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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2008
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 1-9936

EDISON INTERNATIONAL

(Exact name of registrant as specified in its charter)

Table of Contents



Edgar Filing: EDISON INTERNATIONAL - Form 10-Q

California 95-4137452
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

2244 Walnut Grove Avenue

(P. O. Box 976)
Rosemead, California 91770
(Address of principal executive offices) (Zip Code)

(626) 302-2222

(Registrant s telephone number, including area code)

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 x No ~

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 in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer ~ Non-accelerated filer ~ Smaller reporting company

(Do not check if a smaller reporting
company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date:

Class Outstanding at November 5, 2008
Common Stock, no par value 325,811,206

Table of Contents 2



Edgar Filing: EDISON INTERNATIONAL - Form 10-Q

Table of Conten

EDISON INTERNATIONAL

INDEX

Page
No.
Part I. Financial Information
Item 1. Financial Statements:
Consolidated Statements of Income _ Three and Nine Months Ended September 30. 2008 and 2007
1
Consolidated Statements of Comprehensive Income _ Three and Nine Months Ended September 30. 2008 and
2007
2
Consolidated Balance Sheets September 30. 2008 and December 31. 2007
Consolidated Statements of Cash Flows Nine Months Ended September 30, 2008 and 2007
Notes to Consolidated Financial Statements 7
Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
39
Item 3. Quantitative and Qualitative Disclosures About Market Risk 109
Item 4. Controls and Procedures 109
Part I1. Other Information
Item 1. Legal Proceedings 110
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 111
Item 6. Exhibits 112
Signature 113

Table of Contents 3



Edgar Filing: EDISON INTERNATIONAL - Form 10-Q

Table of Conten
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When the following terms and abbreviations appear in the text of this report, they have the meanings indicated below.

AB

AFUDC

APS

ARO(s)

Btu

CAA

CAIR

CARB
Commonwealth Edison
CDWR

CEC

CONE

CPSD

CPUC

CRRs

D.C. District Court
DOE

DOJ

DPV2

DRA

DWP

EME

EME Homer City
EMG

EMMT

EPS

ERRA

Exelon Generation
FASB

FERC

FGIC

FIN 39-1

FIN 48

FSP SFAS No. 133-1 and FIN

No. 45-4

FSP SFAS 142-3
GAAP

GHG

Global Settlement

Table of Contents

Assembly Bill

allowance for funds used during construction

Arizona Public Service Company

asset retirement obligation(s)

British thermal units

Clean Air Act

Clean Air Interstate Rule

California Air Resources Board

Commonwealth Edison Company

California Department of Water Resources

California Energy Commission

Cost of new entry

Consumer Protection and Safety Division

California Public Utilities Commission

Congestion revenue rights

U.S. District Court for the District of Columbia

United States Department of Energy

United States Department of Justice

Devers-Palo Verde 11

Division of Ratepayer Advocates

Los Angeles Department of Water & Power

Edison Mission Energy

EME Homer City Generation L.P.

Edison Mission Group Inc.

Edison Mission Marketing & Trading, Inc.

earnings per share

energy resource recovery account

Exelon Generation Company LLC

Financial Accounting Standards Board

Federal Energy Regulatory Commission

Financial Guarantee Insurance Company

Financial Accounting Standards Board Interpretation No. 39-1, Amendment of FASB Interpretation
No. 39

Financial Accounting Standards Board Interpretation No. 48, Accounting for Uncertainty in Income
Taxes an interpretation of FAS 109

Financial Accounting Standards Board Staff Position No. 133-1 and FIN No. 45-4, Disclosures about
Credit Derivatives and Certain Guarantees: An Amendment of FASB Statement No. 133 and FASB
Interpretation No. 45; and Clarification of the Effective Date of FASB Statement No. 161.

FASB Staff Position No. SFAS 142-3, Determination of the Useful Life of Intangible Assets
general accepted accounting principles

greenhouse gas

A settlement currently being negotiated between Edison International and the IRS, which, if
consummated, would resolve asserted deficiencies related to Edison International s deferral of income
taxes associated with certain of its cross-border, leveraged leases and all other outstanding tax disputes
for open tax years 1986 through 2002, including certain affirmative claims for unrecognized tax
benefits. There can be no assurance about the timing of such settlement or that a final settlement will be
ultimately consummated.
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GRC

GWh

[llinois plants
IRS

ISO

kWh(s)
MD&A
MEHC
Midway-Sunset
Midwest Generation
MMBtu
Mohave
Moody s
MRTU

MW

MWh

NOV

NO,

NRC

NYISO

Palo Verde
PBOP(s)
PBR

PG&E

PIM

POD

PRB

PX

QF(s)

RICO

ROE

RPM

S&P
SCAQMD
San Onofre
SCE

SDG&E
SFAS

SFAS No. 133

SFAS No. 141(R)
SFAS No. 157
SFAS No. 158

SFAS No. 159
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GLOSSARY (Continued)

General Rate Case

gigawatt-hours

EME s largest power plants (fossil fuel) located in Illinois

Internal Revenue Service

California Independent System Operator

kilowatt-hour(s)

Management s Discussion and Analysis of Financial Condition and Results of Operations
Mission Energy Holding Company

Midway-Sunset Cogeneration Company

Midwest Generation, LLC

million British thermal units

Mohave Generating Station

Moody s Investors Service

Market Redesign and Technology Upgrade

Megawatts

megawatt-hours

notice of violation

nitrogen oxide

Nuclear Regulatory Commission

New York Independent System Operator

Palo Verde Nuclear Generating Station

Postretirement benefits other than pension(s)

performance-based ratemaking

Pacific Gas & Electric Company

PJM Interconnection, LL.C

Presiding Officer s Decision

Powder River Basin

California Power Exchange

qualifying facility(ies)

Racketeer Influenced and Corrupt Organization

return on equity

reliability pricing model

Standard & Poor s

South Coast Air Quality Management District

San Onofre Nuclear Generating Station

Southern California Edison Company

San Diego Gas & Electric

Statement of Financial Accounting Standards issued by the FASB

Statement of Financial Accounting Standards No. 133, Accounting for Derivative Instruments and
Hedging Activities

Statement of Financial Accounting Standards No. 141(R), Business Combinations
Statement of Financial Accounting Standards No. 157, Fair Value Measurements
Statement of Financial Accounting Standards No. 158, Employers Accounting for Defined Benefit
Pension and Other Postretirement Plans

Statement of Financial Accounting Standards No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities
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GLOSSARY (Continued)

SFAS No. 160 Statement of Financial Accounting Standards No. 160, Noncontrolling Interests in Consolidated
Financial Statements

SFAS No. 161 Statement of Financial Accounting Standards No. 161, Disclosures about Derivative Instruments and
Hedging Activities, an amendment of FASB Statement No. 133

SIP(s) State Implementation Plan(s)

SO, sulfur dioxide

TURN The Utility Reform Network

US EPA United States Environmental Protection Agency

VIE(s) variable interest entity(ies)
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EDISON INTERNATIONAL

PART I FINANCIAL INFORMATION

Item 1. Financial Statements

CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended Nine Months Ended
September 30, September 30,
In millions, except per-share amounts 2008 2007 2008 2007
(Unaudited)
Electric utility $ 3,284 $ 3,213 $ 8,388 7,895
Nonutility power generation 813 711 2,143 1,952
Financial services and other 14 18 45 55
Total operating revenue 4,111 3,942 10,576 9,902
Fuel 635 502 1,725 1,425
Purchased power 1,962 1,284 3,111 2,431
Provisions for regulatory adjustment clauses net (737) (66) (286) 189
Other operation and maintenance 1,025 1,013 3,109 2,893
Depreciation, decommissioning and amortization 262 310 893 937
(Gain) on buyout of contract and (gain)/loss on sale of assets (€3] 1 (75)
Total operating expenses 3,146 3,044 8,477 7,875
Operating income 965 898 2,099 2,027
Interest and dividend income 9 40 44 125
Equity in income from partnerships and unconsolidated subsidiaries net 31 35 40 72
Other nonoperating income 23 35 78 75
Interest expense net of amounts capitalized (176) (191) (511) 577)
Loss on early extinguishment of debt (241)
Other nonoperating deductions (82) @) (115) 31
Income from continuing operations before tax and minority interest 770 810 1,635 1,450
Income tax expense 277 263 521 392
Dividends on preferred and preference stock of utility
not subject to mandatory redemption 13 13 38 38
Minority interest 47 69 77 134
Income from continuing operations 433 465 999 886
Income (loss) from discontinued operations net of tax 6 4) 1
Net income $ 439 $ 46l $ 999 387
Weighted-average shares of common stock outstanding 326 326 326 326
Basic earnings (loss) per common share:
Continuing operations $ 131 $ 141 $ 3.03 2.69
Discontinued operations 0.02 (0.01)
Total $ 1.33 $ 1.40 $ 3.03 2.69
Weighted-average shares, including effect of dilutive
securities 328 330 329 331
Diluted earnings (loss) per common share:
Continuing operations $ 131 $ 1.40 $ 3.02 2.67
Discontinued operations 0.02 (0.01)

Total $ 1.33 $ 1.39 $ 3.02 2.67
Dividends declared per common share $ 0.305 $ 0.29 $ 0.915 0.87
The accompanying notes are an integral part of these consolidated financial statements.

1
Table of Contents 7
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EDISON INTERNATIONAL

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

In millions

Net income

Other comprehensive income (loss), net of tax:

Foreign currency translation adjustments-net

Pension and postretirement benefits other than pensions:

Amortization of net gain (loss) and prior service cost included in expense-net

Unrealized gains (losses) on cash flow hedges:

Other unrealized gains (losses) arising during the period net of income tax
expense (benefit) of $357 and $(17) for the three months and $53 and $(102)

for the nine months ended September 30, 2008 and 2007, respectively
Reclassification adjustments included in net income net of income tax expense
(benefit) of $(44) and $8 for the three months and $45 and $27 for the nine

months ended September 30, 2008 and 2007, respectively
Other comprehensive income (loss)
Comprehensive income

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(Unaudited)
$ 439 $ 461 $ 999 $ 887
@ 1 (€)) (1)
1
535 (28) 81 (149)
(65) 12 69 38
469 (15) 146 (111)
$ 908 $ 446 $ 1,145 $ 776

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

In millions

ASSETS

Cash and equivalents

Short-term investments

Receivables, less allowance of $33 and $34 for uncollectible accounts at respective dates
Accrued unbilled revenue

Fuel inventory

Materials and supplies

Derivative assets

Restricted cash

Margin and collateral deposits

Regulatory assets

Accumulated deferred income taxes net

Other current assets

Total current assets

Nonutility property less accumulated provision for depreciation of $1,949 and $1,765 at
respective dates

Nuclear decommissioning trusts

Investments in partnerships and unconsolidated subsidiaries
Investments in leveraged leases

Other investments

Total investments and other assets

Utility plant, at original cost:

Transmission and distribution

Generation

Accumulated provision for depreciation

Construction work in progress

Nuclear fuel, at amortized cost

Total utility plant

Derivative assets

Restricted cash

Rent payments in excess of levelized rent expense under plant operating leases
Regulatory assets

Other long-term assets

Total long-term assets

Total assets

September 30,

2008
(Unaudited)

$ 3,464
23
1,339
518
138
376
232

3

157
454
190
189
7,083

5,257
2,855
260
2,460
110
10,942

19,776
1,820
(5,526)
1,970
246
18,286
206
43
878
2,880
1,348
5,355

$ 41,666

The accompanying notes are an integral part of these consolidated financial statements.
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December 31,
2007

$ 1,441
81
1,033
370
116
316
109

3

121
197
167
290
4,244

4,906
3,378
272
2,473
96
11,125

18,940
1,767
(5,174)
1,693
177
17,403
122
48
716
2,721
1,144
4,751

$ 37,523
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CONSOLIDATED BALANCE SHEETS

In millions, except share amounts

LIABILITIES AND SHAREHOLDERS EQUITY
Short-term debt

Long-term debt due within one year

Accounts payable

Accrued taxes

Accrued interest

Counterparty collateral

Customer deposits

Book overdrafts

Derivative liabilities

Regulatory liabilities

Other current liabilities

Total current liabilities

Long-term debt

Accumulated deferred income taxes net
Accumulated deferred investment tax credits
Customer advances

Derivative liabilities

Power-purchase contracts

Accumulated provision for pensions and benefits
Asset retirement obligations

Regulatory liabilities

Other deferred credits and other long-term liabilities
Total deferred credits and other liabilities

Total liabilities

Commitments and contingencies (Note 5)

Minority interest

Preferred and preference stock of utility not subject to mandatory redemption
Common stock, no par value (325,811,206 shares outstanding at each date)
Accumulated other comprehensive income (loss)
Retained earnings

Total common shareholders equity

Total liabilities and shareholders equity

September 30,
2008
(Unaudited)

$ 1,808
173
939
177
211

9

227
298
175
1,179
931
6,127
10,523
5,521
185
134

52

21
1,166
2,997
2,889
1,544
14,509
31,159

319
907
2,263
54
6,964
9,281

$ 41,666

The accompanying notes are an integral part of these consolidated financial statements.
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December 31,
2007

$ 500
18
979
49

160

42
219
212
125
1,019
933
4,256
9,016
5,196
114
155
101
22
1,089
2,892
3,433
1,595
14,597
27,869

295

915
2,225

92)
6,311
8,444

$ 37,523

10
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CONSOLIDATED STATEMENTS OF CASH FLOWS

In millions

Cash flows from operating activities:

Net income

Less: Income from discontinued operations

Income from continuing operations

Adjustments to reconcile to net cash provided by operating activities:
Depreciation, decommissioning and amortization
Other-than-temporary impairment on nuclear decommissioning trusts
Other amortization

Stock-based compensation

Minority interest

Deferred income taxes and investment tax credits

Equity in income from partnerships and unconsolidated subsidiaries
(Gain) on buyout of contract and (gain)/loss on sale of assets
Income from leveraged leases

Levelized rent expense

Loss on early extinguishment of debt

Regulatory assets

Regulatory liabilities

Derivative assets

Derivative liabilities

Other assets

Other liabilities

Margin and collateral deposits net of collateral received
Receivables and accrued unbilled revenue

Inventory and other current assets

Book overdrafts

Accrued interest and taxes

Accounts payable and other current liabilities

Distributions and dividends from unconsolidated entities
Operating cash flows from discontinued operations

Net cash provided by operating activities

Cash flows from financing activities:

Long-term debt issued

Premium paid on extinguishment of debt and long-term debt issuance costs
Long-term debt repaid

Bonds repurchased

Preferred stock redeemed

Short-term debt financing-net

Rate reduction notes repaid

Shares purchased for stock-based compensation

Proceeds from stock option exercises

Excess tax benefits related to stock-based awards

Dividends to minority shareholders

Dividends paid

Net cash provided (used) by financing activities

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

Table of Contents

Nine Months Ended
September 30,
2008 2007
(Unaudited)
$ 999 $ 887
1
999 886
893 937
121 42
80 94
25 28
77 134
69 (83)
(40) (72)
(75)
(39) (46)
(162) (161)
241
(246) 312
122 312
(60) 3
86 (105)
(71) (25)
(14) 252
(70) 28
(378) (467)
18 (55)
90 113
179 366
(16) (46)
9 43
1
1,597 2,732
2,132 2,930
a15s) (240)
(246) (3,061)
(212)
(@)
1,308
(178)
(57) (195)
23 77
12 39
(78) (76)
(298) (283)
$ 2,562 $ (987)
11
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CONSOLIDATED STATEMENTS OF CASH FLOWS

In millions

Cash flows from investing activities:

Capital expenditures

Purchase of interest of acquired companies

Proceeds from sale of property and interests in projects

Proceeds from nuclear decommissioning trust sales

Purchases of nuclear decommissioning trust investments and other
Proceeds from partnerships and unconsolidated subsidiaries, net of investment
Maturities and sales of short-term investments

Purchase of short-term investments

Restricted cash

Customer advances for construction and other investments

Net cash used by investing activities

Net increase (decrease) in cash and equivalents

Cash and equivalents, beginning of period

Cash and equivalents, end of period

Nine Months Ended
September 30,
2008 2007
(Unaudited)
$ (1,959) $ (1,979)

1m) (28)
113

2,279 2,866
(2,329) (2,967)
35 17

80 7,380
22) (7,174)

4 35
(326) (232)
(2,136) (2,082)
2,023 (337)
1,441 1,795
$ 3,464 $ 1,458

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

Table of Contents
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EDISON INTERNATIONAL

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Management s Statement

In the opinion of management, all adjustments, including recurring accruals, have been made that are necessary to fairly state the consolidated
financial position, results of operations and cash flows in accordance with accounting principles generally accepted in the United States of
America for the periods covered by this quarterly report on Form 10-Q. The results of operations for the three- and nine-month periods ended
September 30, 2008 are not necessarily indicative of the operating results for the full year.

This quarterly report should be read in conjunction with Edison International s Annual Report to Shareholders incorporated by reference into
Edison International s Annual Report on Form 10-K for the year ended December 31, 2007 filed with the Securities and Exchange Commission.

Note 1. Summary of Significant Accounting Policies
Basis of Presentation

Edison International s significant accounting policies were described in Note 1 of Notes to Consolidated Financial Statements included in its
2007 Annual Report on Form 10-K. Edison International follows the same accounting policies for interim reporting purposes, with the exception
of accounting principles adopted as of January 1, 2008 as discussed below in Margin and Collateral Deposits and New Accounting
Pronouncements.

The December 31, 2007 condensed balance sheet data was derived from audited financial statements, but does not include all disclosures
required by accounting principles generally accepted in the United States of America.

Certain prior-year reclassifications have been made to conform to the current year financial statement presentation mostly pertaining to the
adoption of FIN No. 39-1. Except as indicated, amounts presented in the Notes to the Consolidated Financial Statements relate to continuing
operations.

Cash Equivalents and Short-term Investments

At September 30, 2008, cash equivalents included U.S. treasury and government agency securities, U.S. treasury and government agency money
market funds and commercial paper totaling $3.0 billion. At December 31, 2007, cash equivalents included money market funds, time deposits
(including certificates of deposit) and U.S. treasury securities totaling $993 million. Cash equivalents, with the exception of money market
funds, were stated at cost plus accrued interest. The carrying value of cash equivalents approximates fair value due to maturities of less than
three months. For further discussion of money market funds, see Note 8.

At September 30, 2008 and December 31, 2007, Edison International classified all marketable debt securities as held-to-maturity. The securities
were carried at amortized cost plus accrued interest which approximated their fair value. Gross unrealized holding gains and losses were not
material.

Edison International s short-term investments consisted of the following:

September 30, December 31,
In millions 2008 2007
(Unaudited)
Commercial paper $ 1 $ 32
Certificates of deposit 41
U.S. Treasury securities 7
Time deposits 3

Table of Contents 14
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Edison International computes EPS using the two-class method, which is an earnings allocation formula that determines EPS for each class of
common stock and participating security. Edison International s participating securities are stock-based compensation awards payable in common
shares, including stock options, performance shares and restricted stock units, which earn dividend equivalents on an equal basis with common
shares. Stock options awarded during the period 2003 through 2006 received dividend equivalents. Stock options awarded prior to 2002 and

after 2006 were granted without a dividend equivalent feature. As a result of meeting a performance trigger, the options granted in 1998 and

1999 began earning dividend equivalents in 2006. EPS was computed as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
In millions 2008 2007 2008 2007
(Unaudited)

Basic earnings per share continuing operations:
Income from continuing operations $ 433 $ 465 $ 999 $ 886
Gain on redemption of preferred stock 2
Participating securities dividends 6) 6) 12) (10)
Income from continuing operations available to common shareholders $ 427 $ 459 $ 989 $ 876
Weighted average common shares outstanding 326 326 326 326
Basic earnings per share continuing operations $ 1.31 $ 141 $ 3.03 $ 2.69
Diluted earnings per share continuing operations:
Income from continuing operations available to common shareholders $ 427 $ 459 $ 989 $ 876
Income impact of assumed conversions 3 4 6 9
Income from continuing operations available to common shareholders
and assumed conversions $ 430 $ 463 $ 995 $ 885
Weighted average common shares outstanding 326 326 326 326
Incremental shares from assumed conversions 2 4 3 5
Adjusted weighted average shares diluted 328 330 329 331
Diluted earnings per share continuing operations $ 1.31 $ 1.40 $ 3.02 $ 2.67

Stock-based compensation awards to purchase 3,874,740 and 37,057 shares of common stock for the three months ended September 30, 2008
and 2007, respectively, and 2,244,291 and 59,577 shares of common stock for the nine months ended September 30, 2008 and 2007,
respectively, were outstanding, but were not included in the computation of diluted earnings per share because the exercise price of the awards
was greater than the average market price of the common shares; therefore, the effect would have been antidilutive.

Intangible Assets

Other current assets on Edison International s consolidated balance sheets includes emission allowances purchased for use by EME of $65
million and $45 million at September, 2008 and December 31, 2007, respectively.

Other long-term assets on Edison International s consolidated balance sheets includes EME s project development rights, option rights, and
purchased emission allowances and the total amounted to $74 million and $61 million, at September 30, 2008 and December 31, 2007,
respectively.

Based on the CAIR requirements, Midwest Generation purchased annual NO,, allowances under the new CAIR annual NO,, program. Midwest
Generation and EME Homer City continue to plan to meet the requirements of
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the CAIR as required under current law effective January 1, 2009. If the District of Columbia Circuit Court issues a mandate to vacate the CAIR,
Midwest Generation would no longer need annual NO, allowances and would record an impairment of $48 million at the time of such action.

Margin and Collateral Deposits

Margin and collateral deposits include margin requirements and cash deposited with and received from counterparties and brokers as credit
support under energy contracts. The amount of margin and collateral deposits generally varies based on changes in the fair value of the related
positions. See  New Accounting Pronouncements below for a discussion of the adoption of FIN No. 39-1. In accordance with FIN No. 39-1,
Edison International presents a portion of its margin and cash collateral deposits net with its derivative positions on its consolidated balance
sheets. Amounts recognized for cash collateral provided to others that have been offset against net derivative liabilities totaled $98 million and
$38 million at September 30, 2008 and December 31, 2007, respectively. Amounts recognized for cash collateral received from others that have
been offset against net derivative assets totaled were less than $1 million at September 30, 2008.

New Accounting Pronouncements
Accounting Pronouncements Adopted

In April 2007, the FASB issued FIN No. 39-1. This pronouncement permits companies to offset fair value amounts recognized for the right to
reclaim cash collateral (a receivable) or the obligation to return cash collateral (a payable) against fair value amounts recognized for derivative
instruments executed with the same counterparty under a master netting arrangement. In addition, upon the adoption, companies were permitted
to change their accounting policy to offset or not offset fair value amounts recognized for derivative instruments under master netting
agreements. Edison International adopted FIN No. 39-1 effective January 1, 2008. The adoption resulted in netting a portion of margin and cash
collateral deposits with derivative positions on Edison International s consolidated balance sheets, but had no impact on its consolidated
statements of income. The consolidated balance sheet at December 31, 2007 has been retroactively restated for the change, which resulted in a
decrease in net assets (margin and collateral deposits) of $38 million. The consolidated statement of cash flows for the nine months ended
September 30, 2007 has been retroactively restated to reflect the balance sheet changes, which had no impact on total operating cash flows from
continuing operations.

In February 2007, the FASB issued SFAS No. 159, which provides an option to report eligible financial assets and liabilities at fair value, with
changes in fair value recognized in earnings. Edison International adopted this pronouncement effective January 1, 2008. The adoption had no
impact because Edison International did not make an optional election to report additional financial assets and liabilities at fair value.

In September 2006, the FASB issued SFAS No. 157, which clarifies the definition of fair value, establishes a framework for measuring fair
value and expands the disclosures on fair value measurements. Edison International adopted SFAS No. 157 effective January 1, 2008. The
adoption did not result in any retrospective adjustments to its consolidated financial statements. The accounting requirements for employers
pension and other postretirement benefit plans are effective at the end of 2008, which is the next measurement date for these benefit plans. The
effective date will be January 1, 2009 for asset retirement obligations and other nonfinancial assets and liabilities which are measured or
disclosed on a non-recurring basis. For further discussion, see Note 8.

On October 10, 2008, the FASB issued FSP SFAS No. 157-3, Determining the Fair Value of a Financial Asset When the Market for That Asset
Is Not Active. This position clarifies the application of SFAS No. 157 in a market that is not active and provides an example to illustrate key
considerations in determining the fair value of a financial asset when the market for that financial asset is not active. It also reaffirms the notion
of fair value as an exit price as of the measurement date. This position was effective upon issuance, including prior periods for which financial
statements have not been issued. The adoption had no impact on Edison International s consolidated financial statements.
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Accounting Pronouncements Not Yet Adopted

In December 2007, the FASB issued SFAS No. 141(R), which establishes principles and requirements for how the acquirer in a business
combination recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed and any noncontrolling
interest in the acquiree at the acquisition date fair value. SFAS No. 141(R) determines what information to disclose to enable users of the
financial statements to evaluate the nature and financial effects of the business combination. SFAS No. 141(R) applies prospectively to business
combinations for which the acquisition date is on or after fiscal years beginning on or after January 1, 2009. Early adoption is not permitted.

In December 2007, the FASB issued SFAS No. 160, which requires an entity to present minority interest that reflects the ownership interests in
subsidiaries held by parties other than the entity, within the equity section but separate from the entity s equity in the consolidated financial
statements. It also requires the amount of consolidated net income attributable to the parent and to the noncontrolling interest to be clearly
identified and presented on the face of the consolidated statement of income; changes in ownership interest be accounted for similarly as equity
transactions; and, when a subsidiary is deconsolidated, any retained noncontrolling equity investment in the former subsidiary and the gain or
loss on the deconsolidation of the subsidiary be measured at fair value. Edison International will adopt SFAS No. 160 on January 1, 2009. In
accordance with this standard, Edison International will reclassify minority interest to a component of shareholders equity (at September 30,
2008 this amount was $319 million).

In March 2008, the FASB issued SFAS No. 161, which requires additional disclosures related to derivative instruments, including how and why
an entity uses derivative instruments, how derivative instruments and related hedged items are accounted for and how derivative instruments and
related hedged items affect an entity s financial position, financial performance, and cash flows. SFAS No. 161 is effective for fiscal years
beginning after November 15, 2008, with early adoption permitted. Edison International will adopt SFAS No. 161 in the first quarter of 2009.
SFAS No. 161 will impact disclosures only and will not have an impact on Edison International s consolidated results of operations, financial
condition or cash flows.

In April 2008, the FASB issued FSP FAS No. 142-3 which amends the factors that should be considered in developing renewal or extension
assumptions used to determine the useful life of a recognized intangible asset under SFAS No. 142, Goodwill and Other Intangible Assets. The
intent of the position is to improve the consistency between the useful life of a recognized intangible asset under SFAS No. 142 and the period of
expected cash flows used to measure the fair value of the asset under SFAS No. 141(R) and other U.S. generally accepted accounting principles.
Edison International will adopt FSP FAS No. 142-3 on January 1, 2009. Edison International is currently evaluating the impact, if any, that the
adoption of this position could have on its consolidated financial statements.

In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles, which identifies the sources of
accounting principles and the framework for selecting the principles to be used in the preparation of financial statements for nongovernmental
entities that are presented in conformity with U.S. GAAP. This statement transfers the GAAP hierarchy from the American Institute of Certified
Public Accountants Statement on Auditing Standards No. 69, The Meaning of Present Fairly in Conformity With Generally Accepted
Accounting Principles to the FASB. SFAS No. 162 is effective on November 15, 2008. Edison International expects that the adoption of this
standard will not have an impact on Edison International s consolidated results of operations, financial condition or cash flows.

In September 2008, the FASB issued FSP SFAS No. 133-1 and FIN No. 45-4. FSP SFAS No. 133-1 requires enhanced disclosures by sellers of
credit derivatives and amends FASB Interpretation No. 45 (FIN No. 45), Guarantor s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness to Others, to require additional disclosure about the current status of the payment/performance
risk of a guarantee. The provisions of the FSP that amend SFAS No. 133 and FIN No. 45 are effective for reporting
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periods ending after November 15, 2008. Since FSP FAS No. 133-1 and FIN No. 45-4 only require additional disclosures, the adoption will not
impact Edison International s consolidated financial position, results of operations or cash flows.

Property and Plant
Utility Plant

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 AFUDC. AFUDC represents the
estimated cost of debt and equity funds that finance utility-plant construction. Currently, AFUDC debt and equity is capitalized during certain
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.

On November 26, 2007, the FERC issued an order granting incentives on three of SCE s largest proposed transmission projects, DPV2,
Tehachapi Transmission Project ( Tehachapi ), and Rancho Vista Substation Project ( Rancho Vista ). The order permits SCE to include in rate
base 100% of prudently-incurred capital expenditures during construction of all three projects. On February 29, 2008, the FERC approved SCE s
revision to its Transmission Owner Tariff to collect 100% of construction work in progress (CWIP) for these projects in rate base and earn a
return on equity, rather than capitalizing AFUDC. SCE implemented the CWIP rate, subject to refund, on March 1, 2008. For further discussion,
see FERC Transmission Incentives in Note 5.

Related Party Transactions

During the first quarter of 2008, a subsidiary of EME was awarded through a competitive bidding process a ten-year power sales contract with

SCE for the output of a 479 MW gas-peaking facility located in the City of Industry, California, which is referred to as the Walnut Creek project.
The power sales agreement was approved by the CPUC on September 18, 2008 and by the FERC on October 2, 2008. Deliveries under the

power sales agreement are expected to commence in 2013.

Note 2. Liabilities and Lines of Credit
Long-Term Debt

In January 2008, SCE issued $600 million of 5.95% first and refunding mortgage bonds due in 2038. The proceeds were used to repay SCE s
outstanding commercial paper of approximately $426 million and for general corporate purposes. In August 2008, SCE issued $400 million of
5.50% first and refunding mortgage bonds due in 2018. The proceeds were used to repay SCE s outstanding commercial paper of approximately
$110 million and borrowings under the credit facility of $200 million, as well as for general corporate purposes. In October 2008, SCE issued
$500 million of 5.75% first and refunding mortgage bonds due in 2014. The proceeds were used for general corporate purposes.

The interest rates on one issue of SCE s pollution control bonds insured by FGIC, totaling $249 million, were reset every 35 days through an
auction process. Due to a loss of confidence in the creditworthiness of

the bond insurers, there was a significant reduction in market liquidity for auction rate bonds and interest rates on these bonds increased.
Consequently, SCE purchased in the secondary market $37 million of its auction rate bonds in December 2007 and the remaining $212 million
during the first three months of 2008. In March 2008, SCE converted the issue to a variable rate mode and terminated the FGIC insurance
policy. SCE continues to hold the bonds which remain outstanding and have not been retired or cancelled.

EME and its subsidiary, Midwest Generation, made borrowings under their credit agreements totaling $898 million to enhance liquidity.
Proceeds from these borrowings were invested in U.S. treasury securities, U.S. government agency securities, and money market funds invested
directly in U.S. treasury securities and U.S. government agency securities.
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SCE s short-term debt is generally used to finance fuel inventories, balancing account undercollections and general, temporary cash requirements
including power-purchase payments. At September 30, 2008, the outstanding short-term debt was $1.56 billion at a weighted-average interest
rate of 3.53%. This short-term debt is supported by a $2.5 billion credit line. See below in Credit Agreements.

EIX short-term debt is generally used for liquidity purposes. At September 30, 2008, the outstanding short-term debt was $250 million at a
weighted-average interest rate of 3.39%. This short-term debt is supported by a $1.5 billion credit line. See below in Credit Agreements.

Credit Agreements

During the third quarter of 2008, Edison International (parent) and its subsidiaries, made borrowings under their respective credit agreements.
The following table summarizes the status of these credit facilities at September 30, 2008:

Edison
International
In millions SCE EMG (parent)
(Unaudited)
Commitment $ 2,500 $ 1,100 $ 1,500
Less: Unfunded commitment from Lehman Brothers subsidiary (81) (36) (62)
2,419 1,064 1,438
Outstanding borrowings (1,558) (898) (250)
Outstanding letters of credit (233) (121)
Amount available $ 628 $ 45 $ 1,188

On September 15, 2008, Lehman Brothers Holdings filed for protection under Chapter 11 of the U.S. Bankruptcy Code. A subsidiary of Lehman
Brothers Holdings, Lehman Brothers Bank, FSB is one of the lenders in SCE s and Edison International (parent) credit agreement representing a
total commitment of $106 million and $74 million, respectively. In September 2008, Lehman Brothers Bank, FSB declined SCE s request for
funding of the most recent borrowings, or approximately $42 million. This subsidiary fully funded $12 million of Edison International (parent)
borrowing request, which remains outstanding.

A subsidiary of Lehman Brothers Holdings, Lehman Commercial Paper Inc., is one of the lenders in EME s credit agreement representing a
commitment of $36 million. In September 2008, Lehman Commercial Paper declined requests for funding under EME s credit agreement.
Another subsidiary of Lehman Brothers Holdings, Lehman Brothers Commercial Bank, Inc., is one of the lenders in the Midwest Generation
working capital facility. This subsidiary fully funded $42 million of Midwest Generation s borrowing requests, which remains outstanding. At
September 30, 2008, Lehman Brothers Commercial Bank s share of the amount available to draw under the Midwest Generation working capital
facility was $2 million.

Note 3. Income Taxes

Edison International s composite federal and state statutory income tax rate was approximately 40% (net of federal benefit for state income taxes)
for all periods presented. Edison International s effective tax rate was 39% and 34% for the three- and nine-month periods ended September 30,
2008, as compared to 36% and 31% for the respective periods in 2007. The higher effective income tax rate for the three months ended
September 30, 2008 as compared to the respective period in 2007, was primarily due to two SCE non-deductible expenses recorded in 2008,
consisting of a penalty assessed by the CPUC (see Investigation Regarding Performance Incentives Rewards in Note 5) and higher lobbying
expenses. The higher effective tax rates for the nine months ended September 30, 2008
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as compared to the respective period in 2007, were due to both previously-mentioned non-deductible expenses and reductions in SCE s income
tax reserve recorded in the first quarter of 2007 to reflect progress made in an administrative appeal process with the IRS related to the income
tax treatment of certain costs associated with environmental remediation and to reflect a settlement of state tax audit issues. The previously
mentioned factors causing an increase to the 2008 federal and state effective tax rates as compared to 2007 were partially offset by higher SCE
software and property-related flow-through deductions recorded in 2008.

Accounting for Uncertainty in Income Taxes

FIN 48 requires an enterprise to recognize, in its financial statements, the best estimate of the impact of a tax position by determining if the
weight of the available evidence indicates it is more likely than not, based solely on the technical merits, that the position will be sustained on
audit. Edison International has filed affirmative tax claims related to tax positions, which, if accepted, could result in refunds of taxes paid or
additional tax benefits for positions not reflected on filed original tax returns. FIN 48 requires the disclosure of all unrecognized tax benefits,
which includes the reserves recorded for tax positions on filed tax returns and the unrecognized portion of affirmative claims.

Unrecognized Tax Benefits

The following table provides a reconciliation of unrecognized tax benefits from January 1, 2008 to September 30, 2008 and the reasons for such
changes:

In millions (Unaudited)

Balance at January 1, 2008 $ 2,114

Tax positions taken during the current year

Increases 75

Decreases

Tax positions taken during a prior year

Increases 105

Decreases (129)

Decreases for settlements during the period

Reductions for lapses of applicable statute of limitations

Balance at September 30, 2008 $ 2,165
The unrecognized tax benefits in the table above reflect affirmative claims related to timing differences of $1.5 billion and $1.6 billion at
September 30, 2008 and January 1, 2008, respectively, but have not met the recognition threshold pursuant to FIN 48 and have been denied by
the IRS as part of their examinations. These affirmative claims remain unpaid by the IRS and no receivable has been recorded. Edison
International has vigorously defended these affirmative claims in IRS administrative appeals proceedings and these claims are included in the
ongoing Global Settlement negotiations.

It is reasonably possible that Edison International could resolve, as part of the Global Settlement, or otherwise, with the IRS, all or a portion of
the unrecognized tax benefits through tax year 2002 within the next 12 months, which could reduce unrecognized tax benefits by up to
$1.4 billion.

The total amount of unrecognized tax benefits as of September 30, 2008 and January 1, 2008 that, if recognized, would have an effective tax rate
impact is $207 million and $206 million, respectively.

Accrued Interest and Penalties

The total amounts of accrued interest and penalties related to Edison International s income tax reserve were $193 million and $162 million as of
September 30, 2008 and January 1, 2008, respectively. The after-tax interest expense recognized and included in income tax expense was $5
million and $18 million for the three- and nine-month periods ended September 30, 2008, respectively.
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Tax Positions being Addressed as Part of Active Examinations, Administrative Appeals and the Global Settlement

Edison International is challenging certain IRS deficiency adjustments for tax years 1994 1999 with the Administrative Appeals branch of the
IRS and Edison International is currently under active IRS examination for tax years 2000 2006. During the third quarter of 2008, the IRS
commenced an examination of tax years 2003  2006. In addition, the statute of limitations remains open for tax years 1986 1993, which has
allowed Edison International to file certain affirmative claims related to these tax years. Tax years 1986 2002 are included in the scope of the
Global Settlement and tax years 2003 2006 are excluded, except for the cross-border lease issues, which for these later tax years are included in
the scope of the Global Settlement.

Most of these tax positions relate to timing differences and, therefore, any amounts exclusive of any penalties that would be paid if Edison
International s position is not sustained would be deductible on future tax returns filed by Edison International. In addition, Edison International
has filed affirmative claims with respect to certain tax years 1986 through 2005 with the IRS and state tax authorities. Any benefits associated
with these affirmative claims would be recorded in accordance with FIN 48 which provides that recognition would occur at the earlier of when
Edison International would make an assessment that the affirmative claim position has a more likely than not probability of being sustained or
when a settlement of the affirmative claim is consummated with the tax authority. Certain of these affirmative claims have been recognized as
part of the implementation of FIN 48.

Currently, Edison International is under administrative appeals with the California Franchise Tax Board for tax years 1997 2002 and under
examination for tax years 2003 2004. Edison International remains subject to examination by the California Franchise Tax Board for tax years
2005 and forward. Edison International is also subject to examination by other state tax authorities, subject to varying statute of limitations.

Edison International filed amended California Franchise tax returns for tax years 1997 2002 to mitigate the possible imposition of California
non-economic substance 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 certain Edison Capital leveraged lease transactions and the
SCE subsidiary contingent liability company transaction, described below. Edison International filed these amended returns under protest
retaining its appeal rights.

Balancing Account Over-Collections

In response to an affirmative claim filed by Edison International related to balancing account over-collections, the IRS issued a Notice of
Proposed Adjustment in July 2007. This affirmative claim was addressed by the IRS as part of the ongoing IRS examinations and administrative
appeals processes. The tax years to which adjustments are made pursuant to this Notice of Proposed Adjustment are included in the scope of the
Global Settlement. The cash and earnings impacts of this position are dependent on the ultimate settlement of all open tax issues, including this
issue, in these tax years. Edison International expects that resolution of this issue could potentially increase earnings and cash flows within the
range of $70 million to $80 million and $300 million to $350 million, respectively.

Contingent Liability Company

The IRS has asserted deficiencies with respect to a transaction entered into by a former SCE subsidiary which may be considered substantially
similar to a Listed Transaction described by the IRS as a contingent liability company for tax years 1997 and 1998. This issue is included in the
Global Settlement and is being considered by the Administrative Appeals branch of the IRS where Edison International has been defending its
income tax return position with respect to this transaction.

Cross-Border Lease Transactions

As part of a nationwide challenge of cross-border lease transactions, the IRS has asserted deficiencies related to Edison International s deferral of
income taxes associated with certain of its cross-border, leveraged leases.
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These asserted deficiencies relate to Edison Capital s income tax treatment of both its foreign power plant and electric locomotive sale/leaseback
transactions entered into in 1993 and 1994 (Replacement Leases, which the IRS refers to as sale-in/lease-out or SILOs) and its foreign power
plants and electric transmission system lease/ leaseback transactions entered into in 1997 and 1998 (Lease/Leaseback, which the IRS refers to as
lease-in/ lease-out or LILOs). For tax years 1994 1999, Edison International is challenging the asserted deficiencies in ongoing IRS appeals
proceedings and as part of the Global Settlement.

In 1999, Edison Capital entered into a lease/service contract transaction involving a foreign telecommunication system (Service Contract, which
the IRS refers to as a SILO). As part of an ongoing examination of 2000 2002, the IRS examination branch has been reviewing Edison
International s income tax treatment of this Service Contract. The income tax treatment of the Service Contract is included in the Global
Settlement for all tax years. The following table summarizes estimated federal and state income taxes deferred from these leases as of
December 31, 2007. Repayment of the entire amount of the deferred income taxes, as provided in the table below, would be accelerated if
Edison International and the IRS are unable to reach a settlement and the IRS position is to be sustained in litigation:

Tax Years Tax Years Unaudited
Under Appeal Under Audit Tax Years
In millions 1994 1999 2000 2006 2007 Total
Replacement Leases (SILO) $ 44 $ 42 $ 4 $ 90
Lease/Leaseback (LILO) 563 572 (14) 1,121
Service Contract (SILO) 326 54 380
Total $607 $940 $ 44 $1,591

As of September 30, 2008, the after-tax interest on the proposed tax adjustments is estimated to be approximately $613 million. The IRS has also
asserted a 20% penalty on any sustained adjustment (other than with respect to the Service Contract).

Edison International believes that its maximum earnings exposure related to these leases, measured as of September 30, 2008, is approximately
$1.3 billion after taxes, calculated by reclassifying deferred income taxes to current, re-computing the cumulative earnings under the leases in
accordance with lease accounting rules (FASB Staff Position FAS 13-2), and recording interest related to the current income tax liability.
Interest will continue to accrue until settled. This exposure does not include IRS asserted penalties of 20%, as Edison International does not
believe that even if the tax benefits taken by Edison Capital are successfully challenged by the IRS that these penalties would be sustained. The
current and future earnings and cash positions of SCE and EME are virtually unaffected by these leases.

During the second quarter of 2008, there were court decisions involving income taxation of cross-border leveraged leases that were adverse to
the taxpayers involved. These developments underscore the uncertain nature of tax conclusions in this area. Despite these developments, Edison
International believes it properly reported these transactions based on applicable statutes, regulations and case law and, in the absence of any
settlement with the IRS, will continue to vigorously defend its tax treatment of these leases. Edison International will continue to monitor and
evaluate its lease transactions with respect to future events. Future adverse developments, including further adverse case law developments,
could change Edison International s current conclusions.

As previously disclosed, Edison International is currently engaged in settlement negotiations with the IRS to reach a Global Settlement which, if
consummated, would resolve cross-border, leveraged lease issues in their entirety and all other outstanding tax disputes for open tax years 1986
through 2002, including certain affirmative claims for unrecognized tax benefits. These negotiations have progressed to the point where Edison
International and the IRS have reached nonbinding, preliminary understandings on the material principles for resolving the lease issues as part of
the resolution of all issues included in the Global Settlement. Final resolution of such disputes, as part of the Global Settlement, is subject to
reaching definitive agreements on final terms and calculations, mutually satisfactory documentation, and review of all or a portion of the Global
Settlement by the
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Staff of the Joint Committee on Taxation, a committee of the United States Congress (the Joint Committee ). While not assured, Edison
International believes that the Global Settlement will be submitted or substantially ready to be submitted to the Joint Committee during the
fourth quarter of 2008.

Edison International expects that the leases will be terminated in anticipation of the Global Settlement. Timing of termination is uncertain and
could occur prior to the Joint Committee completing its work or otherwise prior to consummation of the settlement. Edison Capital and its
subsidiaries have either reached agreement or are negotiating agreements based on executed term sheets with all of the counterparties to its
SILOs and LILOs which contemplate termination of the leases subject to a final settlement agreement with the IRS. Certain of these agreements
will not be binding on Edison Capital or the counterparties until such termination. Upon termination of the leases, the lessees would be required
to make termination payments from certain collateral deposits associated with the leases, and Edison International would no longer recognize
earnings from such leases.

If all settlements included in the Global Settlement discussions were ultimately concluded consistent with the preliminary understandings,
Edison International would expect that the settlement of the disputed lease issues and the resolution of the above-mentioned affirmative claims
would result in a portion of the charge initially recorded upon termination of the leases being offset and/or reduced, and the net after-tax earnings
charge that would remain is currently expected to be less than half of the maximum after-tax earnings exposure, calculated as of September 30,
2008, discussed above. Accordingly, it is not anticipated that borrowings would be required in connection with implementation of the
settlements. Termination of the leases prior to consummation of the settlements would result in Edison International initially recording an
after-tax charge to earnings currently estimated to be at least $650 million (and potentially up to the maximum earnings exposure indicated
above), which would be reduced and/or offset upon completion of the settlements.

There can be no assurance, however, about the timing of final settlements with the IRS or that such final settlements will be ultimately
consummated. Moreover, review by the Joint Committee could result in adjustments to the Global Settlement reached between Edison
International and the IRS. The IRS and Edison International may not reach final agreements that implement the preliminary understandings, or
they may reach final agreements but conditions to consummating them may not be satisfied. If Edison International terminated the SILO and
LILO leases without consummating the Global Settlement or any other settlement with the IRS, of the cross-border lease issues, then it could not
seek through litigation with the IRS future deferred tax benefits that may have been otherwise available in the absence of termination.

To the extent that an acceptable settlement is not reached with the IRS, Edison International will continue to vigorously defend its tax treatment
of the leases and is prepared to take legal action. If Edison International were to commence litigation in certain forums, it would need to make
payments of the disputed taxes, along with interest and any penalties asserted by the IRS, and thereafter pursue refunds. In the United States Tax
Court, the other litigation forum, no upfront payment would be required. In 2006, Edison International paid $111 million of the taxes, interest
and penalties for tax year 1999 followed by a refund claim for the same amount. The IRS did not act on this refund claim within the statutory six
month period, which provides Edison International with the option of being able to take legal action to assert its refund claim. To the extent an
acceptable settlement is not reached with the IRS, Edison International, based on its preference for litigation forum, may file refund claims for
any taxes, interest and penalties paid for tax years related to these leases. However, Edison International has not decided whether and to what
extent it would make additional payments related to later tax years to fund its right to litigate in certain forums should the Global Settlement, or
another settlement, not be consummated.

Resolution of Federal and State Income Tax Issues Being Addressed in Ongoing Examinations, Administrative Appeals and the Global
Settlement

Edison International continues its efforts to resolve open tax issues through tax year 2002 as part of the Global Settlement. Although the timing
for resolving these open tax positions is uncertain, it is reasonably possible that all or a significant portion of these open tax issues through tax
year 2002 could be resolved within the next 12 months.
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Note 4. Compensation and Benefits Plans
Pension Plans

As of September 30, 2008, Edison International had made $16 million in contributions related to 2007 and $45 million related to 2008 and
estimates to make $14 million of additional contributions in the last three months of 2008.

Volatile market conditions have affected the value of Edison International s trusts established to fund its future long-term pension benefits. The
market value of the investments within the plan trusts declined 22% during the nine months ended September 30, 2008. These benefit plan assets
and related obligations are remeasured annually using a December 31 measurement date. Unless the market recovers, reductions in the value of
plan assets will result in increased future expense, a change in the pension plan funding status from overfunded to underfunded and increased
future contributions. Changes in the plan s funded status will affect the assets and liabilities recorded on the balance sheet in accordance with
SFAS No. 158. Due to SCE s regulatory recovery treatment, the recognition of the funded status is offset by regulatory liabilities and assets. In
the 2009 GRC, SCE requested recovery of and continued balancing account treatment for amounts contributed to these trusts. The Pension
Protection Act of 2006 establishes new minimum funding standards and prohibits plans underfunded by more than 20% from providing lump
sum distributions and adopting amendments that increase plan liabilities.

Net pension cost recognized is calculated under the actuarial method used for ratemaking. The difference between pension costs calculated for
accounting and ratemaking is deferred.

Expense components are:

Three Months Ended Nine Months Ended
September 30, September 30,
In millions 2008 2007 2008 2007
(Unaudited)

Service cost $ 32 $ 31 $ 95 $ 93
Interest cost 50 47 151 141
Expected return on plan assets (65) (63) a197) (190)
Amortization of prior service cost 4 4 13 12
Amortization of net loss 1 1 4
Expense under accounting standards 21 20 63 60
Regulatory adjustment deferred 1 3
Total expense recognized $ 21 $ 21 $ 63 $ 63

Postretirement Benefits Other Than Pensions

As of September 30, 2008, Edison International had made no contributions related to 2007 and $14 million related to 2008 and estimates to
make $26 million of additional contributions in the last three months of 2008.

Volatile market conditions have affected the value of Edison International s trust established to fund its future other postretirement benefits. The
market value of the investments within the plan trust declined 21% during the nine months ended September 30, 2008. These benefit plan assets
and related obligations are remeasured annually using a December 31 measurement date. Unless the market recovers, reductions in the value of
plan assets will result in increased future expense, an increase in the plan underfunded status and increased future contributions. Changes in the
plan s funded status will affect the assets and liabilities recorded on the balance sheet in accordance with SFAS No. 158. Due to SCE s regulatory
recovery treatment, the recognition of the funded status is offset by regulatory liabilities and assets. In the 2009 GRC, SCE requested recovery of
and continued balancing account treatment for amounts contributed to this trust.
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Expense components are:

Three Months Ended Nine Months Ended
September 30, September 30,
In millions 2008 2007 2008 2007
(Unaudited)

Service cost $ 12 $ 11 $ 36 $ 33
Interest cost 35 32 105 96
Expected return on plan assets 31) (30) 93) (90)
Amortization of prior service credit 8 (8) 24) 24)
Amortization of net loss 4 7 12 21
Total expense recognized $ 12 $ 12 $ 36 $ 36

Stock-Based Compensation

During the first quarter of 2008, Edison International granted its 2008 stock-based compensation awards, which included stock options,
performance shares, deferred stock units and restricted stock units. Total stock-based compensation expense (reflected in the caption Other
operation and maintenance on the consolidated statements of income) was $5 million and $9 million for the three months ended September 30,
2008 and 2007, respectively, and was $24 million and $38 million for the nine months ended September 30, 2008 and 2007, respectively. The
income tax benefit recognized in the consolidated statements of income was $2 million and $4 million for the three months ended September 30,
2008 and 2007, respectively, and was $10 million and $15 million for the nine months ended September 30, 2008 and 2007, respectively. Total
stock-based compensation cost capitalized was less than $1 million and $1 million for the three months ended September 30, 2008 and 2007,
respectively, and was $2 million and $4 million for the nine months ended September 30, 2008 and 2007, respectively.

Stock Options

A summary of the status of Edison International stock options is as follows:

Weighted-Average

Remaining Aggregate
Stock Exercise Contractual Intrinsic
Options Price Term (Years) Value
(Unaudited)

Outstanding at December 31, 2007 12,105,642 $ 30.55

Granted 2,814,119 $ 48.61

Expired (500) $ 28.94

Forfeited (324,913) $ 49.28

Exercised (881,690) $ 25.82

Outstanding at September 30, 2008 13,712,658 $ 34.12 6.48

Vested and expected to vest at September 30, 2008 13,261,884 $ 33.71 6.41 $ 168,160,689
Exercisable at September 30, 2008 8,214,131 $ 26.60 5.27 $ 162,557,652

Stock options granted in 2008 do not accrue dividend equivalents.

The amount of cash used to settle stock options exercised was $5 million and $12 million for the three months ended September 30, 2008 and
2007, respectively, and was $46 million and $174 million for the nine months ended September 30, 2008 and 2007, respectively. Cash received
from options exercised was $3 million and
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$5 million for the three months ended September 30, 2008 and 2007, respectively, and was $23 million and $77 million for the nine months
ended September 30, 2008 and 2007, respectively. The estimated tax benefit from options exercised was $1 million and $3 million for the three
months ended September 30, 2008 and 2007, respectively, and was $9 million and $39 million for the nine months ended September 30, 2008
and 2007, respectively.

Note 5. Commitments and Contingencies

The following is an update to Edison International s commitments and contingencies. See Note 6 of Notes to Consolidated Financial Statements
included in Edison International s 2007 Annual Report on Form 10-K for a detailed discussion.

Lease Commitments

During the second quarter of 2008, SCE entered into power-purchase contracts which are classified as operating leases. The contract terms range
from 10 to 20 years. The delivery of energy under one of these contracts is not expected to commence until 2018. These additional commitments
are currently estimated to be: remainder of 2008 ~ $4 million, 2009  $14 million, 2010  $15 million, 2011  $15 million, 2012  $15 million and
thereafter $828 million.

During the third quarter of 2008, SCE entered into power-purchase contracts which are classified as capital leases. The contract terms are 20

years. The delivery of energy under these contracts is expected to commence in 2010. These additional commitments are currently estimated to

be: 2010 $32 million, 2011 $119 million, 2012  $119 million and thereafter ~ $2.6 billion. The estimated executory costs and interest expense
associated with these additional commitments are $699 million and $988 million, respectively. The total additional estimated net commitments

are $1.2 billion.

Other Commitments

During the first nine months of 2008, SCE entered into service contracts associated with uranium enrichment and fuel fabrication. As a result,
SCE s additional fuel supply commitments are estimated to be: 2009  $51 million, 2010  $54 million, 2011  $98 million, 2012  $146 million and
thereafter $671 million.

During the second quarter of 2008, SCE entered into a new power-purchase contract. The delivery of energy under this contract is expected to
commence in August 2010 with a 10 year term. SCE s additional commitments upon commencement are estimated to be: 2010 $188 million,
2011 $335 million, 2012  $341 million and thereafter ~$2.7 billion.

At September 30, 2008, EME s subsidiaries had firm commitments to spend approximately $204 million during the remainder of 2008 and
$42 million in 2009 on capital and construction expenditures. The majority of these expenditures relate to the construction of wind projects.
These expenditures are planned to be financed by cash on hand and cash generated from operations.

EME had entered into various turbine supply agreements with vendors to support its wind and thermal development efforts. At September 30,
2008, EME had secured 484 wind turbines (942 MW) and 5 gas-fired turbines (479 MW) for use in future projects for an aggregate purchase
price of $1.4 billion, with remaining commitments of $66 million in 2008, $794 million in 2009 and $260 million in 2010. At September 30,
2008, EME had recorded wind turbine deposits of $318 million included in other long-term assets on its consolidated balance sheet.

In connection with the acquisition of the Illinois Plants, Midwest Generation had assumed a long-term coal supply contract and recorded a
liability to reflect the fair value of this contract. In March 2008, Midwest Generation entered into an agreement to buy-out its coal obligations for
the years 2009 through 2012 under this
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contract with a one-time payment to be made in January 2009. Midwest Generation recorded a pre-tax gain of $15 million ($9 million, after tax)
during the first quarter of 2008 reflected in (Gain) on buyout of contract and (gain)/loss on sale of assets on the consolidated statements of
income. The remaining payments due under this contract are $15 million.

EME s subsidiaries had entered into contractual agreements during the first nine months of 2008 to purchase materials for environmental controls
equipment. In addition, during the nine months ended September 30, 2008, EME s subsidiaries entered into turbine operations and maintenance
agreements. These commitments are currently estimated to aggregate to $196 million, summarized as follows: remainder of 2008 ~ $3 million,
2009 $31 million, 2010  $48 million, 2011  $48 million, 2012  $46 million, and thereafter ~ $20 million.

Guarantees and Indemnities

Edison International s subsidiaries have various financial and performance guarantees and indemnifications which are issued in the normal
course of business. As discussed below, these contracts included performance guarantees, guarantees of debt and indemnifications.

Tax Indemnity Agreements

In connection with the sale-leaseback transactions related to the Homer City facilities in Pennsylvania, the Powerton and Joliet Stations in
[llinois and, previously, the Collins Station in Illinois, EME and several of its subsidiaries entered into tax indemnity agreements. Although the
Collins Station lease terminated in April 2004, Midwest Generation s tax indemnity agreement with the former lease equity investor is still in
effect. Under these tax indemnity agreements, these entities agreed to indemnify the lessors in the sale-leaseback transactions for specified
adverse tax consequences that could result in certain situations set forth in each tax indemnity agreement, including specified defaults under the
respective leases. The potential indemnity obligations under these tax indemnity agreements could be significant. Due to the nature of these
potential obligations, EME cannot determine a maximum potential liability which would be triggered by a valid claim from the lessors. EME has
not recorded a liability related to these indemnities.

Indemnities Provided as Part of the Acquisition of the Illinois Plants

In connection with the acquisition of the Illinois Plants, EME agreed to indemnify Commonwealth Edison with respect to specified
environmental liabilities before and after December 15, 1999, the date of sale. The indemnification claims are reduced by any insurance
proceeds and tax benefits related to such claims and are subject to a requirement that Commonwealth Edison takes all reasonable steps to
mitigate losses related to any such indemnification claim. Due to the nature of the obligation under this indemnity, a maximum potential liability
cannot be determined. This indemnification for environmental liabilities is not limited in term and would be triggered by a valid claim from
Commonwealth Edison. By letter dated August 8, 2007, Commonwealth Edison advised EME that Commonwealth Edison believes it is entitled
to indemnification for all liabilities, costs, and expenses that it may be required to bear as a result of the NOV discussed below under

Contingencies Midwest Generation New Source Review Notice of Violation. By letter dated August 16, 2007, Commonwealth Edison tendered a
request for indemnification to EME for all liabilities, costs, and expenses that Commonwealth Edison may be required to bear if the
environmental groups were to file suit. Except as discussed below, EME has not recorded a liability related to this indemnity.

Midwest Generation entered into a supplemental agreement with Commonwealth Edison and Exelon Generation Company LLC on February 20,
2003 to resolve a dispute regarding interpretation of its reimbursement obligation for asbestos claims under the environmental indemnities set
forth in the Asset Sale Agreement. Under this supplemental agreement, Midwest Generation agreed to reimburse Commonwealth Edison and
Exelon Generation for 50% of specific asbestos claims pending as of February 2003 and related expenses less recovery of insurance costs, and
agreed to a sharing arrangement for liabilities and expenses associated with future asbestos-related claims as specified in the agreement. As a
general matter, Commonwealth Edison and Midwest
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Generation apportion responsibility for future asbestos-related claims based upon the number of exposure sites that are Commonwealth Edison
locations or Midwest Generation locations. The obligations under this agreement are not subject to a maximum liability. The supplemental
agreement had an initial five-year term with an automatic renewal provision for subsequent one-year terms (subject to the right of either party to
terminate); pursuant to the automatic renewal provision, it has been extended until February 2009. Payments are made under this indemnity upon
tender by Commonwealth Edison of appropriate proof of liability for an asbestos-related settlement, judgment, verdict, or expense. There were
approximately 208 cases for which Midwest Generation was potentially liable and that had not been settled and dismissed at September 30,
2008. Midwest Generation had recorded a $53 million liability at September 30, 2008 related to this matter.

The amounts recorded by Midwest Generation for the asbestos-related liability are based upon a number of assumptions. Future events, such as
the number of new claims to be filed each year, the average cost of disposing of claims, as well as the numerous uncertainties surrounding
asbestos litigation in the United States, could cause the actual costs to be higher or lower than projected.

Indemnity Provided as Part of the Acquisition of the Homer City Facilities

In connection with the acquisition of the Homer City facilities, EME Homer City agreed to indemnify the sellers with respect to specific
environmental liabilities before and after the date of sale. Payments would be triggered under this indemnity by a valid claim from the sellers.
EME guaranteed the obligations of EME Homer City. Due to the nature of the obligation under this indemnity provision, it is not subject to a
maximum potential liability and does not have an expiration date. EME has not recorded a liability related to this indemnity.

Indemnities Provided under Asset Sale Agreements

The asset sale agreements for the sale of EME s international assets contain indemnities from EME to the purchasers, including indemnification
for taxes imposed with respect to operations of the assets prior to the sale and for pre-closing environmental liabilities. Not all indemnities under
the asset sale agreements have specific expiration dates. Payments would be triggered under these indemnities by valid claims from the sellers or
purchasers, as the case may be. At September 30, 2008, EME had recorded a liability of $97 million related to these matters.

In connection with the sale of various domestic assets, EME has from time to time provided indemnities to the purchasers for taxes imposed with
respect to operations of the asset prior to the sale. EME has also provided indemnities to purchasers for items specified in each agreement (for
example, specific pre-existing litigation matters and/or environmental conditions). Due to the nature of the obligations under these indemnity
agreements, a maximum potential liability cannot be determined. Not all indemnities under the asset sale agreements have specific expiration
dates. Payments would be triggered under these indemnities by valid claims from the sellers or purchasers, as the case may be. At September 30,
2008, EME had recorded a liability of $13 million related to these matters.

Capacity Indemnification Agreements

EME has guaranteed, jointly and severally with Texaco Inc., the obligations of March Point Cogeneration Company under its project power

sales agreements to repay capacity payments to the project s power purchaser in the event that the power sales agreements terminate, March Point
Cogeneration Company abandons the project, or the project fails to return to normal operations within a reasonable time after a complete or
partial shutdown, during the term of the power sales agreements. The obligations under this indemnification agreement as of September 30,

2008, if payment were required, would be $63 million. EME has not recorded a liability related to this indemnity.
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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 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.
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.

Mountainview Filter Cake Indemnity

Mountainview owns and operates a power plant in Redlands, California. The plant utilizes water from on-site groundwater wells and City of
Redlands (City) recycled water for cooling purposes. Unrelated to the operation of the plant, this water contains perchlorate. The pumping of the
water removes perchlorate from the aquifer beneath the plant and concentrates it in the plant s wastewater treatment filter cake. Use of this
impacted groundwater for cooling purposes was mandated by Mountainview s CEC permit. Mountainview has indemnified the City for cleanup
or associated actions related to groundwater contaminated by perchlorate due to the disposal of filter cake at the City s solid waste landfill. The
obligations under this agreement are not limited to a specific time period or subject to a maximum liability. SCE has not recorded a liability
related to this guarantee.

Other Edison International Indemnities

Edison International provides other indemnifications through contracts entered into in the normal course of business. These are primarily
indemnifications against adverse litigation outcomes in connection with underwriting agreements, and specified environmental indemnities and
income taxes with respect to assets sold. Edison International s obligations under these agreements may be limited in terms of time and/or
amount, and in some instances Edison International 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. Edison International has not recorded a liability related to these indemnities.

Contingencies

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

Environmental Remediation

Edison International 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.

Edison International believes that it is in substantial compliance with environmental regulatory requirements; however, possible future
developments, such as the enactment of more stringent environmental laws and regulations, could affect the costs and the manner in which
business is conducted and could cause substantial additional capital expenditures. There is no assurance that additional costs would be recovered
from customers or that Edison International s consolidated financial position and results of operations would not be materially affected.

22

Table of Contents 30



Edgar Filing: EDISON INTERNATIONAL - Form 10-Q

Table of Conten

Edison International 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. Edison International 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, Edison International records the lower end of this reasonably likely range of costs (classified as other long-term liabilities)
at undiscounted amounts.

As of September 30, 2008, Edison International s recorded estimated minimum liability to remediate its 45 identified sites at SCE (24 sites) and
EME (21 sites primarily related to Midwest Generation) was $50 million, $47 million of which was related to SCE including $14 million related
to San Onofre. This remediation liability is undiscounted. Edison International s other subsidiaries have no identified remediation sites. The
ultimate costs to clean up Edison International 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. Edison International believes that, due to these uncertainties, it is reasonably possible
that cleanup costs could exceed its recorded liability by up to $167 million, all of which is related to SCE. The upper limit of this range of costs
was estimated using assumptions least favorable to Edison International 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 million), SCE also has 30 immaterial sites whose total liability
ranges from $3 million (the recorded minimum liability) to $9 million.

The CPUC allows SCE to recover environmental remediation costs at certain sites, representing $32 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 responsible carriers. SCE expects to recover costs incurred at its remaining sites through
customer rates. SCE has recorded a regulatory asset of $42 million for its estimated minimum environmental-cleanup costs expected to be
recovered through customer rates.

Edison International s identified sites include several sites for which there is a lack of currently available information, including the nature and
magnitude of contamination, and the extent, if any, that Edison International 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 sites.

Edison International 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 $11 million to $31 million. Recorded costs for the 12 months ended September 30, 2008 were $32 million.

Based on currently available information, Edison International 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 incurred at SCE,
Edison International believes that costs ultimately recorded will not materially affect its consolidated 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.

Federal and State Income Taxes

As part of a nationwide challenge of certain types of lease transactions, the IRS has raised issues about the deferral of income taxes associated
with certain lease and kind of lease transactions. See Note 3 for further details.
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FERC Transmission Incentives

On November 16, 2007, the FERC issued an order granting incentives on three of SCE s largest proposed transmission projects:

A 125 basis point ROE adder on SCE s future proposed base ROE ( ROE Adder ) for DPV2, which is a high voltage (500 kV) transmission
line from the Valley substation to the Devers substation near Palm Springs, California to a new substation near Palo Verde, west of Phoenix,
Arizona;

A 125 basis point ROE Adder for the Tehachapi Transmission Project, which is an eleven segment project consisting of newly-constructed
and upgraded transmission lines and associated substations to interconnect renewable generation projects near the Tehachapi and Big Creek
area; and

A 75 basis point ROE Adder for the Rancho Vista Substation Project, which is a new 500 kV substation in the City of Rancho Cucamonga.
The order also grants a higher return on equity on SCE s entire transmission rate base in SCE s next FERC transmission rate case for SCE s
participation in the CAISO. In September 2008, the FERC accepted SCE s revisions to its Transmission Owner Tariff, with a requested effective
date of March 1, 2009 subject to refund and settlement procedures. In addition, the order permits SCE to include in rate base 100% of
prudently-incurred capital expenditures during construction, also known as CWIP, of all three projects and 100% recovery of prudently-incurred
abandoned plant costs for DPV2 and Tehachapi, if either or both of these projects are cancelled due to factors beyond SCE s control.

In June 2008, the FERC rejected petitions filed by certain parties, including the CPUC, to address the CAISO higher return and the ROE project
adders. In August 2008, the CPUC filed an appeal of the FERC incentives order at the DC Circuit Court of Appeals.

FERC Construction Work in Progress Mechanism

On December 21, 2007, SCE filed a revision to its Transmission Owner Tariff to collect 100% of CWIP in rate base for its Tehachapi, DPV2,

and Rancho Vista projects. In the CWIP filing, SCE proposed a rate adjustment ($45 million or a 14.4% increase) to SCE s currently authorized
base transmission revenue requirement to be made effective on March 1, 2008 and later adjusted for amounts actually spent in 2008 through a
new balancing account mechanism. The rate adjustment represents actual expenditures from September 1, 2005 through November 30, 2007,
projected expenditures from December 1, 2007 through December 31, 2008, and a ROE (which includes the ROE adders approved for
Tehachapi, DPV2 and Rancho Vista). The rate adjustment is based on a projection that SCE will spend a total of approximately $244 million,

$27 million, and $181 million for Tehachapi, DPV2, and Rancho Vista, respectively, from September 1, 2005 through the end of 2008. The

2008 DPV2 expenditure forecast is limited to projected consulting and legal costs associated with SCE s continued efforts to obtain regulatory
approvals necessary to construct the DPV2 Project. On February 29, 2008, the CWIP filing was approved and SCE implemented the CWIP rate
on March 1, 2008, subject to refund on the limited issue of whether SCE s proposed ROEs are reasonable. On March 28, 2008, the CPUC filed a
petition for rehearing with the FERC on the FERC s acceptance of SCE s proposed ROE for CWIP. Briefs addressing the appropriate ROE were
filed by SCE and intervenors in May 2008. In addition, in the order, SCE was directed by FERC to make a compliance filing to provide greater
detail on the costs reflected in CWIP rates for 2008. SCE made the compliance filing on March 31, 2008. On April 21, 2008, the CPUC filed a
protest of the compliance filing at FERC and requested an evidentiary hearing to be set to further review the costs. SCE filed a response to the
CPUC s protest on May 6, 2008 arguing that the FERC should deny the CPUC s request for a further hearing. SCE cannot predict the outcome of
the matters in this proceeding.

SCE filed its 2009 update to its CWIP rate adjustment on October 31, 2008. SCE proposed a reduction to its CWIP revenue requirement from
$45 million to $39 million to be effective on January 1, 2009.
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Investigation Regarding Performance Incentives Rewards

SCE was eligible under the CPUC-approved PBR mechanism to earn rewards or incur penalties based on its performance in comparison to
CPUC-approved standards of customer satisfaction, employee safety reporting, and system reliability. SCE conducted investigations into its
performance under the PBR mechanism and reported to the CPUC certain findings of misconduct and misreporting related to the first two
components of the PBR program. Following SCE s reporting, the CPUC opened its own investigation of SCE s activities relative to the PBR
mechanism.

CPUC Decision

On September 18, 2008, the CPUC adopted a decision in the first phase of its investigation into SCE s incentives claimed under the
CPUC-approved PBR mechanism that allowed SCE to earn rewards or incur penalties for the period 1997 2003 based on its performance in
comparison to CPUC-approved standards of customer satisfaction and employee safety reporting. The adopted decision required SCE to refund
$28 million and $20 million related to customer satisfaction and employee safety reporting incentives, respectively; and further required SCE to
forego claimed incentives of $20 million and $15 million related to customer satisfaction and employee safety reporting, respectively. The
decision also required SCE to refund $33 million for employee bonuses and imposed a statutory penalty of $30 million. During the third quarter,
SCE recorded a charge of $49 million, after-tax, reflected primarily in Other nonoperating deductions in the consolidated statements of income
related to this decision.

System Reliability

In light of the problems uncovered with the components of the PBR mechanism discussed above, SCE conducted an investigation into the third
PBR standard, system reliability, for the years 1997 2003. SCE received $8 million in reliability incentive awards for the period 1997 2000 and
had applied for a reward of $5 million for 2001. For 2002, SCE s data indicated that it earned no reward and incurred no penalty. For 2003, based
on the application of the PBR mechanism, SCE determined that it would incur a penalty of $3 million and accrued a charge for that amount in
2004. On February 28, 2005, SCE provided its final investigation report to the CPUC concluding that the reliability reporting system was

working as intended. System reliability incentives will be addressed in the second phase of the CPUC s investigation. SCE served its opening
testimony in the second phase in September 2007. In that testimony, SCE presented evidence that its PBR system reliability results were valid.

The schedule for the second phase of the investigation has been deferred until November 21, 2008. SCE cannot predict the outcome of the

second phase but does not expect a material financial statement impact.

EME Homer City New Source Review Notice of Violation

On June 12, 2008, EME Homer City received an NOV from the US EPA alleging that, beginning in 1988, EME Homer City (or former owners
of the Homer City facilities) performed repair or replacement projects at Homer City Units 1 and 2 without first obtaining construction permits
as required by the Prevention of Significant Deterioration requirements of the Clean Air Act. The US EPA also alleges that EME Homer City
has failed to file timely and complete Title V permits. EME Homer City has met with the US EPA and has expressed its intent to explore the
possibility of a settlement. If no settlement is reached and the DOJ files suit, litigation could take many years to resolve the issues alleged in the
NOV. EME Homer City is investigating the NOV claims and is developing a litigation strategy. EME Homer City cannot predict at this time
what effect this matter may have on its facilities, its results of operations, financial position or cash flows. EME Homer City has sought
indemnification for liability and defense costs associated with the NOV from the sellers under the asset purchase agreement pursuant to which
EME Homer City acquired the Homer City facilities. The sellers responded by denying the indemnity obligation, but accepting the defense of
the claims.

EME Homer City notified the sale-leaseback owner participants of the Homer City facilities of the NOV under the operative indemnity
provisions of the sale-leaseback documents. The owner participants of the Homer City facilities, in turn, have sought indemnification and
defense from EME Homer City for costs and liability
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associated with the EME Homer City NOV. EME Homer City responded by undertaking the indemnity obligation and defense of the claims.
Four Corners CPUC Emissions Performance Standard Ruling

The CPUC adopted a GHG emission performance standard, effective January 2007. In January 2008, SCE filed a petition with the CPUC
seeking clarification that the emission performance standard would not apply to capital expenditures required by existing agreements among the
owners at Four Corners. The CPUC issued a proposed decision finding that the emission performance standard was not intended to apply to
capital expenditures at Four Corners requested by SCE in its General Rate Case for the period 2007 2011. On October 23, 2008, the Assigned
Commissioner and Administrative Law Judge issued a ruling withdrawing the proposed decision and seeking additional comment on whether
the finding in the proposed decision should be changed and whether SCE should be allowed to recover such capital expenditures. SCE estimates
that its share of capital expenditures approved by the owners at Four Corners since the GHG emission performance standard decision was issued
in January 2007 is approximately $43 million, of which approximately $8 million had been expended through September 30, 2008. The ruling
also directs SCE to explain why certain information was not included in its petition and why the failure to include such information should not
be considered misleading in violation of CPUC rules. SCE cannot predict the outcome of this proceeding or estimate the amount, if any, of
penalties or disallowances that may be imposed.

ISO Disputed Charges

On April 20, 2004, the FERC issued an order concerning a dispute between the ISO and the Cities of Anaheim, Azusa, Banning, Colton and
Riverside, California over the proper allocation and characterization of certain transmission service related 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 in the affected zone within the ISO transmission grid. The April 20, 2004 order directed the ISO to shift the
costs from scheduling coordinators i