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Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yesp Noo

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Exchange Act. Yeso Nop

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. Yesp Noo

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check One):

Large Accelerated Filer p Accelerated Filer o Non-accelerated Filer o Smaller Reporting Company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso Nop

The aggregate market value of registrant s voting stock held by non-affiliates was approximately $12.7 billion on or
about June 30, 2007, based upon prices reported on the New York Stock Exchange. As of February 22, 2008, there
were 325,811,206 shares of Common Stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE
Portions of the following documents listed below have been incorporated by reference into the parts of this report so
indicated.
Parts I and II

(1) Designated portions of the registrant s Annual Report to Shareholders for the year ended December 31, 2007
Part ITI

(2) Designated portions of the Proxy Statement relating to registrant s 2008 Annual Meeting of Shareholders
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of the Private Securities

Litigation Reform Act of 1995. Forward-looking statements reflect Edison International s current expectations and

projections about future events based on Edison International s knowledge of present facts and circumstances and

assumptions about future events and include any statement that does not directly relate to a historical or current fact.

Other information distributed by Edison International that is incorporated in this report, or that refers to or

incorporates this report, may also contain forward-looking statements. In this report and elsewhere, the words expects,
believes, anticipates, estimates, projects, intends, plans, probable, may, will, could, would, sl

such words and similar expressions, or discussions of strategy or of plans, are intended to identify forward-looking

statements. Such statements necessarily involve risks and uncertainties that could cause actual results to differ

materially from those anticipated. See Risk Factors in Part I, Item 1A of this report and Introduction in the MD&A for

cautionary statements that accompany those forward-looking statements and identify important factors that could

cause results to differ. Readers should carefully review those cautionary statements as they identify important factors

that could cause results to differ, or that otherwise could impact Edison International or its subsidiaries.

Additional information about risks and uncertainties, including more detail about the factors described in this report, is
contained throughout this report, in the MD&A that appears in the Annual Report, the relevant portions of which are
filed as Exhibit 13 to this report, and which is incorporated by reference into Part II, Item 7 of this report, and in Notes
to Consolidated Financial Statements. Readers are urged to read this entire report, including the information
incorporated by reference, and carefully consider the risks, uncertainties and other factors that affect Edison
International s business. Forward-looking statements speak only as of the date they are made and Edison International
assumes no duty to publicly update or revise forward-looking statements. Readers should review future reports filed
by Edison International with the SEC.

Except when otherwise stated, references to each of Edison International, SCE, EMG, MEHC, EME or Edison Capital
mean each such company with its subsidiaries on a consolidated basis. References to Edison International (parent) or
parent company mean Edison International on a stand-alone basis, not consolidated with its subsidiaries.

Table of Contents 7
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GLOSSARY

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

AB

ACC

Ameren

AFUDC

APS

ARO(s)
Brooklyn Navy Yard
Btu

CAA

CAIR

CAMR

CARB
Commonwealth Edison
CDWR

CEC

CEMA

CPS

CPSD

CPUC

District Court
DOE

DOIJ

DPV2

Duke

DWP

EITF

EITF No. 01-8
EME

EME Homer City
EMG

EMMT

EPAct 2005

EPS

ERRA

Exelon Generation
FASB

FPA

FERC

FIN 39-1

FIN 46(R)

Table of Contents

Assembly Bill

Arizona Corporation Commission

Ameren Corporation

allowance for funds used during construction
Arizona Public Service Company

asset retirement obligation(s)

Brooklyn Navy Yard Cogeneration Partners, L.P.
British Thermal units

Clean Air Act

Clean Air Interstate Rule

Clean Air Mercury Rule

California Air Resources Board
Commonwealth Edison Company

California Department of Water Resources
California Energy Commission

catastrophic event memorandum account
Combined Pollutant Standard

Consumer Protection and Safety Division
California Public Utilities Commission

U.S. District Court for the District of Columbia
United States Department of Energy
Department of Justice

Devers-Palo Verde II

Duke Energy Trading and Marketing, LLC

Los Angeles Department of Water & Power
Emerging Issues Task Force

EITF Issue No. 01-8, Determining Whether an Arrangement Contains a Lease
Edison Mission Energy

EME Homer City Generation L.P.

Edison Mission Group Inc.

Edison Mission Marketing & Trading, Inc.
Energy Policy Act of 2005

earnings per share

energy resource recovery account

Exelon Generation Company LL.C

Financial Accounting Standards Board

Federal Power Act

Federal Energy Regulatory Commission
Financial Accounting Standards Board Interpretation No. 39-1, Amendment of
FASB Interpretation No. 39

Financial Accounting Standards Board Interpretation No. 46, Consolidation of
Variable Interest Entities
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FIN 46(R)-6
FIN 47
FIN 48

FSP
FSP FAS 13-2

FTRs

GHG

GRC
Illinois EPA
IPM

IRS
ISO
kWh(s)
MD&A

MECIBV
MEHC
Midland Cogen
Midway-Sunset
Midwest Generation
MISO

Mohave
Moody s
MRTU

MW

MWh

NAPP

Ninth Circuit
NOV

NO,

NRC

NSR

NYISO
PADEP

Palo Verde
PBOP(s)

PBR

PG&E

PIM
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Glossary (continued)

Financial Accounting Standards Board Interpretation No. 46(R)-6, Determining
Variability to be Considered in Applying FIN 46(R)

Financial Accounting Standards Board Interpretation No. 47, Accounting for
Conditional Asset Retirement Obligations

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

FASB Staff Position

FASB Staff Position FAS 13-2, Accounting for a Change or Projected Change in the
Timing of Cash Flows Relating to Income Taxes Generated by a Leveraged Lease
Transaction

firm transmission rights

greenhouse gas

General Rate Case

Illinois Environmental Protection Agency

a consortium comprised of International Power plc (70%) and Mitsui & Co., Ltd.
30)%

Internal Revenue Service

California Independent System Operator

kilowatt-hour(s)

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

MEC International B.V.

Mission Energy Holding Company

Midland Cogeneration Venture

Midway-Sunset Cogeneration Company

Midwest Generation, LLC

Midwest Independent Transmission System Operator

Mohave Generating Station

Moody s Investors Service

Market Redesign Technical Upgrade

megawatts

megawatt-hours

Northern Appalachian

United States Court of Appeals for the Ninth Circuit

notice of violation

nitrogen oxide

Nuclear Regulatory Commission

New Source Review

New York Independent System Operator

Pennsylvania Department of Environmental Protection

Palo Verde Nuclear Generating Station

postretirement benefits other than pension(s)

performance-based ratemaking

Pacific Gas & Electric Company

PJM Interconnection, LLC
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POD

PRB
PURPA
PX

QF(s)
RGGI
RICO
ROE

RPM

S&P

SAB

San Onofre
SCE
SDG&E
SFAS
SFAS No. 71

SFAS No. 98
SFAS No. 123(R)
SFAS No. 133

SFAS No. 141(R)
SFAS No. 143

SFAS No. 144

SFAS No. 157
SFAS No. 158

SFAS No. 159
SFAS No. 160

SIP(s)
SO,

SRP

the Tribes
US EPA
VIE(s)
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Glossary (continued)

Presiding Officer s Decision
Powder River Basin
Public Utility Regulatory Policies Act of 1978
California Power Exchange
qualifying facility(ies)
Regional Greenhouse Gas Initiative
Racketeer Influenced and Corrupt Organization
return on equity
reliability pricing model
Standard & Poor s
Staff Accounting Bulletin
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. 71, Accounting for the Effects of
Certain Types of Regulation
Statement of Financial Accounting Standards No. 98, Sale-Leaseback Transactions
Involving Real Estate
Statement of Financial Accounting Standards No. 123(R), Share-Based Payment
(revised 2004)
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. 143, Accounting for Asset
Retirement Obligations
Statement of Financial Accounting Standards No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets
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
Statement of Financial Accounting Standards No. 160, Noncontrolling Interests in
Consolidated Financial Statements
State Implementation Plan(s)
sulfur dioxide
Salt River Project Agricultural Improvement and Power District
Navajo Nation and Hopi Tribe
United States Environmental Protection Agency
variable interest entity(ies)
4
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PART 1
Item 1. Business

BUSINESS OF EDISON INTERNATIONAL

Edison International was incorporated on April 20, 1987, under the laws of the State of California for the purpose of
becoming the parent holding company of SCE, a California public utility corporation, and of nonutility companies.
SCE comprises the largest portion of the assets and revenue of Edison International. The principal nonutility
companies are: EME, which is an independent power producer engaged in the business of developing, acquiring,
owning or leasing, and selling energy and capacity from independent power production facilities and also conducts
price risk management and energy trading activities in power markets open to competition; and Edison Capital, which
has investments in energy and infrastructure projects worldwide and in affordable housing projects located throughout
the United States. Beginning in 2006, EME and Edison Capital have been presented on a consolidated basis as EMG
in order to reflect the integration of management and personnel at EME and Edison Capital.

Edison International is engaged in the business of holding, for investment, the common stock of its subsidiaries. At
December 31, 2007, Edison International and its subsidiaries had an aggregate of 17,275 full-time employees, of
which 26 were employed directly by Edison International.

The principal executive offices of Edison International are located at 2244 Walnut Grove Avenue, P.O. Box 976,
Rosemead, California 91770, and the telephone number is (626) 302-2222.

Edison International s internet website address is http://www.edisoninvestor.com. Edison International makes
available, free of charge on its internet website, its Annual Report on Form 10-K, Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K, Proxy Statement and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Exchange Act, as soon as reasonably practicable after Edison International electronically
files such material with, or furnishes it to, the SEC. Such reports are also available on the SEC s internet website at
http://www.sec.gov. The information contained in our website, or connected to that site, is not incorporated by
reference into this report.

Edison International has three business segments for financial reporting purposes: an electric utility operation segment
(SCE), a nonutility power generation segment (EME), and a financial services provider segment (Edison Capital).
Financial information about these segments and about geographic areas, for fiscal years 2007, 2006, and 2005, is
contained in Note 16 of Notes to Consolidated Financial Statements and incorporated herein by this reference.
Additional information about each of these business segments appears below under the headings Business of Southern
California Edison Company and Business of Edison Mission Group Inc.

Regulation of Edison International

A comprehensive energy bill was enacted in August 2005. Known as EPAct 2005, this comprehensive legislation
included provisions for the repeal of the Public Utility Holding Company Act (PUHCA) 1935, amendments to

PURPA, merger review reform, the introduction of new regulations regarding transmission operation improvements,
FERC authority to impose civil penalties for violation of its regulations, transmission rate reform, incentives for

various generation technologies and the extension (originally through December 31, 2007, and subsequently extended
through December 31, 2008) of production tax credits for wind and other specified types of generation. The FERC
finalized rules to implement the Congressionally mandated repeal of PUHCA 1935 that became effective February 8§,
2006, and the enactment of PUHCA 2005. PUHCA 2005 is primarily a books and records access statute and does not
give the FERC any new substantive authority under the Federal Power Act or Natural Gas Act. The FERC also issued

Table of Contents 13
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final rules to implement the electric company merger and acquisition provisions of EPAct 2005.

On July 20, 2006, the FERC certified the North American Electric Reliability Corporation (NERC) as its Electric
Reliability Organization to establish and enforce reliability standards for the bulk power system. On March 16, 2007,
the FERC issued a final rule approving 83 reliability standards proposed by the NERC. The

5
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final rule became effective, and compliance with these standards became mandatory, on June 18, 2007. Both SCE and
EME believe that they have taken all steps to be compliant with current NERC reliability standards. Edison
International anticipates that the FERC will adopt more stringent reliability standards in the future. The financial
impact of complying with future standards cannot be determined at this time.

Edison International is not a public utility under the laws of the State of California and is not subject to regulation as
such by the CPUC. See Business of Southern California Edison Company Regulation of SCE below for a description
of the regulation of SCE by the CPUC. The CPUC decision authorizing SCE to reorganize into a holding company
structure, however, contains certain conditions, which, among other things: (1) ensure the CPUC access to books and
records of Edison International and its affiliates which relate to transactions with SCE; (2) require Edison

International and its subsidiaries to employ accounting and other procedures and controls to ensure full review by the
CPUC and to protect against subsidization of nonutility activities by SCE s customers; (3) require that all transfers of
market, technological, or similar data from SCE to Edison International or its affiliates be made at market value;

(4) preclude SCE from guaranteeing any obligations of Edison International without prior written consent from the
CPUC; (5) provide for royalty payments to be paid by Edison International or its subsidiaries in connection with the
transfer of product rights, patents, copyrights, or similar legal rights from SCE; and (6) prevent Edison International
and its subsidiaries from providing certain facilities and equipment to SCE except through competitive bidding. In
addition, the decision provides that SCE shall maintain a balanced capital structure in accordance with prior CPUC
decisions, that SCE s dividend policy shall continue to be established by SCE s board of directors as though SCE were
a stand-alone utility company, and that the capital requirements of SCE, as determined to be necessary to meet SCE s
service obligations, shall be given first priority by the boards of directors of Edison International and SCE.

In 2006, the CPUC issued a decision relating to the relationship between SCE and Edison International. The most
significant provisions of this decision were: (1) SCE must elect either to continue to share regulatory affairs, lobbying
and legal services with its affiliates, or to share certain key officers with the holding company, including the
Chairperson, CEQ, President, CFO and the chief regulatory officer; (2) key officers (as listed in the preceding item)
must personally certify annually that they have complied with the affiliate transaction rules and have no knowledge of
any unreported violations; (3) the utility must obtain and deliver to the CPUC a nonconsolidation opinion from outside
counsel demonstrating that the existing ring-fencing around the utility is sufficient to prevent the utility from being
drawn into a bankruptcy of its parent holding company; (4) the utility must file a waiver application if an adverse
financial event reduces the utility s actual equity ratio by more than one percent or more below the approved ratio;

(5) the utility must file an annual report on utility capital needs and related financial practices; and (6) changes to the
executive compensation reporting rules to increase disclosure obligations and certify that compensation has been
accurately reported. SCE elected to continue to share regulatory affairs, lobbying and legal services with its affiliates.
As aresult, in 2007 Edison International s Chairman resigned his position as Chairman of SCE and SCE s CEO was
elected Chairman of SCE. SCE has also complied with the other applicable requirements of the decision.

Environmental Matters Affecting Edison International

Because Edison International does not own or operate any assets, except the stock of its subsidiaries, it does not have
any direct environmental obligations or liabilities. However, legislative and regulatory activities by federal, state, and
local authorities in the United States result in the imposition of numerous restrictions on the operation of existing
facilities by Edison International s subsidiaries, on the timing, cost, location, design, construction, and operation of
new facilities by Edison International s subsidiaries, and on the cost of mitigating the effect of past operations on the
environment. These laws and regulations, relating to air and water pollution, waste management, hazardous chemical
use, noise abatement, land use, aesthetics, nuclear control, and climate change, substantially affect future planning and
will continue to require modifications of existing facilities and operating procedures by Edison International s
subsidiaries.
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Edison International believes that SCE and EME are in substantial compliance with environmental regulatory
requirements. However, possible future developments, such as the promulgation of more stringent environmental laws
and regulations, future proceedings that may be initiated by environmental and other
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regulatory authorities, cases in which new theories of liability are recognized, and settlements agreed to by other
companies that establish precedent or expectations for the power industry, could affect the costs and the manner in
which these subsidiaries conduct their businesses and could require substantial additional capital or operational
expenditures or the ceasing of operations at certain of their facilities. There is no assurance that the financial position
and results of operations of the subsidiaries would not be materially adversely affected. SCE and EME are unable to
predict the precise extent to which additional laws and regulations may affect their operations and capital expenditure
requirements.

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

Edison International s projected environmental capital expenditures and additional information about environmental
matters affecting Edison International appear in the MD&A under the heading Other Developments Environmental
Matters and in Note 6 of Notes to Consolidated Financial Statements under Environmental Remediation. For details
about the environmental liabilities and other business risks arising from environmental regulation of SCE and EME,

see Business of Southern California Edison Company Environmental Matters Affecting SCE and Business of Edison
Mission Group Inc. Environmental Matters Affecting EME.

The principal environmental laws and regulations affecting Edison International s business are identified below.
Climate Change
Federal Legislative Initiatives

To date, the U.S. pursued a voluntary GHG emissions reduction program to meet its obligations as a signatory to the
UN Framework Convention on Climate Change. As a result of increased attention to climate change in the U.S.,
however, numerous bills have been introduced in the current session of the U.S. Congress that would reduce GHG
emissions in the U.S. Enactment of climate change legislation within the next several years now seems likely.
However, there is still significant uncertainty about the cost of complying with any future GHG emission reduction
requirements. These costs will depend upon many factors, including the required levels of GHG emission reductions,
the timing of those reductions, whether emission credits will be allocated with or without cost to existing generators,
and whether flexible compliance mechanisms, such as a GHG offset program similar to those sanctioned under the
CAA for conventional pollutants, will be part of the policy.

In most of the federal proposals to date, emission allowances would be allocated and distributed without cost in the
early years of the emission reduction program, followed by decreasing free allocations and increasing auctions of
allowances. While debate continues at the national level over domestic climate policy and the appropriate scope and
terms of any federal legislation, many states are developing state-specific measures or participating in regional
legislative initiatives to reduce GHG emissions.

Regional Legislative Initiatives
On December 20, 2005, seven northeastern states entered into a Memorandum of Understanding to create a regional

initiative to establish a cap and trade GHG program for electric generators, referred to as the Regional Greenhouse
Gas Initiative (RGGI). In August 2006, the participating states issued a model rule to be used as a basis for individual
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state legislative and regulatory action to implement the program. Pennsylvania is not a signatory to the RGGI,
although it has participated as an observer of the process.

In February 2007, the Governors of Arizona, California, New Mexico, Oregon and Washington launched the Western
Climate Initiative to develop regional strategies to address climate change. The Western Climate Initiative is
identifying, evaluating and implementing collective and cooperative ways to reduce greenhouse

7
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gases in the region. In the spring of 2007, the Governor of Utah and the Premiers of British Columbia and Manitoba
joined the Initiative. Other states and provinces have joined as observers. The Initiative partners set an overall regional
goal in August 2007 for reducing GHG emissions to 15% below 2005 levels by 2020. By August 2008, the partners
expect to complete the design of a market-based mechanism to help achieve that reduction goal.

On November 15, 2007, Illinois became a party to the Midwestern Accord, in which six Midwestern states, including
llinois, agreed to seek to develop regional GHG emission reduction goals within one year, and to develop a
multi-sector cap-and-trade program to achieve these goals. The Accord called for such a program to be implemented
in 30 months. On February 19, 2008, the six participating states announced that they will complete a model rule by the
end of 2008 that will create the framework for the cap-and-trade program. Once this model rule has been drafted, each
of the participating states could adopt the program through legislative action, executive order or other appropriate
means. In February 2007, prior to the development of the Midwestern Accord, Illinois Governor Blagojevich
announced a goal to reduce Illinois GHG emissions to 1990 levels by 2020 and to 60% below 1990 levels by 2050.

Implementing regulations for such regional initiatives are likely to vary from state to state and may be more stringent
and costly than federal legislative proposals currently being debated in Congress. It cannot yet be determined whether
or to what extent any federal legislative system would seek to preempt regional or state initiatives, although such
preemption would greatly simplify compliance and eliminate regulatory duplication. If state and/or regional initiatives
are allowed to stand together with federal legislation, generators could be required to purchase allowances to satisfy
their state and federal compliance obligations.

State Specific Legislation

In September 2006, California enacted two laws regarding GHG emissions. The first, known as AB 32 or the
California Global Warming Solutions Act of 2006, establishes a comprehensive program of regulatory and market
mechanisms to achieve reductions of GHG emissions. AB 32 requires the CARB to develop regulations which may
include market-based compliance mechanisms targeted to reduce California s GHG emissions to 1990 levels by 2020.
The CARB s mandatory program will take effect commencing in 2012 and will implement incremental reductions so
that GHG emissions will be reduced to 1990 levels by 2020.

AB 32 also required the CARB to adopt regulations to require the reporting and verification of statewide GHG
emissions on or before January 1, 2008. On December 6, 2007 the CARB approved regulations for the mandatory
reporting of GHG emissions, including the reporting of GHG emissions for the electricity sector. The regulations
include specific GHG emissions reporting requirements for electric generating facilities, cogeneration facilities,
electricity retail providers, and electric power marketers, among others. Electric generating facilities with a total
generating unit capacity of at least I MW that emit 2,500 metric tonnes or more of CO, in any calendar year are
required to report CO,, nitrous oxide (N,0O), and methane (CH,) emissions from fuel combustion. Where applicable
they will also report CO, process emissions from acid gas scrubbers, fugitive CO, emissions from geothermal power,
CH, emissions from coal storage, hydrofluorocarbons (HFCs) from generator cooling units, and sulfur hexafluoride
(SFy) emissions from facility equipment. In addition, the facilities will report wholesale power exports, when known,
and fuel use data. Cogeneration facilities with a total generating capacity of at least 1 MW that emit 2,500 metric
tonnes or more of CO, in any calendar year from electricity generating activities, or that are operated by another
reporting facility, are required to report CO,, N,O, and CH, emissions from fuel combustion at the facility, as well as
the distribution of emissions for electricity generation, thermal energy production, and (when applicable)
manufactured products. Process and fugitive emissions, where applicable, will be as specified for electricity
generation units, and fuel use data will also be reported. Electricity retail providers are required to report the same
emissions information as electric generating facilities for the generating facilities they operate, and fugitive SF¢
emissions related to the transmission and distribution systems they maintain. Electricity retail providers are also
required to report imported and exported power in megawatt hours, by source when known. There are also additional
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requirements for retail providers related to implementing a possible load-based regulatory approach, including
reporting ownership share, renewable energy contract dates, determination of native load power, in-state power
purchases and sales, out-of-state owned power sold to out-of-state entities,
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and other information. Electric power marketers are required to report the amount of power they import into and
export out of California. Marketers that maintain transmission system substations inside California will also report
fugitive SF¢ emissions at those substations. Most affected entities, including electric generating facilities, electricity
retail providers, and electric power marketers, are required to report their emissions annually, beginning with their
2008 emissions reported in 2009. Emission reports are required to undergo third-party verification. The reporting
requirements for electric generating facilities and cogeneration facilities will apply to the power plants owned by EME
located in California. The reporting requirements for electricity retail providers will apply to SCE.

The CARB directed CARB staff to make some technical modifications to the proposed regulations issued on
October 19, 2007. The CARB anticipates that the revised version of the regulations, including the directed changes,
will be made available in February 2008 for public comment.

The second law, known as SB 1368, required the CPUC and the CEC, respectively, to adopt GHG emission
performance standards, known as EPS, for investor owned and publicly owned utilities, respectively, for long-term
procurement of electricity. These standards must equal the performance of a combined-cycle gas turbine generator.
The CPUC adopted such a standard on January 25, 2007 (which limits emissions to 1,100 pounds of carbon dioxide
per MWh). On August 29, 2007, the CEC adopted regulations pursuant to SB 1368 establishing and implementing a
GHG EPS for baseload generation of local publicly owned electric utilities. The EPS adopted by the CPUC and CEC
also prohibits SCE and other California LSEs from entering into long-term financial commitments with generators
that emit more than 1,100 pounds of CO, per MWh, which would be most coal-fired plants.

California law requires SCE to increase its procurement of renewable resources by at least 1% of its annual retail
electricity sales per year so that 20% of its annual electricity sales are procured from renewable resources by no later
than December 31, 2010. For additional discussion of renewable procurement standards, see Southern California
Edison Company SCE: Regulatory Matters Procurement of Renewable Resources in the MD&A.

In addition, the CPUC is addressing climate change related issues in other regulatory proceedings. In 2007, the CPUC
expanded the scope of its GHG rulemaking to include GHG emissions associated with the transmission, storage, and
distribution of natural gas in California. This proceeding could affect SCE as a natural gas customer.

Litigation Developments

Climate change regulation may be affected by litigation in federal and state courts. For example, on April 2, 2007, the
United States Supreme Court issued an opinion in Massachusetts et. al. v. Environmental Protection Agency, et. al.,
ruling that the US EPA has the authority to regulate GHG emissions of new motor vehicles under the CAA and that it
has a duty to determine whether GHG emissions of new motor vehicles contribute to climate change or offer a
reasoned explanation for its failure to make such a determination when presented with a request for a rulemaking on
the issue by the state claimants. The Court ruled that the US EPA s failure to make the necessary determination or to
offer a reasonable explanation for its refusal to do so was impermissible. While this case hinged on a provision of the
CAA related to emissions of motor vehicles, a parallel provision of the CAA applies to stationary sources, such as
electric generators, and there is litigation pending in the D.C. Circuit Court of Appeals, Coke Oven Task Force v.
EPA, in which it is argued that the Massachusetts v. EPA case may be applied to stationary sources such as power
plants.

On December 19, 2007, the Administrator of the US EPA announced that US EPA would not grant the waiver that
California had been seeking under established CAA procedures to implement stringent GHG emission reduction
requirements for motor vehicles. At least 16 other states have adopted or announced plans to adopt California s
regulations. On January 2, 2008, California sued the US EPA in the 9th Circuit U.S. Court of Appeals challenging the
decision to deny California s request for a waiver. While these developments apply only to automotive sources of
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sectors of the economy, including power generation.
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On October 18, 2007, the Kansas Department of Health and Environment rejected a permit to construct two proposed
coal-fired electrical generators based on the impact to health and the environment arising from the proposed units
emissions of carbon dioxide. This was the first reported rejection of a proposed coal plant permit based on a clean air
statute. This decision has been appealed. In addition, there are a number of pending cases in which environmental
groups are arguing that air permits for the construction of major coal-fired generating facilities cannot be issued unless
the permits include best available control technology to control CO, emissions. The US EPA has taken the position
that such controls are not required until it finalizes regulations relating to CO, emissions.

Information regarding current developments on climate change and GHG regulation appears in the MD&A under the
heading Other Developments Environmental Matters Climate Change.

Response to Climate Change Initiatives

Edison International has devoted substantial effort to develop expertise and infrastructure in areas such as energy
efficiency, demand response, and renewable sources of power. See Other Developments Environmental Matters
Climate Change Responses to Energy Demands and Future GHG Emission Constraints in the MD&A.

Air Quality Regulation

The Federal CAA state clean air acts and federal and state and regulations implementing such statutes apply to plants
owned by Edison International s subsidiaries as well as to plants from which these subsidiaries may purchase power,
and have their largest impact on the operation of coal-fired plants. Many of the air quality laws require the States to
develop and submit plans, known as State Implementation Plans or SIPs, to the federal regulator, the US EPA,
detailing how they will attain the standards that are mandated by the relevant law or regulation.

Clean Air Interstate Rule

The CAIR, issued by the US EPA on March 10, 2005, applies to 28 eastern states (including Illinois and
Pennsylvania) and the District of Columbia, and is intended to address ozone and fine particulate matter attainment
issues by reducing regional SO, and NOx emissions. The CAIR reduces the current CAA Title IV Phase II SO,
emissions allowance cap for 2010 and 2015 by 50% and 65%, respectively. The CAIR also requires reductions in
regional NOy emissions in 2009 and 2015 by 53% and 61%, respectively, from 2003 levels. The CAIR has been
challenged in court by state, environmental, and industry groups, which may result in changes to the substance of the
rule and to the timetables for implementation.

Mercury Regulation

By means of a rule published in May 2005, the US EPA established the CAMR, which created the framework for a
national, market-based cap-and-trade program to reduce mercury emissions from existing coal-fired power plants to a
national cap of 38 tons by 2010 and to 15 tons by 2018, primarily through reductions in mercury achieved by lowering
SO, and NOx emissions under the CAIR. States were allowed, but not required, to join the trading program by
adopting the CAMR model trading rules. States retained the right to promulgate alternative regulations equivalent to
or more stringent than the CAMR cap-and-trade program, as long as the regulations were approved by the US EPA.

At the time that it published the CAMR, the US EPA also published a second rule, formally rescinding its previous
finding that mercury emissions from electrical generating facilities had to be regulated as a hazardous air pollutant
pursuant to Section 112 of the CAA, which would have imposed technology-based standards on emission sources.
Both the CAMR and US EPA s decision to remove oil and coal-fired plants from the list of sources to be regulated
under Section 112 of the CAA were challenged in the U.S. Court of Appeals for the D.C. Circuit by various
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On February 8, 2008, the D.C. Circuit Court vacated both rules and remanded the matter to the US EPA. As a result,
until the US EPA takes action in response to the remand, coal-fired electrical generating units will continue to be
sources subject to the requirements of Section 112 of the CAA and will be obligated to comply, on a case-by-case
basis, with technology-based standards to control emissions of all hazardous air pollutants, including mercury
emissions. As described below, EME s facilities are already subject to significant, unit-specific mercury emission
reduction requirements under Illinois and Pennsylvania regulations, some of which were issued under US EPA
procedures that were called into question by the D.C. Circuit s opinion. (See Business of Edison Mission Group Inc.
Environmental Matters Affecting EME  Air Quality Regulation Mercury Regulation below.) Edison International and
EME are assessing the impact of this decision on the regulations in Illinois and Pennsylvania, including whether these
regulations will prove to be less stringent than case-by-case Maximum Achievable Control Technology (also known
as MACT) standards or than any MACT standards that may eventually be promulgated by the US EPA.

Regional Haze

In July 1999, the US EPA published the Regional Haze Rule to reduce haze and protect visibility in designated federal
areas. The goal of the 1999 rule is to restore visibility in mandatory federal Class I areas, such as national parks and
wilderness areas, to natural background conditions by 2064. Sources such as power plants that are reasonably

anticipated to contribute to visibility impairment in Class I areas may be required to install BART or implement other
control strategies to meet regional haze control requirements. The US EPA issued a final rulemaking on regional haze

on June 15, 2005. States were required to revise their SIPs by December 2007 to demonstrate reasonable further

progress towards meeting regional haze goals. Emission reductions achieved through other ongoing control programs
may be sufficient to demonstrate reasonable progress toward the long-term goal, particularly for the first 10 to 15 year
phase of the program.

New Source Review Requirements

Since 1999, the US EPA has pursued a coordinated compliance and enforcement strategy to address CAA NSR
compliance issues at the nation s coal-fired power plants. The NSR regulations impose certain requirements on
facilities, such as electric generating stations, if modifications are made to air emissions sources at a facility. The US
EPA s strategy has includes both the filing of suits against a number of power plant owners, and the issuance of
administrative NOVs to a number of power plant owners alleging NSR violations. On July 31, 2007, the US EPA
issued such a NOV to Midwest Generation and Commonwealth Edison. See  EMG: Other Developments Midwest
Generation Potential Environmental Proceeding in the MD&A.

Ambient Air Quality Standards

The US EPA designated non-attainment areas for its 8-hour ozone standard on April 30, 2004, and for its fine
particulate matter standard on January 5, 2005. States were required to revise their SIPs for the ozone and particulate
matter standards within three years of the effective date of the respective non-attainment designations. The revised
SIPs are likely to require additional emission reductions from facilities that are significant emitters of ozone
precursors and particulates.

On September 22, 2006, the US EPA issued a final rule that implements the revisions to its fine particulate standard
originally proposed on January 17, 2006. Under the new rule, the annual standard remains the same as originally
proposed but the 24-hour fine particulate standard is significantly more stringent. The rule may require states to
impose further emission reductions beyond those necessary to meet the existing standards.

On July 11, 2007, the US EPA issued a proposed rule to make revisions to the primary and secondary national
ambient air quality standards for ozone. The US EPA proposes to reduce the level of the 8-hour primary standard for

Table of Contents 25



Edgar Filing: EDISON INTERNATIONAL - Form 10-K

ozone. The rule may require states to impose further emission reductions beyond those necessary to meet the existing
standards. If adopted, Edison International anticipates that no such further emission reduction obligations will be
imposed under the new rule until 2015.
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Under various federal, state and local environmental laws and regulations, a current or previous owner or operator of
any facility, including an electric generating facility, may be required to investigate and remediate releases or
threatened releases of hazardous or toxic substances or petroleum products located at that facility, and may be held
liable to a governmental entity or to third parties for property damage, personal injury, natural resource damages, and
investigation and remediation costs incurred by these parties in connection with these releases or threatened releases.
Many of these laws, including the Comprehensive Environmental Response, Compensation and Liability Act of 1980,
and the Resource Conservation and Recovery Act, impose liability without regard to whether the owner knew of or
caused the presence of the hazardous substances, and courts have interpreted liability under these laws to be strict and
joint and several.

In connection with the ownership and operation of their facilities, Edison International s subsidiaries may be liable for
costs associated with hazardous waste compliance and remediation required by the laws and regulations identified
herein.

Water Quality Regulation

Regulations under the federal Clean Water Act require permits for the discharge of pollutants into United States

waters and permits for the discharge of storm water flows from certain facilities. The Clean Water Act also regulates

the thermal component (heat) of effluent discharges and the location, design, and construction of cooling water intake
structures at generating facilities. California has a US EPA approved program to issue individual or group (general)
permits for the regulation of Clean Water Act discharges. California, Illinois and Pennsylvania also regulate certain
discharges not regulated by the US EPA. In particular, the Illinois EPA is currently considering the adoption of a rule

that would impose stringent thermal and effluent water quality standards for the Chicago Area Waterway System and
Lower Des Plaines River. See Business of Edison Mission Group Inc.  Environmental Matters Affecting EME Water
Quality Regulation Illinois Effluent Water Quality Standards below and Other Developments Environmental
Matters Water Quality Regulation State Water Quality Standards Illinois in the MD&A for further discussion.

Clean Water Act  Cooling Water Intake Structures

On July 9, 2004, the US EPA published the final Phase II rule implementing Section 316(b) of the Clean Water Act
establishing standards for cooling water intake structures at existing large power plants. The purpose of the regulation
was to reduce substantially the number of aquatic organisms that are pinned against cooling water intake structures or
drawn into cooling water systems. Pursuant to the regulation, a demonstration study was required when applying for a
new or renewed NPDES wastewater discharge permit. If one could demonstrate that the costs of meeting the
presumptive standards set forth in the regulation were significantly greater than the costs that the US EPA assumed in
its rule making or are significantly disproportionate to the expected environmental benefits, a site-specific analysis
could be performed to establish alternative standards. Depending on the findings of the demonstration studies, cooling
towers and/or other mechanical means of reducing impingement and entrainment of aquatic organisms could have
been required.

On January 27, 2007, the Second Circuit rejected the US EPA rule and remanded it to the US EPA. Among the key
provisions remanded by the court were the use of cost benefit and restoration to achieve compliance with the rule. On
July 9, 2007, the US EPA suspended the requirements for cooling water intake structures, pending further rulemaking.

The US EPA is expected to begin another rulemaking process by the end of 2008.

Electric and Magnetic Fields
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Electric and magnetic fields naturally result from the generation, transmission, distribution and use of electricity.
Since the 1970s, concerns have been raised about the potential health effects of EMF. After 30 years of research, a
health hazard has not been established to exist. Potentially important public health questions remain about whether
there is a link between EMF exposures in homes or work and some diseases, and because of these questions, some
health authorities have identified EMF exposures as a possible human
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carcinogen. To date, none of the regulatory agencies with jurisdiction over Edison International s subsidiaries have
claimed there is a proven link between exposure to EMF and human health effects.

Financial Information About Geographic Areas

Financial information for geographic areas for Edison International can be found in Notes 16 and 17 of Notes to
Consolidated Financial Statements. Edison International s consolidated financial statements for all years presented
reflect the reclassification of the results of EME s international power generation portfolio that was sold or held for

sale as discontinued operations in accordance with an accounting standard related to the impairment and disposal of
long-lived assets.
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BUSINESS OF SOUTHERN CALIFORNIA EDISON COMPANY

SCE was incorporated in 1909 under the laws of the State of California. SCE is a public utility primarily engaged in
the business of supplying electric energy to a 50,000-square-mile area of central, coastal and southern California,
excluding the City of Los Angeles and certain other cities. This SCE service territory includes approximately

430 cities and communities and a population of more than 13 million people. In 2007, SCE s total operating revenue
was derived as follows: 41% commercial customers, 37% residential customers, 4% resale sales, 7% industrial
customers, 5% other electric revenue, 5% public authorities, and 1% agricultural and other customers. At

December 31, 2007, SCE had consolidated assets of $27.5 billion and total shareholder s equity of $7.2 billion. SCE
had 15,442 full-time employees at year-end 2007.

Regulation of SCE

SCE s retail operations are subject to regulation by the CPUC. The CPUC has the authority to regulate, among other
things, retail rates, issuance of securities, and accounting practices. SCE s wholesale operations are subject to
regulation by the FERC. The FERC has the authority to regulate wholesale rates as well as other matters, including
retail transmission service pricing, accounting practices, and licensing of hydroelectric projects.

Additional information about the regulation of SCE by the CPUC and the FERC, and about SCE s competitive
environment, appears in the MD&A under the heading SCE: Regulatory Matters and in this section under the sub
heading Competition of SCE.

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

The construction, planning, and siting of SCE s power plants within California are subject to the jurisdiction of the
California Energy Commission (for plants 50 MW or greater) and the CPUC. SCE is subject to the rules and
regulations of the California Air Resources Board, and local air pollution control districts with respect to the emission
of pollutants into the atmosphere; the regulatory requirements of the California State Water Resources Control Board
and regional boards with respect to the discharge of pollutants into waters of the state; and the requirements of the
California Department of Toxic Substances Control with respect to handling and disposal of hazardous materials and
wastes. SCE is also subject to regulation by the US EPA, which administers certain federal statutes relating to
environmental matters. Other federal, state, and local laws and regulations relating to environmental protection, land
use, and water rights also affect SCE.

The construction, planning and siting of SCE s transmission lines and substation facilities require the approval of many
governmental agencies and compliance with various laws, depending upon the attributes of each particular project.
These agencies include utility regulatory commissions such as the CPUC and other state regulatory agencies
depending on the project location; the ISO, and other environmental, land management and resource agencies such as
the Bureau of Land Management, the U.S. Fish and Wildlife Service, the U.S. Forest Service, and the California
Department of Fish and Game; Regional Water Quality Control Boards; and the States Offices of Historic
Preservation. In addition, to the extent that SCE transmission line projects pass through lands owned or controlled by
Native American tribes, consent and approval from the affected tribes and the Bureau of Indian Affairs will also be
necessary for the project to proceed. The agencies approval processes, implemented through their respective
regulations and other statutes that impose requirements on the approvals of such projects, may adversely affect and
delay the schedule for these projects.
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The California Coastal Commission issued a coastal permit for the construction of the San Onofre Units 2 and 3 in
1974. This permit, as amended, requires mitigation for impacts to marine organisms and the San Onofre kelp bed.
California Coastal Commission jurisdiction will continue for several years due to ongoing implementation and
oversight of these permit mitigation conditions, consisting of restoration of wetlands and construction of an artificial
reef for kelp. SCE has a coastal permit from the California Coastal Commission to construct a temporary dry cask
spent fuel storage installation for San Onofre Units 2 and 3. The California Coastal Commission also has continuing
jurisdiction over coastal permits issued for the decommissioning of
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San Onofre Unit 1, including for the construction of a temporary dry cask spent fuel storage installation for spent fuel
from that unit.

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

SCE is subject to CPUC affiliate transaction rules and compliance plans governing the relationship between SCE and
its affiliates. See Business of Edison International Regulation of Edison International above for further discussion of
these rules.

Competition of SCE

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

Properties of SCE

SCE supplies electricity to its customers through extensive transmission and distribution networks. Its transmission
facilities, which deliver power from generating sources to the distribution network, consist of approximately 7,200
circuit miles of 33 kilovolt (kV), 55 kV, 66 kV, 115 kV, and 161 kV lines and 3,500 circuit miles of 220 kV lines (all
located in California), 1,240 circuit miles of 500 kV lines (1,040 miles in California, 90 miles in Nevada, and

110 miles in Arizona), and 858 substations. SCE s distribution system, which takes power from substations to the
customer, includes approximately 71,550 circuit miles of overhead lines, 40,000 circuit miles of underground lines,
1.5 million poles, 717 distribution substations, 710,980 transformers, and 804,771 area and streetlights, all of which
are located in California.

SCE owns and operates the following generating facilities: (1) an undivided 78.21% interest (1,760 MW) in

San Onofre Units 2 and 3, which are large pressurized water nuclear generating units located on the California
coastline between Los Angeles and San Diego; (2) 36 hydroelectric plants (1,178.9 MW) located in California s Sierra
Nevada, San Bernardino and San Gabriel mountain ranges, three of which (2.7 MW) are no longer operational and

will be decommissioned; (3) a diesel-fueled generating plant (9 MW) located on Santa Catalina island off the southern
California coast, and (4) a natural gas-fueled two unit power plant (1,050 MW) located in Redlands, California.

In 2007, SCE completed construction of four gas-fueled, combustion turbine peaker plants located in the cities of
Norwalk, Ontario, Rancho Cucamonga and Stanton, California. All four plants commenced operations in August
2007. The peaker plants have a combined generating capacity of 186 MW.

SCE also owns an undivided 56% interest (884.8 MW net) in Mohave, which consists of two coal-fueled generating
units located in Clark County, Nevada near the California border. The plant ceased operating on December 31, 2005.
On June 19, 2006, SCE announced that it had decided not to move forward with its efforts to return Mohave to
service.
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SCE also owns an undivided 15.8% interest (601 MW) in Palo Verde Units 1, 2 and 3, which are large pressurized
water nuclear generating units located near Phoenix, Arizona, and an undivided 48% interest (720 MW) in Units 4 and
5 at Four Corners, which is a coal-fueled generating plant located near the City of Farmington, New Mexico. Palo
Verde and Four Corners are operated by Arizona Public Service Company.
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At year-end 2007, the SCE-owned generating capacity (summer effective rating) was divided approximately as
follows: 42% nuclear, 22% hydroelectric, 23% natural gas, 13% coal, and less than 1% diesel. The capacity factors in
2007 for SCE s nuclear and coal-fired generating units were: 91% for San Onofre; 78% for Four Corners; and 80% for
Palo Verde. For SCE s hydroelectric plants, generating capacity is dependent on the amount of available water. SCE s
hydroelectric plants operated at a 23% capacity factor in 2007. These plants were operationally available for 85% of
the year.

San Onofre, Four Corners, certain of SCE s substations, and portions of its transmission, distribution and
communication systems are located on lands of the United States or others under (with minor exceptions) licenses,
permits, easements or leases, or on public streets or highways pursuant to franchises. Certain of such documents
obligate SCE, under specified circumstances and at its expense, to relocate transmission, distribution, and
communication facilities located on lands owned or controlled by federal, state, or local governments.

Thirty-one of SCE s 36 hydroelectric plants (some with related reservoirs) are located in whole or in part on United
States lands pursuant to 30- to 50-year FERC licenses that expire at various times between 2008 and 2039 (the
remaining five plants are located entirely on private property and are not subject to FERC jurisdiction). Such licenses
impose numerous restrictions and obligations on SCE, including the right of the United States to acquire projects upon
payment of specified compensation. When existing licenses expire, the FERC has the authority to issue new licenses
to third parties that have filed competing license applications, but only if their license application is superior to SCE s
and then only upon payment of specified compensation to SCE. New licenses issued to SCE are expected to contain
more restrictions and obligations than the expired licenses because laws enacted since the existing licenses were
issued require the FERC to give environmental purposes greater consideration in the licensing process. SCE has filed
applications for the relicensing of certain hydroelectric projects with an aggregate capacity of approximately 915 MW.
Annual licenses have been issued to SCE hydroelectric projects that are undergoing relicensing and whose long-term
licenses have expired. Federal Power Act Section 15 requires that the annual licenses be renewed until the long-term
licenses are issued or denied.

Substantially all of SCE s properties are subject to the lien of a trust indenture securing first and refunding mortgage
bonds, of which approximately $4.68 billion in principal amount was outstanding on February 26, 2008. Such lien and
SCE s title to its properties are subject to the terms of franchises, licenses, easements, leases, permits, contracts, and
other instruments under which properties are held or operated, certain statutes and governmental regulations, liens for
taxes and assessments, and liens of the trustees under the trust indenture. In addition, such lien and SCE s title to its
properties are subject to certain other liens, prior rights and other encumbrances, none of which, with minor or
insubstantial exceptions, affect SCE s right to use such properties in its business, unless the matters with respect to
SCE s interest in Four Corners and the related easement and lease referred to below may be so considered.

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

Nuclear Power Matters of SCE

Information about operating issues related to Palo Verde appears in the MD&A under the heading SCE: Other
Developments Palo Verde Nuclear Generating Station Outage and Inspection . Information about nuclear
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decommissioning can be found in Notes 1 and 6 of Notes to Consolidated Financial Statements. Information about
nuclear insurance can be found in Note 6 of Notes to Consolidated Financial Statements.
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California law prohibits the CEC from siting or permitting a nuclear power plant in California until the CEC finds that
there exists a federally approved and demonstrated technology or means for the disposal of high-level nuclear waste.

SCE Purchased Power and Fuel Supply

SCE obtains the power needed to serve its customers from its generating facilities and from purchases from qualifying
facilities, independent power producers, renewable power producers, the California ISO, and other utilities. In

addition, power is provided to SCE s customers through purchases by the CDWR under contracts with third parties.
Sources of power to serve SCE s customers during 2007 were as follows: 43.3% purchased power; 27.1% CDWR; and
29.6% SCE-owned generation consisting of 21.1% nuclear, 5.8% coal, and 2.7% hydro.

Natural Gas Supply

SCE s natural gas requirements in 2007 were to meet contractual obligations for power tolling agreements (power
contracts in which SCE has agreed to provide the natural gas needed for generation under those power contracts) and
to serve demand for gas at Mountainview and the four peaker plants, which commenced operations in August 2007.
All of the physical gas purchased by SCE in 2007 was purchased under North American Energy Standards Board
agreements (master gas agreements) that define the terms and conditions of transactions with a particular supplier
prior to any financial commitment.

In 2006, SCE secured a one-year natural gas storage capacity contract with Southern California Gas Company for the
2006/2007 storage season. Storage capacity was secured to provide operation flexibility and to mitigate potential costs
associated with the dispatch of SCE s tolling agreements. SCE executed a natural gas capacity storage contract with
Southern California Gas Company for the 2007/2008 storage season.

Nuclear Fuel Supply

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

Uranium concentrates 2010
Conversion 2010
Enrichment 2012
Fabrication 2015

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

Uranium concentrates 2009
Conversion 2010
Enrichment 2013
Fabrication 2016
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Spent Nuclear Fuel

Information about Spent Nuclear Fuel appears in Note 6 of Notes to Consolidated Financial Statements.

Coal Supply

On January 1, 2005, SCE and the other Four Corners participants entered into a Restated and Amended Four Corners
Fuel Agreement with the BHP Navajo Coal Company under which coal will be supplied to Four Corners Units 4 and
5 until July 6, 2016. The Restated and Amended Agreement contains an option to extend for not less than five

additional years or more than 15 years.
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Seasonality of SCE

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

Environmental Matters Affecting SCE

SCE is subject to environmental regulation by federal, state and local authorities in the jurisdictions in which it

operates in the United States. This regulation, including in the areas of air and water pollution, waste management,

hazardous chemical use, noise abatement, land use, aesthetics, nuclear control and climate change, continues to result

in the imposition of numerous restrictions on SCE s operation of existing facilities, on the timing, cost, location,

design, construction, and operation by SCE of new facilities, and on the cost of mitigating the effect of past operations

on the environment. For general information regarding the environmental laws and regulations that impact SCE, see
Business of Edison International ~Environmental Matters Affecting Edison International.

Climate Change

SCE will continue to monitor federal, regional, and state developments relating to regulation of climate change to
determine their impact on its operations. Programs to reduce emissions of CO, and other GHG emissions could
significantly increase the cost of generating electricity from fossil fuels, especially coal, as well as the cost of
purchased power. Any such cost increases are generally borne by customers.

SCE is evaluating the CARB s reporting regulations required by AB 32 to assess the total cost of compliance. SCE
believes that all of its facilities in California meet the GHG emissions performance standard contemplated by SB
1368, but will continue to monitor the implementing regulations, as they are developed, for potential impact on
existing facilities and projects under development. Due to the restrictions that the SB 1368 EPS places upon financial
commitments with coal-fired facilities, SCE has filed a Petition for Modification of the EPS adopted by the CPUC in
which it seeks clarification of the applicability of the EPS to its existing ownership of Four Corners. SCE seeks to
modify the decision to exempt financial contributions required by contracts in existence as of January 25, 2007, with
facilities that would not otherwise meet the standard.

Information regarding current developments on climate change and climate change regulation appears in the MD&A
under the heading Other Developments Environmental Matters Climate Change.

Air Quality Regulation

Clean Air Interstate Rule

The US EPA s CAIR currently does not apply to SCE s facilities. While the US EPA has not adopted a rule comparable
to CAIR for the western United States where SCE has facilities, SCE cannot predict what action the US EPA will take

in the future with regard to the western United States, and what impact those actions would have on its facilities.
Regional Haze

The US EPA has adopted alternate rules for the area where Four Corners is located. The rules allow nine western

states and Indian tribes to follow an alternate implementation plan and schedule for the Class I Areas. This alternate
implementation plan is known as the Annex Rule. The US EPA issued a Revised Annex Rule on October 13, 2006, to
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address a previous challenge and court remand of that rule.

Ambient Air Quality Standards

SCE believes its Mountainview plant and four peaker plants, which are located in the SCAQMD, are in full
compliance with the Best Available Control Technology, also referred to as BACT, and no further reductions are

being contemplated from these sources. Additionally, Four Corners is located in an area that meets or
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exceeds all of the National Ambient Air Quality Standards and has a Federal Implementation Plan in place that is
intended to ensure that such standards continue to be met.

Hazardous Substances and Hazardous Waste Laws

In connection with the ownership and operation of its facilities, SCE may be liable for costs associated with hazardous
waste compliance and remediation required by the laws and regulations identified herein. Through an incentive
mechanism, the CPUC allows SCE to recover in retail rates paid by its customers some of the environmental
remediation costs at certain sites. Additional information about these laws and regulations appears in Note 6 of Notes
to Consolidated Financial Statements.

Water Quality Regulation
Cooling Water Intake Structures

The US EPA Phase II rule did not have a material impact on SCE s operations at San Onofre. Until the US EPA adopts
new rules, SCE cannot determine their impact.

The California State Water Resources Control Board is developing a draft state policy on ocean-based, once-through
cooling. Further information regarding the cooling water intake structure standards appears in the MD&A under the
heading Other Developments Environmental Matters Water Quality Regulation Clean Water Act Cooling Water
Intake Structures.

Electric and Magnetic Fields

In January 2006, the CPUC issued a decision updating its policies and procedures related to EMF emanating from
regulated utility facilities. The decision concluded that a direct link between exposure to EMF and human health
effects has yet to be proven, and affirmed the CPUC s existing low-cost/no-cost EMF policies to mitigate EMF

exposure for new utility transmission and substation projects.
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BUSINESS OF EDISON MISSION GROUP INC.

EMG is a wholly owned subsidiary of Edison International. EMG is the holding company for its principal wholly
owned subsidiaries, EME and Edison Capital.

Business of Edison Mission Energy

EME is an independent power producer engaged in the business of developing, acquiring, owning or leasing,
operating and selling energy and capacity from independent power production facilities. EME also conducts price risk
management and energy trading activities in power markets open to competition. EME is a wholly owned subsidiary
of MEHC. Edison International is EME s ultimate parent company.

EME was formed in 1986 with two domestic operating power plants. As of December 31, 2007, EME s continuing
operations consisted of owned or leased interests in 28 operating projects with an aggregate net physical capacity of
10,623 MW, of which EME s capacity pro rata share was 9,453 MW. At December 31, 2007, eight projects totaling
447 MW of generating capacity were under construction. EME s operating projects primarily consist of coal-fired
generating facilities, natural gas-fired facilities and wind farms, unless otherwise specifically noted.

Competition and Market Conditions of EME

Historically, utilities and government-owned power agencies were the only producers of bulk electric power intended
for sale to third parties in the United States. However, the United States electric industry, including companies
engaged in providing generation, transmission, distribution and ancillary services, has undergone significant
deregulation over the last three decades, which has led to increased competition. Most recently, through the EPAct
2005, Congress recognized that a significant market for electric power produced by independent power producers,
such as EME, has developed in the United States and indicating that competitive wholesale electricity markets have
become accepted as a fundamental aspect of the electricity industry.

As part of the developments discussed above, the FERC has encouraged the formation of ISOs and RTOs. In those
areas where ISOs and RTOs have been formed, market participants have expanded access to transmission service.
ISOs and RTOs may also operate real-time and day-ahead energy and ancillary service markets, which are governed
by FERC-approved tariffs and market rules. The development of such organized markets into which independent
power producers are able to sell has reduced their dependence on bilateral contracts with electric utilities. See further
discussion of regulations under Regulation of EME  United States Federal Energy Regulation.

In various regional markets, electricity market administrators have acknowledged that the markets for generating
capacity do not provide sufficient revenues to encourage new generating capacity to be constructed. Capacity auctions
have been implemented in some markets, including PJM, to address this issue. This approach is currently expected to
provide significant additional capacity revenues for independent power producers.

EME s largest power plants are its fossil fuel power plants located in Illinois, which are collectively referred to as the
[linois Plants in this annual report, and the Homer City electric generating station located in Pennsylvania, which is
referred to as the Homer City facilities in this annual report. The Illinois Plants and the Homer City facilities sell
power into PJM. PJM originally covered Pennsylvania, New Jersey, and Maryland, and now extends from North
Carolina to Illinois. PJM operates a wholesale spot energy market and determines the market-clearing price for each
hour based on bids submitted by participating generators which indicate the minimum prices a bidder is willing to
accept to be dispatched at various incremental generation levels. PJM conducts both day-ahead and real-time energy
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markets. PIM s energy markets are based on locational marginal pricing, which establishes hourly prices at specific
locations throughout PJM. Locational marginal pricing is determined by considering a number of factors, including
generator bids, load requirements, transmission congestion and transmission losses. PIM requires all load-serving
entities to maintain prescribed levels of capacity, including a reserve margin, to ensure system reliability. PJM also
determines the amount of
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capacity available from each specific generator and operates capacity markets. PJM s capacity markets have a single
market-clearing price. Load-serving entities and generators, such as EME s subsidiaries Midwest Generation, with
respect to the Illinois Plants, and EME Homer City, with respect to the Homer City facilities, may participate in PIM s
capacity markets or transact capacity sales on a bilateral basis.

The Homer City facilities have direct, high voltage interconnections to both PJM and the NYISO, which controls the
transmission grid and energy and capacity markets for New York State. As in PJM, the market-clearing price for
NYISO s day-ahead and real-time energy markets is set by supplier generation bids and customer demand bids.

Prior to May 1, 2004, sales of power produced by Midwest Generation required using transmission that had to be
obtained from Commonwealth Edison. As mentioned previously, the Illinois plants are generally dispatched into the
PJM market. Sales may also be made from PJM into the MISO, where there is a single rate for transmission.

On April 1, 2005, the MISO commenced operation, linking portions of Illinois, Wisconsin, Indiana, Michigan, and
Ohio, as well as other states in the region. In the MISO, there is a bilateral market and day-ahead and real-time
markets based on locational marginal pricing similar to that of PYM. While EME does not own generating facilities
within the MISO, its opening has further facilitated transparency of prices and provided additional market liquidity to
support risk management and trading strategies.

For a discussion of the market risks related to the sale of electricity from these generating facilities, see EMG Market
Risk Exposures in the MD&A.

EME is subject to intense competition from energy marketers, utilities, industrial companies, financial institutions,
and other independent power producers. Some of EME s competitors have a lower cost of capital than most
independent power producers and, in the case of utilities, are often able to recover fixed costs through rate base
mechanisms, allowing them to build, buy and upgrade generation without relying exclusively on market clearing
prices to recover their investments. These companies may also have competitive advantages as a result of their scale
and location of their generation facilities.

For a number of years, natural gas had been the fuel of choice for new power generation facilities for economic,
operational and environmental reasons. While natural gas-fired facilities continue to be an important part of the
nation s generation portfolio, some regulated utilities are constructing units powered by renewable resources, often
with subsidies or under legislative mandate. New environmental regulations, particularly those that limit emissions of
CO, and other GHG by electric generators, could put coal-fired power plants at a disadvantage compared with plants
utilizing other fuels.

Where EME sells power from power plants from which the output is not committed to be sold under long-term
contracts, commonly referred to as merchant plants, EME is subject to market fluctuations in prices based on a
number of factors, including the amount of capacity available to meet demand, the price and availability of fuel and
the presence of transmission constraints.
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EME s operating projects are located within the United States, except for the Doga project in Turkey. As of
December 31, 2007, EME s operations consisted of ownership or leasehold interests in the following operating

projects:

Projects

Merchant Power Plants

Illinois Plants(})
Homer City()

Contracted Power Plants

Domestic

Big 4 Projects
Kern River()
Midway-Sunset())
Sycamore(!)
Watson

Westside Projects
Coalinga™®
Mid-Set(D)
Salinas River(D
Sargent Canyon(D)

American Bituminous()

March Point
Sunrise)
Huntington

San Juan Mesa(l)
Sleeping Bear(D
Minnesota Wind
projects®)

Iowa Wind Projects
Storm Lake()
Crosswinds()
Hardin®»
Wildorado()
International
Doga®

Table of Contents

Location

Illinois

Pennsylvania

California
California
California
California

California
California
California
California

West Virginia

Washington
California
New York

New Mexico
Oklahoma

Minnesota
Towa
Towa
Towa

Texas

Turkey

Primary
Electric

Purchaser®

PIM
PIM

SCE
SCE
SCE
SCE

PG&E
PG&E
PG&E
PG&E
MPC
PSE
CDWR
LIPA
SPS
PSCO

NSPC/IPLC
MEC
CBPC
IPLC

SPS

TEDAS

Fuel Type

Coal/Oil/Gas

Coal

Natural Gas
Natural Gas
Natural Gas
Natural Gas

Natural Gas
Natural Gas
Natural Gas
Natural Gas
Waste Coal
Natural Gas
Natural Gas
Biomass
Wind
Wind

Wind
Wind
Wind
Wind
Wind

Natural Gas

Ownership
Interest

100%
100%

50%
50%
50%
49%

50%
50%
50%
50%
50%
50%
50%
38%
75%
100%

75-99%)
100%
99%)
99%)
99.9%)

80%

Net
Physical
Capacity
(in MW)

5,776
1,884

300
225
300
385

38
38
38
38
80
140
572
25
120
95

83
109
21
15
161

180

EME s
Capacity

Pro Rata
Share
(in MW)

5,776
1,884

150
113
150
189

19
19
19
19
40
70
286

90
95

75
109
21
15
161

144
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Total 10,623 9,453
(1) Plant is operated under contract by an EME operations and maintenance subsidiary or plant is operated or
managed directly by an EME subsidiary (wholly owned plants).
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(2) Electric purchaser abbreviations are as follows:

PIM PJM Interconnection, LLC SPS Southwestern Public Service

SCE Southern California Edison Company PSCO Public Service Company of Oklahoma
PG&E Pacific Gas & Electric Company NSPC Northern States Power Company

MPC Monongahela Power Company IPLC Interstate Power and Light Company
PSE Puget Sound Energy, Inc. MEC Mid-American Energy Company

CDWR California Department of Water Resources CBPC Corn Belt Power Cooperative

LIPA Long Island Power Authority TEDAS Tiirkiye Elektrik Dagitim Anonim Sirketi

(3) Represents EME s current ownership interest. If the project achieves a specified rate of return, EME s interest
will decrease.

(4) Comprised of seven individual wind projects.

In addition to the facilities and power plants that EME owns, EME uses the term its in regard to facilities and power
plants that EME or an EME subsidiary operates under sale-leaseback arrangements.

Business Development of EME
Renewable Projects
Wind Projects

EME has made significant investments in wind projects and expects to continue to do so over the next several years.
Historically, wind projects have received federal subsidies in the form of production tax credits. In August 2005,
production tax credits were made available for new wind projects placed in service by December 31, 2007 under
EPAct 2005. In December 2006, the deadline for production tax credits was extended to apply to new wind projects
placed in service by December 31, 2008.

In seeking to find and invest in new wind projects, EME has teamed with third-party development companies through
joint development agreements that provide for funding of development costs through loans (referred to as
development loans) and joint decision-making on key contractual agreements (e.g., power purchase contracts, site
agreements and permits). Joint development agreements and development loans may be for a specific project or a
group of identified and future projects and generally grant EME the exclusive right to acquire related projects. In
addition to joint development agreements, EME may purchase wind projects from third-party developers in various
stages of development, construction or operation.

In general, EME funds development costs under joint development agreements through development loans which are
secured by project specific assets. A project s development loans are repaid upon the completion of the project. If the
project is purchased by EME, repayment is made from proceeds received from EME in connection with the purchase.
In the event EME declines to purchase a project