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Dear Fellow Shareholders:

During 2002, Edison International focused on three principal objectives: recovering from the adverse
effects of the California power crisis, eliminating uncertainties that might impede our return to full financial
health, and operating with excellence at every location and in every function.

These goals are not yet fully achieved, but we made solid progress in 2002. We removed $2.2 billion of
overall debt; recovered most of our crisis-related power procurement costs; worked to persuade public
officials to restore a healthy regulatory framework for the California utility industry; achieved a number of
important restructurings and dispute resolutions, especially at our Edison Mission Energy (EME)
subsidiary; and turned in an excellent operational year — in addition to reporting higher-than-expected
earnings.

For 2003, we have three overarching goals: (1) finalize recovery of power crisis costs at Southern
California Edison (SCE); (2) restructure the debt associated with EME; and (3) declare by year end a
shareholder dividend to you, for distribution in early 2004.

THE UTILITY SIDE. In 2002, our operations were strong and our financial results good at SCE. In March,
we repaid all undisputed past-due obligations associated with the power crisis, and at year end, we
reported core earnings per share that were 83% higher than last year.

We also achieved a customer satisfaction rating that matched our previous record-high level in the pre-
crisis years. In the end, our business — like every other — depends on how well we serve our customers;
so continued confidence in our services is vital to us.

Maintaining a strong, reliable transmission and distribution system is always a priority. In 2002, we
invested $600 million of new capital in that system and connected more than 63,000 new customers.
Likewise, safe and high capacity operation of our San Onofre nuclear plant is crucial. We have met that
test over the past year, including performing essential outage, monitoring, and upgrade work on both
San Onofre units. Again, our nuclear team proved to be one of the best in the business.

We experienced one major disappointment on the utility side during 2002. The settlement we reached in
October 2001 with the California Public Utilities Commission (CPUC) — which provides for us to recover
$3.6 billion in costs incurred to keep the lights on during the crisis — was called into question by a federal
court. While supporting us on the federal law issues involved, the court expressed misgivings about
certain state law aspects of the agreement. The California Supreme Court has now agreed to review
those issues and will likely rule on them some time this summer. Meanwhile, as of the end of February,
we had recovered about $3 billion under that settlement. We continue to believe the settlement is legally
sound, and the CPUC is continuing to support it fully.

Restoring a sound regulatory framework for providing electricity in California is essential to our business
and to the state’s economy. That process is incomplete, but important steps were taken in 2002. During
the year, the CPUC put decisions in place that provide the revenues necessary to support our distribution
and utility power generation businesses, including revenues for returns on the capital you invest in us.

In another set of decisions, the CPUC took important steps to take state government out of the business
of buying or contracting for power and to return this responsibility to SCE, where it can be better managed
for our customers’ benefit. Preparing for the resumption of power procurement was a major effort by a
large and skilled team at SCE. On January 1, 2003, SCE was ready; and is how, once again, procuring
power for its customers. This task is complicated by the need to manage and integrate power supplied
through contracts entered into by the state during the crisis.

New state legislation to limit the utilities’ regulatory risk as they resume procurement became effective at
year end. The implementing regulatory decisions, however, are not yet sufficiently complete or clear.
Clarity and fairness in these rules will be essential to restoring a vitally important investment-grade credit
rating at SCE.

In the next several years, more electricity infrastructure investment in Southern California will be
necessary. New large transmission lines will be important, particularly to bring power supplies from the



Southwest into our region more effectively. SCE is preparing to provide these transmission system
enhancements, and will seek acceptable regulatory terms and approvals to move forward. In addition,
California will likely need new power plants in the next two to three years. We are now exploring what
regulatory terms will be necessary to allow SCE to use its experience and skills in building, owning and
operating new power generation facilities. Under the right terms, we could do this well, meeting customer
needs and growing our utility business.

THE INDEPENDENT POWER SIDE. In 2002, the entire competitive power generation sector of our industry
experienced an extraordinary reversal. For a decade prior to last year, this new and rapidly growing U.S.
and international sector, known as “independent power,” was seen in financial markets as a great new
business opportunity. This enthusiasm led to a market-value “bubble” for unregulated power companies
and to overbuilding as companies raced to construct new plants. Lenders provided loans that covered a
very large part of the power plants’ cost. As long as the industry remained in favor, these high debt levels
were not seen as an impediment. EME itself retained some of the highest credit ratings in the sector.

The Enron collapse and other factors, however, caused credit rating agencies to become more skeptical.
In 2002, essentially every company in the sector — EME included — experienced credit downgrades to
below investment-grade credit levels.

Within EME we have valuable, low-cost, environmentally sound and well-operated generating stations.
We also have an extraordinarily able and experienced team of employees. During 2002, the people of
EME took effective action to improve liquidity and cash. They operated plants above target availability
and capacity factors. They further reduced operating costs. And they renegotiated, or otherwise
resolved, several issues in order to cut future capital commitments over the next four years by about
$800 million.

Throughout 2002, approximately 75% of EME's total power was sold under contracts with fixed-price
terms to utilities and other distributors of power. However, as a result of contract elections made during
the year, that percentage declined to about 50% effective at the beginning of this year. EME put into
place a strong risk management function to manage and limit the volatility in earnings that is associated
with having more power sold on shorter term hedge contracts and in “real time” commodity markets.

This year, we must address the debt structure associated with the EME business. With the credit
market’s altered perspective on this industry, lenders will not likely be ready to loan as much, or on the
same terms, as in the past. The debt associated with EME is non-recourse to Edison International, the
parent company, and also non-recourse to SCE and Edison Capital. Our total equity investment in the
competitive generation business today stands at about $950 million. Although we continue to believe in
the fundamental strengths of our EME business, we will not invest further Edison International equity in
EME unless we are convinced that we can do so on terms that produce added value for you. This winter,
wholesale power prices have strengthened considerably, benefiting low-cost power producers such as
EME. But power plants are long-term investments and, to go forward effectively, EME needs to work out
with its lenders a sound capital structure that reflects the long-term nature of the business.

Some Thoughts on Power Generation. Over the last decade, there has been extensive debate among
policymakers across this country and around the world regarding whether customers are best served by
regulated or competitive (sometimes given the misnomer of "deregulated") generation markets. In most
jurisdictions, utilities have served customers reliably and at reasonable costs for long periods of time, but
in some jurisdictions the effect of regulation has been to add very large costs for socially desired
programs that ultimately burden the regulated system to the breaking point. To date, there is less
worldwide experience with regions that employ primarily competitive markets to meet power needs.
California is a case where "deregulation” resulted in chaos. In other places, such as the mid-Atlantic
states in the U.S., and in New Zealand, where we operate, the new markets seem to be working
reasonably well. The key ingredient appears to be truly well-designed markets, employing a sound legal
framework including effective monitoring and the capacity to correct abuses promptly. The striking point
for us is that, with the excellent skills and experience base of our employees, we can provide cost-
competitive, reliable and well-managed power plants under either of these generation models, so long as
the governance mechanisms are fair, sound, and predictable.

EDISON CAPITAL. In 2001, the effects of the power crisis undermined the credit strength of our Edison
Capital business. Much of that strength was restored during 2002. Total debt was reduced and cash
reserves were built to a level of nearly one-half billion dollars. Although that cash level is sufficient to



meet Edison Capital’'s ongoing needs, it remains imperative that we continue to work toward our goal of
restoring financial strength across all of Edison International. We will, therefore, make no further new
investments in Edison Capital until that company-wide recovery is complete, targeted for this year end.

CONCLUSION. These have been volatile years across the industry and at our company. They have also
been difficult for our long term shareholders. With perseverance and skill, SCE’s employees worked
effectively through the power crisis, never losing their primary focus on serving customers and
shareholders well. In the past year, our EME team worked through a less-public, but equally demanding
environment for that business, successfully resolving one substantial challenge after the next.

Difficult experiences test people. Those who meet the test strengthen their capacity to succeed in the
future. | am confident that our people and our current business base provide a solid foundation for a
strong and valuable future for your company.

Thank you for your continued investment in us.

Sincerely,

John E. Bryson
Chairman of the Board, President and Chief Executive Officer

March 28, 2003



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

This Management’s Discussion and Analysis of Results of Operations and Financial Condition (MD&A)
contains forward-looking statements. These statements are based on Edison International’s knowledge
of present facts, current expectations about future events and assumptions about future developments.
Forward-looking statements are not guarantees of performance; they are subject to risks, uncertainties
and assumptions that could cause actual future activities and results of operations to be materially
different from those set forth in this discussion. Important factors that could cause actual results to differ
include, but are not limited to, risks discussed below under “Financial Condition,” “Market Risk Exposures
and “Forward-Looking Information and Risk Factors.”

This MD&A includes information about Edison International and its principal subsidiaries, Southern
California Edison Company (SCE), Edison Mission Energy (EME), Edison Capital and Mission Energy
Holding Company (MEHC). Edison International is a holding company. SCE is a regulated public utility
company providing electricity to retail customers in central, coastal, and southern California. EME is an
independent power producer engaged in owning or leasing and operating electric power generation
facilities worldwide and in energy trading and price risk management activities. Edison Capital is a global
provider of capital and financial services in energy, affordable housing, and infrastructure projects
focusing primarily on investments related to the production and delivery of electricity. MEHC was formed
in June 2001, as a holding company for EME. In this MD&A, except when stated to the contrary,
references to each of Edison International, SCE, 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.
References to SCE, MEHC, EME or Edison Capital followed by (stand alone) mean each such company
alone, not consolidated with its subsidiaries.

This MD&A is presented in 13 major sections:

Page
Current Developments 4
Results of Operations 7
Financial Condition 14
Commitments 34
Market Risk Exposures 35
SCE'’s Regulatory Matters 50
Other Developments 63
Off-Balance Sheet Transactions 67
Discontinued Operations 71
Acquisitions and Dispositions 72
Critical Accounting Policies 72
New Accounting Standards 77
Forward-Looking Information and Risk Factors 79

CURRENT DEVELOPMENTS
SCE Developments

Between May 2000 and June 2001, the cost of unregulated wholesale power in California rose above
revenue collected in rates that were frozen in 1998 and SCE was not allowed by the CPUC to pass these
excess costs through to its customers. As a result SCE incurred $4.7 billion (pre-tax) in write-offs related
to its undercollected costs and generation-related regulatory assets through August 31, 2001. In October
2001, SCE entered into a settlement agreement with the California Public Utilities Commission (CPUC)
that allowed SCE to recover $3.6 billion in past procurement-related costs through the creation of a
procurement-related obligations account (PROACT) regulatory asset. The balance in this regulatory
asset decreased to $574 million at year-end 2002 and SCE expects to recover the remaining balance by
mid-2003.

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

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

These and other matters are discussed in detail in “SCE’s Regulatory Matters.”

MEHC and EME Developments

A number of significant developments during late 2001 and 2002 have adversely affected independent
power producers and subsidiaries of major integrated energy companies that sell a sizable portion of their
generation into the wholesale energy market (sometimes referred to as merchant generators), including
several of EME’s subsidiaries, as discussed below. These developments included lower market prices in
wholesale energy markets both in the United States and United Kingdom, significant declines in the credit
ratings of most major market participants, decreased availability of debt financing or refinancing and a
resulting decline of liquidity in the energy markets due to growing concern about the ability of
counterparties to perform their obligations. In response to these developments, many merchant
generators and power trading firms have announced plans to improve their financial position through
asset sales, the cancellation or deferral of substantial new development, significant reduction in or
elimination of trading activities, decreases in capital expenditures, including cancellations of orders for
new turbines, and reductions in operating costs. In early 2003, wholesale energy prices have increased
primarily due to colder-than-normal weather and increases in the prices for natural gas. However, the
recent changes in wholesale energy prices may or may not continue throughout 2003. See “Market Risk
Exposures—EME’s Market Risks,” for more information regarding forward market prices.

EME’s Situation

Because of the 2000—2001 California power crisis and its indirect effect on EME and its subsidiaries,
EME de-emphasized the development and acquisition of projects and focused primarily on enhancing the
performance of its existing projects and on maintaining credit quality. As a result, during 2001 and early
2002, EME completed the sale of several non-strategic project investments. During 2002, EME
undertook a further effort to reduce corporate overhead and other expenditures across the organization
and to reduce debt.

In 2002, EME was affected by lower wholesale prices of energy and capacity, particularly at its Homer
City facilities in Pennsylvania, and by the diminished ability to enter into forward contracts for the sale of
power primarily from these facilities because of the credit constraints affecting EME and many of its
counterparties. See the “Homer City Facilities” discussion in “Market Risk Exposures—EME’s Market
Risks.”

EME'’s lllinois plants were largely unaffected by these developments in 2002 because Exelon Generation
was under contract to buy substantially all of the capacity from these units during the entire year.
However, as permitted by the power purchase agreements, Exelon Generation advised EME that it will
not purchase under contract 2,684 MW of capacity from EME’s coal-fired units and 1,864 MW of capacity
from EME's Collins Station and small peaking units during 2003 and 2004. Exelon Generation has the
further right to release 1,265 MW of capacity from EME’s coal-fired units and 1,778 MW of capacity from
EME'’s Collins Station and small peaking units for 2004. As a result, beginning in 2003, the portion of
EME'’s generation that will be sold into the wholesale markets has significantly increased, thereby
increasing EME’s merchant risk. See the “lllinois Plants” discussion in “Market Risk Exposures—EME’s
Market Risks.”
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As a result of these and other factors, both Moody’s Investors Service and Standard & Poor’s Rating
Service downgraded MEHC's credit rating, EME’s credit rating and the credit rating of its largest
subsidiary, Edison Mission Midwest Holdings, to below investment grade. See discussion in “Financial
Condition—EME's Liquidity Issues.” Furthermore, MEHC's independent accountants’ audit opinion for
the year ended December 31, 2002 contains an explanatory paragraph that indicates MEHC'’s
consolidated financial statements have been prepared on a basis that MEHC will continue as a going
concern and that the uncertainty about Edison Mission Midwest Holdings’ ability to repay, extend or
refinance Edison Mission Midwest Holdings’ $911 million of debt due in December 2003 raises
substantial doubt about MEHC'’s ability to continue as a going concern. Accordingly, MEHC’s
consolidated financial statements do not include any adjustments that might result from the resolution of
this uncertainty.

Against this background, EME has undertaken a number of actions to reduce its commitments and
expenditures, thereby improving its cash flow. These actions include:

a reduction in its capital expenditure program by an aggregate of $363 million over the next five years
as a result of the cancellation of an outstanding order for nine turbines and suspension of work on two
selective catalytic reduction systems (commonly referred to as SCRs) for its Powerton Station;

suspension, beginning in January 2003, of operations at Units 1 and 2 of its Will County plant and
Units 4 and 5 of its Collins Station in lllinois in order to reduce operating costs;

termination of the obligation of EME’s subsidiary, Midwest Generation, LLC (Midwest Generation), to
install 500 MW of new generating capacity in Chicago in exchange for a series of payments and other
consideration;

suspension of new business development activities; and

implementation of plans to reduce annual general and administrative expenses by approximately
$25 million.

In addition, EME continues to review the possibility of asset sales, but believes that current market
conditions may inhibit its ability to obtain prices commensurate with its valuation of those investments that
EME might offer for sale. For a discussion of EME’s current financial condition, see “Financial
Condition—EME’s Liquidity Issues.”

Significant Debt Maturity due December 2003

EME'’s largest subsidiary, Edison Mission Midwest Holdings has $911 million of debt maturing in
December 2003. This $911 million of debt will need to be repaid, extended or refinanced. Edison
Mission Midwest Holdings is not expected to have sufficient cash to repay the $911 million debt due in
December 2003 and there is no assurance that EME will be able to repay, extend or refinance the Edison
Mission Midwest Holdings debt obligation on similar terms and rates as the existing debt, on commercially
reasonable terms, on the terms permitted under the MEHC financing documents entered into by MEHC in
July 2001, or at all.

The below investment grade credit ratings at MEHC, EME and several of EME’s subsidiaries, including
Edison Mission Midwest Holdings, may adversely affect their ability to enter into new financings and, to
the extent that new financings or amendments to existing financing arrangements are obtained, may
adversely affect the terms and interest rates that can be obtained. Any future incremental reduction or
withdrawal of one or more of EME’s credit ratings or the credit ratings of its subsidiaries’ credit ratings
could have an additional adverse effect on their ability to access capital on acceptable terms, including
their ability to refinance debt obligations as they mature. A failure to repay, extend or refinance Edison
Mission Midwest Holdings’ $911 million of debt as required by its terms would result in an event of default
under the Edison Mission Midwest Holdings financing documents, which would permit the lenders to
accelerate $808 million of indebtedness in addition to the $911 million which matures in December 2003.
Furthermore, these events would trigger cross-defaults under agreements to which Edison Mission
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Midwest Holdings and Midwest Generation are parties, including the Collins, Powerton and Joliet leases.
An acceleration of debt and lease payments due under these agreements could result in a substantial
claim for termination value under the EME guarantee of the Powerton and Joliet leases and could result
in a default under EME'’s financing agreements. A default by EME on its financing arrangements or a
default by one of its subsidiaries on indebtedness considered under the MEHC financing documents as
having recourse to EME is likely to result in a default under the MEHC financing documents. These
events could make it necessary for one or more of these companies to file a petition for reorganization
under Chapter 11 of the United States Bankruptcy Code. Edison International's investment in MEHC,
through a wholly owned subsidiary, as of December 31, 2002, was $953 million. MEHC'’s investment in
EME, as of December 31, 2002, was $1.9 billion. See “Financial Condition—MEHC'’s (stand alone)
Liquidity Issues” and “Off-Balance Sheet Transactions—EME’s Off-Balance Sheet Transactions—Sale-
Leaseback Transactions.”

Edison Capital Developments

Edison Capital’s liquidity improved in 2002 with the retirement of $324 million of outstanding debt and
increased cash balances. Edison Capital has no debt maturities in 2003. As a provider of capital to both
the energy and airline industries, which have been experiencing financial difficulties, Edison Capital's
exposure to credit losses has increased. Specifically, in the fourth quarter of 2002, Edison Capital wrote
off its investment related to two United Airlines aircraft leases, taking an after tax charge of $34 million.
Edison Capital has leased three aircraft to American Airlines. American Airlines is reporting significant
operating losses, and there is increasing concern that American Airlines may file bankruptcy or otherwise
default on the leases. In the event of a bankruptcy or default by American Airlines or any voluntary
restructure of the leases, Edison Capital could record a loss of up to $48 million in 2003.

RESULTS OF OPERATIONS

Edison International recorded earnings of $1.1 billion or $3.31 per share in 2002, compared to $1.0 billion
or $3.18 per share in 2001, and a loss of $1.9 billion or $5.84 per share in 2000. The table below
presents Edison International’s earnings per share and net income for the years ended December 31,
2002, 2001 and 2000, and the relative contributions by its subsidiaries.

In millions, except per share amounts EPS Earnings (Loss)
Year Ended December 31, 2002 2001 2000 2002 2001 2000

Earnings (Loss) from Continuing Operations:
Core Earnings:

SCE $ 230 $ 125 $ 142 $ 748 $ 408 $ 471
EME 0.26 0.35 0.30 82 113 101
Edison Capital 0.10 0.26 0.41 33 84 135
Mission Energy Holding Company (stand alone) (0.29) (0.15) — (94) (49) —
Edison International (parent) and other (0.35) (0.41) (0.38) (114) (132) (125)
Edison International Core Earnings 2.02 1.30 1.75 655 424 582
SCE implementation of URG decision 1.47 — — 480 — —
SCE procurement and generation-related adjustment — 6.07 (7.58) — 1,978 (2,521)
Edison International Consolidated Earnings (L0osS)
from Continuing Operations 3.49 7.37 (5.83) 1,135 2,402 (1,939)
Loss from Discontinued Operations (0.18) (4.19) (0.01) (58) (1,367) (4)
Edison International Consolidated $ 331 $ 3.18 $(5.84) $ 1077 $ 1,035 $ (1,943)

Earnings (Loss) from Continuing Operations

Edison International’s 2002 earnings from continuing operations were $1.1 billion, or $3.49 per share,
compared with earnings of $2.4 billion, or $7.37 per share, in 2001, and a loss of $1.9 billion, or $5.83 per
share, in 2000.



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

2002 vs. 2001

SCE'’s core earnings were $748 million in 2002, an increase of $340 million compared to last year. Core
earnings exclude $480 million in 2002 earnings related to the implementation of the CPUC’s utility
retained generation (URG) decision and an adjustment of $2.0 billion in 2001 to establish the PROACT
and record the recovery of SCE’s past procurement-related costs. As of February 28, 2003, the
remaining uncollected PROACT balance was $594 million. The 83% increase in SCE’s core earnings
primarily reflects increased revenue resulting from the CPUC’s 2002 decision in SCE’s performance-
based rate-making (PBR) proceeding, increased earnings from SCE’s larger rate base in 2002 compared
to 2001, lower interest expense, PBR rewards from prior years and increased income from San Onofre
Nuclear Generating Station (San Onofre) Units 2 and 3. The increase was partially offset by higher
operating and maintenance expense.

EME’s earnings from continuing operations in 2002 were $82 million, compared to $113 million in 2001.
The decrease in earnings was primarily due to lower west coast energy prices, unplanned outages at the
Homer City plant, gains related to gas swaps from EME’s oil and gas activities, the implementation of a
new accounting standard for derivatives in 2001, and other net charges during 2002 totaling $50 million,
after tax, or $0.15 per share. These net charges included a $27 million loss from a settlement agreement
that terminated the obligation to build additional generation in Chicago and a $66 million write-down of
assets related to the cancellation of turbine orders, the suspension of the Powerton SCR project, and an
impairment of goodwill, partially offset by a gain of $43 million from the settlement of a postretirement
employee benefit liability. The decrease in earnings from continuing operations was partially offset by
improved operating results at EME's lllinois, Loy Yang B and ISAB plants, income from the Paiton project
in Indonesia, and lower state income taxes.

Edison Capital’s earnings were $33 million in 2002 compared with $84 million in 2001. The decrease in
earnings was primarily the result of a write-off of an investment in aircraft leases with United Airlines
totaling $34 million, after tax, or $0.11 per share. Also contributing to the decline in earnings was lower
earnings attributable to a maturing investment portfolio and gains in 2001 associated with asset sales.
The decline in earnings was partially offset by lower interest expense and higher tax benefits.

The loss at Mission Energy Holding Company (stand alone) increased by $45 million reflecting the
issuance of debt in mid-2001.

The loss for Edison International (parent company) and other decreased $18 million primarily from lower
interest expense and a tax adjustment in 2001.

2001 vs. 2000

SCE’s 2001 earnings of $2.4 billion included a $2.0 billion (after tax) net benefit to reflect the impact of the
three procurement and generation-related adjustments: $2.1 billion (after tax) reestablishment of
procurement-related regulatory assets and liabilities to establish PROACT, the recovery of $178 million
(after tax) of previously written off generation-related regulatory assets, both of which are partially offset
by $328 million (after tax) of net undercollected transition costs incurred between January and August
2001. SCE's $2.1 billion loss in 2000 included a $2.5 billion (after tax) write-off of regulatory assets and
liabilities as of December 31, 2000. Excluding the $2.0 billion (after tax) net benefit in 2001 and the $2.5
billion (after tax) write-off in 2000, SCE’s 2001 earnings were $408 million compared to $471 million in
2000. The $63 million decrease was primarily due to the February 2001 fire and resulting outage at San
Onofre Unit 3 and lower kilowatt-hour sales, partially offset by the impact of fewer average common
shares outstanding.

Accounting principles generally accepted in the United States require SCE at each financial statement
date to assess the probability of recovering its regulatory assets through a regulatory process. Based on
a CPUC decision in March 2001, the $4.5 billion transition revenue account undercollection as of
December 31, 2000 and the coal and hydroelectric balancing account overcollections were reclassified,
and the transition cost balancing account (TCBA) balance was recalculated to be a $2.9 billion
undercollection. As a result, SCE was unable to conclude that, under applicable accounting principles,
the $2.9 billion TCBA undercollection (as recalculated above) and $1.3 billion (book value) of other net
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regulatory assets that were to be recovered through the TCBA mechanism by the end of the rate freeze
were probable of recovery through the rate-making process as of December 31, 2000. As a result, SCE’s
December 31, 2000 income statement included a $4.0 billion charge to provisions for regulatory
adjustment clauses and a $1.5 billion net reduction in income tax expense, to reflect the $2.5 billion (after
tax) write-off.

Based on the CPUC's January 23, 2002 PROACT resolution, SCE was able to conclude that $3.6 billion
in regulatory assets previously written off were probable of recovery through the rate-making process as
of December 31, 2001. As a result, SCE’s December 31, 2001 consolidated income statement included a
$3.6 billion credit to provisions for regulatory adjustment clauses and a $1.5 billion charge to income tax
expense, to reflect the $2.1 billion (after tax) credit to earnings.

EME'’s 2001 earnings from continuing operations of $113 million increased $12 million over 2000. The
increase in 2001 reflects higher energy prices for EME’s U.S. projects and increased earnings from oil
and gas activities, partially offset by lower energy prices and capacity payments in the United Kingdom,
the non-recurring affiliate stock option plan expense adjustment in 2000, and the partial termination of a
lease for turbines.

Edison Capital's 2001 earnings of $84 million decreased $51 million from 2000. The decrease in 2001
was primarily due to both the contractual run-off of (i.e., as the average age of leases in the portfolio
increases, earnings decline) and fewer assets in Edison Capital’s lease portfolio. These decreases were
partially offset by a net gain on asset sales and income from the syndication of affordable housing
projects, as well as lower operating expenses.

Mission Energy Holding Company (stand alone), which was formed in 2001, showed a loss of $49 million
in 2001, due to the issuance of new debt during the third quarter of 2001.

Edison International (parent company) incurred a loss of $132 million in 2001, compared to a $125 million
loss in 2000. The increased loss in 2001 was mostly due to a prior-year tax adjustment.

The following subsections of “Results of Operations” discuss changes in various line items presented on
the Consolidated Statements of Income (LosSs).

Operating Revenue

More than 94% of electric utility revenue was from retail sales. Retail rates are regulated by the CPUC
and wholesale rates are regulated by the Federal Energy Regulatory Commission (FERC).

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

The following table sets forth the major changes in electric utility revenue:

In millions Year ended December 31, 2002 vs. 2001 2001 vs. 2000
Electric utility revenue —
Rate changes (including refunds) $ 565 $ 2,338
Direct access credit (604) 273
Interruptible noncompliance penalty (8) 117
Sales volume changes 684 (2,402)
Other (including intercompany transactions) (52) (76)
Total $ 585 $ 250

Electric utility revenue increased in 2002 as compared to 2001 (as shown in the table above) primarily
due to a 3¢-per-kWh surcharge authorized by the CPUC as of March 27, 2001. Although the surcharge
was authorized as of March 27, 2001, it was not collected in rates until the CPUC determined how the
rate increase would be allocated among SCE’s customer classes, which occurred in May 2001. In
addition, the increase in revenue resulted from an increase in sales volume primarily due to SCE
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providing its customers with a greater volume of energy generated from its own generating plants and
power purchase contracts, rather than the CDWR purchasing power on behalf of SCE’s customers.
Amounts SCE bills to and collects from its customers for electric power purchased and sold by the CDWR
to SCE’s customers (beginning January 17, 2001) and CDWR bond-related costs (beginning

November 15, 2002) are being remitted to the CDWR and are not recognized as revenue by SCE. These
amounts were $1.4 billion and $2.0 billion for the years ended December 31, 2002 and 2001,
respectively. The increase in electric utility revenue was partially offset by a decrease in revenue arising
from an increase in credits given to direct access customers in 2002, compared to 2001, due to a
significant increase in the number of direct access customers.

Electric utility revenue increased in 2001 (as shown in the table above), primarily due to the 4¢-per-kWh
(1¢ in January 2001 and 3¢ in June 2001) surcharge effective in 2001, the effects of the reduced credits
given to direct access customers in 2001 and an increase in revenue related to penalties customers
incurred for not complying with their interruptible contracts. The increases were partially offset by a
decrease in retail sales volume primarily attributable to CDWR purchases on behalf of SCE customers
and conservation efforts, as well as a decrease in revenue related to operation and maintenance
services.

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

During 2000, as a result of the power shortage in California, SCE’s customers on interruptible rate programs
(which provide for lower generation rates with a provision that service can be interrupted if needed, with
penalties for noncompliance) were asked to curtail their electricity usage at various times. As a result of
noncompliance, those customers were assessed significant penalties. On January 26, 2001, the CPUC
waived the penalties assessed to noncompliant customers after October 1, 2000 until the interruptible
programs could be reevaluated.

Nonutility power generation revenue increased in both 2002 and 2001. The 2002 increase was primarily
due to EME’s consolidation of Contact Energy for a full year in 2002, compared to a partial year in 2001
(ownership interest increased to 51%, effective June 1, 2001), and increased revenue from the lllinois
plants and First Hydro plant. These increases were partially offset by decreased revenue from Homer
City. The 2001 increase was primarily due to increases at EME related to the consolidation of Contact
Energy revenue for a partial year in 2001, as compared to the equity method of accounting in 2000,
higher revenue at Homer City and increased income from its oil and gas activities primarily from realized
and unrealized gains for a gas swap purchased to hedge a portion of EME’s gas price risk related to its oil
and gas investments. These increases were partially offset by a decrease at EME’s First Hydro plant due
to lower energy and capacity prices in the U.K. and a reduction in trading activities in 2001.

Electric power generated at EME’s lllinois plants is sold under agreements with Exelon Generation.
Exelon Generation is obligated to make capacity payments for the lllinois plants under contract and an
energy payment for electricity produced by these plants. EME’s revenue under these agreements was
$1.1 billion for each of the years ended December 31, 2002, 2001 and 2000. This represents 40%, 42%
and 48% of nonutility power generation revenue for 2002, 2001 and 2000, respectively. See “lllinois
Plants” discussion in “Market Risk Exposures—EME'’s Market Risks—Commodity Price Risk.”

EME'’s third quarter nonutility power generation revenue are materially higher than revenue related to
other quarters of the year because warmer weather during the summer months results in higher nonutility
power generation revenue being generated from the Homer City facilities and the lllinois plants. By
contrast, the First Hydro plants and Contact Energy have higher nonutility power generation revenue
during their winter months.
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Financial services and other revenue decreased in 2002, primarily from Edison Capital’s recording the
cumulative impact of a change in its effective state tax rate on leveraged leases (that was substantially
offset by tax benefits), a decrease in earning assets, no significant asset sales in 2002, and the impact of
adopting the equity method of accounting in conformance with the infrastructure funds accounting
policies. The decrease was also a result of the termination of a major contract at a nonutility subsidiary
providing operation and maintenance services and another subsidiary’s sale of nonutility real estate in
2001. Financial services and other revenue increased in 2001 primarily due to a subsidiary’s sale of
nonutility real estate and another subsidiary providing operating and maintenance services, primarily to
power generators. Beginning in January 2001, a nonutility subsidiary began providing operation and
maintenance services to independent power companies, some of which now own the generation stations
SCE sold in 1998. From 1998 through December 2000, SCE provided these services for its previously
owned generating stations.

Operating Expenses

Fuel expense increased for both 2002 and 2001. The increase in 2002 was primarily related to EME’s
consolidation of Contact Energy for a full year in 2002 as compared to a partial year in 2001, increased
pumping power costs from EME’s First Hydro plant, increased fuel costs from EME’s lllinois plants and an
increase at SCE related to a settlement agreement entered into with Peabody Western Coal Company
associated with the Mohave Generating Station (Mohave). The increase was partially offset by decreased
fuel costs from EME’s Homer City facilities. The increase in 2001 was mainly due to EME’s consolidation of
Contact Energy for a partial year as compared to the equity method of accounting in 2000 and higher fuel
costs at the First Hydro and Doga projects, partially offset by a decrease at EME’s lllinois plants.

Purchased-power expense decreased in both 2002 and 2001. The 2002 decrease resulted primarily from
lower expenses at SCE related to qualifying facilities (QFs), bilateral contracts and interutility contracts, as
discussed below. In addition, the decrease reflects the absence of California Power Exchange (PX)/
Independent System Operator (ISO) purchased-power expense after mid-January 2001. PX/ISO
purchased-power expense increased significantly between May 2000 and mid-January 2001, due to
dramatic wholesale electricity price increases. In December 2000, the FERC eliminated the requirement
that SCE buy and sell all power through the PX. Due to SCE’s noncompliance with the PX's tariff
requirement for posting collateral for all transactions, as a result of the downgrades in its credit rating, the
PX suspended SCE’s market trading privileges effective mid-January 2001. The 2001 decrease resulted
from the absence of PX/ISO purchased-power expense after mid-January 2001, partially offset by increased
expenses related to QFs, bilateral contracts and interutility contracts.

Federal law and CPUC orders required SCE to enter into contracts to purchase power from QFs at
CPUC-mandated prices. These contracts expire on various dates through 2025. In 2002, purchased-
power expense declined significantly, primarily due to lower payments to QFs. Generally, energy
payments for gas-fired QFs are tied to spot natural gas prices. Effective May 2002, energy payments for
renewable QFs were based on a fixed price of 5.37¢ per kWh. During 2002, spot natural gas prices were
significantly lower than the same periods in 2001. The decrease in 2002 purchased-power expense
related to bilateral contracts and interutility contracts was also due to the decrease in natural gas prices.
In 2001, purchased-power expense related to QFs increased due to higher prices for natural gas. In early
2001, structural problems in the market caused abnormally high gas prices. The increase related to
bilateral contracts was the result of SCE not having these contracts in 2000. The increase related to
interutility contracts was volume-driven.

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

As a result of the URG decision, SCE reestablished regulatory assets previously written off (approximately

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

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

$136 million credit (decrease) to the provisions for regulatory adjustment clauses in the second quarter of
2002, to reflect undercollections in CPUC-authorized revenue resulting from changes in retail rates (see
“SCE’s Regulatory Matters—PBR Decision” discussion).

Other operation and maintenance expense increased in both 2002 and 2001. The 2002 increase was
primarily due to increases at both SCE and EME.

SCE'’s other operation and maintenance expense increase in 2002 primarily due to the San Onofre Unit 2
refueling outage in 2002, increases in transmission and distribution maintenance and inspection activities,
and cost containment efforts that took place in 2001. The increases were partially offset by lower expenses
related to balancing accounts.

EME'’s other operation and maintenance expense increased in 2002 mainly due to an increase in
transmission costs, primarily due to consolidating Contact Energy, effective June 1, 2001 and an increase
in operating leases due to the sale-leaseback transactions for the Homer City and Powerton-Joliet power
facilities. There were no comparable lease costs for the Homer City facilities through the period ended
December 2001 and the Powerton-Joliet power facilities through the period ended August 2000. See
“Off-Balance Sheet Transactions¥: EME’s Off-Balance Sheet Transactions%. Sale-Leaseback
Transactions,” for discussion of the financial impact of sale-leaseback transactions; asset impairment and
other charges in 2002 consisting of $61 million related to the write-off of capitalized costs associated with
the termination of the turbines from Siemens Westinghouse, $45 million in settlement of the In-City
Obligation (refer to “Other Developments¥ EME’s Chicago In-City Obligation,” for further discussion), and
$25 million related to the write-off of capitalized costs associated with the suspension of the Powerton
Station SCR major capital environmental improvements project at the lllinois plants. These increases
were partially offset by a gain recorded related to the termination of postretirement benefits as discussed
below.

The settlement of postretirement employee benefit liability relates to a retirement health care and other
benefits plan for represented employees at the lllinois plants that expired on June 15, 2002. In October
2002, Midwest Generation reached an agreement with its union-represented employees on new benefits
plans, which extend from January 1, 2003 through June 30, 2005. Midwest Generation continued to
provide benefits at the same level as those in the expired agreement until December 31, 2002. The
accounting for postretirement benefits liabilities has been determined on the basis of a substantive plan
under an accounting standard for postretirement benefits other than pensions. A substantive plan means
that Midwest Generation assumed, for accounting purposes, it would provide for postretirement health
care benefits to union-represented employees following conclusion of negotiations to replace the current
benefits agreement, even though Midwest Generation had no legal obligation to do so. Under the new
agreement, postretirement health care benefits will not be provided. Accordingly, Midwest Generation
treated this as a plan termination in accordance with this accounting standard and recorded a pre-tax gain
of $71 million during the fourth quarter of 2002.

The 2001 increase of other operation and maintenance expense primarily resulted from increased plant
operating expenses at EME’s lllinois plants as a result of a sale-leaseback transaction, consolidation of
Contact Energy due to EME’s increased ownership, as well as increased expenses at a nonutility subsidiary
related to the sale of real estate.

Depreciation, decommissioning and amortization expense increased in 2002 and decreased in 2001.
The increase in 2002 was mainly due to an increase in depreciation expense associated with SCE’s
additions to transmission and distribution assets and an increase in SCE’s nuclear decommissioning
expense. A 1994 CPUC decision allowed SCE to accelerate the recovery of its nuclear-related assets
while deferring the recovery of its distribution-related assets for the same amount. Beginning in January
2002, the CPUC approved the commencement of recovery of SCE’s deferred distribution assets. In
addition, the increases reflect amortization expense on the nuclear regulatory asset reestablished during
second quarter 2002 based on the URG decision (discussed below). These increases were partially
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offset by lower depreciation expense at EME’s Homer City facilities due to the sale-leaseback transaction
that took place in December 2001, as well as ceasing the amortization of goodwill in January 1, 2002.
The decrease in 2001 was primarily due to SCE’s nuclear investment amortization expense ceasing
because the unamortized nuclear investment regulatory asset was included in the December 31, 2000
write-off.

Other Income and Deductions

Interest and dividend income increased for both 2002 and 2001. The 2002 increase was mainly due to
the interest income earned on the PROACT balance at SCE. The increase was partially offset by lower
interest income due to lower average cash balances and lower interest rates at SCE, EME and Edison
Capital during 2002, as compared to 2001 and lower earnings from Edison Capital’s investments. The
increase in 2001 was mainly due to an overall higher cash balance, as SCE conserved cash due to its
liquidity crisis, as well as an increase at MEHC due to interest earned on funds placed into an escrow
account from the sale of senior secured notes and a term loan.

Equity in income from partnerships and unconsolidated subsidiaries — net decreased in 2002 and
increased in 2001. The 2002 decrease was primarily due to a decrease in EME’s share of income from
the Big 4 projects and Four Star Oil & Gas, partially offset by an increase in EME’s share of income from
the Paiton Energy and ISAB projects. The 2001 increase was primarily due to an increase in EME’s
share of income from the Big 4 projects and the ISAB projects. EME’s third quarter equity income from its
domestic energy projects is materially higher than equity income related to other quarters of the year due
to warmer weather during the summer months and because a number of EME’s domestic energy
projects, located on the west coast, have power sales contracts that provide for higher payment during
the summer months.

Other nonoperating income decreased for both 2002 and 2001. The 2002 decrease was primarily at
EME, partially offset by increases at SCE and Edison Capital. The decrease at EME was mainly due to
foreign exchange losses in 2002 compared to foreign exchange gains in 2001, lower gains on the sale of
EME'’s interest in energy projects in 2002 compared to 2001, as well as a gain on early extinguishment of
debt in 2001. The increase at SCE was primarily due to property condemnation settlements received at
SCE, partially offset by PBR incentive awards for 1999 and 2000, which were approved by the CPUC and
recorded in 2002. The increase at Edison Capital was primarily due to lower foreign exchange losses in
2002 compared to 2001. The 2001 decrease in other nonoperating income primarily reflects SCE’s gains
on sales of marketable securities in 2000.

Interest expense — net of amounts capitalized decreased in 2002 and increased in 2001. The 2002
decrease is mainly due to: lower long-term debt balances at Edison Capital as compared to 2001; lower
short-term debt balances at Edison International (parent only) and all of the principal subsidiaries
compared to 2001; and lower interest expense at SCE related to the suspension of payments for
purchased power during 2001, which were subsequently paid in early 2002. The decrease was partially
offset by: an increase in interest expense on long-term debt at SCE due to higher long-term debt
balances; an increase in long-term debt interest expense at MEHC resulting from the debt financing that
took place in July 2001; and the consolidation of Contact Energy at EME. The increase in 2001 reflects
additional long-term debt at SCE, the issuance of new debt at MEHC (parent only), and higher short-term
debt balances at both SCE and its parent company.

Other nonoperating deductions increased in 2002 and decreased in 2001. The 2002 increase was
primarily due to a goodwill impairment charge at EME in 2002 resulting from the adoption of a new
accounting standard for goodwill and other intangibles, partially offset by lower accruals for regulatory
matters at SCE in 2002. The 2001 decrease was primarily due to lower accruals for regulatory matters at
SCE in 2001.

Income Taxes
Income tax expense decreased in 2002 and increased in 2001. The decrease in 2002 was primarily due

to a reduction in pre-tax income. Other decreases in tax expense resulted from: a reduction in state
income tax, including a cumulative adjustment to deferred tax balances at Edison Capital to reflect
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changes in its effective state tax rate; favorable resolution of tax audits at SCE; and an increase in flow
through property related items, net of the reestablishment of tax related regulatory assets upon
implementation of the URG decision at SCE. The increase in 2001 reflects $1.5 billion in income tax
expense related to the $3.6 billion (before tax) PROACT regulatory asset establishment in fourth quarter
2001. Absent the $1.5 billion income tax expense in 2001, Edison International’s income taxes increased
due to a higher pre-tax income.

Edison International’s composite federal and state statutory rate was approximately 40.5% for all years
presented. The lower effective tax rate of 25.6% realized in 2002 was primarily due to: the
reestablishment of tax-related regulatory assets upon implementation of the URG decision at SCE; a
favorable adjustment to Edison Capital’s cumulative deferred taxes for changes in its effective state tax
rate; benefits received from low-income housing credits at Edison Capital; favorable resolution of tax
audits at SCE; and the effect of lower foreign tax rates and permanent reinvestments of earnings of
foreign affiliates at EME. The decrease was partially offset by foreign losses that were unable to be
utilized in 2002. The 2001 effective tax rate was comparable to the composite federal and state statutory
tax rate.

Loss from Discontinued Operations

Edison International’s discontinued operations in 2002 represent the one-time asset impairment charge of
$77 million, after tax, resulting from EME’s Lakeland project being placed into administrative receivership
in the U.K., along with $22 million in 2002 operating results from the Lakeland project. See further
discussion at “Discontinued Operations and Dispositions.” The 2002 loss also includes minor
adjustments related to the sale of EME’s Fiddler’'s Ferry and Ferrybridge coal stations and the majority of
Edison Enterprises subsidiaries in 2001. The 2001 loss includes impairment charges resulting from the
sale of the Fiddler’'s Ferry and Ferrybridge plants and the majority of Edison Enterprises’ (a nonutility
subsidiary of Edison International that formerly provided retail services) assets, as well as operating
results from the discontinued entities.

FINANCIAL CONDITION

The liquidity of Edison International is affected primarily by debt maturities, access to capital markets,
dividend payments, capital expenditures, lease obligations, asset purchases and sales, investments in
partnerships and unconsolidated subsidiaries, credit ratings, utility regulation and energy market
conditions. Capital resources primarily consist of cash from operations, asset sales and external
financings. California law prohibits SCE from incurring or guaranteeing debt for its nonutility affiliates.

The parent company’s short-term and long-term debt has been used for general corporate purposes,
including investments in its subsidiaries’ business activities. The parent company currently has no
short-term debt outstanding. SCE’s short-term debt is normally used to finance procurement-related
obligations. Long-term debt is used mainly to finance the utility’s rate base. EME’s short-term and long-
term debt was used to finance acquisitions and development and is currently used for general corporate
purposes. MEHC's long-term debt was used to retire some of Edison International’s debt. Edison
Capital's short-term and long-term debt has been used for general corporate purposes, as well as
investments. External financings are influenced by market conditions and other factors.

The “Financial Conditions” section of this MD&A discusses cash flows from operating, financing and

investing activities, and liquidity issues at Edison International (parent only), SCE, MEHC, EME and
Edison Capital.
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Cash Flows from Operating Activities

Net cash provided (used) by operating activities:

In millions Year ended December 31, 2002 2001 2000
Continuing operations $2,247 $3,121 $ 1,385
Discontinued operations 80 (147) 19

$ 2,327 $2,974 $ 1,404

The 2002 decrease in cash provided by operating activities from continuing operations was mainly due to
SCE’s March 2002 repayment of past-due obligations, partially offset by higher overcollections used to
recover regulatory assets resulting from the CPUC-approved surcharges (1¢ per kWh in January 2001
and 3¢ per kwh in June 2001) and an increase in operating cash flow from EME resulting from the timing
of cash payments related to working capital items. The 2001 increase in cash provided by operating
activities from continuing operations was primarily due to SCE suspending payments for purchased
power and other obligations beginning in January 2001. Cash provided by continuing operations also
reflects the CPUC-approved surcharges that SCE billed in 2001, partially offset by lower operating cash
flow from EME from timing of cash receipts and payments related to working capital items.

Cash provided by operating activities from discontinued operations in 2002 primarily reflects the
settlement of working capital items from EME’s Fiddler's Ferry and Ferrybridge power plants and
operating income from the EME’s Lakeland power plant during 2002. Cash used by operating activities
from discontinued operations in 2001 reflects operating losses from the Ferrybridge and Fiddler’s Ferry
power plants in 2001, as compared to operating income in 2000, and the timing of cash payments related
to working capital items.

Cash Flows from Financing Activities

Net cash provided (used) by financing activities:

In millions Year ended December 31, 2002 2001 2000
Continuing operations $(2,582) $ (379 $ 535
Discontinued operations (19) (1,178) 223

$(2,601)  $(1,557) $ 758

Cash used by financing activities from continuing operations in 2002 mainly consisted of long-term and
short-term debt payments at SCE and EME.

During the first quarter of 2002, SCE paid $531 million of matured commercial paper and remarketed
$196 million of the $550 million of pollution-control bonds repurchased during December 2000 and early
2001. Also during the first quarter of 2002, SCE replaced the $1.65 billion credit facility with a $1.6 billion
financing and made a payment of $50 million to retire the entire credit facility. Throughout the year, SCE
paid approximately $1.2 billion of maturing long-term debt. The $1.6 billion financing included a

$600 million, one-year term loan due March 3, 2003. SCE prepaid $300 million of this loan in August
2002 and prepaid the balance on February 11, 2003. EME’s debt payments in 2002 consisted of
payment of $100 million of senior notes that matured in 2002, net payments of $80 million on EME’s $487
million corporate credit facility, $44 million related to debt service payments and payments of $86 million
on EME’s debentures and notes. Edison Capital's net payments on short-term debt were approximately
$312 million.

Cash used by financing activities from continuing operations in 2001 consisted of long-term debt
repayments at EME and short-term debt repayments at the parent company and at EME. The uses of
cash were partially offset by the issuance of long-term debt at EME of $1.0 billion and at MEHC of $1.2
billion.
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Cash used by financing activities from discontinued operations in 2002 represents repayments of long-
term debt from EME’s Lakeland power plant. Cash used by financing activities from discontinued
operation in 2001 related to the early repayment of the term loan facility in connection with the sale of the
Ferrybridge and Fiddler's Ferry power plants on December 21, 2001.

In December 1997, $2.5 billion of rate reduction notes were issued on behalf of SCE by SCE Funding
LLC, a special purpose entity. These notes were issued to finance the 10% rate reduction mandated by
state law. The proceeds of the rate reduction notes were used by SCE Funding LLC to purchase from
SCE an enforceable right known as transition property. Transition property is a current property right
created by the electric industry restructuring legislation and a financing order of the CPUC and consists
generally of the right to be paid a specified amount from nonbypassable rates charged to residential and
small commercial customers. The rate reduction notes are being repaid over 10 years through these
nonbypassable residential and small commercial customer rates, which constitute the transition property
purchased by SCE Funding LLC. The remaining series of outstanding rate reduction notes have
scheduled maturities through 2007, with interest rates ranging from 6.22% to 6.42%. The notes are
collateralized by the transition property and are not collateralized by, or payable from, assets of SCE or
Edison International. SCE used the proceeds from the sale of the transition property to retire debt and
equity securities. Although, as required by accounting principles generally accepted in the United States,
SCE Funding LLC is consolidated with SCE and the rate reduction notes are shown as long-term debt in
the consolidated financial statements, SCE Funding LLC is legally separate from SCE. The assets of
SCE Funding LLC are not available to creditors of SCE or Edison International and the transition property
is legally not an asset of SCE or Edison International.

Cash Flows from Investing Activities

Net cash provided (used) by investing activities:

In millions Year ended December 31, 2002 2001 2000
Continuing operations $(1,331) $ (424) $ (576)
Discontinued operations 2 1,125 (89)

$ (1,329) $ 701 $ (665)

Cash flows from investing activities are affected by additions to property and plant, EME’s sales of assets
and SCE's funding of nuclear decommissioning trusts.

SCE’s additions to property and plant were approximately $1.0 billion, primarily for transmission and
distribution assets; EME’s capital additions of $554 million in 2002 included a $300 million payment for
the lllinois peaker power units that were subject to a lease (see “Off-Balance Sheet Transactions—EME'’s
Off-Balance Sheet Transactions”). The remaining increases were primarily for the Valley Power Peaker
project in Australia, the lllinois plants, the Homer City facilities and payments related to three turbines.
These increases were partially offset by proceeds from the sale of various EME projects.

Cash flows from investing activities from continuing operations in 2001 included proceeds from EME’s
sale-leaseback transaction with respect to the Homer City facilities in December 2001 and from EME’s
sale of a 50% interest in the Sunrise project, as well as EME’s equity contributions to meet capital calls by
its QF partnerships in California. In 2001, EME also acquired 50% interest in the CBK project and
purchased additional shares in Contact Energy.

In 2001, cash provided by investing activities from discontinued operations was primarily due to the net
proceeds of £643 million (approximately $945 million at December 31, 2001) received from the sale of the
Ferrybridge and Fiddler's Ferry power plants on December 21, 2001.

Decommissioning costs are recovered in utility rates. These costs are expected to be funded from
independent decommissioning trusts that receive SCE contributions of approximately $25 million per
year. In 1995, the CPUC determined the restrictions related to the investments of these trusts. They are:
not more than 50% of the fair market value of the qualified trusts may be invested in equity securities; not
more than 20% of the fair market value of the trusts may be invested in international equity securities; up
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to 100% of the fair market values of the trusts may be invested in investment grade fixed-income
securities including, but not limited to, government, agency, municipal, corporate, mortgage-backed,
asset-backed, non-dollar, and cash equivalent securities; and derivatives of all descriptions are
prohibited. Contributions to the decommissioning trusts are reviewed every three years by the CPUC.
The contributions are determined from an analysis of estimated decommissioning costs, the current value
of trust assets and long-term forecasts of cost escalation and after-tax return on trust investments.
Favorable or unfavorable investment performance in a period will not change the amount of contributions
for that period. However, trust performance for the three years leading up to a CPUC review proceeding
will provide input into future contributions. SCE’s costs to decommission San Onofre Unit 1 are paid from
the nuclear decommissioning trust funds. These withdrawals from the decommissioning trusts are netted
with the contributions to the trust funds in the Consolidated Statements of Cash Flows.

Edison International’s (parent only) Liquidity Issues

The parent company’s liquidity and its ability to pay interest, debt principal, operating expenses and
dividends to common shareholders are affected by dividends from subsidiaries, tax-allocation payments
under its tax allocation agreement with its subsidiaries, and capital raising activities.

The CPUC regulates SCE's capital structure by requiring that SCE maintain a prescribed percentage of
equity in the utility capital structure. SCE may not make any distributions to Edison International that
would reduce the equity component of SCE’s capital structure below the prescribed level. SCE’s
settlement agreement with the CPUC also precludes SCE from declaring or paying dividends or other
distributions on its common stock (all of which is held by its parent, Edison International) prior to the
earlier of the date on which SCE has recovered all of its procurement-related obligations or

January 1, 2005, except that if SCE has not recovered all of its procurement-related obligations by
December 31, 2003, SCE may apply to the CPUC for consent to resume common stock dividends prior to
January 1, 2005 and the CPUC will not unreasonably withhold its consent. Material factors affecting the
timing of recovery of the PROACT balance are discussed below in “SCE’s Regulatory Matters—PROACT
Regulatory Asset and —CPUC Litigation Settlement Agreement.” In addition, see “—SCE'’s Liquidity
Issues” for further discussion of factors affecting the ability of SCE to make dividend payments.

Edison Capital’s ability to make dividend payments is restricted by debt covenants, which require Edison
Capital to maintain a specified minimum net worth. Edison Capital currently exceeds the threshold
amount.

Currently, MEHC is permitted to pay dividends under the terms of its outstanding debt (a) in amounts
sufficient to permit Edison International to make required interest payments on its outstanding 6-7/8%
notes due 2004, (b) to pay Edison International corporate overhead in amounts consistent with historically
expended amounts, and (c) for other Edison International working capital and general corporate purposes
in an amount not to exceed $50 million. After July 15, 2003, MEHC may not pay dividends unless it has
an interest coverage ratio of 2.0x. At December 31, 2002, its interest coverage ratio was 1.51x. See “—
MEHC'’s Liquidity Issues—MEHC's Interest Coverage Ratio.” MEHC did not declare or pay a dividend in
2002. MEHC's ability to pay dividends is dependent on EME’s ability to pay dividends to MEHC.

EME and its subsidiaries have certain dividend restrictions as discussed in “—EME’s Liquidity Issues”
section below. EME did not pay or declare a dividend during 2002.

The ability of Edison International to pay its 6-7/8% notes due September 2004 may be substantially
dependent, among other things, on subsidiary dividends.

As further discussed in “Current Developments—MEHC and EME Developments,” a subsidiary of EME
has $911 million of debt maturing in December 2003, which will need to be repaid, extended or
refinanced. There is no assurance that EME will be able to repay, extend or refinance the Edison Mission
Midwest Holdings debt obligation on similar terms and rates as the existing debt, on commercially
reasonable terms, on the terms permitted under the MECH financing documents or at all. The
independent accountants’ audit opinions for MEHC, EME and Midwest Generation contain an explanatory
paragraph that indicates the consolidated financial statements are prepared on the basis that these
companies will continue as a going concern. This obligation would raise substantial doubt about their
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ability to continue as a going concern. Edison International's investment in MEHC, through a wholly
owned subsidiary, as of December 31, 2002, was $953 million. MEHC's investment in EME, as of
December 31, 2002, was $1.9 billion.

In May 2001, Edison International deferred the interest payments in accordance with the terms of its
outstanding $825 million quarterly income debt securities, due 2029, issued to an affiliate. This caused a
corresponding deferral of distributions on quarterly income preferred securities issued by that affiliate.
Interest payments may be deferred for up to 20 consecutive quarters, at a time. Edison International
cannot pay cash dividends on or purchase its common stock as long as interest is being deferred.

In March 2002, Edison International received cash, primarily due to an Internal Revenue Service (IRS)
refund resulting from a March 2002 change in federal tax law and, as a result, paid in full a $250 million
note due to SCE related to tax-allocation payments owed to SCE for the year 2000. Edison International
received $152 million in tax-allocation payments during 2002. At December 31, 2002, the parent
company had $252 million of cash on hand. In early 2003, Edison International repurchased $132 million
of its outstanding $750 million in notes due 2004.

SCFE’s Liquidity Issues

SCE expects to meet its continuing obligations in 2003 from cash on hand, which was $1.0 billion at
December 31, 2002, and operating cash flows.

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

In January 2002, the CPUC adopted a resolution implementing a settlement agreement with SCE. Based
on the rights to power procurement cost recovery and revenue established by the agreement and the
PROACT resolution, SCE repaid its undisputed past-due obligations and near-term debt maturities in
March 2002, using cash on hand resulting from rate increases approved by the CPUC in 2001 and the
proceeds of $1.6 billion in senior secured credit facilities and the remarketing of $196 million in pollution-
control bonds. The $1.6 billion financing included a $600 million, one-year term loan due on March 3,
2003. SCE prepaid $300 million of this loan on August 14, 2002 and the remaining $300 million on
February 11, 2003. The $1.6 billion financing also included a $300 million line of credit, which is fully
drawn and expires March 2004, and a $700 million term loan with a March 2005 final maturity. Under the
term loan, net cash proceeds for the issuance of capital stock or new indebtedness must be used to
reduce the term loan subject to certain exceptions.

On February 24, 2003, SCE completed an exchange offer for its 8.95% variable rate notes due November
2003. A total of $966 million of these notes were exchanged for $966 million of a new series of first and
refunding mortgage bonds due February 2007. As a result of the exchange offer and the $300 million
payment on February 11, 2003, SCE’s remaining significant debt maturities in 2003 are approximately
$159 million, comprising $34 million of the 8.95% variable rate notes due November 2003 that were not
exchanged and $125 million in first and refunding mortgage bonds due June 2003. In addition,
approximately $250 million of rate reduction notes are due throughout 2003. These notes have a
separate cost recovery mechanism approved by state legislation and CPUC decisions.

SCE currently expects to recover the PROACT balance in mid-2003. Material factors affecting the timing
of recovery of the PROACT balance are discussed in “SCE’s Regulatory Matters—PROACT Regulatory
Asset.” As of December 31, 2002, SCE’s common equity to total capitalization ratio, for rate-making
purposes, was approximately 62%. This is substantially greater than the CPUC-authorized level of 48%.
SCFE's settlement agreement with the CPUC provides that the CPUC will not impose any penalty on SCE
for noncompliance with the authorized capital structure during the PROACT recovery period. SCE
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expects to rebalance its capital structure to CPUC-authorized levels in the future by paying dividends to
its parent, Edison International, and issuing debt as necessary. Factors that affect the amount and timing
of such actions include, but are not limited to, the outcome of the pending appeal of the stipulated
judgment approving SCE's settlement agreement with the CPUC (See “SCE’s Regulatory Matters—
CPUC Litigation Settlement Agreement), SCE’s access to the capital markets, and actions by the CPUC.
SCE resumed procurement of its residual net short on January 1, 2003 and as of February 28, 2003
posted $86 million in collateral to secure its obligations under power purchase contracts and to transact
through the 1SO for imbalance power. See “Market Risk Exposures—SCE'’s Market Risks” below.

SCE'’s liquidity may be affected by, among other things, matters described in “SCE’s Regulatory
Matters—CPUC Litigation Settlement Agreement, —CDWR Revenue Requirement Proceeding, and —
Generation Procurement Proceedings” sections.

MEHC's Liquidity Issues

The $911 million of debt of Edison Mission Midwest Holdings maturing in December 2003 will need to be
repaid, extended or refinanced. Edison Mission Midwest Holdings is not expected to have sufficient cash
to repay the $911 million debt due in December 2003, and there is no assurance that it will be able to
extend or refinance its debt obligation on similar terms and rates as the existing debt, on commercially
reasonable terms, on the terms permitted under the financing documents entered into by MEHC in July
2001, or at all. MEHC'’s independent accountants’ audit opinion for the year ended December 31, 2002,
contains an explanatory paragraph that indicates the consolidated financial statements have been
prepared on the basis that MEHC will continue as a going concern and that the uncertainty about Edison
Mission Midwest Holdings’ ability to repay, extend or refinance this obligation raises substantial doubt
about MEHC'’s ability to continue as a going concern. Accordingly, the consolidated financial statements
do not include any adjustments that might result from the resolution of this uncertainty. See “Current
Developments—MEHC and EME Developments—Significant Debt Maturity due December 2003” for
further discussion.

The remainder of this section discusses MEHC's liquidity issues on a stand alone basis. See “—EME’s
Liquidity Issues” for further discussion of EME related items that may impact MEHC on a consolidated
basis.

MEHC'’s ability to honor its obligations under the senior secured notes and the term loan after the two
year interest reserve period (which expires July 2, 2003, for the term loan and July 15, 2003, for the
senior secured notes) and to pay overhead is substantially dependent upon the receipt of dividends from
EME and receipt of tax-allocation payments from MEHC's parent, a wholly owned subsidiary of Edison
International and ultimately Edison International. The senior secured notes and the term loan are
secured by a first priority security interest in EME’s common stock. Any foreclosure on the pledge of
EME’s common stock by the holders of the senior secured notes or the lenders under the term loan would
result in a change in control of EME. In addition, the financing documents entered into by MEHC contain
financial and investment covenants restricting EME and its subsidiaries. EME’s certificate of
incorporation binds it to the provision in MEHC's financing documents. The restrictions contained in the
these documents could affect, and in some cases significantly limit or prohibit, EME and its subsidiaries’
ability to, among other things, incur, refinance, and prepay debt, make capital expenditures, pay
dividends and make other distributions, make investments, create liens, sell assets, enter into sale and
leaseback transactions, issue equity interests, enter into transactions with affiliates, create restrictions on
the ability to pay dividends or make other distributions and engage in mergers and consolidations. These
restrictions may significantly impede the ability of EME and its subsidiaries, including Edison Mission
Midwest Holdings, to develop and implement any refinancing plans in respect of their indebtedness. Part
of the proceeds from the senior secured notes and the term loan were used to fund escrow accounts to
secure the first four interest payments due under the senior secured notes and the interest payments for
the first two years under the term loan. Other than the dividends received from EME, funds received
pursuant to MEHC's tax-allocation arrangements (see “¥% EME’s Liquidity Issues—EME’s Intercompany
Tax-Allocation Payments”) with MEHC's affiliates and the interest reserve account, MEHC will not have
any other source of funds to meet its obligations under the senior secured notes and the term loan.
Dividends from EME may be limited based on its earnings and cash flow, terms of restrictions contained
in EME’s contractual obligations (including its corporate credit facility), charter documents, business and
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tax considerations, and restrictions imposed by applicable law. MEHC did not receive any distributions
from EME during 2002.

At December 31, 2002, MEHC (stand alone) had cash and cash equivalents of $87 million and restricted
cash of $150 million (excluding amounts held by EME and its subsidiaries). Restricted cash represents
monies deposited into interest escrow accounts described above. The funds collected in the accounts
will be used to make the interest payments due under the senior secured notes and the term loan through
July 15, 2003. The timing and amount of distributions from EME and its subsidiaries may be affected by
many factors beyond MEHC'’s control.

If MEHC is unable to make any payment on the senior secured notes or under the term loan as that
payment becomes due, it would result in a default under the senior secured notes and the term loan and
could lead to foreclosure on MEHC'’s ownership interest in the capital stock of EME.

Description of Term Loan Put-Option

The term loan bears interest at a floating rate equal to the three-month London interbank offered rate
(LIBOR) plus 7.50% and matures on July 2, 2006. In July 2004, on the third anniversary of the term loan,
the lenders under the term loan may require that MEHC repay up to $100 million of the principal amount
at par.

MEHC's Interest Coverage Ratio

The following details of MEHC's interest coverage ratio are provided as an aid to understanding the
components of the computations that are set forth in the indenture governing MEHC's senior secured
notes. This information is not intended to measure the financial performance of MEHC and, accordingly,
should not be used in lieu of the financial information set forth in Edison International's consolidated
financial statements. The terms Funds Flow from Operations, Operating Cash Flow and Interest Expense
are as defined in the indenture and are not the same as would be determined in accordance with
generally accepted accounting principles.

MEHC'’s interest coverage ratio is comprised of interest income and expense related to its holding
company activities and the consolidated financial information of EME. For a complete discussion of
EME'’s interest coverage ratio and the components included therein, see “—EME’s Liquidity Issues—
EME'’s Interest Coverage Ratio” below.
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The following table sets forth MEHC's interest coverage ratio for the year ended December 31, 2002 and
a pro forma calculation of MEHC's interest coverage ratio for the year ended December 31, 2001.

December 31, 2001

Pro Forma
Adjust- Pro
In millions December 31, 2002 Actual ments™®) Forma
Funds Flow From Operations:
EME $ 691 $ 499 $ 499
Less: Operating cash flow from
unrestricted subsidiaries (16) Y Y
Add: Outflows of funds from
operations of projects sold 2 103 103
MEHC (stand alone) 7 5 $ 5 10
$ 684 $ 607 $ 5 $ 612
Interest Expense:
EME $ 293 $ 305 $ 305
EME - affiliate debt 2 3 3
MEHC interest expense 159 82 $ 80 162
Less: Interest savings on projects sold — (4) (4)
$ 454 $ 386 $ 80 $ 466
Interest Coverage Ratio 1.51 1.57 1.31

W The pro forma adjustments assume the issuance of the 13.5% senior secured notes and the term loan
occurred on January 1, 2001, with the proceeds invested during the six-month period at approximately 3%.

The above interest coverage ratio was determined in accordance with the definitions set forth in the bond
indenture governing MEHC'’s senior secured notes and the credit agreement governing the term loan
agreement. The interest coverage ratio prohibits MEHC and EME and its subsidiaries from incurring
additional indebtedness, except as specified in the indenture and the financing documents, unless
MEHC's interest coverage ratio exceeds 1.75 to 1 for the immediate preceding four fiscal quarters prior to
June 30, 2003 and 2.0 to 1 for periods thereafter. Since the issuance of the senior secured notes and
term loan occurred mid-year, the pro forma calculation is provided as an indication of the interest
coverage ratio on a full-year basis.

MEHC's Intercompany Tax-Allocation Payments

MEHC is included in the consolidated federal and combined state income tax returns of Edison
International and is eligible to participate in tax-allocation payments with other subsidiaries of Edison
International. These arrangements depend on Edison International continuing to own, directly or
indirectly, at least 80% of the voting power of the stock of MEHC and at least 80% of the value of such
stock. The arrangements are subject to the terms of tax allocation and payment agreements among
Edison International, MEHC, EME and other Edison International subsidiaries. The agreements to which
MEHC is a party may be terminated by the immediate parent company of MEHC at any time, by notice
given before the first day of the year with respect to which the termination is to be effective. However,
termination does not relieve any party of any obligations with respect to any tax year beginning prior to
the notice. MEHC became a party to the tax-allocation agreement with a wholly owned subsidiary of
Edison International on July 2, 2001, when it became part of the Edison International consolidated filing
group. MEHC has historically received tax-allocation payments related to domestic net operating losses
incurred by MEHC. The right of MEHC to receive and the amount and timing of tax-allocation payments
are dependent on the inclusion of MEHC in the consolidated income tax returns of Edison International
and its subsidiaries, the amount of net operating losses and other tax items of MEHC, its subsidiaries,
and other subsidiaries of Edison International and specific procedures regarding allocation of state taxes.
MEHC receives tax-allocation payments for tax losses when and to the extent that the consolidated
Edison International group generates sufficient taxable income in order to be able to utilize MEHC'’s tax
losses in the consolidated income tax returns for Edison International and its subsidiaries. This occurred
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in 2002 and, accordingly, MEHC received $89 million in tax-allocation payments from Edison
International. In the future, based on the application of the factors cited above, MEHC may be obligated
during periods they generate taxable income to make payments under the tax-allocation agreements.

EME’s Liquidity Issues

The discussions below includes the following matters that affect EME’s liquidity: EME’s credit ratings,
EME'’s corporate liquidity, historical distributions received by EME, the ability of EME to pay dividends,
EME'’s interest coverage and recourse debt to recourse capital ratios, EME subsidiary financing plans,
and EME'’s intercompany tax-allocation payments.

EME’s Credit Ratings

On October 1, 2002, Moody’s downgraded EME’s senior unsecured rating to Ba3 (below investment
grade) from Baa3 (investment grade), and the ratings of EME’s wholly owned indirect subsidiaries,
Edison Mission Midwest Holdings Co. (bank facility to Ba2 from Baa2) and Midwest Generation (lessor
notes to Ba3 from Baa3). Moody’s has continued to keep the ratings for each of these entities under
review for further downgrade. On November 25, 2002, Standard & Poor's downgraded EME’s senior
unsecured credit rating to BB- (below investment grade) from BBB- (investment grade). Standard &
Poor's also lowered its credit rating on EME’s wholly owned indirect subsidiaries, Edison Mission Midwest
Holdings (bank facility to BB- from BBB-), and Edison Mission Marketing & Trading, Inc. (senior
unsecured credit rating to BB- from BBB-). Standard & Poor's has assigned a negative rating outlook for
each of the entities that were downgraded.

These ratings actions did not trigger any defaults under EME’s credit facilities or those of the other
affected entities; however, the changed ratings will restrict the amount of distributions EME receives from
certain subsidiaries, increase the borrowing costs under certain credit facilities, and increase EME’s
obligation to provide collateral for its trading activities.

For interest payments on EME's corporate credit facility, the applicable margin as determined by EME’s
long-term credit ratings increased for Tranche A (to LIBOR plus 3.625% from LIBOR plus 2.375%) and
Tranche B (to LIBOR plus 3.50% from LIBOR plus 2.25%). In addition to the interest payments, the
facility fee as determined by EME’s long-term credit ratings increased for Tranche A (to 0.875% from
0.625%) and Tranche B (to 1.00% from 0.75%). EME estimates that the annual interest and lease costs
payable by it and its subsidiaries will increase by $49 million as a result of the downgrade of its credit
rating based on existing debt and lease agreements.

As a result of these rating actions, EME has:

provided collateral in the form of cash and letters of credit for the benefit of counterparties in its price
risk management and domestic trading activities related to accounts payable and unrealized losses
($52 million as of March 21, 2003, and EME could be required to provide additional collateral in the
future); and

posted a letter of credit to support the remaining portion of EME’s equity contribution obligation

($37 million at December 31, 2002) in connection with its acquisition in February 2001 of a 50%
interest in the CBK Power Co. Ltd. project in the Philippines, which otherwise would have been

contributed ratably during 2003.

Moreover, as a result of these ratings actions, EME has been required to provide collateral for certain of
its United Kingdom trading activities. To this end, EME’s subsidiary, Edison Mission Operation and
Maintenance Limited, has obtained a cash collateralized credit facility in the amount of £17 million
(approximately $27 million at December 31, 2002), under which letters of credit totaling £15 million
(approximately $24 million at December 31, 2002) have been issued as of December 31, 2002. EME
also anticipates that sales of power from its lllinois plants, Homer City facilities and First Hydro plants in
the United Kingdom may require additional credit support, depending upon market conditions and the
strategies adopted for the sale of this power. Changes in forward market prices and margining
requirements could further increase the need for credit support for the price risk management and trading
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activities related to these projects. EME currently projects the potential working capital to support its price
risk management and trading activity to be between $100 million and $200 million from time to time
during 2003.

EME cannot provide assurance that its current credit ratings or the credit ratings of its subsidiaries will
remain in effect for any given period of time or that one or more of these ratings will not be lowered again.
EME notes that these credit ratings are not recommendations to buy, sell or hold its securities and may
be revised or withdrawn at any time by a rating agency.

Downgrade of Edison Mission Midwest Holdings

As a result of the downgrade of Edison Mission Midwest Holdings below investment grade, provisions in
the agreements binding on Edison Mission Midwest Holdings and Midwest Generation restrict the ability
of Edison Mission Midwest Holdings to make distributions to its parent company, thereby eliminating
distributions to EME.

The following table summarizes the provisions restricting cash distributions (sometimes referred to as
cash traps) and the related changes in the cost of borrowing by Edison Mission Midwest Holdings under
the applicable financing agreements. The currently applicable provisions are those set forth in the same
row as the Standard & Poor’s rating “BB-.”

Cost of Borrowing

S&P Rating Moody'’s Rating Margin Cash Trap
(based on LIBOR)
BBB- or higher  Baa3 or higher 150 No cash trap

BB+ Bal 225 50% of excess cash flow trapped until
six month debt service reserve is
funded

BB Ba2 275 100% of excess cash flow trapped

BB- Ba3 325 100% of excess cash flow trapped

B+ B1 325 100% cash sweep by lenders to repay

debt (i.e., 100% of excess cash flow
trapped and used to repay debt)

As a result of the downgrades affecting Edison Mission Midwest Holdings, provisions in the agreements
binding on Edison Mission Midwest Holdings require it to deposit each quarter basis 100% of its defined
excess cash flow into a cash flow recapture account held and maintained by the collateral agent. In
accordance with these provisions, Edison Mission Midwest Holdings deposited $50 million into the cash
flow recapture account on October 31, 2002 and another $28 million on January 27, 2003. The funds in
the cash flow recapture account may be used only to meet debt service obligations of Edison Mission
Midwest Holdings if funds are not otherwise available from working capital.

As part of the sale-leaseback of the Powerton and Joliet power stations, Midwest Generation loaned the
proceeds ($1.4 billion) to EME in exchange for promissory notes in the same aggregate amount. Debt
service payments by EME on the promissory notes may be used by Midwest Generation to meet its
payment obligations under these leases in whole or part. Furthermore, EME has guaranteed the lease
obligations of Midwest Generation under these leases. EME’s obligations under the promissory notes
payable to Midwest Generation are general corporate obligations of EME and are not contingent upon
receiving distributions from Edison Mission Midwest Holdings. Accordingly, EME must continue to make
payments under the intercompany notes notwithstanding that Edison Mission Midwest Holdings is not
permitted to make distributions to EME. If EME we not able to make the loan payments, it would result in
a default under the financing documents to which Edison Mission Midwest Holdings is a party and could
result in a default under EME’s financing arrangements. This could have a material adverse effect on the
results of operations and cash flow of MEHC and EME. See “¥sHistorical Distributions Received by
EME—Restricted Assets of EME’s subsidiaries¥s Edison Mission Midwest Holdings (lllinois Plants)” for a
discussion of implications for the Powerton and Joliet leases.
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Downgrade of Edison Mission Marketing & Trading

Pursuant to the Homer City sale-leaseback documents, a downgrade of Edison Mission Marketing &
Trading to below investment grade restricts the ability of EME Homer City Generation L.P. (EME Homer
City) to sell forward the output of the Homer City facilities. Under the sale-leaseback documents, EME
Homer City may only engage in permitted trading activities as defined in the documents. These
documents include a requirement that the counterparty to such transactions, and EME Homer City, if
acting as seller to an unaffiliated third party, be investment grade. EME currently sells all of the output
from the Homer City facilities through Edison Mission Marketing & Trading, and EME Homer City is not
rated. Therefore, in order for EME to continue to sell forward the output of the Homer City facilities in the
event of a downgrade in Edison Mission Marketing & Trading’s credit, either: (1) EME must obtain
consent from the sale-leaseback owner participant to permit EME Homer City to sell directly into the
market or through Edison Mission Marketing & Trading; or (2) Edison Mission Marketing & Trading must
provide assurances of performance consistent with the requirements of the sale-leaseback documents.
EME has obtained a consent from the sale-leaseback owner participant that will allow EME Homer City to
enter into limited amounts of such sales, under specified conditions, through September 25, 2003. EME
is permitted to sell the output of the Homer City facilities into the Pennsylvania-New Jersey-Maryland
Power Pool (PJM) at any time on the spot market basis. See “¥% Market Risk Exposures¥sEME’s Market
Risks—Commodity Price Risk—Homer City Facilities.”

EME Corporate Liquidity

EME has a $487 million corporate credit facility which includes a one-year $275 million component,
Tranche A, that expires on September 16, 2003, and a three-year $212 million component, Tranche B,
that expires on September 17, 2004. At December 31, 2002, EME had borrowing capacity under this
facility of $355 million and corporate cash and cash equivalents of $64 million. During 2002, EME’s cash
position was significantly increased due to the following:

EME received distributions from its investments in partnerships made subsequent to their receipt of
payments of past due accounts receivable from SCE on March 1, 2002. Total amounts paid to these
partnerships by SCE were $415 million, of which EME’s share was $206 million.

EME received $395 million in tax-allocation payments during 2002 from EME’s ultimate parent
company, Edison International.

Cash distributions from EME’s subsidiaries and partnership investments, tax-allocation payments from
Edison International and unused capacity under its corporate credit facilities represent EME’s major
sources of liquidity to meet its cash requirements. EME plans to discuss with its lenders an extension of
the Tranche A line of credit beyond its scheduled expiration. In addition, EME expects to complete the
Sunrise project financing by summer 2003, which upon completion will result in the receipt by EME of
approximately $150 million of capital previously invested in this project. See “—EME Subsidiary
Financing Plans.” EME’s expects it 2003 cash requirements to be primarily comprised of:

interest payments on its indebtedness, including interest payments to Midwest Generation related to
intercompany loans;

collateral requirements in the form of letters of credits or cash margining in support of forward
contracts for the sale of power from its merchant energy operations;

general administrative expenses; and

equity contribution obligations.
The timing and amount of distributions from EME’s subsidiaries may be affected by many factors beyond
its control. See “¥4Historical Distributions Received by EME¥4 Restricted Assets of EME’s Subsidiaries.”

In addition, the right of EME to receive tax-allocation payments, and the timing and amount of tax-
allocation payments received by EME are subject to factors beyond EME’s control. See “¥4EME’s
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Intercompany Tax-Allocation Payments.” If Tranche A of the corporate facility is not extended and the
Sunrise project financing is not completed as scheduled, EME’s ability to provide credit support for
bilateral contracts for power and fuel of its merchant energy operations will be severely limited. If EME is
unable to provide such credit support, this will reduce the number of counterparties willing to enter into
bilateral contracts with EME’s subsidiaries, thus requiring EME’s subsidiaries to rely on short-term
markets instead of bilateral contracts. Furthermore, if this situation occurs, EME may not be able to meet
margining requirements if forward prices for power increase significantly. Failure to meet a margining
requirement would permit the counterparty to terminate the related bilateral contract early and demand
immediate payment for the replacement value of the contract.

EME'’s corporate credit facility provides credit available in the form of cash advances or letters of credit.
At December 31, 2002, there were no cash advances outstanding under either Tranche and $132 million
of letters of credit outstanding under Tranche B. In addition to the interest payments, EME pays a facility
fee as determined by its long-term credit ratings (0.875% and 1.00% at December 31, 2002, for Tranche
A and Tranche B, respectively) on the entire credit facility independent of the level of borrowings.

Under the credit agreement governing its credit facility, EME has agreed to maintain an interest coverage
ratio that is based on cash received by EME, including tax-allocation payments, cash disbursements and
interest paid. At December 31, 2002, EME met this interest coverage ratio. The interest coverage ratio in
the ring-fencing provisions of EME’s certificates of incorporation and bylaws remains relevant for
determining EME’s ability to make distributions. See “¥2EME’s Interest Coverage Ratio.”

Historical Distributions Received by EME

The following table is presented as an aid in understanding the cash flow of EME and its various
subsidiary holding companies which depend on distributions from subsidiaries and affiliates to fund
general and administrative costs and debt service costs of recourse debt.

In millions Year ended December 31, 2002 2001
Distributions from Consolidated Operating Projects:
Edison Mission Midwest Holdings (lllinois plants) $ — $ 75
EME Homer City Generation L.P. (Homer City facilities)(l) — 121
First Hydro Holdings (First Hydro project) — 52
Holding companies of other consolidated operating projects 94 —
Distributions from Non-Consolidated Operating Projects:
Edison Mission Energy Funding Corp. (Big 4 projects)(z) 137 129
Four Star Oil & Gas Company 21 61
Holding companies of other non-consolidated operating projects 99 32
Total Distributions $ 351 $470

@ Distributions during 2001 were made from Edison Mission Holdings Co., a holding company that indirectly owns

100% of EME Homer City Generation L.P.
@ The Big 4 projects are comprised of investments in the Kern River project, Midway-Sunset project, Sycamore
project and Watson project. Distributions do not include either capital contributions made during the California

energy crisis or the subsequent return of such capital. Distributions reflect the amount received by EME after
debt service payments by Edison Mission Energy Funding Corp.

Total distribution to EME decreased between 2002 and 2001 due to:
restrictions on distributions from Edison Mission Midwest Holdings as a result of its credit rating
downgrade on October 1, 2002 (see “—EME'’s Credit Ratings—Downgrade of Edison Mission
Midwest Holdings”);

lower market prices for energy and capacity and major unplanned outages at the Homer City facilities
in 2002;

restrictions on distributions from the First Hydro project due to lower profitability; and
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lower profitability in 2002 of Four Star Oil & Gas Company due to lower production volumes and lower
natural gas prices;

partially offset by:
initial distribution of $47 million from the Doga project and $33 million from the Italian Wind projects;

removal of distribution restrictions at Loy Yang B in 2002 due to refinancing of the Valley Power
Peaker project construction loan; and

higher distribution from EME’s partnership interests in California projects.

Restricted Assets of EME’s Subsidiaries

Each of EME’s direct or indirect subsidiaries is organized as a legal entity separate and apart from EME
and its other subsidiaries. Assets of EME’s subsidiaries are not available to satisfy EME’s obligations or
the obligations of any of its other subsidiaries. However, unrestricted cash or other assets that are
available for distribution may, subject to applicable law and the terms of financing arrangements of the
parties, be advanced, loaned, paid as dividends or otherwise distributed or contributed to EME or to its
subsidiary holding companies. Set forth below is a description of covenants binding EME’s principal
subsidiaries that may restrict the ability of those entities to make distributions to EME directly or indirectly
through the other holding companies owned by EME.

Edison Mission Midwest Holdings Co. (lllinois Plants)

Edison Mission Midwest Holdings Co. is the borrower under a $1.9 billion credit facility with a group of
commercial banks. The funds borrowed under this facility were used to fund the acquisition of the lllinois
plants and provide working capital to such operations. Midwest Generation, a wholly owned subsidiary of
Edison Mission Midwest Holdings, owns or leases and operates the lllinois plants. Midwest Generation
entered into sale-leaseback transactions for the Collins Station as part of the original acquisition and for
the Powerton Station and the Joliet Station in August 2000. In order for Edison Mission Midwest Holdings
to make a distribution, Edison Mission Midwest Holdings and Midwest Generation must be in compliance
with the covenants specified in these agreements, including maintaining a minimum credit rating. Due to
the downgrade of the credit rating of Edison Mission Midwest Holdings to below investment grade, no
distributions can currently be made by Edison Mission Midwest Holdings to its parent company and
ultimately, to EME at this time. See “¥% EME’s Credit Ratings—Downgrade of Edison Mission Midwest
Holdings.”

Edison Mission Midwest Holdings must also maintain a debt service coverage ratio for the prior twelve-
month period of at least 1.50 to 1 as long as the power purchase agreements with Exelon Generation
represent 50% or more of Edison Mission Midwest Holdings’ and its subsidiaries’ revenue. If the power
purchase agreements with Exelon Generation represent less than 50% of Edison Mission Midwest
Holdings’ and its subsidiaries’ revenue, it must maintain a debt service coverage ratio of at least 1.75 to 1.
EME expects that revenue for 2003 from Exelon Generation will represent 50% or more of Edison
Mission Midwest Holdings’ and its subsidiaries revenue. In addition, Edison Mission Midwest Holdings
must maintain a debt-to-capital ratio of no greater than 0.60 to 1. Failure to meet such historical debt
service coverage ratio and the debt-to-capital ratio are events of default under the credit agreement and
Collins lease agreements, which, upon a vote by a majority of the lenders, could cause an acceleration of
the due date of the obligations of Edison Mission Midwest Holdings and those associated with the Collins
lease. Such an acceleration would result in an event of default under the Powerton and Joliet leases.
During the twelve months ended December 31, 2002, the historical debt service coverage ratio was 4.04
to 1 and the debt-to-capital ratio was 0.51 to 1.

There are no restrictions on the ability of Midwest Generation to make payments on the outstanding

intercompany loans from its affiliate Edison Mission Overseas Co. (which is also a subsidiary of Edison
Mission Midwest Holdings) or to make distributions directly to Edison Mission Midwest Holdings.
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EME Homer City Generation L.P. (Homer City facilities)

EME Homer City Generation L.P. completed a sale-leaseback of the Homer City facilities in December
2001. In order to make a distribution, EME Homer City must be in compliance with the covenants
specified in the lease agreements, including the following financial performance requirements measured
on the date of distribution:

At the end of each quarter, the senior rent service coverage ratio for the prior twelve-month period
(taken as a whole) must be greater than 1.7 to 1. The senior rent service coverage ratio is defined as
all income and receipts of EME Homer City less amounts paid for operating expenses, required
capital expenditures, taxes and financing fees divided by the aggregate amount of the debt portion of
the rent, plus fees, expenses and indemnities due and payable with respect to the lessor’s debt
service reserve letter of credit.

At the end of each quarter, the equity and debt portions of rent then due and payable must have been
paid.

The senior rent service coverage ratio (discussed in the first bullet point above) projected for each of
the prospective two twelve-month periods must be greater than 1.7 to 1.

No more than two rent default events may have occurred, whether or not cured. A rent default event
is defined as the failure to pay the equity portion of the rent within five business days of when it is
due.

During the twelve months ended December 31, 2002, the senior rent service coverage ratio was 2.48
to 1.

First Hydro Holdings

A subsidiary of First Hydro Holdings, First Hydro Finance plc, is the borrower of £400 million
(approximately $644 million as of December 31, 2002) of Guaranteed Secured Bonds due in 2021. In
order to make a distribution, First Hydro Finance must be in compliance with the covenants specified in its
bond indenture, including the following interest coverage ratio:

As determined on June 30 and December 31 of each year, the ratio of net revenue (which is
generally the consolidated profit of First Hydro Holdings and its subsidiaries before tax) to interest
payable on the Guaranteed Secured Bonds for the prior twelve-month period (taken as a whole) must
be greater than 1.2 to 1.

First Hydro Holdings’ interest coverage ratio must also exceed a minimum default threshold included in
the Guaranteed Secured Bonds. When measured for the twelve-month period ended December 31,
2002, First Hydro Holdings’ interest coverage ratio was 1.7 to 1.

On March 14, 2003, First Hydro Finance plc received a letter from the trustee for the First Hydro bonds,
requesting that First Hydro Finance engage in a process to determine whether an early redemption option
in favor of the bondholders has been triggered under the terms of the First Hydro bonds. This letter
states that, given requests made of the trustee by a group of First Hydro bondholders, the trustee needs
to satisfy itself whether the termination of the pool system in the United Kingdom (replaced with the new
electricity trading arrangements, referred to as NETA), was materially prejudicial to the interests of the
bondholders. If this were the case, it could provide the First Hydro bondholders with an early redemption
option. In this regard, on August 29, 2000, First Hydro Finance notified the trustee that the enactment of
the Utilities Act of 2000, which laid the foundation for NETA, would result, after its implementation, in a
so-called restructuring event under the terms of the First Hydro bonds. However, First Hydro Finance did
not believe then, nor does it believe now, that this event was materially prejudicial to the First Hydro
bondholders. Since NETA implementation, First Hydro Finance has continued to meet all of its debt
service obligations and financial covenants under the bond documentation, including the required interest
coverage ratio. Until its receipt of the trustee’s March 14, 2003 letter, First Hydro Finance had not
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received a response from the trustee to its August 29, 2000 notice. First Hydro Finance will vigorously
dispute any attempt to have the early redemption option deemed applicable due to NETA implementation.

Neither the August 2000 notice provided to the trustee nor the March 14, 2003 letter from the trustee
constitutes an event of default under the terms of the First Hydro bonds and there is no recourse to EME
for the obligations of First Hydro Finance in respect of the First Hydro bonds. However, if the
bondholders were entitled to an early redemption option, First Hydro Finance would be obligated to
purchase all First Hydro bonds put to it by bondholders at par plus an early redemption premium. If all
bondholders opted for the early redemption option, it is unlikely that First Hydro Finance would have
sufficient financial resources to purchase the bonds. There is no assurance that First Hydro Finance
would be able to obtain additional financing to fund the purchase of the First Hydro bonds. Therefore, an
exercise of the early redemption option by the bondholders could lead to administration proceedings as to
First Hydro Finance in the United Kingdom, which is similar to Chapter 11 bankruptcy proceedings in the
United States. If these events occur, it would have a material adverse effect upon First Hydro Finance
and could have a material adverse effect upon EME and Edison International.

Edison Mission Energy Funding Corp. (Big 4 Projects)

EME'’s subsidiaries, which EME refers to as the guarantors, that hold EME’s interests in the Big 4 Projects
completed a $450 million secured financing in December 1996. Edison Mission Energy Funding Corp., a
special purpose Delaware corporation, issued notes ($260 million) and bonds ($190 million), the net
proceeds of which were lent to the guarantors in exchange for a note. The guarantors have pledged their
cash proceeds from the Big 4 Projects to Edison Mission Energy Funding as collateral for the note. All
distributions receivable by the guarantors from the Big 4 Projects are deposited into a trust account from
which debt service payments are made on the obligations of Edison Mission Energy Funding and from
which distributions may be made to EME if Edison Mission Energy Funding is in compliance with the
terms of the covenants in its financing documents, including the following requirements measured on the
date of distribution:

The debt service coverage ratio for the preceding four fiscal quarters is at least 1.25 to 1.
The debt service coverage ratio projected for the succeeding four fiscal quarters is at least 1.25 to 1.

The debt service coverage ratio is determined by the amount of distributions received by the guarantors
from the Big 4 Projects during the relevant quarter divided by the debt service (principal and interest) on
Edison Mission Energy Funding’s notes and bonds paid or due in the relevant quarter. During the twelve
months ended December 31, 2002, the debt service coverage ratio was 4.94 to 1. Although the credit
ratings of Edison Mission Energy Funding’s notes and bonds are below investment grade, this had no
effect on the ability of the guarantors to make distributions to EME.

Other Matters Related to Distributions from EME’s Subsidiaries or Affiliates

Paiton Project

On December 23, 2002, an amendment to the original power purchase agreement became effective,
bringing to a close and resolving a series of disputes between Paiton Energy and PT PLN, which began
in 1999 and were caused, in large part, by the effects of the regional financial crisis in Asia and Indonesia.
The amended power purchase agreement includes changes in the price for power and energy charged
under the power purchase agreement, provides for payment over time of amounts unpaid prior to January
2002 and extends the expiration date of the power purchase agreement from 2029 to 2040. These terms
have been in effect since January 2002 under a previously agreed Binding Term Sheet, which was
replaced by the power purchase agreement amendment.

In February 2003, Paiton Energy and all of its lenders completed the restructuring of the project’s debt.
As part of the restructuring, Export-Import Bank of the United States loaned the project $381 million,
which was used to repay loans made by commercial banks during the period of the project’s construction.
In addition, the amortization schedule for repayment of the project’s loans was extended to take into
account the effect upon the project of the lower cash flow resulting from the restructured electricity tariff.
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The initial principal repayment under the new amortization schedule was made on February 18, 2003.
Distributions from the project are not anticipated to occur until 2006.

Ability of EME to Pay Dividends

EME'’s organizational documents contain restrictions on its ability to declare or pay dividends or
distributions. These restrictions require the unanimous approval of its board of directors, including at
least one independent director, before it can declare or pay dividends or distributions, unless either of the
following is true:

EME then has investment grade ratings with respect to its senior unsecured long-term debt and
receives rating agency confirmation that the dividend or distribution will not result in a downgrade; or

such dividends and distributions do not exceed $32.5 million in any fiscal quarter and EME then
meets an interest coverage ratio of not less than 2.2 to 1 for the immediately preceding four fiscal
quarters.

EME's interest coverage ratio for the four quarters ended December 31, 2002, was 2.36 to 1. See further
details of EME’s interest coverage ratio below. Accordingly, EME is currently permitted to pay dividends
of up to $32.5 million in the first quarter of 2003 under the ring-fencing provisions of EME’s certificate of
incorporation and bylaws. EME did not pay or declare any dividends to MEHC during 2002.

EME'’s Interest Coverage Ratio

The following details of EME's interest coverage ratio are provided as an aid to understanding the
components of the computations that are set forth in EME’s organizational documents. This information
is not intended to measure the financial performance of EME and, accordingly, should not be used in lieu
of the financial information set forth in Edison International’s consolidated financial statements. The
terms Funds Flow from Operations, Operating Cash Flow and Interest Expense are as defined in EME’s
organizational documents and are not the same as would be determined in accordance with generally
accepted accounting principles.
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The following table sets forth the major components of one of EME’s interest coverage ratios:

In millions December 31, 2002 2001

Funds Flow from Operations:
Operating Cash Flow™ from Consolidated Operating

Projects?:
lllinois Plants® $ 294 $ 201
Homer City 51 175
Ferrybridge and Fiddler’'s Ferry 2 (104)
First Hydro a7 46
Other consolidated operating projects 160 64
Price risk management and trading 16 28
Distributions from non-consolidated Big 4 projects” 137 129
Distributions from other non-consolidated operating projects 120 94
Interest income 8 9
Operating expenses (139) (143)
Total funds flow from operations $ 692 $ 499

Interest Expense:
From obligations to unrelated third parties $ 178 $ 189
From notes payable to Midwest Generation 115 116
Total interest expense $ 293 $ 305
Interest Coverage Ratio 2.36 1.64

& Operating cash flow is defined as revenue less operating expenses, foreign taxes paid and project debt

service. Operating cash flow does not include capital expenditures or the difference between cash payments
under EME’s long-term leases and lease expenses recorded in EME’s income statement. EME expects its
cash payments under its long-term power plant leases to be higher than its lease expense through 2014.

@ Consolidated operating projects are entities of which EME owns more than a 50% interest and, thus, include

the operating results and cash flows in its consolidated financial statements. Non-consolidated operating
projects are entities of which EME owns 50% or less and which EME accounts for on the equity method.

@ Distribution to EME of funds flow from operations of the lllinois plants is currently restricted. See “—EME'’s

Credit Ratings—Downgrade of Edison Mission Midwest Holdings.”

@ The Big 4 projects are comprised of investments in the Kern River project, Midway-Sunset project,

Sycamore project and Watson project.

The major factors affecting funds flow from operations during 2002 as compared to 2001, were:
Higher capacity revenue and lower operating expenses and interest costs for the Illinois plants.

Lower market prices for energy and capacity and major unplanned outages at the Homer City
facilities.

The Ferrybridge and Fiddler’'s Ferry project sale in December 2001.
Higher market prices for energy and lower maintenance expenses at the Loy Yang B plant.

Lower trading and price risk management activity due to credit constraints.

The above interest coverage ratio is not determined in accordance with generally accepted accounting
principles as reflected in the Consolidated Statements of Cash Flows. Accordingly, this ratio should not
be considered in isolation or as a substitute for cash flows from operating activities or cash flow statement
data set forth in the Consolidated Statement of Cash Flows. This ratio does not measure the liquidity or
ability of EME’s subsidiaries to meet their debt service obligations. Furthermore, this ratio is not
necessarily comparable to other similarly titled captions of other companies due to differences in methods
of calculations.
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EME’s Recourse Debt to Recourse Capital Ratio

Under the credit agreement governing its credit facility, EME has agreed to maintain a recourse debt to
recourse capital ratio as shown in the table below.

Actual at
Financial Ratio Covenant December 31, 2002 Description
Recourse Debtto  Less than or 62.2% Ratio of (a) senior recourse debt to (b)
Recourse Capital equal to sum of (i) shareholder’s equity per
Ratio 67.5% EME’s balance sheet adjusted by

comprehensive income after
December 31, 1999, plus (ii) senior
recourse debt

Discussion of Recourse Debt to Recourse Capital Ratio

The recourse debt to recourse capital ratio of EME was calculated as follows:

In millions December 31, 2002 2001
Recourse Debt®
Corporate Credit Facilities $ 140 $ 204
Senior Notes 1,600 1,700
Guarantee of termination value of
Powerton/Joliet operating leases 1,452 1,432
Coal and Capex Facility 182 251
Other 30 46
Total Recourse Debt to EME 3,404 3,633
Adjusted Shareholder’s Equity® 2,066 2,039
Recourse Capital™ $ 5,470 $ 5,672
Recourse Debt to Recourse Capital Ratio 62.2% 64.1%

@ Recourse debt means senior direct obligations of EME or obligations related to indebtedness
or rental expenses of one of its subsidiaries for which EME has provided a guarantee.

@ Adjusted shareholder’s equity is defined as the sum of total shareholder’s equity and equity

preferred securities, less changes in accumulated other comprehensive gain or loss after
December 31, 1999.

@) Recourse capital is defined as the sum of adjusted shareholder’s equity and recourse debt.

During the year ended December 31, 2002, the recourse debt to recourse capital ratio improved due to:

repayment of $80 million of borrowings outstanding at December 31, 2001 under EME'’s corporate
credit facility, partially offset by increased letters of credit due to the downgrade of EME’s credit
rating;

repayment of $100 million of senior notes due in June 2002;
termination of the lllinois peaker lease; and

payments on the Coal and Capex facility with proceeds from Ferrybridge and Fiddler’s Ferry working
capital settlements that occurred after the divestiture.

During 2001, the recourse debt to recourse capital ratio was adversely affected by a decrease in EME’s
shareholder’s equity from $1.1 billion of after-tax losses attributable to the loss on sale of EME’s
Ferrybridge and Fiddler's Ferry coal-fired power plants located in the United Kingdom. EME sold the
Ferrybridge and Fiddler's Ferry power plants in December 2001 due, in part, to the adverse impact of the
negative cash flow pertaining to these plants.
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EME Subsidiary Financing Plans

The estimated capital and construction expenditures of EME’s subsidiaries for 2003 total $88 million.
These expenditures are planned to be financed by existing subsidiary credit agreements and cash
generated from their operations, except with respect to the Homer City project. Under the Homer City
sale-leaseback agreements, EME has committed to provide funds for capital expenditures needed by the
power plant. Approximately $22 million was contributed during 2002 and EME expects to contribute an
additional $14 million in 2003.

Edison Mission Midwest Holdings

EME’s wholly owned subsidiary, Edison Mission Midwest Holdings, had long-term debt with the following
maturities at December 31, 2002:

Amount
(In millions) Due Date
$ 911 December 2003
808 December 2004
$1,719

In addition, Edison Mission Midwest Holdings has a $150 million working capital facility (unused at
December 31, 2002), which is scheduled to expire in December 2004. Edison Mission Midwest Holdings
is not expected to have sufficient cash to repay the $911 million debt due in December 2003. Edison
Mission Midwest Holdings plans to extend or refinance the $911 million debt obligation at or prior to its
expiration in December 2003. Completion of this extension or refinancing is subject to a number of
uncertainties, including the ability of the lllinois plants to generate funds during 2003 and the availability of
credit from financial institutions on acceptable terms in light of industry conditions. Accordingly, there is
no assurance that Edison Mission Midwest Holdings will be able to extend or refinance this debt when it
becomes due or that the terms will not be substantially different from those under its current credit facility.
See “Current Developments—MEHC and EME Developments—Significant Debt Maturity due December
2003.”

Sunrise Project Financing

EME owns a 50% interest in Sunrise Power Company LLC, which owns a natural gas-fired facility
currently under construction in Kern County, California, which EME refers to as the Sunrise project. The
Sunrise project consists of two phases. Phase 1, a simple-cycle gas-fired facility (320 MW), was
completed on June 27, 2001. Phase 2, conversion to a combined-cycle gas-fired facility (bringing the
capacity to a total of 560 MW), is currently scheduled to be completed in July 2003. Sunrise Power
Company entered into a long-term power purchase agreement with the California Department of Water
Resources on June 25, 2001. The agreement was amended on December 31, 2002 as part of the
settlement of certain matters between Sunrise Power Company and the State of California. The
construction of the Sunrise project has been funded with equity contributions by its partners, including
EME. Sunrise Power Company has engaged a financial advisor to assist with obtaining project financing.
Completion of project financing is subject to a number of uncertainties, including market uncertainties and
obtaining final environmental permits. EME believes that project financing will be obtained in 2003,
although no assurance can be provided in this regard. If project financing is completed by mid-2003,
EME estimates a distribution of approximately $150 million from the proceeds of such financing.

EME’s Intercompany Tax-Allocation Payments

EME is included in the consolidated federal and combined state income tax returns of Edison
International and is eligible to participate in tax-allocation payments with other subsidiaries of Edison
International. These arrangements depend on Edison International continuing to own, directly or
indirectly, at least 80% of the voting power of the stock of EME and at least 80% of the value of such
stock. The arrangements are subject to the terms of tax allocation and payment agreements among
Edison International, MEHC, EME and other Edison International subsidiaries. The agreements to which
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EME is a party may be terminated by the immediate parent company of MEHC at any time, by notice
given before the first day of the first year with respect to which the termination is to be effective.
However, termination does not relieve any party of any obligations with respect to any tax year beginning
prior to the notice. EME has historically received tax-allocation payments related to domestic net
operating losses incurred by EME. The right of EME to receive tax-allocation payments and the amount
and timing of tax-allocation payments are dependent on the inclusion of EME in the consolidated income
tax returns of Edison International and its subsidiaries, the amount of net operating losses and other tax
items of EME, its subsidiaries, and other subsidiaries of Edison International and specific procedures
regarding allocation of state taxes. EME receives tax-allocation payments for tax losses when and to the
extent that the consolidated Edison International group generates sufficient taxable income in order to be
able to utilize EME's tax losses in the consolidated income tax returns for Edison International and its
subsidiaries. This occurred in 2002 and, accordingly, EME received $395 million in tax-allocation
payments during 2002 from Edison International, which included $258 million related to tax-allocation
amounts for periods prior to 2002 and $137 million as an estimated tax-allocation payment for 2002. In
the future, based on the application of the factors cited above, EME may be obligated during periods they
generate taxable income to make payments under the tax-allocation agreements.

Edison Capital’s Liquidity Issues

As of December 31, 2002, Edison Capital had cash and cash equivalents of $482 million and current
liabilities of approximately $46 million. On April 16, 2002, Edison Capital paid off $90 million on its bank
facility and terminated the agreement. At this time, Edison Capital has not determined when a short-term
credit facility will be established. Edison Capital expects to meet its operating cash needs through cash
on hand, tax-allocation payments from the parent company and expected cash flow from operating
activities.

To the extent that specific funding conditions are satisfied, Edison Capital has unfunded current and long-
term commitments of $155 million for both affordable housing projects, and energy and infrastructure
investments.

At December 31, 2002, Edison Capital's long-term debt had credit ratings of B2 and B- from Moody’s and
Standard & Poor’s, respectively.

Edison Capital’s Intercompany Tax-Allocation Payments

Edison Capital is included in the consolidated federal and combined state income tax returns of Edison
International and is eligible to participate in tax allocation payments with Edison International and other
subsidiaries of Edison International. These arrangements depend on Edison International continuing to
own, directly or indirectly, at least 80% of the voting power of the stock of Edison Capital and at least 80%
of the value of such stock. The arrangements are subject to the terms of tax allocation agreements
among Edison International, Edison Capital, and other Edison International subsidiaries. The agreement
to which Edison Capital is a party may be terminated by Edison Capital's immediate parent company at
any time, by notice given before the first day of the first year with respect to which the termination is to be
effective, except that the agreement may not be terminated as to Edison Capital while certain credit
arrangements are in effect. Termination does not relieve any party of any obligations with respect to any
tax year beginning prior to the notice. The amount and timing of tax allocation payments are dependent
on the amount of net operating losses and other tax items of Edison Capital, its subsidiaries, and other
subsidiaries of Edison International and specific procedures regarding allocation of state taxes. Edison
Capital is not eligible to receive tax-allocation payments for tax losses until such time as Edison
International and its subsidiaries generate sufficient taxable income to be able to utilize Edison Capital’s
tax losses in the consolidated income tax returns for Edison International and its subsidiaries. This
occurred in 2002, and, accordingly, Edison Capital received $685 million in tax-allocation payments from
Edison International. In the future, based on the application of the factors cited above, Edison Capital
may be obligated to make payments under the tax-allocation agreements.
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COMMITMENTS

Edison International’s commitments for the years 2003 through 2007 are estimated below:

In millions 2003 2004 2005 2006 2007
Long-term debt maturities and

sinking fund requirements $2,761 $2,752 $ 1,406 $ 895 $ 658
Fuel supply contract payments 760 605 574 490 353
Gas transportation payments 8 16 16 16 15
Purchased-power capacity payments 597 595 578 543 543
Estimated noncancelable lease payments 356 332 371 451 485
Preferred securities redemption

requirements 9 9 9 140 9

Edison International’s projected construction expenditures for 2003 are $1.0 billion.
EME’s Guarantees and Indemnities

Tax Indemnity Agreements

In connection with the sale-leaseback transactions that EME has entered into related to the Collins
Station, Powerton and Joliet plants in lllinois and the Homer City facilities in Pennsylvania, EME or one of
its subsidiaries has entered into tax indemnity agreements. Under these tax indemnity agreements, EME
has 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 obligations under these tax
indemnity agreements, EME cannot determine a maximum potential liability. The indemnities 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 EME’s Acquisitions

In connection with the acquisition of the lllinois plants and the Homer City project, EME agreed to
indemnify the sellers against damages, claims, fines, liabilities and expenses and losses arising from,
among other things, environmental liabilities before and after the date of each sale as specified in the
specific asset sale agreements (August 1, 1998 for Homer City and March 22, 1999 for the lllinois plants).
In the case of the lllinois plants, the indemnification claims are reduced by any insurance proceeds and
tax benefits related to such claims and are subject to a requirement by the seller to take all reasonable
steps to mitigate losses related to any such indemnification claim. Due to the nature of the obligation
under these indemnities, a maximum potential liability cannot be determined. Each of these
indemnifications is not limited in term and would be triggered by a valid claim from the respective seller.
Except as discussed below, EME has not recorded a liability related to these indemnities.

Midwest Generation (EME’s subsidiary that is operating the lllinois plants) entered into a supplemental
agreement to resolve a dispute regarding interpretation of its reimbursement obligation for asbestos
claims under the environmental indemnities set forth in the Illinois plants asset sale agreement. Under
this supplemental agreement, Midwest Generation agreed to reimburse the seller 50% of specific existing
asbestos claims, less recovery of insurance costs, and agreed to a sharing arrangement for liabilities
associated with future asbestos related claims as specified in the agreement. The obligations under this
agreement are not subject to a maximum liability. The supplemental agreement has a five-year term with
an automatic renewal provision (subject to the right to terminate). Payments are made under this
indemnity by a valid claim provided from the seller. At December 31, 2002, Midwest Generation recorded
a $5 million liability related to known claims provided by the seller.

Indemnities Provided Under Asset Sale Agreements

In connection with the sale of assets, EME has provided indemnities to the purchasers for taxes imposed
with respect to operations of the asset prior to the sale, and EME or its subsidiaries have received similar
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indemnities from purchasers related to taxes arising from operations after the sale. EME 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. Indemnities under the asset
sale agreements do not have specific expiration dates. Payments would be triggered under these
indemnities by valid claims from the sellers or purchasers, as the case may be. EME has not recorded a
liability related to these indemnities.

Guarantee of 50% of TM Star Fuel Supply Obligations

TM Star was formed for the limited purpose to sell natural gas to the March Point Cogeneration
Company, an affiliate through common ownership, under a fuel supply agreement that extends through
December 31, 2011. TM Star has entered into fuel purchase contracts with unrelated third parties to meet
a portion of the obligations under the fuel supply agreement. EME has guaranteed 50% of TM Star’s
obligation under the fuel supply agreement to March Point Cogeneration. Due to the nature of the
obligation under this guarantee, a maximum potential liability cannot be determined. TM Star has met its
obligations to March Point Cogeneration, and, accordingly, no claims against this guarantee have been
made.

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 agreement terminates, 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 contracts. In addition, subsidiaries of EME
have guaranteed the obligations of Kern River Cogeneration Company and Sycamore Cogeneration
Company under their project power sales agreements to repay capacity payments to the projects’ power
purchaser in the event that the projects unilaterally terminate their performance or reduce their electric
power producing capability during the term of the power contracts. The obligations under the
indemnification agreements as of December 31, 2002, if payment were required, would be $209 million.
EME has no reason to believe that any of these projects will either cease operations or reduce their
electric power producing capability during the term of its power contract.

MARKET RISK EXPOSURES

The discussion below describes market risk exposures at SCE, EME, MEHC (stand alone) and Edison
Capital.

Edison International’s primary market risk exposures include commodity price risk, interest rate risk and
foreign currency exchange risk that could adversely affect results of operations or financial position.
Commodity-price risk arises from fluctuations in the market price of electricity, natural gas, oil, coal, and
emission and transmission rights. Interest rate risk arises from fluctuations in interest rates and foreign
currency exchange risk arises from fluctuations in exchange rates. Edison International’s risk
management policy allows the use of derivative financial instruments to manage its financial exposures,
but prohibits the use of these instruments for speculative or trading purposes, except at EME’s trading
operations unit.

The parent company is exposed to changes in interest rates primarily as a result of its borrowing and
investing activities, the proceeds of which are used for general corporate purposes, including investments
in nonutility businesses. The nature and amount of the parent company’s long-term and short-term debt
can be expected to vary as a result of future business requirements, market conditions and other factors.

At December 31, 2002, the fair market value of Edison Internationals (parent only) long-term debt was
$690 million. A 10% increase in market interest rates would have resulted in a $12 million decrease in
the fair market value of the parent company’s long-term debt. A 10% decrease in market interest rates
would have resulted in a $13 million increase in the fair market value of the parent company’s long-term
debt.
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SCE’s Market Risks

SCE'’s primary market risks include interest rate, generating fuel commodity price and credit risks.

Interest Rate Risk

SCE is exposed to changes in interest rates primarily as a result of its borrowing and investing activities
used for liquidity purposes and to fund business operations, as well as to finance capital expenditures.
The nature and amount of SCE'’s long-term and short-term debt can be expected to vary as a result of
future business requirements, market conditions and other factors. As the result of California’s energy
crisis, SCE has been required to pay significantly higher interest rates, which intensified its liquidity crisis
during 2001 (further discussed in “Financial Condition—SCE’s Liquidity Issues”).

Changes in interest rates also impact SCE’s authorized rate of return on common equity, which is
established in SCE’s annual cost of capital proceeding. See “SCE’s Regulatory Matters—Cost of Capital
Decision.”

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

Commodity Price Risk

Under the CPUC settlement agreement, SCE is permitted full recovery of its past power procurement
costs. Thereafter, SCE expects to recover its reasonable power procurement costs in customer rates
through regulatory mechanisms established in rate-making proceedings. Assembly Bill (AB) 57, which
the Governor of California signed in September 2002, provides that the CPUC shall adjust rates, or order
refunds, to amortize undercollections or overcollections of power procurement costs. Until January 1,
2006, the CPUC must adjust rates if the undercollection or overcollection exceeds 5% of SCE’s prior
year’'s procurement costs, excluding revenue collected for the CDWR. As a result of these regulatory
mechanisms, changes in energy prices may impact SCE’s cash flows but are not expected to have an
impact on earnings.

On January 1, 2003, SCE resumed procurement of its residual net short (the amount of energy needed to
serve SCE’s customers from sources other than its own generating plants, power purchase contracts and
CDWR contracts). SCE forecasts that its average 2003 residual net short, on an energy basis, will be
approximately 4% of the total energy needed to serve SCE’s customers, with most of the short position
occurring during off-peak hours. SCE's residual net short exposure was larger during the first quarter of
2003, because of a planned refueling outage at San Onofre Unit 3. In the second half of 2003, this
exposure declines significantly as more power deliveries are scheduled to commence under existing
CDWR contrac