear fuel
requirements through the years indicated below:

UTraniUIm CONCENLIIALES. .....ceveerrererreveerrnresrerssssessnnsosssosssssssesssssssssasessnsssssasessassssans 2008
CONVETSION ceeveererrrrrerersrsnerrecssssseossrrsessssssesesssssssssssssssssassssssasessaasesssrsnsasassnnn 2008
ENFICHMENL ...coeeeeieericreeereeienerseserssssssssesssessasssssssssssessssossssnnossses 2010
FaDIICALION. .. eeveeereereecrrrnteressrnrreesesseresesssseosssssnsssssssssssessssnsossanssssrarsasasssnse 2015

Spent Nuclear Fuel

Information about Spent Nuclear Fuel appears in Note 9 of Notes to Financial Statements.

Coal Supply

SCE has purchased coal pursuant to long-term contracts to provide stable and reliable fuel supplies to its
two coal-fired generating stations, the Four Comers and Mohave plants. SCE entered into a coal contract,
dated September 1, 1966, with the Utah Construction & Mining Company, the predecessor to the current
owner of the Navajo mine, the BHP Navajo Coal Company, to supply coal to Four Comners Units 4 and 5.
The initial term of this coal supply contract for the Four Corners plant was through 2004 and included
extension options for up to 15 additional years. On January 1, 2005 SCE and the other Four Corners
participants entered into a Restated and Amended Four Corners Fuel Agreement under which coal will be
supplied until July 6, 2016. The Restated and Amended Agreement contains an option to extend for not
less than five additional years or more than 15 years. The coal supply contract for the Mohave plant
expired on December 31, 2005, and the plant has ceased operating while coal and water issues are
resolved. There is no definite return to service date. Additional information about the litigation affecting
the coal supply contract for the Mohave plant appears in the MD&A under the heading “Other
Developments—Navajo Nation Litigation.”

Discontinued Operations

Information about SCE’s discontinued operations appears in Note 11 of Notes to Financial Statements.

Seasonality

Due to warmer weather during the summer months, electric utility revenue during the third quarter of
each year is generally significantly higher than other quarters.

Environmental Matters

SCE is subject to environmental regulation by federal, state and local authorities in the jurisdictions in
which it operates in the United States. This regulation, including the areas of air and water pollution,



waste rnanagement, hazardous chemical use, noise abatement, land use, aesthetics, and nuclear control,
continues 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.

SCE believes that it is in substantial compliance with environmental regulatory requirements and that
maintaining compliance with current requirements will not materially affect its financial position or
results of operations. However, possible future developments, such as the promulgation of more stringent
envirormental laws and regulations, future proceedings that may be initiated by environmental
authorities, and settlements agreed to by other companies could affect the costs and the manner in which
SCE ccnducts its business and could cause it to make substantial additional capital or operational
expenditures. There is no assurance that SCE would be able to recover these increased costs from its
customers or that SCE’s financial position and results of operations would not be materially adversely
affected. SCE is unable to predict the extent to which additional regulations may affect its operations and
capital expenditure requirements.

Typically, environmental laws and regulations require a lengthy and complex process for obtaining
licenses, permits and approvals prior to construction, operation or modification of a project. Meeting all
the neczssary requirements can delay or sometimes prevent the completion of a proposed project as well
as require extensive modifications to existing projects, which may involve significant capital or
operational expenditures. Furthermore, if SCE fails to comply with applicable environmental laws, it may
be subjzct to injunctive relief, penalties and fines imposed by regulatory authorities.

The lawss and regulations discussed below primarily impact SCE’s coal-fired, gas-fired and nuclear
generation facilities. The air quality and climate change discussions primarily impact the coal-fired
Mohave and Four Corners plants. Developments in the air quality and climate change areas may also have
an impact on SCE’s gas-fired Mountainview plant. However, the Mountainview plant was constructed
with current pollution control technology so the impact of new regulations would likely have less of an
impact on Mountainview than Mohave and Four Corners. The Mountainview plant is SCE’s only gas-
fired generation facility. The water quality discussion primarily impacts San Onofre.

Air Quality

SCE’s facilities are subject to various air quality regulations, including the Federal Clean Air Act and
similar state and local statutes.

Mohave Shutdown

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 Nevada federal district court in December 1999. The consent decree required the installation of
certain air pollution control equipment prior to December 31, 2005 if the plant was to operate beyond that
date. In addition, operation beyond 2005 required that agreements be reached with the Navajo Nation and
the Hopi Tribe (Tribes) regarding post-2005 water and coal supply needs.

SCE’s share of the costs of complying with the consent decree and taking other actions to allow operation
of the Mohave plant beyond 2005 is estimated to be approximately $605 million. Agreement with the
Tribes on water and coal supplies for Mohave was not reached by December 31, 2005, and it is not
currently known whether such an agreement will be reached. No agreement was reached to amend the:
terms of the federal court consent decree. As a result, Mohave ceased operation on December 31, 2005.



For the Mohave plant to restart operation, it will be necessary for agreements to be reached with the
Tribes on the water and coal supply issues, and for the terms of the consent decree to be met or modified.

Until there is a final resolution as to whether the Mohave plant will begin operating again, and what
regulations will be in effect at that time, SCE cannot evaluate the potential impact of the air quality
regulations discussed below on the operations of its facilities. Additional capital costs related to those
regulations could be required in the future and they could be material, depending upon the final standards
adopted.

Regional Haze

In the event that the Mohave plant does restart operations, its operations may be subject to the US EPA’s
final rulemaking on regional haze, issued on June 15, 2005. Under the rule, by December 17, 2007, each
state must file with the US EPA as part of its State Implementation Plan (SIP) plans for regional haze
improvement. It is not known whether Nevada’s regional haze SIP for Mohave will impose any additional
emissions control requirements on the Mohave plant beyond meeting the provisions of the 1999 consent
decree.

Mercury

In the event of a Mohave restart, its operations may be subject to the US EPA’s Clean Air Mercury Rule
(CAMR), which was issued on March 15, 2005. CAMR creates a market-based cap-and-trade program to
reduce mercury emissions from existing coal-fired power plants down to a national cap of 38 tons by
2010 and to 15 tons by 2018. States may join the trading program by adopting the CAMR model trading
rules in state regulations, or they may adopt regulations that mirror the necessary components of the
model trading rule. States are not required to adopt a cap-and-trade program and may promulgate
alternative regulations, such as command and control regulations, that are equivalent to or more stringent
than the CAMR’s suggested cap-and-trade program. The CAMR allocates mercury emission credits to
each plant, including Mohave, based on a model rule that states, including Nevada, may adopt.

Contemporaneous with the adoption of the CAMR, the US EPA rescinded its previous finding that
mercury emissions from coal-fired power plants had to be regulated as a hazardous air pollutant pursuant
to Section 112 of the federal Clean Air Act, which would have imposed technology-based standards.
Litigation has been filed challenging the rescission action, alleging that the US EPA erred in adopting a
market-based program rather than technology-based emissions limitations. Litigation has also been filed
to challenge the CAMR. Depending on the results of these challenges, the CAMR rules and timetables
may change.

If Nevada adopts the US EPA’s model allocations rule, SCE expects that Mohave would have sufficient
mercury credits to meet operational needs until 2018, at which time estimated mercury credit allocations
are approximately 50% lower than required for operations. States are required to adopt a mercury
reduction method and submit their mercury SIP to the US EPA by November 2006. While Nevada has
begun its scoping meetings for this rulemaking, it is not yet known what approach Nevada will take on its
mercury regulation.

For SCE, these regulations will primarily impact its possible future operation of the Mohave plant.
Additional information regarding the shutdown of Mohave appears in the MD&A under the heading
“Regulatory Matters—Current Regulatory Developments—Mohave Generating Station and Related
Proceedings.”



National Ambient Air Quality Standards

The ambient air quality standards for ozone and fine particulate matter adopted by the US EPA in July
1997 are another regulatory standard to which Mohave may be subject if it resumes operations. The US
EPA designated non-attainment areas for the 8-hour ozone standard on April 30, 2004, and for the fin2
particulate standard on January S5, 2005. States are required to revise their implementation plans for the
ozone and particulate matter standards within three years of the effective date of the respective non-
attainment designations — by June 2007 for the 8-hour ozone SIP, and by April 2008 for the fine
particulate SIP.

Clark County, Nevada, where the Mohave plant is located, has been designated a nonattainment area for
the new 8-hour ozone national ambient air quality standard. Clark County is currently in the process of
developing its SIP to demonstrate attainment of the 8-hour ozone standard. Depending on the control
measuras adopted for Clark County’s 8-hour ozone SIP, Mohave may be required to reduce nitrogen
oxide (INOx) emissions (NOx emissions are a precursor to ambient levels of ozone) below the levels
resulting from the low NOx burner control technology required under the 1999 Mohave consent decree.
Until information is available regarding Clark County’s SIP, SCE cannot fully evaluate the potential
impact on Mohave if it resumes operations. Additional capital costs related to those regulations could be
required in the future and they could be material, depending upon the final standards adopted.

Clean Air Act Interstate Rule

At this time, the US EPA’s Clean Air Act Interstate Rule (CAIR), does not have an impact on SCE’s
facilities. CAIR, issued by the US EPA on March 10, 2005, applies to 28 eastern states and the District of
Columbia, and is intended to address ozone attainment issues by reducing regional sulfur dioxide and
NOx erissions. The CAIR has been challenged in court by state, environmental, and industry groups,
which 1nay result in changes to the substance of the rule and to the timetables for implementation. While
the US EPA has not adopted a rule comparable to CAIR for the western United States, where SCE has
facilities, SCE cannot predict what action the US EPA will take in the future with regard to the western
United States, and what impact those actions would have on its facilities.

New Source Review Requirements

Since 1999, the US EPA has pursued a coordinated compliance and enforcement strategy to address
Clean Air Act New Source Review (NSR) compliance issues at the nation's coal-fired power plants. The
NSR regulations impose certain requirements on facilities, such as electric generating stations, in the
event that modifications are made to air emissions sources at the facility. The US EPA’s strategy included
both the filing of a number of suits against power plant owners, and issuance of a number of
administrative notices of violation to power plant owners alleging NSR violations. SCE and its
subsidiaries have not been named as a defendant in these lawsuits and have not received any
administrative notices of violation alleging NSR violations at any facilities.

In October 2005, the US EPA announced a revised NSR strategy to take account of recent US EPA
rulemalings, such as the CAIR and regional haze rules, affecting coal-fired power plants. Under the
revised strategy, while the US EPA will continue to pursue filed cases and cases in active negotiation. it
intends to shift its future enforcement focus from coal-fired power plants to other sectors where
compliance assurance activities have the potential to produce significant environmental benefits.

Developments will continue to be monitored by SCE, to assess what implications, if any, they will have
on the operation of power plants owned or operated by SCE, or on SCE’s results of operations or
financial position.



Climate Change

The Kyoto Protocol on climate change officially came into effect on February 16, 2005. Under the Kyoto
Protocol, the United States would have been required, by 2008-2012, to reduce its greenhouse gas
emissions, such as carbon dioxide, by 7% from 1990 levels. Under the Bush administration, however, the
United States has chosen not to pursue ratification of the Kyoto Protocol. Instead, the Bush administration
has proposed several alternatives to mandatory reductions of greenhouse gases.

There have been several petitions from states and other parties to compel the US EPA to regulate
greenhouse gases under the Clean Air Act. Also, in 2004 several states and environmental organizations
brought a complaint in federal court in New York, alleging that several electric utility corporations are
Jointly and severally liable under a theory of public nuisance for damages caused by their alleged
contribution to giobal warming resulting from carbon dioxide emissions from coal-fired power plants
owned and operated by these companies or their subsidiaries. SCE was not named as a defendant in the
complaint. The case was dismissed and is currently on appeal with the United States Court of Appeals for
the Second Circuit.

In California, Governor Schwarzenegger issued an executive order on June 1, 2005 setting forth targets
for greenhouse gas reductions. The targets call for a reduction of greenhouse gas emissions to 2000 levels
by 2010; a reduction of greenhouse gas emissions to 1990 levels by 2020; and a reduction of greenhouse
gas emissions to 80% below 1990 levels by 2050.

The CPUC is addressing climate change related issues in various regulatory proceedings. In a decision
pertaining to SCE’s 2004 long-term procurement plan the CPUC is requiring a “carbon adder” of
$8-$25/ton of carbon dioxide to be used in the evaluation of fossil fuel generation bids for contracts of
five years or longer. On October 6, 2005, the CPUC adopted a resolution directing the CPUC staff and
general counsel to investigate adoption by the CPUC of a greenhouse gas emissions performance standard
for investor-owned utilities procurement. On February 16, 2006, the CPUC issued a decision in the
Procurement Incentive Framework proceeding, in which the CPUC states its intent to develop a load-
based greenhouse gas emissions cap for SCE, and other load serving entities the CPUC asserts to be
within its jurisdiction.

SCE will continue to monitor these developments relating to greenhouse gas emissions to determine their
impacts on SCE’s operations. Any legal obligation that would require SCE to reduce substantially its
emissions of carbon dioxide could require extensive mitigation efforts at its Mohave plant if it resumes
operations, and could raise considerable uncertainty about the future viability of fossil fuels, particularly
coal, as an energy source for new and existing electric generating facilities. New regulations could also
increase the cost of purchased power, which is generally borne by SCE’s customers. Additional
information regarding purchased power costs appears in the MD&A under the heading “Regulatory
Matters.”

Hazardous Substances and Hazardous Waste Laws

Under various 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 petroleumn products located
at that facility, and may be held liable to a governmental entity or to third parties for property damage,
personal injury, natural resource damages, 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 (CERCLA), and the
Resource Conservation and Recovery Act (RCRA), impose liability without regard to whether the owner
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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.

In addition, the federal Toxic Substances Control Act (TSCA) and accompanying regulations govern the
manufacturing, processing, distribution in commerce, use, and disposal of listed compounds, including
polychlorinated biphenyls (PCBs), a toxic substance. Federal, state, and local laws, regulations and
ordinances also govern the removal, encapsulation or disturbance of asbestos-containing materials when
these materials are in poor condition or in the event of construction, remodeling, renovation or demolition
of a building and other structures containing asbestos.

In connection with the ownership and operation of its facilities, SCE may be liable for costs associated
with hazardous waste compliance and remediation required by the laws and regulations identified herein.
The CPUC allows SCE to recover in retail rates paid by its customers partial environmental remediation
costs a: certain sites through an incentive mechanism. Additional information about these laws and
regulations appears in Note 9 of Notes to Financial Statements and in the MD&A under the heading
“Other Developments—Environmental Matters.”

Water Quality

Regulations under the federal Clean Water Act require permits for the discharge of pollutants into United
States 'vaters and permits for the discharge of storm water flows from certain facilities. 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 generating facilities. California has a US EPA approved
prograin to issue individual or group (general) permits for the regulation of Clean Water Act discharges.
California also regulates certain discharges not regulated by the US EPA. SCE incurs additional expenses
and capital expenditures in order to comply with guidelines and standards applicable to certain of its
facilitics.

Cooling Water Intake Structures

On July 9, 2004, the US EPA published the final Phase II regulations implementing Section 316(b) of the
Clean Water Act. The rulemaking establishes standards for cooling water intake structures at existing
electrical generating stations that withdraw more than S0 million gallons of water per day and use more
than 25 % of that water for cooling purposes. The purpose of the regulations is to substantially reduce the
number of aquatic organisms that are impinged against cooling water intake structures or drawn into
cooling water systems.

While 5CE believes that this rule, as drafted, would not have a material impact on SCE’s operations at
San Onofre, certain aspects of the rule that are being contested in the courts, such as the right to offset
impacts through restoration, are important to SCE’s expectation that compliance with the new rules will
not require any physical or operational modifications at San Onofre. Until the challenges to the
rulemaking have concluded, SCE cannot determine the full financial impact of this rule.

Electric and Magnetic Fields

Electric and magnetic fields naturally result from the generation, transmission, distribution and use of
electricity. Since the 1970s, concerns have been raised about the potential health effects of electric and
magnetic fields (EMF). After 30 years of research, a health hazard has not been established to exist.
Potentially important public health questions remain about whether there is a link between EMF
exposures in homes or work and some diseases, and because of these questions, some health authorities
have identified EMF exposures as a possible human carcinogen.
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In October 2002, the California Department of Health Services released to the CPUC and the public its
report evaluating the possible risks from EMF. The conclusions in the report of the California Department
of Health Services contrast with other recent reports by authoritative health agencies in that the California
Department of Health Services has assigned a substantially higher probability to the possibility that there
is a causal connection between EMF exposures and a number of diseases and conditions, including
childhood leukemia, adult leukemia, amyotrophic lateral sclerosis, and miscarriages.

On August 19, 2004, the CPUC issued an order instituting rulemaking to update the CPUC’s policies and
procedures related to EMF emanating from regulated utility facilities. Following submission of comments
and information by all interested parties to the CPUC in 2004 and 2005, the administrative law judge
issued a draft decision in December 2005, and the CPUC issued its final decision on January 26, 2006.
The decision concluded that a direct link between exposure to EMF and human health effects has yet to
be proven, and affirms the CPUC’s existing “low-cost/no-cost” EMF policies to mitigate EMF exposure
for new utility transmission and substation projects.

Financial Information About Geographic Areas

All of SCE’s revenues for the last three fiscal years are attributed to SCE’s country of domicile, the
United States. All of SCE’s assets are located in the United States.

ITEM 1A. RISK FACTORS

SCE’s financial viability depends upon its ability to recover its costs in a timely manner from its
customers through regulated rates.

SCE is a regulated entity subject to CPUC jurisdiction in almost all aspects of its business, including the
rates, terms and conditions of its services, procurement of electricity for its customers, issuance of
securities, dispositions of utility assets and facilities and aspects of the siting and operations of its
electricity distribution systems. SCE’s ongoing financial viability depends on its ability to recover from
its customers in a timely manner its costs, including the costs of electricity purchased for its customers, in
its CPUC-approved rates and its ability to pass through to its customers in rates its FERC-authorized
revenue requirements. SCE’s financial viability also depends on its ability to recover in rates an adequate
return on capital, including long-term debt and equity. If SCE is unable to recover any material amount of
its costs in rates in a timely manner or recover an adequate return on capital, its financial condition and
results of operations could be materially adversely affected.

SCE’s revenues and earnings are substantially affected by regulatory proceedings known as general rate
cases and cost of capital proceedings. General rate cases are expected to occur every three years. During
those cases, the CPUC determines SCE’s rate base (the value of assets on which SCE earns a rate of
return for investors), depreciation rates, operation and maintenance costs, and administrative and general
costs that SCE may recover from its customers through its rates. Cost of capital proceedings are
conducted annually. During those cases, the CPUC authorizes SCE’s capital structure and the return on
common equity applicable to the rate base determined in the general rate case proceedings. More
information about these proceedings is set forth in the MD&A under the heading “Regulatory Matters.”

SCE’s energy procurement activities are subject to regulatory and market risks that could adversely
affect its financial condition, liquidity, and earnings.

SCE obtains energy, capacity, and ancillary services needed to serve its customers from its own
generating plants and contracts with energy producers and sellers. California law and CPUC decisions
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allow SCE to recover in customer rates reasonable procurement costs incurred in compliance with an
approved procurement plan. Nonetheless, SCE’s cash flows remain subject to volatility resulting from its
procurement activities. In addition, SCE is subject to the risks of unfavorable or untimely CPUC
decisions about the compliance of procurement activities with its procurement plan and the
reasorableness of certain procurement-related costs.

Many of SCE’s power purchase contracts are tied to market prices for natural gas. Some of its contrzcts
also are subject to volatility in market prices for electricity. SCE seeks to hedge its market price exposure
to the extent authorized by the CPUC. SCE may not be able to hedge its risk for commodities on
favorable terms or fully recover the costs of hedges in rates, which could adversely affect SCE’s liquidity

and results of operation.

In its power purchase contracts and other procurement arrangements, SCE is exposed to risks from
changes in the credit quality of its counterparties. If a counterparty were to default on its obligations, SCE
could be exposed to potentially volatile spot markets for buying replacement power or selling excess
power.

SCE relies on access to the capital markets. If SCE were unable to access capital markets or the cost of
capital were to substantially increase, its liquidity and operations could be adversely affected.

SCE’s ability to make scheduled payments of principal and interest, refinance debt, and fund its
operations and planned capital expenditure projects depends on its cash flow and access to the capital
marke:s. SCE’s ability to arrange financing and the costs of such capital are dependent on numerous
factors, including its levels of indebtedness, maintenance of acceptable credit ratings, its financial
performance, liquidity and cash flow, and other market conditions. Market conditions which could
adversely affect SCE’s financing costs and availability include:

an economic downturn;

capital market conditions generally;

market prices for electricity or gas;

changes in interest rates and rates of inflation;

terrorist attacks or the threat of terrorist attacks on SCE’s facilities or unrelated energy companies;
and

e the overall health of the utility industry.

SCE may not be successful in obtaining additional capital for these or other reasons. The failure to obtain
additicnal capital from time to time may have a material adverse effect on SCE’s liquidity and operations.

SCE is subject to numerous environmental laws and regulations with respect to operation of its
Jacilities. New laws and regulations could adversely affect SCE.

The operation of SCE’s power generation, transmission, and distribution facilities is subject to numerous
environmental laws and regulations. Those laws and regulations require SCE to expend substantial siums
to mitigate or remove the effect of its operations on the environment and can impede the development of
new facilities. Violations of environmental laws and regulations can result in fines, penalties and liatility
to third parties. In addition, new environmental laws, regulations and standards may be adopted that
would impose substantial costs on SCE or impair its future operations. Environmental advocacy groups
and regulatory agencies have been focusing considerable attention on carbon dioxide emissions and the
effect of those emissions on global warming. The adoption of new laws and regulations to control carbon
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dioxide or other emissions could adversely affect the operation of SCE’s generating plants and other
facilities and result in additional costs that could adversely affect SCE’s results of operations.

SCE is subject to extensive regulation and the risk of adverse regulatory decisions and changes in
applicable regulations or legislation.

SCE operates in a highly regulated environment. SCE’s business is subject to extensive federal, state and
local energy, environmental and other laws and regulations. The CPUC regulates SCE’s retail operations,
and the FERC regulates SCE’s wholesale operations. The United States Nuclear Regulatory Commission
regulates SCE’s nuclear power plants. The construction, planning, and siting of SCE’s power plants in
California are also subject to the jurisdiction of the California Energy Commission and the CPUC.
Additional regulatory authorities with jurisdiction over some of SCE’s operations include the California
Air Resources Board, the California State Water Resources Control Board, the California Department of
Toxic Substances Control, the California Coastal Commission, the United States Environmental
Protection Agency, the United States Department of Energy, the Nuclear Regulatory Commission, and
various local regulatory districts.

SCE must periodically apply for licenses and permits from these various regulatory authorities and abide
by their respective orders. Should SCE be unsuccessful in obtaining necessary licenses or permits or
should these regulatory authorities initiate any investigations or enforcement actions or impose penalties
or disallowances on SCE, SCE's business could be adversely affected. Existing regulations may be
revised or reinterpreted and new laws and regulations may be adopted or become applicable to SCE or
SCE’s facilities in a manner that may have a detrimental effect on SCE’s business or result in significant
additional costs because of SCE’s need to comply with those requirements.

There are inherent risks associated with operating nuclear power generating facilities.
Spent fuel storage capacity could be insufficient to permit long-term operation of SCE’s nuclear plants.

SCE operates and is majority owner of the San Onofre Nuclear Generating Station and is part owner of
the Palo Verde Nuclear Generating Station. The United States Department of Energy has defaulted on its
obligation to begin accepting spent nuclear fuel from commercial nuclear industry participants by January
31, 1998. If SCE or the operator of the Palo Verde plant were unable to arrange and maintain sufficient
capacity for interim spent-fuel storage now or in the future, it could hinder operation of the plants and
impair the value of SCE’s ownership interests until storage could be obtained, each of which may have a
material adverse effect on SCE.

Existing insurance and ratemaking arrangements may not protect SCE fully against losses from a nuclear
incident.

Federal law limits public liability from a nuclear incident to $10.8 billion. SCE and other owners of the
San Onofre and Palo Verde nuclear generating stations have purchased the maximum private primary
insurance available of $300 million per site. If the public liability limit is insufficient, federal regulations
may impose further revenue-raising measures to pay claims, including a possible additional assessment
on all licensed reactor operators. In the event of such an under-insured nuclear incident, a tension could
exist between the federal government’s attempt to impose revenue-raising measures upon SCE and the
CPUC’s willingness to allow SCE to pass this liability along to its customers, resulting in undercollection
of SCE’s costs.
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SCE’s financial condition and results of operations could be materially adversely affected if it is
unable to successfully manage the risks inherent in operating its facilities.

SCE owns and operates extensive electricity facilities that are interconnected to the United States western
electricity grid. The operation of SCE’s facilities and the facilities of third parties on which it relies
involves numerous risks, including:

operating limitations that may be imposed by environmental or other regulatory requirements;
imposition of operational performance standards by agencies with regulatory oversight of SCE’s
facilities;

environmental and personal injury liabilities caused by the operation of SCE’s facilities;
interruptions in fuel supply;

blackouts;

employee work force factors, including strikes, work stoppages or labor disputes;

weather, storms, earthquakes, fires, floods or other natural disasters;

acts of terrorism; and

explosions, accidents, mechanical breakdowns and other events that affect demand, result in power
outages, reduce generating output or cause damage to SCE’s assets or operations or those of third
parties on which it relies.

The occurrence of any of these events could result in lower revenues or increased expenses, or both,
which may not be fully recovered through insurance, rates or other means in a timely manner or at all.

SCE’s insurance coverage may not be sufficient under all circumstances and SCE may not be able to
obtain sufficient insurance.

SCE’s insurance may not be sufficient or effective under all circumstances and against all hazards or
liabilitizs to which it may be subject. A loss for which SCE is not fully insured could materially and
adversely affect SCE'’s financial condition and results of operations. Further, due to rising insurance costs
and chznges in the insurance markets, insurance coverage may not continue to be available at all or at
rates or on terms similar to those presently available to SCE.

SCE is subject to costs and other effects of legal proceedings as well as changes in or additions to
applicabie tax laws, rates or policies, rates of inflation, and accounting standards.

SCE is subject to costs and other effects of legal and administrative proceedings, settlements,
investigations and claims, as well as the effect of new, or changes in, tax laws, rates or policies, rates of
inflation and accounting standards.

ITEM IB. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

The principal properties of SCE are described above in Part I under the heading *Properties.”
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ITEM 3. LEGAL PROCEEDINGS
Navajo Nation Litigation

Information about the Navajo Nation litigation appears in the MD&A under the heading “Other
Developments—Navajo Nation Litigation.”

Department of the Army, Los Angeles District, Corps of Engineers/Notice of Violation of Clean
Water Act

In December 2004, the United States Army Corps of Engineers (Corps) sent SCE a Notice of Violation
(Notice), alleging that SCE or its contractors had discharged fill material into wetlands adjacent to the
Santa Ana River (River), in the City of Huntington Beach, CA (City). Under Sections 301 and 404 of the
Clean Water Act, the discharge of fill material into waters of the United States is unlawful unless first
permitted by the Corps pursuant to Section 404 of the Clean Water Act.

The Notice provided a general description of the area in question but did not specify the location of the
violation. Following discussions and correspondence with the Corps, it was determined that the Corps
was concerned about the actions of a licensee of SCE on an SCE-owned transmission right-of-way
corridor located adjacent to the River. SCE’s licensee, or its predecessor-in-interest, had obtained from
the City a Conditional Use Permit (CUP) to locate landscape nursery operations within the right-of-way
corridor. The CUP required the licensee to perform certain drainage and grading improvements to the
property before locating nursery operations on site. During the course of the grading work, the licensee
brought additional soil onto SCE’s property for use as fill material.

Potential penalties for violation of Section 404 of the Clean Water Act include a maximum criminal fine
of $50,000 per day and imprisonment for up to three years, and a maximum civil penalty of $25,000 per
day of violation. To date, however, the Corps has not proposed to impose any specific fine or penalty on
SCE with respect to the subject matter of the Notice.

In the process of investigating the matter, the Corps requested that SCE perform a wetlands delineation
study of the property to determine whether the property in question qualifies as a wetland area subject to
Corps jurisdiction. SCE has hired a consulting group to perform the wetlands delineation study, which
indicates that there are no federally regulated wetlands or waters of the United States associated with the
study area. SCE delivered the study to the Corps in January 2006. The Corps is in the process of
evaluating the wetlands delineation study.

ITEM 4. SUBMISSION OF MATTERS TO A YOTE OF SECURITY HOLDERS

No matters were submitted to a vote of shareholders of Edison International during the fourth quarter of
2005.
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Pursuant to Form 10-K’s General Instruction (General Instruction) G(3), the following information i's
included as an additional item in Part I:

Executive Officers of the Registrant

Execative Officer’" Decem?»if' ;tl, 2005 Company Position

John E. Bryson 62 Chairman of the Board

Alan J. Fohrer 55 Chief Executive Officer and Director

John R. Fielder 60 President

Ronald L. Litzinger 46 Senior Vice President. Transmission and Distribution

Thomas M. Noonan 54 Senior Vice President and Chief Financial Officer

Stepben E. Pickett 55 Senior Vice President and General Counsel

Pedro J. Pizarro 40 Senior Vice President, Power Procurement

Richzrd M. Rosenblum 55 Senior Vice President, Generation

Mahvash Yazdi 54 Senior Vice President, Business Integration, and
Chief Information Officer

Lynda L. Ziegler 53 Senior Vice President. Customer Service

Frederick J. Grigsby, Jr. 58 Vice President. Human Resources and Labor Relations

Lindz G. Suilivan 42 Vice President and Controller

" The term “Executive Officers” is defined by Rule 3b-7 of the General Rules and Regulations under the
Securities Exchange Act of 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, th= 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. 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

Senior Vice President, Regulatory Policy and Affairs,
SCE

John E. Bryson Chairman of the Board, SCE January 2003 to present
Chairman of the Board, President, and Chief Executive January 2000 to present
Officer, Edison International
Chairman of the Board, Edison Capital” January 2000 to present
Chairman of the Board, EME? January 2000 to December 2002
Alan J. Fohrer Chief Executive Officer and Director, SCE January 2003 to present
Chairman of the Board and Chief Executive Officer, SCE | January 2002 to December 2002
President and Chief Executive Officer, EME® January 2000 to December 2001
John R. Fielder President, SCE October 2005 to present

February 1998 to October 2005

Ronald L. Litzinger

Senior Vice President, Transmission and Distribution,
SCE

Vice President, Strategic Planning, EIX
Senior. Vice President and Chief Technical Officer, EME
Senior Vice President, Worldwide Operations, EME

May 2005 to present

May 2004 to April 2005
January 2002 to April 2004
June 1999 to December 2001

Thomas M. Noonan

Senior Vice President and Chief Financial Officer, SCE

Vice President and Controller, Edison International and
SCE

June 2005 to present
March 1999 to May 2005

Edison International

Stephen E. Pickett Senior Vice President and General Counsel, SCE January 2002 to present
Vice President and General Counsel, SCE January 2000 to December 2001
Pedro J. Pizarro Senior Vice President, Power Procurement, SCE May 2005 to present
Vice President, Power Procurement, SCE January 2004 to April 2005
Vice President, Strategy and Business Development, SCE | July 2001 to December 2003
Vice President, Technology Business Development, September 2000 to June 2001

Senior Vice President, Business Integration, and Chief
Information Officer, Edison International and SCE

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

Richard M. Senior Vice President, Generation, and Chief Nuclear November 2005 to present
Rosenblum Officer, SCE
Senior Vice President, Generation, SCE September 2005 to November
2005
Senior Vice President, Transmission & Distribution February 1998 to September
2005
Mahvash Yazdi

September 2003 to present

January 2000 to September 2003

Lynda L. Ziegler

Senior Vice President, Customer Service, SCE

March 2006 to present
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Executive Officer Company Position Effective Dates

Vice President, Customer Programs and Services May 2005 to February 2006
Division, SCE
Director, Customer Programs and Services Division. SCE | January 1999 to April 2005

}:r ederick J. Grigsby, | Vice President, Human Resources, Edison International January 2004 to present
L and SCE

Vice President, Human Resources and Labor Relations, July 2001 to December 2003

SCE

Linda G. Sullivan Vice President and Controller, Edison International and | June 2005 to present
SCE
Assistant Controller, Edison International May 2002 to May 2005
Assistant Controller, SCE March 2005 to May 2005
Manager, Controllers Department, Edison International September 1999 to April 2002
Controller, Edison Select® September 1999 to August 2001

) Edison Capital is a subsidiary of Edison International and has investments worldwide in energy and
infrastructure projects and affordable housing projects located throughout the United States.

@ EME is a subsidiary of Edison International and is an independent power producer engaged in the business. of
owning or leasing, operating and selling energy and capacity from electric power generation facilities.

@ Edison Select was a nonutility subsidiary of Edison International that was engaged in the business of offering retail
products and services. Edison Select was sold in August 2001.

PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

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, 2005 (Annual
Report), under Quarterly Financial Data on page 80 and is incorporated herein by this reference. As a.
result of the formation of a holding company described above in Item 1, all of the issued and outstanding
commocn 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 Plens,”
is not applicable because SCE has no compensation plans under which equity securities of SCE are
authorized for issuance.

ITEM 6. SELECTED FINANCIAL DATA

Information responding to Item 6 is included in the Annual Report under “Selected Financial and
Operating Data: 2001-2005" on page 81, and is incorporated herein by this reference.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Information responding to Item 7 is included in the Annual Report on pages 1 through 34 and is
incorporated herein by this reference.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Information responding to Item 7A is included in the MD&A under “Market Risk Exposures” on
pages 19 through 21. -

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 § is included in the Annual Report on pages 37 through 41 and is incorporated herein
by this reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

SCE’s management, under the supervision and with the participation of the company’s Chief Executive
Officer and Chief Financial Officer, has evaluated the effectiveness of SCE’s disclosure controls and
procedures (as that term is defined in Rules 13a-15(e) or 15d-15(e) under the Securities Exchange Act of
1934, as amended (the Exchange Act)) as of the end of the period covered by this report. Based on that
evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that, as of the end of
the period, SCE’s disclosure controls and procedures are effective.

Change in Internal Control Over Financial Reporting

There were no changes in SCE’s internal control over financial reporting (as such term is defined in
Rules 13a-15(f) or 15d-15(f) under the Exchange Act) during the fiscal quarter ended December 31, 2005
that have materially affected, or are reasonably likely to materially affect, SCE’s internal control over
financial reporting.

For the reasons discussed in Note 1 of the Notes to Consolidated Financial Statements, SCE has not
designed, established, or maintained internal control over financial reporting for four variable interest
entities, referred to as *“VIEs,” that SCE was required to consolidate under an accounting interpretation
issued by the Financial Accounting Standards Board. SCE’s evaluation of internal control over financial
reporting did not include these VIEs.

ITEM 9B. OTHER INFORMATION

None.

PART III
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 Proxy Statement (Proxy Statement) to be filed with
the SEC in connection with SCE’s Annual Shareholders’ Meeting to be held on April 27, 2006, under the
headings “Election of Directors, Nominees for Election™ and “Code of Business Conduct and Ethics,” and
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is inco:porated herein by this reference. The SCE Board of Directors has determined that Thomas C.
Sutton. the Chair of the Board Audit Committee, is a financial expert under SEC Guidelines and is
independent under the New York Stock Exchange listing standards.

ITEM 11. EXECUTIVE COMPENSATION

Information responding to Item 11 will appear in the Proxy Statement under the headings *“Director
Compensation,” “Executive Compensation:—Summary Compensation Table, Option/SAR Grants in
2005, Aggregated Option/SAR Exercises in 2005 and FY-End Option/SAR Values, Long-Term Incentive
Plan Awards in Last Fiscal Year, Pension Plan Table, Other Retirement Benefits, and Employment
Contrazts and Termination of Employment Arrangements,” and “Compensation and Executive Personnel
Committees’ Interlocks and Insider Participation,” and is incorporated herein by this reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

Information responding to Item 12 will appear in the Proxy Statement under the headings “Stock
Owner:hip of Directors, Director Nominee, and Executive Officers” and “Stock Ownership of Certain

Shareholders,” and is incorporated herein by this reference.

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.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information responding to Item 13 will appear in the Proxy Statement under the headings “Certain
Relationships and Transactions,” and is incorporated herein by this reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Information responding to Item 14 will appear in the Proxy Statement under the heading “Independent
Registered Public Accounting Firm Fees,” and is incorporated herein by this reference.

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a)(1) Financial Statements
The following items contained in the Annual Report are found on pages 1 through 79, and are

incorporated herein by this reference.

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

Report of Independent Registered Public Accounting Firm

Consolidated Statements of Income — Years Ended December 31, 2005, 2004 and 2003

Consolidated Statements of Comprehensive Income — Years Ended December 31, 2005,
2004, and 2003

Consolidated Balance Sheets — December 31, 2005 and 2004

Consolidated Statements of Cash Flows — Years Ended December 31, 2005, 2004 and 2003

Consolidated Statements of Changes in Common Shareholders’ Equity — Years Ended
December 31, 2005, 2004 and 2003

Notes to Consolidated Financial Statements
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(a)(2) Report of Independent Registered Public Accounting Firm and Schedules Supplementing
Financial Statements

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

Page
Report of Independent Registered Public Accounting Firm
on Financial Statement Schedules 23
Schedule II - Valuation and Qualifying Accounts for the
Year Ended December 31, 2005 24
Year Ended December 31, 2004 25
Year Ended December 31, 2003 . 26

Schedules I and III through V, inclusive, are omitted as not required or not applicable.
(a)(3) Exhibits
See Exhibit Index beginning on page 28 of this report.

SCE will furnish a copy of any exhibit listed in the accompanying Exhibit Index upon written request and
upon payment to SCE 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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PRICEWATERHOUSE(QOPERS

PricewaterhouseCoopers LLP
350 South Grand Avenue

Los Angeles CA 80071
Telephone (213) 356 6001
Facsimile (813) 637 4444

Report of Independent Registered Public Accounting Firm on
Financial Statement Schedules

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

Our audits of the consolidated financial statements referred to in our report dated March 6,
2006, appearing in the 2005 Annual Report of Southern California Edison Company (which
report anc. consolidated financial statements are incorporated by reference in this Annual
Report on Form 10-K) also included an audit of the financial statement schedule listed in Item
15(a)(2) of this Form 10-K. In our opinion, this financial statement schedule presents fairly, in
all material respects, the information set forth therein when read in conjunction with the
related consolidated financial statements.

%x%ﬁﬁﬂ‘”a’/ﬂ 4

Los Angeles, California
March 6, 2006
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Southern California Edison Company
SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS

For the Year Ended December 31, 2005

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

(In millions)

Uncollectible Accounts:

Customers $ 240 $ 84 $ — $ 105 $ 219
All other 6.9 8.4 —_ 4.5 10.8
Total $ 30.9 $ 168 $ — $ 150(a) $ 32.7

(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, 2004

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

(In millions)

Uncollzctible Accounts:

Customers $ 237 $ 167 $ — $ 164 $ 240
All other 6.6 3.3 — 3.0 6.9
Total $ 303 $ 200 $ — $ 194(a)- $ 30.9

(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, 2003

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

(In millions)
Uncollectible Accounts:

Customers $ 300 $ 192 $ — $ 255 $ 237
All other 6.1 4.6 - 4.1 6.6
Total $ 36.1 $ 23.8 $ — $ 296(a) $ 303

(a) Accounts written off, net.
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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

" i A;QMLL,_

Linda G. Sullivan
Vice President and Controller

Date: March 7, 2006

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 date indicated.

Signature

Principal Executive Officer:
Alan J. Fohrer*

Principal Financial Officer:
Thomas M. Noonan*

Control er or Principal Accounting Officer:

Linda G. Sullivan
Board of Directors:

John E. Bryson*
France A. Cérdova*

Bradford M. Freeman*
Bruce Karatz*

Luis G. Nogales*

Romnald L. Olson*

James M. Rosser*

Richard T. Schlosberg, III*
Robert H. Smith*

Thomas C. Sutton*

*By:

Title

——

Chief Executive Officer and Director

Senior Vice President and
Chief Financial Officer

Vice President and Controller

Director
Director
Director
Director
Director
Director
Director
Director
Director
Director

i e

inda G. Sullivan £
Vice President and Controller

Date: March 7, 2006
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44
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49
4.10
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10.4**
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10.5%*
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EXHIBIT INDEX

Description

Certificate of Restated Articles of Incorporation of Southern California Edison
Company, effective March 2, 2006

Amended Bylaws of Southern California Edison Company, as Adopted by the Board
of Directors effective October 20, 2005 (File No. 1-2313, filed as Exhibit 3.1 to
Southern California Edison Company’s Form 8-K dated October 20, 2005, and filed
October 26, 2005)*

Southern California Edison Company 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 (Registration
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)*

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

Form of 1985 Deferred Compensation Agreement for Executives (File No. 1-2313,
filed as Exhibit 10.3 to Southern California Edison Company’s Form 10-K for the
year ended December 31, 1985)*

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

Director Deferred Compensation Plan as restated May 14, 2002 (File No. 1-9936,
filed as Exhibit 10.1 to Edison International’s Form 10-Q for the quarter ended

June 30, 2002)*

Director Deferred Compensation Plan Amendment No. 1, effective January 1, 2003
(File No. 1-9936, filed as Exhibit 10.4.1 to Edison International’s Form 10-K for the
year ended December 31, 2002)*

Director Grantor Trust Agreement, dated August 1995 (File No. 1-9936, filed as
Exhibit 10.10 to Edison International’s Form 10-K for the year ended December 31,
1995)*

Director Grantor Trust Agreement Amendment 2002-1, effective May 14, 2002 (File
No. 1-9936, filed as Exhibit 10.4 to Edison International’s Form 10-Q for the quarter
ended June 30, 2002)*
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10.7%*

10.7.1%*
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10.9**
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10.11%*

10.12%*

10.13%*

10.14**

10.15%*

10.15.1**

10.15%*

10.17**

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

Executive Deferred Compensation Plan Amendment No. 1, effective January 1, 2003
(File No. 1-9936, filed as Exhibit 10.6.1 to Edison International’s Form 10-K for the
year ended December 31, 2002)*

Executive Grantor Trust Agreement, dated August 1995 (File No. 1-9936, filed as
Exhibit 10.12 to Edison International’s Form 10-K for the year ended December 31,
1995)*

Executive Grantor Trust Agreement Amendment 2002-1, effective May 14, 2002
(File No. 1-9936, filed as Exhibit 10.3 to Edison International’s Form 10-Q for the
quarter ended June 30, 2002)*

Executive Supplemental Benefit Program, as amended January 30, 1990 (File

No. 1-9936, filed as Exhibit 10.2 to Edison International’s Form 10-Q for the quarter
ended September 30, 1999)*

Dispute resolution amendment, adopted November 30, 1989 of 1981 Executive
Deferred Compensation Plan and 1985 Executive and Director Deferred
Compensation Plans (File No. 1-9936, filed as Exhibit 10.21 to Edison
International’s Form 10-K for the year ended December 31, 1998)*

Executive Retirement Plan as restated effective April 1, 1999 (File No. 1-9936, filed
as Exhibit 10.1 to Edison International’s Form 10-Q for the quarter ended September
30, 1999)*

Executive Retirement Plan Amendment 2001-1, effective March 12, 2001 (File No.
1-9936, filed as Exhibit 10.1 to Edison International’s Form 10-Q for the quarter
ended March 31, 2001)*

Executive Retirement Plan Amendment 2002-1, effective January 1, 2003 (File No.
1-9936, filed as Exhibit 10.10.2 to Edison International’s Form 10-K for the year
ended December 31, 2002)*

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

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

Retirement Plan for Directors, as amended February 19, 1998 (File No. 1-9936, filed
as Exhibit 10.2 to Edison International’s Form 10-Q for the quarter ended June 30,
1998)*

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

Equity Compensation Plan as restated effective January 1, 1998 (File No. 1-9936,
filed as Exhibit 10.1 to Edison International’s Form 10-Q for the quarter ended June
30, 1998)*

Equity Compensation Plan Amendment No. 1, effective May 18, 2000 (File No. 1-
9936, filed as Exhibit 10.4 to Edison International’s Form 10-Q for the quarter ended
June 30, 2000)*

2000 Equity Plan, effective May 18, 2000 (File No. 1-9936, filed as Exhibit 10.1 to
Edison International’s Form 10-Q for the quarter ended June 30, 2000)*

Terms and conditions for 1996 long-term compensation awards under the Officer
Long-Term Incentive Compensation Plan (File No. 1-9936, filed as Exhibit 10.16.2
to Edison International’s Form 10-K for the year ended December 31, 1996)*
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Terms and conditions for 1997 long-term compensation awards under the Officer
Long-Term Incentive Compensation Plan (File No. 1-9936, filed as Exhibit 10.16.3
to Edison International’s Form 10-K for the year ended December 31, 1997)*
Terms and conditions for 1998 long-term compensation awards under the Equity
Compensation Plan (File No. 1-9936, filed as Exhibit 10.4 to Edison International’s
Form 10-Q for the quarter ended June 30, 1998)*

Terms and conditions for 1999 long-term compensation awards under the Equity
Compensation Plan (File No. 1-9936, filed as Exhibit 10.1 to Edison International’s
Form 10-Q for the quarter ended March 31, 1999)*

Terms and conditions for 2000 basic long-term incentive compensation awards under
the Equity Compensation Plan, as restated (File No. 1-9936, filed as Exhibit 10.2 to
Edison International’s Form 10-Q for the quarter ended March 31, 2000)*

Terms and conditions for 2000 special stock option awards under the Equity
Compensation Plan and 2000 Equity Plan (File No. 1-9936, filed as Exhibit 10.2 to
Edison International’s Form 10-Q for the quarter ended June 30, 2000)*

Terms and conditions for 2001 retention incentives under the Equity Compensation
Plan (File No. 1-9936, filed as Exhibit 10.5 to Edison International’s Form 10-Q for
the quarter ended March 31, 2001)*

Terms and conditions for 2001 exchange offer deferred stock units under the Equity
Compensation Plan (File No. 1-9936, filed as Attachment C of Exhibit (a)(1) to
Edison Intemmational’s Schedule TO-I dated October 26, 2001)*

Terms and conditions for 2002 long-term compensation awards under the Equity
Compensation Plan and 2000 Equity Plan (File No. 1-9936, filed as Exhibit 10.1 to
Edison International’s Form 10-Q for the quarter ended March 31, 2002)*

Terms and conditions for 2003 long-term compensation awards under the Equity
Compensation Plan and 2000 Equity Plan (File No. 1-9936, filed as Exhibit 10.1 to
Edison International’s Form 10-Q for the quarter ended March 31, 2003)*

Terms and conditions for 2004 long-term compensation awards under the Equity
Compensation Plan and 2000 Equity Plan (File No. 1-9936, filed as Exhibit 10.1 to
Edison International’s Form 10-Q for the quarter ended March 31, 2004)*

Terms and conditions for 2005 long-term compensation award under the Equity
Compensation Plan and 2000 Equity Plan (File No. 1-9936, filed as Exhibit 99.2 to
Edison International’s Form 8-K dated December 16, 2004 and filed on December
22,2004)*

Terms and conditions for 2006 long-term compensation awards under the Equity
Compensation Plan and 2000 Equity Plan (File No. 1-9936, filed as Exhibit 10.29 to
Edison International’s Form 10-K for the year ended December 31, 2005)*

Director Nonqualified Stock Option Terms and Conditions under the Equity
Compensation Plan (File No. 1-9936, filed as Exhibit 10.1 to Edison International’s
Form 10-Q for the quarter ended June 30, 2002)*

Director 2004 Nonqualified Stock Option Terms and Conditions under the Equity
Compensation Plan (File No. 1-9936, filed as Exhibit 10.1 to Edison International’s
Form 10-Q for the quarter ended June 30, 2004.)*

Estate and Financial Planning Program as amended April 23, 1999 (File No. 1-9936,
filed as Exhibit 10.2 to Edison International’s 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 Edison International’s Form 10-K for the year ended December 31,
2000)*
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Resolution regarding the computation of disability and survivor benefits prior to age
55 for Alan J. Fohrer dated February 17, 2000 (File No. 1-9936, filed as Exhibit 10.2
to Edison International’s Form 10-Q for the quarter ended March 31, 2000)*
Executive Severance Plan as adopted effective January 1, 2001 (File No. 1-9936,
filed as Exhibit 10.34 to Edison International’s Form 10-K for the year ended
December 31, 2001)*

Amendment to 1985 Deferred Compensation Plan Agreement for Executives and
Deferred Compensation Plan Deferred Compensation Agreement with John E.
Bryson, dated December 31, 2003 (File No. 1-2313, filed as Exhibit 10.34 to
Southern California Edison Company’s Form 10-K for the year ended December 31,
2003)*

Agreement between Edison International and Southern California Edison Company,
dated December 31, 2003, addressing responsibility for the prospective costs of
participation of John E. Bryson under the 1985 Deferred Compensation Plan
Agreement for Executives, dated September 27, 1985, as amended, and the Deferred
Compensation Plan Deferred Compensation Agreement, dated November 28, 1984,
as amended (File No. 1-2313, filed as Exhibit 10.35 to Southern California Edison
Company’s Form 10-K for the year ended December 31, 2003)*

Amendment to 1985 Deferred Compensation Plan Agreement for Directors with
James M. Rosser, dated December 31, 2003 (File No. 1-2313, filed as Exhibit 10.36
to Southern California Edison Company’s Form 10-K for the year ended December
31, 2003)*

Amendment to 1985 Deferred Compensation Plan Agreement for Executives and
Deferred Compensation Plan Deferred Compensation Agreement with Harold B. Ray
dated December 31, 2003 (File No. 1-2313, filed as Exhibit 10.37 to SCE Form 10-K
for the year ended December 31, 2003)*

Edison International Director Compensation Schedule, adopted May 19, 2005, as
amended (File No. 1-9936, filed as Exhibit 10.48 to Edison International’s Form 10-
K for the year ended December 31, 2005)*

Edison International Director Nonqualified Stock Options 2005 Terms and
Conditions (File No. 1-9936, filed as Exhibit 99.3 to Edison Intemnational’s Form 8-K
dated May 19, 2005, and filed on May 25, 2005)* ‘

Retirement Agreement, dated as of August 25, 2005, between Southern California
Edison Company and Robert Foster (File No. 1-2313, filed as Exhibit 10.1 to
Southern California Edison Company’s Form 8-K dated August 25, 2005 and filed on
August 26, 2005)*

Consulting Agreement, dated as of August 25, 2005, between Southern California
Edison Company and Robert Foster (File No. 1-2313, filed as Exhibit 10.2 to
Southern California Edison Company’s Form 8-K dated August 25, 2005, and filed
on August 26, 2005)*

Legal Fees Reimbursement, dated September 2005 between Southern California
Edison Company and Robert Foster (File No. 1-2313, filed as Exhibit 10.3 to
Southern California Edison Company’s Form 10-Q for the quarter ended September
30, 2005)*

Edison International Director Nonqualified Stock Options 2005 Terms and
Conditions (File No. 1-2313, filed as Exhibit 99.3 to Edison International’s Form 8-K
dated May 19, 2005, and filed on May 25, 2005)*

Consulting Agreement, dated as of December 14, 2005, between Southern California
Edison Company and Harold B. Ray (File No. 1-2313, filed as Exhibit 10.2 to
Southern California Edison Company’s Form 8-K dated December 15, 2005, and
filed on December 21, 2005)*
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Director Deferred Compensation Plan Authorization of Edison International and
Southern California Edison Company (File No. 1-2313, to Southern California
Edison Company’s Form 8-K dated December 30, 2004, and filed on January 5,
2005)*

Form of Indemnity Agreement between Southern California Edison Company and its
Directors and any officer, employee or other agent designated by the Board of
Directors (File No. 1-2313, filed as Exhibit 10.5 to Southern California Edison
Company’s Form 10-Q for the period ended June 30, 2005, and filed on August 9,
2005)*

Edison International Executive Perquisites (File No. 1-9936, filed as Exhibit 10.56 to
Edison International’s Form 10-K for the year ended December 31, 2005)*

Deferred Compensation Program Amendments (File No. 1-9936, filed as Exhibit
10.55 to Edison International’s Form 10-K for the year ended December 31, 2005)*
Southern California Edison Company Named Executive Officer Base Salaries for
2006

Amended and Restated Agreement for the Allocation of Income Tax Liabilities and
Benefits among Edison International, Southern California Edison Company and The
Mission Group dated September 10, 1996 (File No. 1-9936, filed as Exhibit 10.3 to
Edison International’s Form 10-Q for the quarter-ended September 30, 2002)*
Administrative Agreement re Tax Allocation Payments among Edison International,
Southern California Edison Company, The Mission Group, Edison Capital, Mission
Energy Holding Company, Edison Mission Energy, Edison O&M Services, Edison
Enterprises, and Mission Land Company dated July 2, 2001 (File No. 1-9936, filed as
Exhibit 10.3.4 to Edison International’s Form 10-Q for the quarter ended September
30, 2002)*

Amended and Restated Credit Agreement, dated December 15, 2005 among Southern
California Edison Company and JPMorgan Chase Bank, N.A., as Administrative
Agent, Citicorp North America, Inc., as Syndication Agent, and Credit Suisse First
Boston, Lehman Commercial Paper, Inc., and Wells Fargo Bank, N.A,, as
Documentation Agents (File No. 1-2313, to Southern California Edison Company’s
Form 8-K dated December 15, 2006 and filed on December 21, 2005)*

Computation of Ratios of Earnings to Fixed Charges

Selected portions of the Annual Report to Shareholders for year ended December 31,
2005

Consent of Independent Registered Public Accounting Firm —
PricewaterhouseCoopers LLP

Power of Attorney

Certified copy of Resolution of Board of Directors Authorizing Signature
Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-
Oxley Act

Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-
Oxley Act

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

*  Incorporated by reference pursuant to Rule 12b-32.
**  Indicates a2 management contract or compensatory plan or arrangement, as required by
Item 15(a)3.



