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07 i Cly 1eceive woter ang electicity from the Los

Angeies Deportment of Woter ond Power. As the lgiges!

municipoly-owned utidity in the noton  DWP hos m
thon 11000 employees serving the needs of resider
dusinesses on0 mdustry in 0 &465-squore mile oreC
he Uity of Los Angeles begon municipol o

T woter in TYUL Ong sectncity in 1Y)

Ore

"

The DWP 0s ¢ propnetory agency of the Los Anpeles

government receves no 'ox suppor! PeroTIp!

INONCRO entiety by the Soie OF woter ang elwc ity

Rever ue Donos ore ™he momn sourte externg! tingn

e
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Boerd of Water and Pows! (ommissioners

Gonoral Brnoper ond (el Enginesr
Assistom Gonersi Manage: - Worer

Divisions of the Wate! System
Agueduc!

Woter Operoting

Woter Engeoening Desigr
Worer Quality

Honerl Sevices

Asustamt Gonerol Manoge: Power
Dwssions of the Power Systen

Power Operoting and Mointenonce
Power Design and Construchior

system Ugvelopmen!

Power System Services

Power Disttibutior

KeQ! TS0

Assistamt Generol Manoger - Exierne ond Orgonizanonal Services
Dwvssions of Externgl and Drgonanondl Sevice
ommerto
tome! Servce
sovernmen! Atton
Humon Resource

Monogemen' »ervice

Public Attow

Chwef Financiel O4icer

Wyisions of Finonce and Accounting

[
nunhinn
Wwnnng

nternal Auds

Finonciol Planning

Chiet Assistomt City A% wrney for Water and Power



‘ s with grea! pleasure thot we present the 87 th onnuol report which 1eview
the occomplishments of the Deportmen! of Water ond Power duning the

1987- 88 fiscol veor

We are continuing 'o mee! the chollenge of providing woter and electi
SEVICe 10 0 Oynamic metropolis while planning tor exponsion as the oty grows
ino the next contury. This s beIng accomphshed in conjunction with ou

’

Qroms Tor woter conservantion anb ene:gy etticency

As the second lorgest ity in the ngtion with 3 4 million people, Los Anpele
gependent on water ong elactticty for IS vitality ong growth. 1t 1 the
Deportment s responsibility 10 ensute thot these vital resources are ovol

able

10 residents, busingss ond industry. We live up 1o this responsibility every

and are committed 10 doing 5o in the tuture

VUI SUCCes 18 utiinty Uit nD! hiove been DCveves with W' the hell

.'.( M.’“VJ‘ ane ‘.'f \ " -,‘ nei ‘|“ also t){":"" iote the ettorts of the! elg
ity OHKI0IS ang ity deportments

! WOUIO De impossible 10 010N Gur QOO withou! DU gregtes! 1esoute
monogemen: ond personnel whose continued dedication ond service hove
mode this utility etficient and responsive 1o its customen

Bick i

Prosident

A m

- - S T S W
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Sﬂ(c formotion of the City's first pub-
e utility nearly 90 years ogo, the
Department of Water and Power ¢
primory responsibility hos been 1o
setve the public’s imerest. This s
arred out through service 10 out
customers, maintoming the tinonciol
strength of the vepartment, protect
ing current supphes of woter ong
powe! and securing futute supphes 1
mee! the needs of our (ity

The Board of Water ong Power
Commussioners holds lead responsi
bility o1 seeing that this managte 1
curmet oyt With my tellow commis-
SI0ners, we represent the interests of
over 3,400,000 residents of the City
through their elected representotive;
the City Council and Moyor

Our judgmont must olwoys be
gwded by the foct thot DWP provides
not 0 luxury, but vital necessities

slecincity thot serves our homes und

Grives out econDMy ang woler thot
sustams lite

As the noton's ‘argest publicly
owned utility, DWP accepts responss
bility Yor leading the woy in shoping
the future of this industry — which
means finding innovative ve! proct
cal woys 10 oeol with changing
@CONOMIC, SO0I01 ONG reguintory
onditions. This teouires us 10 be
more businessiike, more ooaprabie
More Sensitise 10 externo! concerns
ong mere Proocive in mpating
cholienges

For this we look 1o our portner
pubi setvice, the men ond womet
who run e 8 Ong DOwe! Sy
tems. Then dedicution will continue
10 mee! the cholienges Tocing us

On this 75th anniversoty of the
(os Angeles Aqueduc!, the Boorg
thonks everyone 0ssociotes with the
OWP Our special thanks to benero
Monager Poul K. Lone, who 15 et
ing after 40 yeors of dedicoted sery

ie 1o the Deportment






'ho growth of Los Angeles from o tiny
pueblo to the premier city of the
Pocific Rim mokes o greot story
Development of the woter ond power
systems 10 supply this growth s even
more fascinohing

It oll storted guite simply duting
the eorly veors, with the cholienges
being technicol, engimeering, physi-
col and finonciol. When you needed
mare woter of electicity vou
designed ond constructed the mos!
iglioble ong (owes!-cost systems

Todoy's public utilities ore toced
with new challenges reguinng new
skills in oddition 1o the nroditionol
ones of engineering desigh ond con-
siruction. This new environment
nvolves incrensad mtergction with
public otticiols, legisiative ond regu
iotive bocies ond the medio, negoh-

oting lobor contracts; ond responding

more eftectively 10 consumer concerns

Colleges ore hecoming more owore

of the need for people with humon
relotions skilks, und hove resvonded

Dy developing new courses. At the

Department we hove 0 constont
need for these skills and ore prepor-
ing ol employees 10 000l with the
complex peaple 1ssues tho! contront
us todoy. This process includes inter
nol troining closses, university grod
ugte progroms, on employee
speokers buteau, ond more etfuctive
interochon with consumet ond
envionmantal groups, the medio
ond elected officials

The importonce of the product:
WE SeIVe 10 Ur CUSIOmers puts |
directly ong wrevocably into the peo
ple business m a0aition 10 the utility
business. We will continue 1o solve
the compiex technicol ong engineer
ing problems involved in mointaining
adequote supphes of water ong elec-
ity to our City while meeting the
increasing number of new demonds

in the areng of human relotions
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Dﬂmmg high-quality drinking wote:

10 0 *hirsty Oty hos been o commit
ment of the Deportment of Woter
and Power over oll B6 veors of o
history Todoy, even os woter quality
sHN0010s become moie singent
your DWP remoins on top of the sity-
onon, consistently proviging 0 prod
uct thot meets o exceens ol
equUIeMAN?S

Ye! pubIC concerns remain, Tueled
by teports of proliteroting contgn
NONtS I oul envitonmen! A gnit
ant petcentoge of our (ustome!s —
reacting 10 such 16ports — hove
turned to olternote arinking wotet
supphes, poying o high price 1ot 0
morgin of sofety thot & lorgely illy

Ofy Now (on we, 05 stewors 0f the

pubic trus!, respong constructively to

ueh roncams ?

’
rirst of ol we mus! recoanize tha!

wrtoining hinh auntity As .
maomigming mgh guolity grinking

woter in 0 megolopolis like Los
Anpeles 15 0 tough job. The system
Hom undelgiount woter moins 10
Obove-grount 1eservoirs ~ reguies
constant aMention. We mys! con
finue 10 pursue new fechnologies
such as those of our new Agueduct
Filmonion Plant, to give us an edge «
the bottle agons! watet degrodotior
The public, our customers, deserve 1t
Know these fock

They olso need 1o know thot we
ore winning. By measures both
objective ond personol, 1000y & Lot
Angeles top woter s purer, hette
tasting thon ever. Ang thonks !
ongomg etforts of the Deportment
OmMplovees, if contiues 10 Improve

Moking these tocts ciear 10 0 ¢
enIng PUbiK 1S 0Is0 one Nt bur mos!
IMportont 1obs. It 1S out responsan
ty 10! only 1o SoleQUUIC Dut 10 BCCL

olely intorm the public we serve
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topmo with the second consecutive

dry yeor in the Fostern Sierto Nevodo
wos 0 mojor priotity of the Worer
System during 1967-88 This regior
300 méles north of Los Angeles, 1
normolly the source of 75 percent of
the city's woter supply, hut oS! veo!
15 share fell 1o only 60 percent

As 0 resunt, conservotion etfons
wete intensiied, including actvatior
of Phose | of the city's Water Conser
vation ordinance, calling for volur
tory 10 percent cuts in woter use by
consumers. In odditicn, the DWP
extended i*s conservanon ogvertssing
anc promotiongl compoign, which
featured 12 Los Angeles TV weother
costers. Offers of free low-flow

shower heads ong woter saving kit

wore 0150 moiled 10 customers along
with their bills os port of o mondo-
tory retroft prdinance opproveo by
the City Counil

he drought hos also torced the
Oeportment 1o shorply increose woter
purchoses from the Metropolitan
Worei District, of o significont cost
premivm over DWP sources In no
mol periods, MWD supplies oround
0 percent of the ity s woter needs
but this vedt purchoses will be
yround 30 peicent

improvement ot wore: Quahity
RMOINS o mae! achivity of the Worer
system. Work conhinued on ¢

5 milkon peration tower 0 North

Hollywood for 'reptment of o portior
ot Son Fernando Volley grounowoier
completion 15 scheduled in lote 1988

As 0 leader in woter quolity, the

DWP is involved in innovotive
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esawrch an pronneng wave omouene
0 1986 on 0 2 (00-pollon - per - e
YIOUnOWEIe’ 11eten’ emon;s!(tor
' g e 02008 hyonooer
eroxde IRINgy e NIt By
LA ang the DWP The 5 mullor fock
iy emch el oW VRN (v OOk
kool (X 5) will be btk 0 Noth
Hadywoor ungy 0nma: with ¢ prwvore
gy WM OMpRI 1\ 60
o« i low |89

n org 10 help customers comph with
(s Angeies  mwrgency Wote [ e
wonon Oramonce. e DWF destributes
10 IQUESIINg eI (L5 omers ree
CONY COmeVONOn ki The kit mciuoe
0 low-floy shosmrhend 00 wel 05 e
GV 10 el SOW WOl i the home



Efforts weie pressed fo upgrode

the woter distribution system through
replocement ond cement lining of
oider moins ond covering of small
18561VOI1S.
reseqich on on odvonced oxidotion Mano Basin Iitgonon continued, with
presess in portnership with UCLk. the Deportment defending cholienges
One groundwoter treatment effort o its long-held woter rights in thot
that looks promising utilizes ozone oreo. A 16-month extension of the
ong hydingen peroxide. Los Angeles-inyo Agreement wos
The Los Angeles Agueduct Filtrotion approved, ollowing for complenon of
Plont completed its first full year of 0 CO0perotive environmentol IMpoct
operatons with o high degree of reli- T8port Ond groundwote! monogement
ability, progucing exceptionally high plon tor the Owens Volley ground-
water quolity. woter bosin
Weter System Fects m Briof
o entec e N0 ot 1987
Use of Weter 0
Averne (07 Angees DODUIGION. 81w 1,388,000 3,388,000
hveruge doily use per copito | golions) 180.8 188 6
Warer cales for frscal veor, (billion gollons) 2034 201
Maximum dotly demang, | millon gollons) B0 80

Water Supply 0 0 bopeowmond <010
Locol supply

WP Agueduc!

Metropoliton Waoter Drstrict

(Cobitornio Agueduct ond Colorado River Aquedoc!)

(ross supply
Diversion hrom (10) locol storege

Net supply 1o distribution systems

TR 1370
§73.4 661 4
077 _" |
48 ) LR

(0.3) I7

LR ;735




lu other segments of Amencon

industry, the electic utility business
15 experiencing drostic changes. The
prospect of deveguiation. incieosed
competition, changes in the tox low:
ong constantly evolving world eco
NOMmi conditions provigde us with
many new chollenges

Unhke the manopolistic environ
ment of the post, competition in the
lectne uniity ingustty 1000y 15 vety
ol Other anergy forms now con
peie with electricity Some customers
generate thed own power, selling oft
whot they don’t need. Entrepreneurs
are willng 1o bulld power plonts and
sell the output to electric utilines of
1o groups of former utility customers

Legol ond requiotory uncetointy
and the prospect of chonges in 1ox
policies moke plonming for the tuture

dithicult. To ossist us, the Power

Svstem hos developed o Strotegu
Plan thet oddresses 1) important
orens of out electnt business, 1ong
ing from tinonciol responsibility t¢
emplovee 1elphons

To keep our competitive eage, we

ve Chosen two 0reos o speciol
emphosis: price ond setvice 1o ot
customers. We plan 10 mointair
rates ot 1985 levels, odiusted only
for inflotion. This meons tuture ele
1 1016 InCregses must no! excesd
this region's Consumer Price Indiex -
an ambitows gool, but one we mus!
mee! 10 510y competitive  InCre0sed
emphoss on customer service wil
UIS0 NeID US compete in The new
envionmen!

We build upon o record of succe
ond (nnovotion, o rodition we mys!
QIty On 05 we move intp the tuture
The Strotegic Plan points the woy

into the 2151 Century
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rhe Powe: System took 0 mojor stride
torword in 1988 with completion of
its first Strotegic Plon, designed 1o
guide monagement through the
uncertQin envionment 10CIng eectt i
utilities over the res! of the century
The plon, reflecting the ideas ond
energies of hundreds of DWP
employees ong severo! outside
experts, will be o voluable 1ap! ir
heiping the system temoin inoncinlly
ond aperotionolly strang ond respor
sive 10 its approximotely |, 300,000
ustomers

The third and final unit of the Palc

Verde Nucleor Generating Station ir
Arizono, in which the DWP holds v
9.7 percent interest, went o line
eoarly in 1988, roising the stotion’s
OUIpUT 10 11S gesign copocity of

3,810 megowons. Los Angeles

share of this output (around 368
MeQnwWUtts ) represents appiox:-
motely 7 percent of the city s current
elpctncal needs

Drought conditions actoss the wes!
hove reduced woter volumes in the
Colorodo, Columbio and Owens River:
by 08 much os 40 percent thes veo!
urtalling production ot oll hydro
electic stohons supplying the DWF
As 0 result, the Power System ho
MoLe Qreater use 0! power om the
ntermountain Power Project in Utoh
and tne Polo Verde stotion in Arizong
as well s generating more electngity

f its Los Angeles Bosin steom genes
ting stotions during 1987-88

To help its customers use electricity
more wisely, the DWP hos exponded
its energy eHicency progrom, whict
inclupes :n'wmp e energy oudins
neentives for retrolitting more eff

ent equipment, incluging tebotes 1o

o
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SONY OO ¢ g proviy fo the
WP wtwch has reducet ot on- -
b inyms by 30 percent among ob
emplovees i1 the 105! Mvee wors ang
by 40 peveony since /980 omong
APV 1 hIIO0US 1l Mere

0 P Systam instructor gses
SORNY panie's 10 0 Iromes

Aesthencs ong tunction el bieng v hes
WP el dismibuting sronon. one
0f abowt 120 such focknes o e (i
0F Lo Angedes. I designing neex S10-
TN QN0 I ORGINNNY N0 onex
Py Systam Azs emphasey
omponoilty with the suroundhag
Y ONmen’



Fadinyy W o .5 Lot e
Anpeles bosin These fociiities, which
oré used with tie objective of min-
mizing an quolity impocts, cotnue
10 provide on important increment of
powe! for Los Angeles.

customers who mstoll low-energy With gosoline engines accounting
lighting sy:tems. for most of the bosin's an pollution,
Meonwhile. the Power System con- the DWP has stepped up efforts 10
Hnues 10 improve plant efhiciencies encoutoge development ong use of
thiough 115 ongoing rehability/ eloctric vehicles n th gieo. One
ovoilability improvement program DWP test vehicle begon operating in
In 1988 the DWP spent more thon the lost 12 months, ond controcts
$9 mullion in rerubing boilers ana hove been let for six more electrc
18conditioning generotors ong tur- vOns in the next 'wo yeors.
bines of its steam plonts in the Los
Power Systom Focts e Brief
oot ended lute 1) i Wi
. Power Use
3 Domests, customers 1,116,004 1092912
b Commetcial customers 165,229 160,239
B Indstriol customers 19,740 70,006
8 h1 All others 2828 .18
it Toto customers — ol clesses 1,304 603 \ 178920
4 Sales 1o ultmate consumers — kilowot-houts 20,936.158.000 29, 162,537,000
[ Sales 10 othar uNilies — ilowa!!-hours 169,800,000 377 874,000
vl Averoge 0nnuol kilowor-hours per domestic custome! §,009 $,004
‘ Stotus of System
Utility plont (less occumuloted prowision for depreciotion) 53,324 524,000 §3.123,454,000
? Generating Stotiens
A Net dependoble (opability kilowatts 280 000° * 7 584,000* * ny
{ e Cams—m——
‘: * Claclpded parchosed (epocily. 0Rs ne! Bedui! \AIT-Tem sples 0 Racess (0paLItY
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Suvm i the new cholienge or the
Amencan morketploce. ond nowhere
ore the demonds more eviden! thon
in the public utility tield, which hos
undergone significont chonge in
tecent vects. Delivery of o product ~
i DUr Cose high quolity water ang
reliable, otfordoble electic power —
S only the Starhing point in ol
service responsibilities foword
our Customers

Both lorge industriol users ond
indwvidual home~wners, oS well os
oll the customer closses in between
now look 10 us 10t such support =
11om conservanion fips 10 1arge-scole
onolysis of cost and reliability toc-
tors. To meet these new demonds
thousands of out empioyees ore
being mode more owore tho! the

customer owns the compony, and

vy I N . - - e — -

becoming more sensitized 1o cus-
tomer needs Involving employees in
IS Wiy 15 CHNC0l 10 DU SuCcess in o
newly compenitive environment, so
monagement must cultivate o spunit
of portcipotion and commitment
throughout the ronks thot moxes
seIvice second noture

But while the breadth of service
oxpongs, occessibility must become
more focused. It 1 no longer occept-
able for customars 1o moke severol
phone colis, or apide endless deloys
while the right service person i
Sought

Singie contact problem solving
mus! be 0 charactenstic of utility
setvice. Todoy's custumers won! ong
deserve more occess 1o the Deport
ment One mote Conttol over theit
coNSumMpPNon of woter ong elecincity
Qur job, now and in the future, 1 1o

respond successtully






‘mmo! ond Orgonizational Services
(€0S) is responsible for DWP's
human resources, public otairs,
manogement systems, customer ond
commerciol services and government
relotions

Maior improvement wos achieved
In customer service, with o new
phone system that hos sharply
reduced response fimes on incoming
colls. The People Difference ond
Investment in Excellence Programs
tor service employees hos helped
them in deoling with customer prob-
lems, and new uniforms ond vehicle
markings have increased DWP's
image in the community. Greoter
emphasis on risk and account man-
agement has resulted in mojor reduc-
tions in write-offs and sarvice
disconnects

[he DWP passed an offirmative

achon muestone when minofifies

excoeded 50 percent of the employee
populotion. DWP's professional work
force 15 olso 50 percent minorities
and women. Hispanics in the
S8IVICe mointenance areo
achieved ropulotion party

A strotegic study of information
systems wos launched lost vear,
aimed ot focusing computer technol-
0gy on the important business needs
of the Department, porticularly pro-
ductivity ond etficiency, resource
monagemen! ond customer service

Public Atfawrs played an important
role in broodening owareness on o
number of DWP issues and concerns
ost yeor, including the Power Sys
tem’s strategic plon. « second year
of drought spurred new efforts fo
drive home the conservotion messoge
tor woter customers, and severol
innovative medio and community
outreach efforts signoled ¢ more pro-

active posture for the Deportment

owe



Responding fo increasing numbers of
wanking parents in its ronks, the DWP
has ld te woy among Los Angedes 1ty
OpencRs providing (ore for amplovees
chidran. The Deportmen’ a:50 estab-
lished o Porent ' Resource (enter

and SpOnSors AIsses on varous
aEaATS Of regving Chidiren

The DWP in 988 nmoduced bright ne
UNIBYTYS O 1 Service empiovses ond
more §@-(0rhng venxie i anons
designad 10 hewghten s visibuty 17
the community. In the photo, o mefer
o0 Uses 0 ngy Nong-fedd computer
that mokes customer Siling more occy
rafe and femely
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K do its job mos: effectively, the
Department of Water and Power
mus! mointoin o sound footing that
provides the finonciol resources for
current operations and future expon-
sion. To heip ossure this, the Depart-
ment must plon carefully, remain
efficient ond structure its rotes and
borrowing to support its financiol
obijectives

Borrowing through the issuance of
fox-exemp! revenue DoONgs 1S one woy
the DWP provides for future growth
To date, the Department has borrowed
more than 52 billion. Investors are
willing to purchose these bonds
becouse (1) the DWP has o strong
credit rating, (2) the bonds poy an
ottractive rote of interest and (3)
there is currently no ederol income

tax on the intetest they eomn

B —

But there is greot uncertainty

todoy over the future status of tox-
exempt bonds. Certain federol legs-
lotors howe called for an end to the
exemption, oS weii 0s for other

chonges thot roise significont issues

for the DWP Without the exemption,

for exomple, rates on future bonds

would hove 1o be increased to moke

them compenitive on 0 taxable basis,

ond that would mean higher costs 1o
the DWP ond ts customers. This

could have for-reaching effects on

the future finoncial health of all pub-

licly owned utilities

There ore o numbar of other uncer-

tainties rippling through the public
utility industry today — from the
long-term effects of derequlation 1o
the impacts of more singent envi-
ronmental reguiation — but nothing
is more criticol to our future thon
maintaming o sohd financial posi-
tion. This is o top priority for oll of

us ot the DWP
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OOMMM tor fiscol yoor 196788
resulted in n increose of 2.9 per-

cent in sales of electiic energy ond o
3.1 percent decrease in woler soles

Operaning revenues of the Depar!-
ment's Water and Power Systems
totaled more than $1.83 billion, 0
goin of $175 million over the pre-
vious fiscol yeor. The Power System
accounted for $166 million of the
increase, primanly due 10 higher
energy costs bifled to customers and
the increase in soles mentioned
above. The Water System added
59 million to the total, mostly hom
higher energy and purchased water
costs billed to customers and the
effect of the November 1987 revenue
increase of 5.3 percent

Highat Water System operofing
revenues, offset by increases in opes-
ating and debt expenses, resulted in
net income of 534 million, down
23 petcent from 1986-87 total
of 544 6 million

A toral of S105 million was spent
by the Water System on capitol con-
strychion, mos! of which weni
towards the improvement of the
woter distribution and supply
system, as well os water quolity

programs

n

The operating revenue of the
Powe! System incrensed by 11 9 pei
cent from 198687, 1o o total of
§1.57 billion. Net income omounted
10 $176 million, of & percent below
the 5186.8 million in the previous
fiscol yeor, due 1o highet operating
expenses

The Power System invested 5335
million in copitol construction far the
yea'. Major axpenditures were aodi-
tions and modificotions to the electti
col distribution and tronsmission
focilities

Totol assets of the Deportment ot
June 30, 1988, were approximately
§5.21 billion. Of this amount
53 90 billion was recorded in the
Power System and the remainder in

the Woter System

Fimancing Activities

Duting the yeor, the Power System
sold 5200 million in revenue bonds
consisting of two issues of 5100 mil-
lion each, of interest rotes overaging
767 percent. The Water System sold
585 million in revenue bonds, con-
sisting of two issues for 535 million
and 550 million, ot the same over

oge inferest ote

(ity of Las Angwies Deportment of Water an Powe

Dutstonding bonds, notes and rev-
enue certificates ot June 30, 1988,
totoled $1.70 billion for the Powses
System ond $373 million tor the
Water System. Both systems me!
theil moturing payments on bonds

ongd notes

Costs ond Tromshers
In accordonce with is bosic fiscol pol-
icy, the Deportment pays 2l costs of
operahon, deb! service ond part of
the ost of capital improvemants
from curtent revenues. The remoinder
of the (os! of copital improvements s
me! through soles of 1evenyue bongs
of notes and trom contribuhons in
a0 Construchor

Besides meenng oll costs of op
210Hon trom (urren! rgvenues, the
Daportment poid more than
582 million into the Reserve Fund
of the ity n suppor! of generol
(ly government

Approximately 85 percent of that
omount come from the Power Reve-
nue Fund . Operations of the Water
ind Power Systems ore enfirely selt
supporting ond no hnoncial abhno
Hon of tax burden IS plnced on the

ihizens of Los AW]’?W',




Operating Revenues
Residentin
LOMmmReCa! ang inGusto

Other

Totol operating revenue:

Operating Expenses
Purchosed water
Purchosed energy
Putchased woter ond eneray
Other operation
Mointengnce
Depreciohor

10x€5 ON Propetty outside the

Totui operating expensa

Operating Income

Other income — ne

Loss on Abandonment of Chotsworth Reservou

Income before deb! expenses

Debt Expenses
Allowonce 'or borrowed
Net Income

Statement of = »
‘~'. Retomned Incomenses
. Remvr;m& "/
> im the Businessot

2

as dngeles Deporiment of Wate: aou Powsr



Assets
Urility Plomt, ot ouginal cos!

YOUICe 0F woler suppty

Pumping
Puniticotion 0
Distribution 8

benerol
o145 — Accumuloted depreciohon ‘
Lonshuchion work in progress

o ty pion!

Current Assets

:"‘C't),-". with Uiy lteosute

Customer and othet atcounts receivoble, less S400 and WONCE 4

Accryed unbilied revenye

Materiols ond supphes, ot overage (os! i

Prepoyments ond other current asse! {90t

fotol cyrrent assets ¥
Total ossers
I a——— AT AT

(r salization and Liabilities

Capitalization

X e iy £ 181V 1e( ' ¢
" I')'
Current Liabilities
1eb! due wilh e v
ale n el pxpense
aay
e
O e e

fy of Loy Aageses Degartment o/ Water and Fowes



Cosh Flows from Operating Activities:

Loss on Abondonment of (hotsworth Reservor
Allowance for borrowed funds used duning constructior
Changes n current gssers and habdihe

(ustomer ond other accounts (acevable

Actived unbilled revenue

Matenols ond supphes

""v"_m."wl 1S and other cutren! nsser

Acciued interest

Cash Flows from Financing Activities:

(e O 1evs e DONg

sale of odvonce retunding bond

Amount weceved from escrow account

atributions m oid of construction
Redoc o r e {ah
tol A
| ,

Cosh Flows from Investing Activities

tpend P “
el [

Deposits with City Treasurer:

N sose (de

Supplemental disclosure of cosh flow mformation:

\ o pLe

fy of Las Angees Depoetment of Wote amd Powes



Note A — Summary of sa,.m:w Auumn Policies

Contributions in aid of construction
lhw W we ‘ SI0UNTS 16
1 nletor N ! e tv The Wote t W (3
ysiem S ‘85D nsibie tor the pudiity and distnbut wolg ) W ien hotown mi!
SO i e Uity JCHON ore shown i the occompany
) Nt ang are 1 s )
he Woter System Qe presented nt y with (¢ !
1iple form fh Revenves
Wrility plamt — |1 ol ve
Allowance for funds used during construction (AFUDC) - Shared operating expenses
Deb? expenses
Depreciation — Statement of Cash Flows

Deposits with City Treasurer -

Nate B — loss on Abandonment of Chatsworth Reservoir

y. Angedes Deporiment of Wole Arae



enacted more stingent safety standords for earth filled doms which
would have required the replacement of the Chatsworth Reservon
Doms or signiticont additional costs prior 1o refilling. During 1987, the
Woter System completed various studies and concluded that the oddi-
nonol costs of upgroding the doms ond complying with increosed
woter quohity standords preciuded refilling the reservo Therefore, the
prosec! wos formolly abandoned, resulting i o utikity plont wiite off of
$10.7 milhon 0 of June 30, 1987

Nete ( — long-term Deb!

Long-term debr outstonding ot June 30, 1988, consisted of revenue
bonds ond notes due serially in varying onnual amounts thiough
2028 Inferest rates, which vary among individuol moturites, over-
oged approximately 74% ond 7.2% o1 june 30, 1988 ond 1987
The revenue bonds generally are coliable ten yeors after ssuonce
Scheduled annual principal maturities during the five yeors succeed-
ing June 30, 1988 are S20 million, $20 mllion, 512 million.

S$12 million and $12 million, respectively.

In fiscol years 1986 and 1985, the Woter System soid edvance
refunding bonds fotaling 585 million. Until the bonds o be retunded
ate colled, interest on the odvonce refunding bonds 15 payable from
interes! eained on secutmes of the United States government pur
thased out of the proceeds of the soles and held in escrow accounts
with Gitibonk, N A, New York. A1 June 30, 1988, $85 million of
these esciow occounts have been offset against the advance refunding
bonds in the accompanying balance sheet (duning fiscal yeor 1988
there were no refunded bonds redeemed) After the monies in the
#5(row 0Ccounts mie applied 1o redeem the bonds to be colled, princi-
polly through 1994, interest on the advance refunding bonds will be
poyable from Water System revenues

Nety D — Shared Operatmg £xpenses
Dgeronng expenses shared with the Power System were 5256 million,

$235 mdhion and 5216 million for fiscol veors 1988 1987 ond 1984
of which 589 milkion, 582 mithon and 574 million wete allocated (o the
Water System

Note [ — Employee Benefits
The Department has o funded contnbutoty retemant. gobdity nnd
deoth beneht nsurance plon covenng subsrontiolly all of it employeos
Plan benefits are generolly based on vears of service. oge 0! retwament
and the employees’ highest 12 consecutive moaths of salory before
retement. The Department funds retement plon costs o0 o level pre-
mium octuaric! method os determined by the plon's ndependen! actuory
For funding purpases, prior servce costs reloting o the plan ase omor-
tized genetally over 0 30-yeor period ending June 30 2003

The Water System wos oflocated approximately 24% of thie plon's
totol costs for fiscol year 1987, ond 26% tor fiscal yeor 1986 omoun!
ing 10 533 million and $32 milkion, tespectively As of June 30 1987
the actuonially computed present voiue of occumulgted rétiement plon
benefits attributadle to the Water System agareqoted 5494 million
discounted at 8%, of which substontially ol were vosted

In fiscol yeor 1988, the Deportment udapted the pronsions ot Stote-
ment of Finonciol Accounting Standands No. 87, “Emplovers” Acounting
for Pensions”” The adoption of this statement did not motenally offect
the Department’s results of operations. As requited by the new stondard,
tefirement (st 15 determned using the pioected unit credit petyargl
cos! method. Total benefit plan costs for fiscal yeur 1988 far the ot
System inclyde the followng (amagors in anllens
Service (st
Interest (081 on proyecied benehi! oshgenon
Actual return on plan o555
Net omorhzonice and detertcl

Nt 1etiement plon (os!
Desabdlity and death beweht plon ost nad ngminit. L. My pEny
lotal Benefi Plan Costs

The plon’s fundad status at June 30, 1988 ollocated 1o the Water
System is os follows (omounts i millions)

Actyonml present vahse of hanetw abhigonony

Vested henenity
Nosi-ves e beaphty

Accumulted renetit athiqaton
Propactng tutule ompensanon levels

Progected henetyt ablnotan
Plon ossets of tou volye
Provacted benefit obligonon n excess of plon assets
Unveconmized net qmn and ehects of chanes 1 o
Uncmoitized net oblgatmn of adoption of FAS 87

Acttued pension anbiblity

(ity of Las Angeses Deportment of Worer and Power




The projected henefit obigoton nt June 30, 1988 wos determned |
o drscoun! 10te of B.25% ond an assumed rate of mgieose in future
compensahion of 6% The 1988 pension cos! was determined using
0 long-term rate of retum on plan assets of 8% Plan assers conist
pumanly of cerporote and government bonds common stocks
mortgoge- dacked securities and shott-lerm nvestments

In additon 1o the retrement plan, the Department provides certam
health care benefits 10 achve ond retred employees. Health core costs
are expensed o5 pad under o self nsured plon The cos! of providing
such benelits 1o toetued employees, ne! of employee contrbution:
amounted 1o 53 million, 52 mullion ond $2 mullion bor fiscol years

1988, 1987 and 1986, respectively

Report of

Independent

Accountants

Augus! 8¢
the Boord of Water and Powe: Comnns snne
spartment of Water and Powe
ty of Los Angeles
pin  the acompanysng SolInce shes e
penal respects. the hinancio ton of the Wore om of
jte of oetnt d " ¢ thise v
NN ments gre My Wiy of the i
W ju " "
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W ! \ Y

Note F — (ommitments and (ontingencies

Payments te the reserve fund of the City~ /10 e v

the City Choner the Woter System tanshers funds a2 ity discretion to M
reserve fund of the Uity Such payments are no! in ke OF faxes and

are recorded 08 drstnbunons of retaned mcome  The Department expect
10 moke poyments of 513 milkon n hiscol year 1989 fom the Woter
System to the reserve fund of the City

Litigation = /A nuinber of cloms and suits are pending agoms! e
Gepartment for olleged damages 10 persons and propetly and o oihe

alieged wobihtes ormang out WS Operghons In e opuenn of Mo

ment the uninsured hobty under Mhese SChions wouit ne! miies

athect the Water System s finoncio! posihon a5 of June J 88
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Retained Income

Operating Revenues
Restontio
OMMerCiol ang my
Other

foto Operoling ravenye

Operating Expenses
Fuel for generotior
Purchased power

Mo {
PleCiin
S 0N pIope uiside the
1
ol opernhing ex

Operating Income

SRS Come W

Incume betore deb! expense

Debt Expenses

teres) on deb!

HIOWe

Net Income

D00 Avgene Leparrmeni o B and Powe:



Assers

Urility Plant
‘uy s 10!
Dwstesbutier

Lenel0l

le Accumulated deprecotior

W+ v
A e WU VRN

W §

e n DD V100§
Fuel tor generotion

yalened enetgy

Pranayment et cutient osset

Capitolization ond Liabilities
Capitalization

Ketnined o ¥ ¢ Hy

Current Liabilities

(01 Angews eparfimes

' Wore
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Cash Flows from Operuting Activities:

Net income

Adjustments to teconcile net mcome 1o ne! osh provided by

Depreciotion
Amortization of nucear fyel

Aliowance for bortowed funds used wuning construchion

Chonges in cutrent ossets ond hobilites
Customer and other accounts recewable
Actryed unbilled revenue
Maoteisols ond supplies
Fuel for generation
Deterred energy cost
Prepoyments ond other cutrent assets
ACiued interest
Accounts poyable and occrued expenses
Over-recovered energy (osts
Extension ond other deposits

Net cosh provided by operating achviies

Cash Flows from Financing Activities:
Sale of revenve bonds
yale 0f ogvonce retunding bonds

Amount :eceved lrom esciow account

ntributions i oid of constiugor

Reduction of long-term deb!

amount geposited in es<row account and ottse
LONG-ferm Ge0! redeemed inCluding <okl premwym

Poyments to the reserve fund of the (it

Nef tosh prowided by (used in) financing activite

Cash Flows from Investing Activities:
txpenditures for plant and equipment
Deposits with City Treasurer:
Net incease (decregse
Beginning of year

tnd of yeo:

Supplemental disclosure of cash flow information:

Qs DOIG duting the veqar 'or interes!

i

ol (0% Angews Deparrment of Water and Powe:



Note A — Semmary of Significont Accounting Policies
The Department — |1 Deportment of Water and Power of the (1

of Los Angeles exists under and by virtve of the Gity Chatter enocted

in 1925 os o separote propuietory agency of the City. The Powes
System s responsible for the generotion, fronsmission and distribution of
electric power for sale in the City

Finenciel statement presemtation — e noncol stotements of
the Power System ore presented in confonnity weth generally occepted
accounting principles, ond substentially in conformity with accounting
principies prescribed by the Federol Energy Reguictory Commission ond
the Coliformio Public Untlities Commission excep! for the method of
occounting for contributions in oid of consiuction described below The

Department i no! subject to teguiations of Such commissions

Unility plemt — [he (o5t of dditons 1o uity plont ond iepioce
ments of retired umits of property are copitohized  Costs inuude lobor
matenols and ollocated indiec! chorges such os engimeering, superv
0N, ONSPOIIANON Ond CONSITYCTION equipment, reliement pian con
mbutions. and certom admunsiratve ond general expense Repow
and minot replacements are charged 1o mamtenance expense The
wiginal cost of property retwee, plus removal 05!, less salvage

narged 'o occomatoted dJepreciahion

Allowoncs for funds used during construction (AFUDC) -
AFUDC represents the cost of borrowed funds vsed for the construction
of new toctines. AFUDC is coputakized os part of the cost of uthity
plant and 15 credited to income 05 0 reduchion of Ue! expenses

bt does not represent cash earnings. The averoge AFUDC rotes

were 7 9% 8 B% and 9 1% for fiscal years 1988, 1987 und

1986, respectively

Depreciation — Depieciotion sxpense 1 computed by the siaight
e method for all mewr projects completed oher july 9

all office and shop struttures, reloted Turmiure ond equipment, and
tronsportation and constiuchion equipment . Depreciahon for faokite
pmpteted pnor 1o thes date provided by the b Sinking fung
method hased o7 sshmated service ves. Depreciation provs
percentoge of gveraqge jeprecioble plunt wo!

for fiscol years 1988, 1987 and 986, respectivety

4

m“_h' leos tuel 1§ amottized ong (harged ! '
Generation in the Stotenent of Income on 1he hosts 0f gyl therm
gnelQy produced relanve fo total thermol energy expected 10 be pit
duced over the life of the fuel Under the provisions of the Nucleor
Waoste Policy At of 1982, the Department is chorged one mill pet
kilowo!: -hour on its shure of eleciriaty produced by the Palo Verde
Nuclecr Generating Station The Deportment records this charge as ¢

(uren! yeot expense

Nuclear decommissioming — V01150005 o 1 7ol Tt
Nucleat Generating Stotion, i which the Power System hos on owne
chip interest, 15 projected 1o stort sometime oher 2077 The Powe
System 15 provading tor its shore of the eshmuted future GeCoM
SI0mng Costs over the iile of the nucienr powa! plan! theaugh annug
charges to expense

A Nud'ear Decommissioning Fund has been estoblished  The semi
annuol deposits to the fund plus the interes! earnings on the funt bal
ance ore expected to be sufficent to poy the Deportment Aote

J.p OIS U"”\:

Depeosits with City Treo: - Dot itk the Gt

mcluded 516/ muthon ond 515U Mukon Q1 June o 80

which were investad in shot!-term secutines ynger the Uity [18gsute

pooled invesiment program, whereby avoilable funds of the

1s independent operating deportments gie nvesIeg or © (HMDINeY
boss These investments ore volued ot cost, which ope

morke!

Fual for gemeration — o0 nveniones i T it D

Fuel ool inventones ore siotec of ni the
fst-out method
Contributions in aid of comstruction — /v e Loy f the
tv Charter. amounts teceived fron tomet § others ¢
fuching utility plan! ure mbmneo with relgined me timfyes!
the business 1o rapresent ity 1of puINose mputing the Powe
el 11OWIN 15 ACcortingly i
# shown in the npenyin 0
} e ) M (] Rpie
elated utity piar gapenset

v or Lo Angeses e tment of Wote: and Power



Rovenwes — Kvvenues consist of hillings 10 customers for comsumption
of leciric energy ond mchude amounts resuiting from an energy (ost
odyustment lormulu designed to permit the full recovery of energy
tosts. The Deportment projects these costs fo estobiish the energy cos!
recovery component of customer billings ond ony ditference between
billed and actual energy costs, resulting in over- ot under-recovery

of energy coss, is adsted in subseavent bilin-

The Power System recognizes energy costs in the periad incurred
aad occrues for eshmated unbilled revenues for energy sold but not
bilfed of the end of o fiscal yeor

The Power System's rates ore estcblished by rate ordinonce
opproved by the City Counal The Power Systen: sells electic anergy
to other Deportments of the City ot regulor rates grovided in the
otdinonce

Shored operating expemses — [le Fower Syilen hores et
adminsstrative funchons with the Department’s Woter System Gene:-
olly, the costs of these functions ore ollocated on the bosis ot benefits
provided to the Systemns

Debt expenses — Dot piemiun discount and e srpene 0
deferred and amortized 10 income over the lives of the reigted ssues

Powers
Polo Verde Nﬁbm Generating Stanon (Note G)
Navop Steam Generahng Station

Maohave (oal Generaning Staton

Paclic interne OC Transmussion System
Other fronsmission systems

”

Statement of Cash Flows -

1988, the Deportment implemented Stotement 6! Financiul Accountion
Standards No. 95, “Statement of Cash Flows” Accurdingly, Sseal
yeors 1987 and 1986 omounts hove been restated 1o confum with
the tiscol yeor 1988 presentonon

Nete B~ Revenwe Certificates

At June 30, 1988 and 1987, the average interest rate of 1evenue
tettificates poyable wos 4 9% ond 4 % with vanious matuntias
af up 1o 242 and 152 days, respecinvealy. The Departient tas o
unsecured standby ke of credit of S90 mdkon which moy be uo
if the cartificetes connot be ralinancad us they mature

Nete (— Jointiy-ewned Utility Plont

The Power System has an undivided inferest in several slecticol generiting
stahons oad transmession systems which Sre iintiy-owned s othe: 1,
tes. Boch pro.? parhicipant has provided 115 ~ortion of the taml e
shuchon finanong. The Power System’s proporionate <haee of

fion gac’ improvement costs s inchuded m i1 helanee

1988 os follows (dollor omounts in mubens)

Leparomar
Do trawnt yr
Daowrdy RN wree & gt
teim? e
1% 09 9490 S 19
2 2% an 9 b6
20.0% 34 'S
744 ¢
10 0% 800 79
Varous - oY .
168 26

ity of Lo dnguier Dopamemment of Wete: onef Prwe



The Power System will incur certgin mimmon: ogetanng cwsts o the
sountly-owned Toclines, tegardless of the a aount of energy generied or
the abdiity 1o foke dekvery of ts shate of energy generated The propor-
tionate share of these expenses 15 included in the apprapriate (otegones
of operchng expenses

Nete D — Long-term Debt
Long-term debt outstanding of June 30, 1988 consisted of revenue
bonds and notes due seriolly in varying onavol amounts through
2028 Interest rates, which vory among indwiduol maturites, aver-
aged approsimately 6 7% ond 5 5% of June 3C, 1988 ond 1987
The revenue bonds generally ore collable ten vears ofter ssuance
Scheduled annuoi principol matusities duting the hve years succeed-
ing June 30, 1988 are $54 millon, 557 milhon, 553 millon,
55 million ond 556 million, respectively

In fiscol year 1987 the Power System sold advance rehunding bonds
totdfing S48 milkon Until the bonds to be rehunded ore olled, interest
on the advance refunding bonds is pavable from mierest eored on secu-
nties of the United States qovernment purchosed out of the proceeds of
ihe soles ond held in esciow uccounts wath Cikbonk K A New York &t
June 30, 1988, S48 million of these sscrow accounts hove been offsat
agoms! the odvance rebunding bonds in the accompanying bolence sheet
(dunng frscal vear 1988 there were no refunded bonds tedeemed) After
the monies in the escrow accounts are appled to tedeem the bonds to
be called, principally thiough 1994, mterest on the advonce refunding
bonds will be payable from Power System revenues

Note £ — Shared Operating Expenses

(petating expenses shared with the Woter System were 5256 million,
$235 mllion and 5216 milion for fiscai yeors 1988, 1987 and 1986
of which 167 miflion, 5153 million and 5142 mdhon were oflocated to
the Power System

VAT 5

Note F — Employee Benefits
The Depattment has o tunded conmbutosy tetrensnt, deabdiny and
deoth benefit msurance plan coveng substantially ofl of its employess
Plao benefits ote generolly bosed on years of service, age of retrement
and the employees’ highest 12 consecutive rionths of salary before
retrement  The Deportment funds refiement plon costs on o level pre-
miwm actuarial method as determined by the plon's independent octuory
For funding purposes, prior service costs teloting to the plon ore amor-
tized generally over 0 30-vear penod ending June 30, 2003

The Power System wes ollocated opproxmiately 76% of the plan s
totol costs for fscol year 1987, ond 749 for fiscul yeor 1986 cmoun
ing t0 5102 mihion and 591 nulkon, respectively &s of fene 30 1987
the actuonally computed present vakue of accumulated whiement piop
benefits attmbutable 1o the Power System aggregated S1,233 multn
Ascounted ot 8%, of which substanniplly ail were vested

in fisc ol yeor 1988, The Deportment adopted the provisions of State-
ment of Finoncial Accounting Standards No 87, “Employers” Accnunting
for Pensions” The adoption of this starement dd nor motarilly offect
the Deportment s resgirs of operatiens &s wquiced by the naw standond
retiement cost s determned wsing the Dromehed unit il B tunr
cost method. Totol benetit plun costs far hureth wepn 1988 far e Povnt
System include the tollovarg {omaunts n millons)

Serave a3t

It it (08! on rowedted Denehit thguton
Actuot retutn on plgn 055t

Net ameitization and detaregl

Net retwement plon (04!
Drsabulsty gz deoth denedt plan (8% anil Gimimstinfivs sxpeates

Totul Beneht Pl (osts




The plan's funded stotus at June 30, 1988 ollocated to the Power

System is s follows (emounts in miions)
Actuonal present valve of benett obligations
Vesteq benehits $1,300
Non-vesied benefits o |
Acumwloted beneht abisganon 1,305
Prowcted future compensation levels _m
Progected beneht obligation 1532
Pon assers of ton volue AL
Proecred benelit obhgation 0 excess of plon ossets 389
Untecognuzed net gow und efecrs of chonges m assumphions pes
Unumas1.2ed net obkgoon ot adoption of FAS 87 _an
Accrued pension hotity $ n

The projected benefit obligarion ot June 30, 1988 wos determined using
o discount rate of B.25% and an assumed tate of increase in future
compensation of 6% The 1988 pension (05! wos determined using
@ long-term 1ate of return on plon assers of B%  Plan assers consist
pumworily of corporate and govesnment bonds. common stocks
maottgage-backed secunties and shor!-term investments

in additien to the retvement plon, the Deportment provides cartom
heolth core benefits 1o active and retired employees. Health care costs
wre expensed 05 poid under o self-nsured plon. The cos! of providing
such benelits to rened employees, net of employee contributions,
omounted to 59 mifkon, 57 miilion and 56 million for fscol vears
1988, 1987 and 1986, respectively

Nete G — (ommitmaents nna (ontimgencres
Payments to the reserve fund of the City — 100 v oo
of the City Chorter, the Power System transfers funds uf its discretion to
the reserve fund of the (ity. Such payments ore not in hey of toxes and
ure recorded os disibutions of retained income  The Deporrment expects
1o moke payments of 578 mitkon in tscol year 1989 from the Power
System 1o the teserve fund of the ity

Long-term purchased power oad troasmission controcts -
Copartment has entered info o aumber of eneray ond nansimeuon st
ice contracts which involve substantiol commutments  These inchude on
agreement with the Infermountain Power Agency. o Utah State Agency,
tor purchase of energy from the Intermountain Power Project (1PP) for
which the Power System hos served os the projc! menager ond opero!-
ing agent. The Department s total interest in (PP includes o 44 6%
““toke or pay’ obhgotion ond an excess power contract for 18 2% for
o fotal of 62.8% The Department also has two agreaments with the
Southern Celiformin Public Power Authanty (SCPPA), o Cubtormig Jomt
Powers Agency, for 67% of S(PPA's § 54 entitiement (reprssenting o
net 4% participotion) 1o the energy generated at Pulo Verde Nutlear
Generating Station ond for 59 5% in the capocity of the Soutnetn
Transmession System, which hansmirs energy from [P in Utah
Southetn Colitornia Significant dato reloted to these nareements

which ore scheduled 1o expue from 2022 10 2027 ot June 30,

1988 ore o5 follows

Seyrmen
5 s
s

Pulc Verde Nutlew Generating Station

(theough SCPPA)
Intermountam Power Progc: L ot
Southesn Tranymesson System

{for IPP power thioush S(PPA) 800

All these agreements requure the Power Systen to make rortun m
imym poyments, which ore bused upon debt secnce tequuements ik
these payments are fixed charges (of opproximatery 5330 nullion
guch of the next five years), the Departmen: «s giso requitad 10 pay
additonal amouats (of approximately 5120 mikion in each of the next
twe veors) for operating and maintenance costs related 1o actual deliv
enes of energy under these agreements [orl payments unter these
contracts were cppronmately 5320 mdlion, 5260 million and 520 mil
lion in hiseal yeors 1988, 1987 and 1986, respectively These aaare
(ate purthased power (o5t are recovered through the energy (st
recovery component of customer billings

The Department also has o conttac! theounh 2017 with the 1 5
Department of Enerqy for the purchase of available enetay generated ot
the Hoover Power Plant The Deportment s share of capeuty of Hoget
opproumates 500 mepawotts

ity o Las Amgeters Doparimment of Wote: 000 Pows:
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SpecTive INsyIonce premium wiushnents i the even! of "
ncident of Polo Verde or 0t ony ofher Beensed eoctor in the o

Stotes

Linigation — A iwmber of cloims ond suits ore pending ogains! the
Oepartment for olleged domages 10 persons ond property and for oth
fn e 0pIon OF Mangge

afleged habiines arsing out of its operations

men! the umnsured habiity unded these 0cions woulc

yitect the Power System s tinaniol postiion 05 of June

J
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Statement of Income
PRIgHnG 1evenues
Resudentio Tl
Lommencol ond ndostnol
vovernmentol and other 4.3 40
Fire hydrants 4
Miscelioneous ! y
lotol revenues § 2570 5 248 4
Operoting income
As % of revenues AR v
ha! Income B

.

Balance Sheet
Net utility plant
opitol expenditures ' 2 :
Lapitolization
tquity

ng-term deb!

Debt 5 % of net utility plont * 10 2%
iteres! on ded!

Payments ¢ tyol L A

Operations
sONONS Soid [ hilhon
mers — Qverage number (o
Avetnge tovenue per hundred it sold (in cent
Residenniol
ymmercgl ant industig
Wate! supply (in (u. M. ger second
MO PPNy
OWP Aqueduc

Metropohitan Water Distrw!

M Wpply Ll
Diversion from (10) local storage

Ne! supply to distribution systems

¢ ty of (05 Aagese: Deparimwent of Water o Powe
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Statement of Income
;'lﬂf“'v'hl 1evenye
Residentiol
Commencal and industigl
dliee! hGhhing ond othe
Miscellgneous

Tota! revenues
Operoting income

As % of revenyes
Net income

Bolance Sheet

Nat utilitv alant
w 1y pWan

snitn

DpIDI expendityle

nhon

Uel! 05 "o of net ytaiity plont *
nieres! on ded!

Payments to City of | A

Operations

Lilowo!t hows v (1 n
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Avrage ravenys X
¥ 1en
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Purchase
0 W
00y
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Water

There are 105 tanks and reservoirs in the DWP

System. They ronge trom o capacity of 10,000 gol

to 60 billion gallons

Wore

Crowley Loke, 300 miles notth of Los Angeles, is the

largest reservoir in the DWP system. It holds 40 billior

golicns of water

'

he Los Angeles Owens River Ageduct s about

)ng and has been in service tor 75 year

\ 3
seand | a w0la subiined win sletad ir
Ye(ONG LOS AnQeles Aguetud! we npieted |
" ' m n
) 100U 1€ Q

N

J0 Mues

Los Angeles has more than 7,000 miles of wors: pipeline

ho o Nai
- 210ge pe '
B1 gallons pe
8 f "
W he

A A P nt
b wC e N
woler aye nonit
her nNOre
W

DWP customers received about 30 perce

from the Intermountain Power Project

iy o Los Aageses Dwpartment of Wares ons Powe



Generating facilities in
other western stotes ore
ploying larger roles in the
tity’s power supply. Water,
olso imported from hun-
dreds of miles owoy, is
brought to L.A. by oque-
duct to serve the needs of

the 3.4 million population.

—== Water System
—— Power Sepply

o DC-AC
Converter Stghon

Pochic HYD( lnterne
Irgnymeson (e

e MOUAN
Powet Promc

& M ollough Nover
Poww Plan (o ]
ohlormg \ ol " sty 2O QNNG
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1ote Waorw \\ ¥t :

Arizona

Ao ] W J Phoenu
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ANNUAL REPORT

This is the Annual Report to Preferred Sharehoiders of Southern Califorria Edison Company
mmmmmmmm:mm.mwummnmun
Company's Cumulative Preferred Stock and §100 Cumulative Preferred Stock in connection with the
Annusl Meeting of Shareholders 1o be heid at 10:00 a.m. on Thursday, April 20, 1989, at the Industry
Hills axd Sheraton Resort, One Industry Hills Parkway, City of industry, California. This report
contains the Company s audited financial statements for the 1988 fiscal year and other information
of interest 10 the Company s shareholoers.

ABOUT THE COMPANY

The Company was incorporated in 1809 under California law and is & public utility primarily
#ngaged in the business of SUPPlYING electric ena/yy 10 o 50,000 square-mile ares of central &nc
southern California, exciuding the City of Los Angeias and certain other cities. This ares intlucas
some 800 Cties and communities &nd & population ¢ nurs than ten millkon people. As of December
A1, 198F e Compeny had 16,660 empioyess.

On July 1, 1988 1@ Sompeny bucaina ¢ tubsidiary of 8 new ‘wiing compier v. SCEcory. Eeoh
wha & 0 the Company § Common Siock and Original Pretemed SIGnk wey corverted into Commer
Stook of SCEcurg. T0a Cumistive Fraterrd Stotk und $100 Cunwiative Prefon sy Stock ware nit
afirted an continug 1o he sesurtist of the Company. Beransa all of the curently outstendyr g
S uame 1 Stock o the Cornpany is owned by STEGO™, this Annuk Repor 10 Sharehoioa's 1s beirg
Povined only 1© nolders of e Company § prete el 1cks.



INOCTNE WY B6-NUCKE! NIaN! Gisaliowanos ..
Provison for rete phase-in Va0
m»o.xmwwwwwwu
interee’ iIncoma .. =
Yuuarwmm
OB =L .. oo orecercansemsassestes seves

m&mm»——m RN
intorest £ punse:
IFerast 0N longterm debt and amortization
Other interest expense ..

mmmw!mmmmw v

Caphalizes imeres! .
WM\W
mWMMdOMh

Accounting
Cumuiative eftect on prior years (10 December 31, 1986) of acoruing
unbilied revenue-—net of income tax of 5687562 000 (Note 2)... ...

Net income

Monw-mm-nammm-m

Eamings Avalisble tor Common Stock ... .. ‘

1988 1087
(In thousands)
BE.0566.206 55 448 663  $5.275 547
76670 53 636 43110
59309000 5502290 8318687
MRITY 1 OM TS 886 376
1,204,601 780 608 bt X AL
240,601 205708 208 539
70,98, 850 447 w672
ars.on M1.000 “he 606
He4 NG 49 510 T 280
s he 656 423 687 520
_ Nseas MLl AL 143 a1
ATR0N0E CETCBE 4505 188
AT VUL AL K
- (148, 963) (66 B0y
- .68 61600
170,069 197 882 80672
10w 73404 106744
100,654 87 956 107 9%
(f4.0a7) 6. W) (26 8ivy)
——d 16080 24308
220318 160,208 1280
283100 108631F 1016780
420618 397 099 452 K0P
107 412 80963 82,082
(11,083) (42 926) (22.478)
(14,418) (19 648) (27 B24)
601,728 416,080 457 898
731,308 670.23¢ 567 882
- 68 044 -
791, 747 283 657 882
46.698 50,006 64 684
$ 6B4008 § 60788 § 500108
SEMETISRTR SIsuniowIs AT

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



SOUTHERN CALIFORNIA EDISON COMPANY

Utility plant, Bt original Cost (NG 3) ...............oooerivmiiciiion

Less—Accumulated provision for depreciation and

Loss~Proparty-related accumuuted deferred inunme wxss .

Total utility plant ..

Mmemmw

NONERITY property- 1088 BUILIMUGIBE Provision o7
depreciation of {° s.uooo.r.acmmooc al
rOSPRCIivVe JEtes ...

Nucins! dvmm-umluo RN 28 PR eecs e aigis-saisinsonsqbmppomss .

Iher Investrems. .

mmmu‘cummm ..................... L

Curvent Assets:
Cash and enuivaients .

Receivables inuiuging unbmoo mnuo bu Momnon '

of $13.140,000 anc $14 828 000 to' uncol sctit.e

Materials and supplies, at average Cost. . ...

Regulatory balancing accounts-—net ... . Ty ibesiit
Prepayments and other current assets ...

Total current assets .
Deferred Charges:

December 31,
REYY 1987

(in thousends)
$13,687,850 $14,465 691
4,529,938 3993 468
11,187,912 10,472,223
676,178 1,232,990
475,764 547,786
12,909,861 12,282,999
s sa0aed
IS8Rt 11492666

45,034 47 442
137,086
BT 23483 489
B AR - SR
23,272 32,482
690,547 615,297
125,303 118 540
96,767 106,577
395,026 621,635
81,185 78,242
1,412,080 1,671,843
296,094 301,741
435,941 239,760
138,593 132,040
870,628 873 541
uyou_t_o $13,729.205

The accompanying notes are an integral part of these financial statements



SOUTHERN CALIFORNIA EDISON COMPANY
CONSOLIDATED BALANCE SHEETS

CAPITALIZATION AND LIABILITIES

December 31,
i) 17
(in thousands)
Capitalization (see statements):
Common stock, at par value, 217 444,082 and
217,126,601 shares outstanding at respecti.e dates ... $ 908,017 § 904684
AQHIIONE! PRIGIN CRPIBL ........c.ooovurmrmesessrsmmsmessnsssrsrssssesasessssssesssss o 1,268,872 1,307,758
D I ctcsastous tiisrmecsnertostmienssinsnioéipestasiotusaniaiiovsitseeniont 2,391,703 2,320,174
Common shareholder's equity (NOWe 3) ... 4,556,592 4,541,626
Preferred and preference stock:
NOt SUDC. 0 MANARIONY TEAOMPUION ..ot 358,758 361,238
Subjost 10 mendatory redemption ... R e o 239,037 277,538
LONG AP QBB ....oouorersnsnsenessnsnntns seoras b A i AR _ 5,212,687 4,918,328
RN FHINGRRRINEIIRE VOO, |} _10.098,730
Other Lung-Term Liabilldes ... ... .. SRR P ISHES SR 136810 13348
Current Latilitios.
Currar pomtion ¢f lang-term debt and relsemcdie
rﬂwu w Pre/erencs stack . 144 917 101 558
M Nylm i ARSI o 426,318 481 seo
T T e G SR S b A R PR T N 435,030 471,008
Accrued interest.. ... .. i enbinds sieon i L aimai i ik it 117,142 106,269
NIIDNES DOIIID oo st crisorssss- sese ssssaonssmsiasssntineiinssisese 138,147 143,281
Accurnuinted deferred INCOME TN @Y «=NEh ... : 166,356 235 921
Deferred unbilled revenue and Other ... a2 347 445
TOtal CUrrent HADIMEIOS ...............coivvirirriirminnisserrnssisseinmssenesesins ! 394,452 2,542 936
Deferred Credits:
Accumulated deferred investment tax credits ... 507,666 525,750
Accumulated deferred iNCOMe taX@S—NBt. ... 256,493 176,835
Customer advances and other deferred credits ... 247,437 274 606
TOtal GOtOrred Credits ..............cooivviimivirinsinrsnins S 1,011,598 977,191
Commitments and
(Notee 1, 3, 8, 8, and 10)
Total capitalization and liabilities ................................. mim,m $13,729,205

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



SOUTHERN CALIFORNIA EDISON COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS

Yoar Ended December 31
') 1987 1906
(In thousands)
Cash Flows From Opersting Activities:
T AR SRR G R L $ 71388 § 747283 § 557882
Adjustments for noncash items:
Depreciation and GeCOMMISSIONING ..o, 644,036 5¢9.810 506.230
T R R ——r 147,078 156,980 129,800
Nuciear plant JISalOWBN0e N8t ... - 70,347 208,218
Allowance for funds used during construction .. ... (30,008) (116,332) (135,222)
T T T AR e R (196,181)  (149.110) (90.650)
Reguiatory deferrais—energy exploration prqocu - 61,637 21,748
Deferred income taxes and investment tax credits 104,574 142,978 266,430
R T R T A (5.834) 22.439 8,391
Changes in working capital components:
ROCOIVADIOND ........cooen coenscesissenenssn osss sessnsensinsinn sesmmss (76,180) (252403 (18.342)
Reguiatory balancing 800OUMS ... . ... 226 60y (31.548) 1120
Fuel stock, matenair, 21 suppliee ... 2,047 133,610 K Wral
Prepavments a/d oiher current assets . ... ... . . 2.943) 13.723) v, 189
Accrued nterast and axes : o (63,242) 8384 222,203
Accounts payabls and other oumm uab.mm . (96,538) 284,631 4R 733
740 1926001 1774973
Cash Flows From Finanzing Activities:
IS80ANCOS Of IONGOrN GO . ... . 642 hus 132548 1426675
Repayments ol iLng-term debt... i) (328 612) (R7%,02¢) 1.£96 336)
Redamgtion of praterred anc p'owomo nocu =R (08,775) (17,714 (200,525)
Noclear ‘el financing........... . RS 11£,569) (56,191, (46,518)
Short-tarm dabt Manunot-not IO PIRE S OIS e §C. 416 175,810 232,240
Capital transfers and dividend payments ... L (716,450)  (F4.483)  (553.389)

(471,106) (684 034) (735,453)

Cash Flows From Investing Activities:

Conetruction expenditures .. T M S (017,026) (1.021177) (1,156.387)
Contributions to dooommcuoonmg it (157,086) - -
Other—net........... SSRGS NIRRT 8,367 5,635 16,297
(985,754) (1 015542) (1,141,080
Decrease in cash and equivalents..................... (9,230) (73.685) (101,570)
Cash and equivalents, beginning of YRS ... 32,452 106,137 207.707
Cash and equivaients. end of year. . g 8 32452 $ 106,137
Noncash Investing and Financing Activities:
Conversion of 5 20% convertible preference stock...... $2,108 $ 414 $ B45
Conversion of subordinated debentures................ 2,973 3,136 2.849

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




SOUTHERN CALIFORNIA EDISON COMPANY
CONEOLIDATED STATEMENTS OF CAPITALIZATION

RESERERS
HEBRRIARE

$108 6¢
104 60
17468
110.00
58

-

Interest Rates
4% 10 BM%
%% 10 9% ...
% 10 9%

% 1o 9 95%
% 10 13%.

H%% 10 10%% and vanable

Mot sutyect o
s Senee
redempBun(biC)
Sumulative preferred
$26 Per Value: 4 00% 1,000,000
a2 1,200,000
R 1,663 429
a7 1,296,768
6.80 2,200,000
$100 Pas Veiue: 7.58 760,000
870 500,000
LY ] Sl 000
Preiorence
N S Vel $ ¥ convectitee -
Tiopsct w0
(s rpXon(bNd)
Cumuiitrn eterred:
$:90 Por Vaiue: 7.325% fA7 381
TR 454 490
85 516 500
8w a3 %
170 Geone
Pretrence.
$25 "ar Valua, ?.57% -
Preterrad ant preference SIO0k 10 Le "eGewme] witnin (ne yaar
LONG-TERM DEBT—
First and refunding morngage
bonasidxe)
— Ny
1989 through 1982
1983 through 1987
1988 through 2002
2003 through 2007
2008 through 2020
Pollution control bondas(d)f). 1999 through 2015
Funas held Dy rustees ... .
Debentures and notesicid) 1982 thraugh 1983

Nuciesr el IndetiednessdXg) .
LoNgerm debt due within one yeard).. ...

Total

96% to 11%

December 31,
1980 1987

(In thousends)
§ 4556602 § 4541626

26.000

41,35
32,419

76,000
“'“
50,000

ELIER2ER
SEES8
-]

2888

— s — -

- | 32N

54708 A0 00
8.5 51,000
61,600 63.7%W
43,02 45637
5,00 £0.000
——e a8
250,900 299 65

(1883 @0
239,087 277,538

475,000 672.000

1,125,000 1.000.000
650.000 500.000
278,750 2684 000

1,267,476 1.084 413

3,796,226 3540413
947,730 897.730
(11,119) (10.472)
211,580 202973
424,768 379.029
(133,084) (79.542)
(22,044) (14 803)

5,212,687 49156328

$10,967 041 $10,096 730

Notes to Consolidatea Statements of Capitalization are on the following page
The accompanying notes are an integral part of these financial statements



SOUTHERN CALIFORNIA EDISON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—Corporste Restructuring snd Proposed Merger

On July 1, 1988, SCEcorp acquired the outstanding common stock of Southern California
Edison Company (the Company) under a merger agreement approved by shareholders on April 21,
1988. The Company s common shareholders became holders of SCEcorp s common stock on @
share-for-share basie. Each share of the Compary s outstanding onginal preferred stock was
converted into 2.1 shares of SCEcorp s common stock. The Company s remaining preferred stock
and debt securities were not exchanged or transferred to SCEcorp. The Company s equity invest-
ment in nonutility subsidiaries was transferred to SCEcorp at book value on July 1, 1988. The
accompanying consoidated financial statements have been restated to reflect the financial position
and results of operations of the Company as presently structured. The effect on net income of
exciuding the earnings of nonutility companies that were formerty the Company s subsidiaries s
reflected in the table below.

Year Ended
December 31,
1987 1986
i fin “0usands)
PIasiatemy i NucleRr ANt Qeeliwa oo (Note ) ORI IS R TSI vV - (193 208)
Hosiated net income : RS 867 BB2
L LR MW PR

On November 30, 1368, STRou », » Company, ard San Diego Gas & Eectric Corpery
(IDGAE) executed an agreemen' 10 rerge SDGLE o ihe Company. Under the terms of he
margar agreement, STECOrp will excharye * 3 siares of its newly ISSUec COMMON StOCH 1or pach
SDGEE common share SDGLE preferrec and preference stock will be exchanged ‘or SCEcorp
preferred and preferense stock with similar provisions, except that dividerds on euch seres will be
ncreas >y rutwean 2.5% and 20.0%. The merger is subject 1o wbproval oy the srarahsiders of
¢ CEcorp, e Compary, ans SOGEE, .5 wnll as reguiatory 2gencies including tr.e Calforria Pub'.c
Uriities Commission (CPUC) and the Federal Energy Regulaiory Commussion (FERC)

NOTE 2—Summary of Significant Accounting Policies
Consolidstion Policy—

The consolidated financial statements include the accounts of the Company, its wholly owned
financing subsidiary, SCE Capital Company, and other utility relsted subsidiaries which are not
considered significant for financial reporting purposes. All significant intercompany transactions
have been eliminated, except intercompany profits from energy sales 1o the Company by unregulat-
ed, energy-producing affiliates, which are allowed in rates.

Accounting Principles—

The Company ¢ reguiated by the CPUC and the FERC. The accompanying consolidated
financial statements refiect the ratemaking policies of these commssions, as applied to the Com-
pany, in conformity with generally accepted accounting prnciples applicable to rate-regulated
enterprises.

tility Plant—

The costs of plant additions, including replacements and betterments, are capitalized and
included in utility plant. Capitalized costs include direct matenal and labor, construction overhead
and an aliowance for debt and equity funds used to finance construction. The cost of property that is
replaced or retired-—and related removal costs, less salvage——is charged to the accumulated
provision for depreciation. Accumulated deferred income taxes related to utility plant 2re presented
as a deduction from utility plant to conform with ratemaking procedres usad to determine rate
base.



SOUTHERN CALIFORNIA EDISON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 2—Summary of Significart Accounting Policies—(continued)
Allowance for Funds Used Duning Construction (AFUDC)—

AFUDC represents the cost of debt and equity funds that finance construction of utility plant.
Capitalized AFUDC 18 reported in the consolidated statements of income as a reduction of interest
charges for the debt component and as other income for the equity component. AFUDC and plant
CONSrUCION COStS are recovered when compieted Projects are placed iNto comMmercial operation,
and the recovery of related depreciation is suthorzed through customer rates

Betore 1987, the cost of debt included in the AFUDC calculation was readuced by the tax benefit
realized from deducting the related interest expense rom taxable iINcome. As a result of changes in
the treatment of interest expense fOr INCOME tax PUrPOSes, Pretax INterest expense was used 10
compute the dedt component of AFUDC beginning in 1687 The AFUDC rate, which reflects
semiannual . wias 10 76% for 1988 and 11 .67% for 1987 under the pretax method. The
rate was 10.63% for 1 under the previous net-of-tax method.

Depreciation and Decommissioning—

Depraciation of Jtility plant, ex~ept huciesr fuel, 18 computed on & straight-lire, remairing-tie
cass

Tre astonatod cost of decommiscion n) the Compan's ucies! ganeratng faciites s §713
S AON ANO 1§ rEOOVE: A IN TRES T ougn ANNLCAl SIOWENCES CAENPe0 10 JRPrec.adion expanse Rotel
rates fov Y9G8, any cenpir 110 youl S, INCIUGET ANt @l JECOMMERIMING rIVENE BGUINeMan's,
WICH | @V D8N JePOLed In trust fundyd until decommission’: g begns. Trust fund o wributions are
iNveuted In tugh-grade recurties. Approximately 80% of the trus. 'und contributions Quality as o
geductions

Nucleer Fuei--

Toe woat Of nuCiesr el INDILLING IS AISPOSA {5 PrAOMIZAT ON the Das.s Of (areraton and 1§
Charge ! 10 U8l BXPe ‘80 0 ALNCUANCE with ratem:-ing Proceduras acopted by the CPUC, n clear
foe’ financing costs «ie caplalized unti the fual 's PlACe” MO production

Research, Development, and Demonstration (RD&D)—

RD&D costs not related 10 a spesific project ara expensed in the year incurred. RDAD costs
related to specific construction projects are capitalized until it is determined whether they will result
in construction of plant. if construction does not result, the costs are charged 10 expense.

RDA&D costs are reflected in the followng table:

Yoor Ended December 31,

1980 1087 N
(In thousands)
ROAD costs charged 1o expense witid B - AT $42 003 $47 122
ADAD costs oeterrea/capihalized - ‘ 17,4866 14 855 3 888
Total RDAD costs ... ‘ $60.069 $57 740 $61.010
<A TTTRIIII s

Commencing in 1988, a balancing account has been established for RDAD costs charged to
experize. Under this mechanism, the Company is required to refund to ratepayers any authorized
but unspent RDAD funds at the end of the three-year rate-case cycle ending December 31, 1990

Unamortizad Debt Issuance and Reacquisition Expense—

Debt premium, discount, and issuance expenses are amortized over the lives of the related
issuances. The expense of reacquiring bonds that are redeemed without refunding are amortized
over the period the debt would have remained outstanding. The reacquisition expenses are amor-
tized over the lives of the new debt issues when debt is reacquired with refunding

9



SOUTHERN CALIFORNIA EDISON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 3—HRegulstory Matters—(continued)
In a0GItION, revenue ACOrUed 10 recoVer Prior years ownership costs, which is associated with
the construction costs disallowed by the CPUC, has been written off from the MAAC balancing

account. The Company recorded after-tax charges against earnings of approximately $15 million for
1986 and $70 million for 1987

Energy Cost Proceedinge-—

The CPUC's Division of Ratepayer Advocates (DRA) recommended that the CPUC disaliow
$124 million of energy costs incurred between late 1984 and late 1087 Approximately $120 million
of the proposed disaliowance represents alleged overpayments to nonutility power producers,
Including electricity purchased by the Company from a 300-MW cogeneration faciiity owned by Kern
River Cogeneration Company (KRCC). Mission Energy Company, which is one of SCEcorp's
nonutility subsidianes. is & partner in the KRCC facility The DRA 's proposed disallowance in relation
10 power purchases from KRCC s approximately $37 million. In upcoming CPUC hearings, the
Company will dgemonstrate that the power purchases from KRCC actually saved its customers more
than 324 milion duning the three years under cONSIJEration, compared with the ‘standard offer
contract approves by the CPUC. The DRA also aliogas overpayments by the Campany ungs: 17
Mher coNtracts Nagoutieted with nonutility povier producers thet are not SCEcorp affiliates. The
Corvipany Sigred these contracts dunng the aerly stages of Colifornia 4 effuns 10 "apidly devalon
aternate and renewalie energy resources. At thet Lme the prownted [ moes under thase 1/
CONractE wers At Of DOIOW vOICed Cof! STBNJArY LoNtracts over tha't lves.

IN AGUAION 10 18 "SEOMMENced N6y LIS JISANowarnce, *he DRA .@s raoommeJdad hat o
CPUC modily s early 1888 decison tha: suthorized formation of 8 holding company.

Althougt the probabie effect thet the Gutoone of thig matte: wil have on Net INCOME Sannot e
dularmined &t this tme. the Compa'y beileves that acootion of the DR/ § revormmennatun o
madity the holding COMPEny JeniSIon s N0t NECensEry 10 Prolect e Hunac iInterest “nd wil wors
chonnty 10 dernorsirate et ¢ has reasonably ac TINEeTNd e 0o RCS undel v hw, SPUM
Pruceedings are schedued U Makl Nlace late” this year

Resale Retes—

In accordance with FERC procedures, resale revenue is subject to refund with interest if
subsequently disallowed. The Company believes that any refunds resulting from pending rate
proceedings, should not have a malerial effect on net income.

NOTE 4—Short-Term Debt

The Company maintains unrestricted deposits of approximately $7 million at commercial banks
and pays annual commitment fees of up t0 1% 10 maintain lines of credit which may be utilized at
negotiated or bank index rates and which totaled $1.9 billion on December 31, 1888 Approximate'y
$1.3 billion of these lines of credit support commercial paper and other borrowings to finance
general cash requirements. fuel inventories. and undercoliections in reguiatory balancing accounts.
The remaining $600 million of these lines of credit are available for the long-term refinancing of
certain variable-rate pollution-control incedbtedness.

12
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SOUTHERN CALIFORNIA EDISON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 4—Short-Term Debt—(continued)
The Company's short-‘arm debt is comprised of:
n
1 KL
(In_mitkons)
TR N g L N R i e s & $ 368
IRIRDIRIIIND GBI vssrioniovoviniesenions eesont shiuiartestinssenesbivorsos risosmseiomionsassed VR b T WONHININHH 4000 400.0
M Y s R PR R S R R __853%3 518.3
Total DOFOWINGS SUDDOMSS DY HNEB OF GFEII ... ......o.oooieionrimmnsinmsisseensscommensioiiss 1,002.4 9541
LOBRE. AMOUNT rBCIIBRBINEG BB IONG IR . it s 3380 2683
s e e S A R SR SN 5.3 -
DR T T o st siess e toniA i o A TSI it s § 6603 m
NOTE S5—income Taxes
The Company and its subsidiaries are included in SCEcorp's consolidated federal income tax

and combined state franchise tax returns. Under income tax allocation agreements, each affiliate

calculetes its tax llability separately.
Curreny ano Deterred Taxes-—

Income tax expense includes the current tax liabiity rom operations, and Jafer'ed income
tANEs provided on cartain items of iIncome and expernse whiun are reported in differont periogds for

tax ang financial reporting purposes.
The current and deferred components of INCOM3 tax expente are:

foar Eniad December 1.
L BT A
(In thousands)
DD oo cimerssonson i i S . TR s 12aT
31 9803 sea2n
Deteritn- vt W e
INVRUIIII! AND (NErgy (OF SreOMB=rll ... e ‘ {"8,008) (15E%) w..For
Depreciaticn. ... . .. .. e TR - e it K /a0l shali . . 140240 172702 170 504
Aeguiatory bwlurol g m e e B st (79.480) (33483) (21400
Debt reacquUSItON &XDONSes .. ... M P PSRRI et 00 S v (2,607) (1,390) 81.968
NUCISE! DIBNT CIBRIOWEBNOR . ... ... .ooiiiiiiiininiiinsosinsimmansisenimetess s s sssseasassssestanis - (T8.616)  (81.665)
Cumuiative effect of acoounting change . e A MRLTS ' - 58752 -
Capitalized explorstion and development axpenses . ... . ... - - (31.338)
Unbilied revenue . ... ... P e ) TSN (24,420) (27 487) -
RAate phase-n plan ... . PSRN T R SN e AL Ak 78,743 68787 46 208
Fixed charges eshadittiniied : chaditd -y 7.004 (14178) (45 .538)
Contributions in of oomvuouon . (28,836) (14 000 -
Other " " - . 20876  (33587) (14,986
104,674 97.736 1956.208
Total iINcOMe tax exoense SN R S s $4B8.752 $613875  $661 509
- et === T
Cilassification of income taxes:
‘noluded In Operating expenses : $412106 $555433  $687 520
Included in other iIncome ko ’ 76,647 78,306 35 654
Nuciear plant disaliowance . , : - (T8.616)  (61,665)
Related 1. cumulative effect of accounting oMnoo - 58,762 -
Total income ‘4x expense . : S 480,762 S$613 675 §661 508
e ——3 p——————3 Py
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SOUTHERN CALIFORNIA EDISON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 5—Income Taxes—(continued)

Accumulated deferred investment tax credits are amortized over the lives of the related
properties.

Casir payments for income taxes were $500.8 million in 1988, $497.1 million in 1987, and $311.8
milion in 1986.

The following table reconciles the diferences between recorded state and feceral income taxes
and amounts determined on income before taxes by applying the feceral statutory tax rate. The
federal and composite federal and state statutory InCome-tax rates are 34% and 40.138%. respec-
tively, for 1988; 40% and 46.138%, respectively, for 1987. and 46% and 51.184%, respectively, for

1908,
Yoar Ended December 31
1988 1987 _ 19
(In thousands)
Expected 1e0eral INCOME 1RX SXPONSE &t SIATUOTY B8 ... $ 4047 § 544463 § 560920
INCrease (G8CTease) In INCOME tax expense resulting from:
Allowance 1or equity and DOTowed funads used during
CONBIUBTION .......coverrrierorinns h e s RETEE Bt =20 (6,163) (26.362) (62.202)
Federal 0eauction 1Or SIETE AXES ON INCOMB......oomn (35.608) (47 ,046) (63.208)
SIS0 WX ProvIsIon ..., LTS TRty Sl T T S 106,547 117.614 115,668
PrIOr VORIS OOOMIMGBIONING. ..., oovrooionssssesessssssssssssanssssssssssinss 15,714) - -
NUCIOEE DIBN IBBIOWPINON . ............oiivooeimesiemssoiieimssssissssiassscsnssss - (4.730) 56,042
AN OWSE SIIOIONOBE ... ... oooomsesmsssarsrnss aaies <1 sresms avsssnssss - L rasress (44,103)  (65.108) (67.248)
Towml mgm. I RN, . coins o vttt semetmsritisiatmicomsiinosinn: - | B =ﬂl 3 613876 § 661508
Prefax noome.. ... D AL T Shishbias tiatnal aiteets -sios 01&\81 !1,3‘1.150: ;1,210@\
Effective tax r#'s (101 INCOME 1BX AXPOANSE + DrEWAX INCOME) ... 40.1% 45 1% 54.2%
e————— e ——g LoSmmInEITIR

Deferred income taxes for tkx depreciation prior 10 1981 and certain construction overh&acs
have 10t Deen Drovigec tavause the tax effacs of such timing diferences are not wliowed for retal,
ratems «ing puUrpcses untii the taxes become payable. The cumuiative net armount of thess tinu’y
ditsrances was $1 4 villiun 20 Docembe 31 1988, and 1987

Retemaking investigation—

In 1986, the CPUC began an investigation 10 evaluate the effects of the Tax Reform Act of 1886
on ratemaking procedures. Revenue for recovery of income tax expense for 1987 and subsequant
periods was collected subject to refund pending a CPUC decision.

In October 1988, the Company refunded approximately $51 million through the ERAM balancing
account, in compliance with an August 1988 CPUC interim resolution. Final CPUC approval of the
amounts refunded is pending. Because the Company had previously proviced a reserve for this
item, refunds 10 customers have not and are not expected 1o have any significant effect on net
income.

New Accounting Standard—

Under accounting rules currently in effect, deferred income tax balances are not adjusted o
reflect changes in tax law Of rates. However, a new accounting stardard will require such acjust-
ments beginning in 19€0.

The new standard requires significant balance sheet adjustments. The Company will record
additional deferred income taxes related to the equity component of AFUDC, which is currently
recorded on an after-tax basis; the debt component of AFUDC, which was recorded on a net-of-tax
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SOUTHERN CALIFORNIA EDISON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 5-—Income Taxes—(continued)
basis prior 10 1987 and other temporary differences for which deferred income taxes have not been
provided.

Additional balance sheet adjustments will be recorded for the net reduction in deferred income
tex liabilities resuiting from income tax rate changes: the recognition of deferred incCome tax assets
attributable to the reduction of the book basis of property by unamortized iNvestment tax Credits.
and to classity property-related accumulated deferred taxes as a liability instead of a reduction of

utility piant.

The majority of additional defsrred-tax assets and liabiiities will be offset by recording reguistory
assets and liabilities representing the anticipated effects of these adjustments on customer rates.
Such reguiatory assets and liabilities will be adjusted as they are recovered or refunded through the
ratemaking process and for changes in tax rates or laws.

NOTE 6—Employee Benefit Plans

Pengson Plan—

The Conpany has 2 trusteed noncontributory definec-benefit pension plan, covering substan-
uallv all full-time empioyees wno fulfill minimum service requiraments. Benefits are based on years
of accredited service and average compensaton. The Compairy s policy is 10 fund the plan on a
level premium actuarial me*hod, provided that annue contributions meet the mirimum funging
requiteirents of the Employee Retirament Income Sacurity Act and @0 not exceed he maximurm
deductibie amount under INCOMe tax reguIations. Pricr $8rvice Sosts frum pPension plan amegments
e ‘uncod cver 30-year perices.

I (987, & new rocounting stancard ior defnad-De et nlans was ‘mpicmented that changed
the basis i0r netenmining persion axjenue. Betore 1987, pension cost wae based on the aciuariel
mthod used 10 deterrning annual contributicns 1 g pan, For 1804, nenson expense amounted 1o
£48.6 million.

Pension expense under the new standard includes the following componants:
Yeor Ended Decenmber 31,

- pee 1987
(In thousends)

Net Dension expense:
Service cost 1or benefits earmed ... S R R RS . $ 30 $ 46629
|Wou|mmwm R A A ‘ 102,249 91,028
ACtugl return On plan assets .. .. : : S AR (133.687) (130,729
Net amortization and oeferral ... Socikiieist R e AL e 40,610 46 609
Pension hability pursuant 1o mmm $18.08r08 .. TR eIy 82,612 53 630
Reguiatory adiustment................ R B (6.416) (3.481)
Net DEnsion cost recognized ... . s . o 848,008 § 50148

In conformity with the accounting principles for rate-reguiated enterprisus, regulatory adjust-
mants have been rwcorded 10 refiect, in net income, the pension costs calculated under the actuarial
method used for ratemakin’: . urposes. The difference between pension costs calculated for ac-
counting and ratemaking purposes has been recorded as a deferred charge on the consolidated
balance sheets.
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SOUTHERN CALIFORNIA EDISON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 6—Employee Benefit Plans—(continued)
The plan's funded status 18 presented below:

Boneft ODIGRNON IN SXOEEE OF PIAN BEBOIE ... S (82.449) § (20.509)

PDERDIIDRE PR I soconvuisctnietionintsbiorsotansrisestittiosess s hestoe s ENEPI VIR (40,021) (101.662)
Unrecognized net obIGaNion DEING amortized over 17 yerrs . 89,640 96 163
OUETNIE I T cciveintinsi s sictuismronseitiieiotetone RS A A uw m)
Assumptions for aefined benefit penson pian
Discount rete ... R . ST TS . % 8.5%
Rute of Inoresse In future compensetion . S ottt ARG . 0% 6.0%
MWWMMMUOM ‘ e % 85%

Mdmmnwmmyo'mamn mmmm shon-
1Orm INVeStMents, and QUAraNteed INVestment CoNtracts.

Employee Stock Plere—
The Company maintaing an Employee Stock Owneship Pan (ESOP) and a Stook Savings Plus
Plan (SEPP) gesigned 10 supplement ampioyees retrement ncome. Contributions to the ESOP

were funded primarily by fecaral incorae tax benefs and contnbuoons by employses. Company
contributions 1o the SSPP were £16.9 million in 1938, $16.6 million in 1987, anc §15.4 milion in 1986,

Othor Post-Employment Benefits—
Hegith cars and e insurance a‘e provided for retired amployess ae their dependents. Groun
e INSUIANCE 18 Provides through ar INSUrance Lompany 'ieal’™ car is Provided by a combingticn
of Compan facilities g insurance programs. The coss of these tv nefits for retirees were §22 8
million n 1988, $18.0 malr, in 1887, anc $15.4 midlion in 1988,

NOTE 7-=Jointly Owned Utility Projects

The Company owns undivided interests in several generating Stations and transmission sys-
tems, for which each participant provides its own financing. The proportionate share of expenses
pertaining 10 Such projects i Included In the appropriate Operating expense cateQory in the
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SOUTHERN CALIFORNIA EDISON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 7—Jointly Owned Utility Projects—(continued)

consolicated statements of income. The tabie below presents the investments in each proect as
included in the consolidated balance sheet as of December 31, 1988

B Dorago Transminsiod System . ... P T Y $ 60 00%(»)
Fow Corners Coal Generating Station-—Units 4 ang § . .. 401742 122613 11,008 48 00
Mohave Coal Generating SWNon ... 285,708 o 144 56 00
Paciho imertie OC Transmiseion System. ... 115,047 34078 69 550 §0.00
Palo Verae Nucles Generating Swton ... ails 1 463 307 80610 B.348 15.80
San Onofre Nuciear Generating Station
TR T T ‘ 278740 477 629 18,084 75.08
Common faciities—Units 2 ang 3 . o 819.030 114 846 1,863 76.06
Common taciities~-Units 1. 2 and 3 ' ? 176,130 26 854 1508 76.87
Yume Axis Generating Staton ... ... 12,969 10,616 69 32X
YO ... BT T VIR U w !nz?,us !\sr\u
(8) Represents & composie rate
NOTE 8—Leases

The Compeny laases automotive. computer. office. and miscellaneous equipment through
operating rental agreements with varying terms. provisions, and expiration cates. At December 31
1988, estimated rermaining rents! commitments fur noncancelable operating leases were as follows:

Yoar Ended December 3, (W _theusands)
TR TS : X § 28.264
o RRERRIANG _ R %22
1981 RV e e ] ke Gkl “ 22954
1992 ... T ot ety W . 16.026
ime ppas R 14857
for penoos Mereater . . e " b2

Total fub re rental SoOmMItmEMs A U hesosiuinisssrmenmicintes $126,604

On June 10, 1947 & wholly owned subsidiary purchased the leasing company from which the
Company leasod its nuciear fuel. Dy assurmirg the I8asing company s commercial paper obligations.
On March 1, 1988, the Company assumed the commercial paper obligations of the affiliated nuciear
fuel lessor and terminated the nuciear fue! lease agreement. Lease liabilities supported by commer-
cial paper borrowings, which had been classified as long-term obligations, have been reclassified as
long-term debt to conform with the financial statement presentation of nuciear fuel financing on
December 31, 1988. The long-term debt amount represents the estimated repayment of commercial
paper based upon expected nuciear fuel consumpt.on subsequent 10 one year after the balance
sheet qate and is supported by refinancing agreements with commercial banks.

NOTE $—Commitments

Construction Program and Fuel Supply—

As of December 31, 1888 the Company s construction expenditures are estimated 1o be $802
million for 1989, $704 million for 1980, and $713 million for 1891, In addition. minimum iong-term
commitments of approximately $1,607 million existed as of December 31, 1988, under fuel supply
contracts.
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SOUTHERN CALIFORNIA EDISON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE $—Commitments—(continued)
Long-Term Purchased Power and Transmission Contracts—

The Company has contracted 1o purchase portions of the generating output of certain facilities
and 10 purchase firm transmission service when appropriate. Athough there is no investment in
such faciiities. these coNtracts provide 1or minimum payments based, in part, on the debt service
requirements of the provider, whether or not the faciiity or transmission line s operable. None of
!hese POwWer CONracts Provide, Of are expected to Provide, more than 5% of current or estimated
future Operating capacity.

The cost of power and firm ranamission service obtained under these contracts, including
payments mace when & faciiity Or transmission line 18 Not operating, i Included in purchased power
and other operating expenses. respectively, in the consolidated statements of income. Purchased
power costs are generally recoverabie through the ECAC balancing account procedure Selected
infornation pertaining 1o these contracts on December 31, 1988, is summarized as follows.

Purchased
Power Service
1980-2017 1990-2016
4735627 6
§.54%- 100 0%
(In thousands)
§ 4Cat0 § 9038
18,054 6030
2.500 4520
2,500 4422
2.500 4267
568,376 80 118
$127197 $114.
P WREITIST

Purchased power costs were $121.5 million in 1988 $118.0 million in 1987, and §715.3 million in
1986. Transmission costs were $11.4 million in 1988, $11.2 million in 1987, and §12.0 million in 1986

NOTE 10—Contingencies

Nucinar insurance—

On August 22 1986, Congress amended the Price-Andirson Act, extending it util August 1
2002 1t increased —@ $7 8 Hillion from $700 manon-«the limit on public liability claims that could
arse from a nuciear incider! Participants in San Orotre and Palc Verde have purchased he
MAX/MLM Private primary iAsurance avallable. which currently s $200 million. The balance s 1C Le
covered by the industry s retrospective rating plan, using deferred premium charges. This secon-
dary level of financial protection is required by the Nuciear Regulatory Commission (NRC). The
maximum amount of the deferred premium that may be charged for each nuciear incident 16 $63
million per reactor, but not more than $10 million per reactor may be charged in any one year for
each incident. The Company could be required to pay 8 maximum of $183.6 million per nuciear
incident, on the basis of its ownership imerests in San Ot.ofre and “alo Verdge, but it would have 10
pay no more than $29.1 million per incident in any one year. Such amounts include a 5% surcharge
that would be applicable in the event that additional funds are needed 1o satisty public liability
claims, and are subject 10 adjustment for infiation.

Property damage insurance cc.ers losses up to $600 miilion at San Onofre and Palo Verde
Decontamination liability and property damage coverage in excess of the primary $500 milion layer
has also been purchased, exceeding NRC requiremunts. Insurance covering part of the acditional
expense of replacement power, which could result from an accident related nuciear unit outage s
also provided. Ater the first 21 weeks of such an outage, a8 maximum weekly ingemnity of §2.7
million for 3 single unit for 52 weeks begins. An additiona' $1.4 million per week is provided for the

18



SOUTHERN CALIFORNIA EDISON COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 10—Contingencies —(continued)

next 52 weeks. These policies are issued primarily by mutual Insurance companies owned by
utilities with nuciear ‘acilities. If losses at any nuciear facility covered by the arrangement were to
exceed the accumulated funds availlable for these insurance programs, the Company could be
28508860 rerOSpective premium adjustments of up to $54.0 million per year. Insurance premiums
are charged to OpPerating expenses.

Antrust Litigaton—

In 1978, five resale customers fied & suit in fed:ral district court, alleging violation of antitrust
laws. The complaint seeks monetary damages. a trebling of such damages. and certain injunctive
relief. The complaint alleges that the Company engaged in anticompetitive behavior by charging
more for electricity it sOld 10 resaie customers than it charged certain classes of retall customers.
alleges that the Company acted alone and in concert with other utilities to
or resgie customers from obtaining bulk power supplies from other sources to
Or replace the resale customers purchases from the Company. The plaintifts estimate that
thelr actual damages, before trebling, were approximately $99.5 million from February 1, 1978,
through December 31, 1985 The trial began on July 8, 1886, and concluded on 3eptember 26, 1986,
The Company filed findings of fact and conclusions of law with the court on November 21, 1986. A
decision 1§ pending.

In 1983, another resaie customer aiso filed a suit in federal district court, alleging violation of
certain antitrust laws. The customer alleges that it has been denied access o Iower-cost power and
was overcharged for power purchases as well as other operational and financial damages. On July
17, 1988, the Company received the customer s antitrust damage study alleging total damages of
approximately §135 million before trebling. A trial date of November 14, 1989, has been set.

The foregoing proceedings involve complex issues of law and fact. Although the Company s
unabie to predict the fing! outcome, it has categorically deniad the resale customers allegations.
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SOUTHERN CALIFORNIA EDISON COMPANY

Management's Discussion and Analysis of Results of Operations and Financial Condition
RESULTS U7 OPERATIONS

Eamv gs Summary

E¢ nings available for common stock in 1988 decreased $12.5 million or 1.8% compared to the
prior - ear. The decrease is primarily attributable to the recuction in the California Public Utilities
Com nission's (CPUC) authorized rate of return on common equity from 13.9% in 1887 to 12.78% in
1981 Jeveral items offset the negative impact of the CPUC's reduction in authorized return on
comi Yon equity, including the CPUC's approval of non-fuel expense levels that more accurately
reflect current operating costs, management's continued emphasis on cost containment and a
CPUC awerd for favorable coal-plant operating performance.

Operating Revenue and Sales

Approximately 98% of operating revenue represents retall sales that are subject to rate
regulation by the CPUC. The remaining revenue is from sales 10 wholesale customers, which are
reguiated by the Federal Energy Reguiatory Commission (FERC).

Operating revenue increased by $430.6 million, or 7.8%, over last year, reflecting a 3.5%
increase in kilowatt-nour sales. “he increase in revenue is attributable 1o a 3.9% increase in retail
sales volume that resulted from the addition of more than 114,000 new customers and the effect of
rate changes. Resale sales volume declined 5.4% due t0 the availability of alternative energy
SOUrces 10 resale customers. increases in operating revenue of 3.4% in 1987 and 2.6% in 1986
reflect, in addition to rate changes, & 5.1% retail sales volume increase in 1987 21 & 1.2% sales
volume deciine in 1986,

The tabte below presents the changes in major components of operating revenue which
contributed o the overall variation from prior years.
Incresse anum
From Years

December 31,
1980 1987 1986

(in Miitions)

Operating Revenue— Saies

Base rawe changes . ... i heiartde et 6648 § 65 §$ 618
Balanci g a0ooUNt a8 ChANQeS .. . ... : Peu R N ] 02 s
Seles volume changes-Retall ... . o PRS- O AL 2002 2566 a3
Sales volume chenges—Resale .. .. ... . PR A U1y - SR g Loy 6 (083 (172
B o siliccassiammiiniiionen s e S st SRS - SRR TR
=i e ——g B

Rate changes that became effective January 1, 1989, are projected to increase revenue by §77.7
million, or 1.3%. The CPUC approved an attrition increase of $116.4 million to recognize increases in
nontuel expenses and to increase the Company s authorized rate of return on common equity 10 13.0%
from 12.75%. In separate proceedings, the CPUC authorized a $77.1-million rate decrease after the
Company compieted full recovery of uranium contract settiement payments and granted a $38 4 million
rate increase for addiional plant investment in the San Onofre Nuclear Generating Station.

Operating Expenses
Operating expenses for 1988 increased by $343 9 million, or 7 5%, over 1987, compared with
increases of $191.0 million, or 4.4% in 1987, and $173 8 million, or 4.1% in 1986, Fuel expense
declined $119.0 million, or 10.9% in 1988, compared with an increase of $226.6 million in 1987, and a
decrease of $812.4 million in 1986. The reduction in fuel expense for 1988 is the result of increased
nuciear generation which displaced higher cost natural gas generation. The Company operated
higher cost non-nuciear fuel-burning power plants less because of an increase in mandatory
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purchuses of power from nonutiiity producers &t CPUC-mandated rates that exceeced rates for
ecoNOMy purchases. Purchasad power expense increased by $454 .2 million, or 58 2% over 1987
The effect on earnings of fuel and purchased power cost NUCIUBNONS 18 MiINIMized by regulatory
adjustment mechanisms established by the CPUC and the FERC

Provisions for reguiatory adjustment clauses for 1388 reflect net overcollections of $240.7
milion. The overcollections are atributable 10 growth in kilowatt-hour sales; CPUC-authorzed
recovery of previously deferred energy costs through the Energy Cost Adjustment Clause; and
¢ “2a,0n of deferredt costs under an adjustme. ! clause that was established to recover costs of
M. . SyStOm agditions.

System growth, including the addition of the Baisam Meadow MHydro Praject, which commenced
commercial operetion in December 1987, and Paio Verde Nuciear Generating Station (Palo Verde)
Unit 3. which was placed into commaercial opsration in January 1988, contributed significantly to the
ncrease of $20 5 million in other operating expenses.

Depreciation and decommissioning expense increased during 1988 by $84 2 million of which $84 8
million is attributed to nigher levels of deCOMMISSIONING expense ¢ uthorized by the CPUC. The remain-
der of the iIncrease results from increased depreciation: due to system grow:h, as described above.

Taxes on operating income for 1988 decreased $143.3 million. compared 1o 1987 resulting
primarily from lower corporate tax rates instituted by the Tax Reform Act of 1986. However, the
lower tax rates were offset by reduced electricity rates for customers and, therefore, had little or no
eftect on net income.

Other income and income Deductions

Utilities capitalize an allowance for funas used during construction (AFUDC) which represents
the cost of debt and equity capital used to finance construction of plant additions. Completion of the
Baisam Meadow Hydrc Project and Palo Verde Unit 3 contributed significantly to a $86 3 million
decline in AFUDC compared to 1987 AFUDC has declined stecdily over the past three years, as the
construction of major projects has been completed and the facilities placed Intd service.

The $20.7 million increase in 1988 interest income over 1987, resulted from higher interest rates on
invested cash and increases in the average amounts of cash investments and regulatory-asset
balances.

Significant Accounting Changes

In accordance witt changes in accour ling standaids for rate-regulated enterprises, in the first
Quarter of 1988 the Company recorced a noncash write-of against .ncome of approximately $183
million, vt of related incorme tax effects, for disallowad costs on its investment in nuciear facilities.
As permitted by the new acccun.ing standard, the Company adopted these changes by restating the
financial results for 1986, the period in which the write-offs would have been recorded had the
present accounting rules been in effect.

As discussed further in Note 5 of the Notes to Consolidated Financial Statements, major balance
sheet adjustments will be recorded in accordance with new INCome tax accounting requirements that
become effective in 1990. These changes are not expected to significantly affect future earnings.

FINANCIAL CONDITION

Liquidity and Capital Resources
The Company's liquidity 1s affectec primarily by construction expenditures and by capital
requirements relating to debt and capital stock maturities. The capital resources available to meet
these requirements include internal cash generation and external financings.

The majority of the Company s capital requirements continue to be met by cash generated through
operations. For 1988, nearly 75% of cash requirements were internally generated, compared with
approximately 89% in 1987 and 97% in 1986. The decline in 1988 is attributed to a 24.1% reduction in
cash from operations net of a 9.4% decrease in cash requirements. Cash flow and liquidity for 1988
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were unfs orably affected by revenue Jeferred 1o future years under the Paio Verde Rate Phase-in
Plan, wrilch will Increase through 1990, and decline in subsequent years. Additional tems impacting
cash low untavorably are INCreased iNCOMe tax payments resulting from the Tax Reform Act of 1986,
and contributions of more than $167 million 1o NUCIear GECOMMISSIONING trusts related to 1988 and
cenain prior vears. A gecline in construction expenditures and the recovery of balancing account
undercollections partially offset these acverse factors.

The Company raised $622.7 million through long-term debt issuances during 1988, primarily to
finance the redemption of more costly debt, repay bond maturities, and to meet sinking fund require-
1ents. Market conditions and other factors, Including limitations Imposed by the Company s Artcles of
Incorporation and Trust indenture, influence external financings. As of December 31, 1988, the Com-
pany could issue approximately $3.8 billion of agditional first and refunding mortgage bonas of apProxi-
mﬂ.ruuondprmmm«mmwmmmmmww
Articies of Incorparation.

in conformity with CPUC-ratemaking procedures, short-term borrowings are utilized primarily 10
finance fuel-oil inventory, reguiatory balancing account undercoliections, and nuciear fuel. The
principal and interest ralated 10 these special PUrpOse Short-term bOrrowings are recovered through
reguiatory balancing-account mechanisms. Note 4 of 'Notes to Consolidated Financial Statements
discusses available lines of credit and related short-term DOrOWINGS.

Capitai Requirements
The Company s primary capital requirements consist of expenditures uider its construction
and debt and capital Stock maturities. It s anticipated that the majority of these capital

requirements will be financed through internally generated cash with supplemental financing through
the issuance of long-term Oebt.

The foliowing tabie presents the Company s projected capital requirements for calendar years
1989 through 1993
i~ T 1990 1991 1982 1982

(in Mlions)
CONSruUction SxXpeNARUIes ... ... $8025 $70385 $7129  §760 86942
Maturities of long-term debt ... . . ; 1230 1829 1747 1921 2125
ROcemplons of Preterred SIO0K ... e 1y 117 1.7 117 123
COpitEl "OQUINGMBNLE ... . FOAT4 $BBAY  $8900 $PEIP §9°60
= 3 —T==< === =
Capital Structure
The Company s capital structure as of December 31, 1988 is reflected in the tabe below:
OBIIIBR BRI ceccosnonios aoosassarisrasastssasssonsassnr srossmisasssssissassessomsiviscissssorsss  SELIW
DRUIBITRE MU <. e ooons isuscinnessrintossssionnrvmmemsammeniass SOARAHIERISSECIRREASLATREINNLS 58
LONGABIM BBBR ... .cocvrrermusessnsessmressrsess sassssssmssrssssnsassssass sssssssssasssssssssssssss 503
R I SRR £ Sty ST SR D 100.0%
———r
Proposed Merger

As discussed in Note 1 of Notes 1o Consolidated Financial Statements, on November 30, 1988,
SCEcorp. the Company, and San Diego Gas & Electric Company (SDGAE) executed an agreement
to merge SDGAE into the Company. Under the terms of the merger agreement, SCEcorp will
exchange 1.3 shares of its newly issued common stock for each SDGAE common share. SDGAE
preferred and preference stock will be exchanged for SCEcorp preferred and preference stock with
similar provisions, except that dividends on each series will be increased between 2.5% and 20.0%.

The merger is subject to the approval of shareholders and varous regulatory agencies. including
the CPUC and the FERC. The Company is working to complete the approval process in early 1990,



SOUTHERN CALIFORNIA EDISON COMPANY

Quarterty Financial Date
(In millions)
"
Fist " Second Fourth o
DRI TRPUIID cccovcscesiuistunersmsersanisrsrnssasssstssonsonses $1.306 $1.3156 $1876 $1437 §59033
OPOrEUNG INCOM ......oovviniiiimiinninsommserssesmsresrarseens 186 210 433 184 1013
D AT ettt eotstusecoinosbansunosstothionsemvtemmeetestaststsnides 120 141 363 107 73
Eamings Available for Common Stook ... 108 130 351 96 685
Common Dividends Decared ..., 130 136 136 221 622
e
Frsl " Second s Pouh  Towl
OPOrating ROVONUS ... $1206 §1333 §1401 $1392 $5502
OPOrEtIng INCOM® ..........ovuimirmrimriiimnmnmiinsasmsimminsonsesns 209 245 248 224 926
IR OO st i e b vae ks e O S48 Sttt 166" 194 216 173 747
Eamings Avallable for Common Stock ..................... 163 181 202 161 607
Common Divicends Declared ...t 124 129 130 130 §13

A T

10 1987 are primarily the result of & December 1887 CPUC rate decision which orgersd the

1 DIS (87Q8 CUBIOMErs. CONCENTTRNING & IArGE DETCENIAgE Of these CUSIOMErs ANNuE! SHArGes

** includes $68 million resulting hom an socounting change (See Note 2 of Notes 10 Consolidated Financial Statements )
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RESPONSIBILITY FOR FINANCIAL REPORTING

The management of Southern California Edison Company (the Company) i responsible for
preparing the accompanying consolidated financial statements. The statements were prepared in
accordance wit ) @nerally acCeptec accounting principies and include amounts based on manage-
ment's estimates and juogments. Management aiso is responsible for the accuracy of all other
information in the arnual report, inciuding its consistency with the financial statements.

The Company s consolidated financial statements have been audited in acCOrdance with gener-
mmmmwAmwmuu..aMofmumw
countants. which has expressed its opinion regarding the fairness of these consolidated financial
statements in the accompanying report.

Thie managament of the Coinpany maintains systems of internal control that provide reasonabie
assurance that assets are sufeguarded. transactions are properly executed in accordance with
menagement's authorization, and AccOUNting records may ba relied upon for the preparation of
financial statements and other financial information. The design of iInternal control systems invoives
management's judgment concerning the relative cost and expected benefits of specific control
measures. These systems are augmented by internal audit programs through which the adequacy
and effectiveness of internal controls, policies and procedures are evaluated and reported to
management. In addition, Arthur Andersen & Co., as part of its audit of the Company s consolidated
financial statements. evaluate the internal control structure to determine the nature. timing and
extent of its audit tests. Management believes the Company s systems of internal control are
acequate to accomplish the objectives Jiscussed herein.

The Audit Committee of the Board of Directors, composed entirely of nonempioyee Jirectors,
meets periodically with the independent public accountants, internal auditors ana management. This
committee, which recommends to the Board of Diractors the annual appointment of the independent
public accountants, also considers the audit scope and nature of Other Servichs proviged, aiscusses
the adequacy of internal controls, reviews financial reporting 1ssues and is adviser of management s
actions regarding these matters. Both *he indepencent public accountants and internc auditors
have unrestricted access 10 the Audit Committee.

Maragement a.so is responsible for fostering a climate in which the Company s cffairs are
conducted in accordance with the highest standards of personal and corporate conduct. This high
ethice! standard (s reflected in the Company s Standards of Conduct, which are distributed perodi-
cally to all emplovees of the Company. The Standards of Conduct addrese, among other things,
complying with all laws and regulations applicable to the Company s business, avoiding potential
cunflicts of interests, and maintair.ng the confidentiality of proprietary information. The management
uf the Conipany maintaing programs to assess compliance with these standards.

«
Jonn E. BRYSON HOWARD P. ALLEN
Executive Vice President and Chairman of the Board,
Chief Financial Officer President and

Chief Executive QOfficer

February 6, 1989
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Sharehoiders ana the Board of Directors,
Southern California Edison Company

We have audited the accompanying consolidated balance sheets and statements of capitalize-
tion of Southern California Edison Company (& California corporation hereinater referrec to as the
“Company ') and its subsidiaries as of December 31, 1988 and 1987 and the related consolidated
statements of come, common shareholder v equity and cash flows for each of the three years in
the period endec December 31, 1988. These “inancial statements are the responsibility of the
Company s management. Our responsibility 1§ to express an opinion on these financial statements
besed on our auaits.

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

In our opinion, the financial statements refer "ed to above present fairly, in all material respects.
the financial position of the Company and its subsidiaries as of December 31, 1988 and 1987, and
the results of their operations and their cash flows for each of the three years in the period ended
December 31, 19R8, in conformity with generally accepted accounting principles.

As discussad in MNotes 1 and 2 10 the accompanying financial statements, the Company has
given refroactive efect to the July 1, 1988 corporate restructuring which established it as e
subsidiary of SCEcorp anc¢ to its change in the method of accounting ‘or its majority-owned
subsidiaries. Aiso. as Jiscussed in MNotes 2 and 3 w the financial statements, tha Company changed
its method of accounting for unbilled revenues as of January 1, 1937 and, effect've January 1, 1988,
has r-troactively changed its methad of accounting for disallowances of plant costs.

At Adiie e C

ARTHUR ANDERSEN & CO.

Los Angeies, Caifornia
February 6, 1989
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SOUTHERN CALIFORNIA EDISON COMPANY
SELECTED FINANCIAL AND OPERAT'ONAL DATA 1984-1988

W n,
1 1 N1

90 1904
(In thousanas)
Summary of Operstions
Total Operating revenue $ 5032008 § 5502200 § 5378657 § 5181830 § 4809162
Totsl Operating expenses 4,020,100 4576189 4 388168 4211368 3882 527
Fuel arg DUChased DOwe! expenses 2,207,004 1872572 1.641180 2,383 497 2.084 941
INGOMS XSS ...l 412,108 655 432 687 520 714.726 630 878
AROwance 'or eQuity and LOTOwWSa funds
UBed QUrng CONBITUONION. ... 30.008 116,352 198,222 167 684 194 787
Tota imeres! axpense - net S50 459,008 4«87 376 498 097 630 %22
Nt INCOME.............c. 791,508 747 263 6567 682 768,811 732 426
Earmings svaliabie for cOmmon SO ... 604 400 097 100 503 190 664 113 656 386
Financial rate Of return on cOMMON equity’ 1400 16.32% 1.07% 15.09% 16.50%
Agtemaking rate of return on coMmMON
equity — earned 12.20% MI™ 12 42% 13.22% 14.24%
Ratemaking rate of return on common
SQUItY ~ BUINONZOO .. 12.76% 13.80% 14 60% 16.00% 16.00%
Ratio of earmings 1o fixed charges LR 1% 3.30 376 338
Balance Sheet Date
YO BBBIAD® .o conessusonisnnemssssomssnunnsnnse shosanadniss $12.000.000 $13726.206 $10438617  §13.082 936 $11.906 508
16030700 16246467 165370130 14541307 10382808
452050 3,993,468 3668071 ERIVRTE 2 763 6561
20.0% 24 6% 28.1% 21.7% 20.7%
S ASBE002 § 4541826 § 4438688 § 445000 § 4266788
360,768 96° 258 361 654 EUHE Y 483.243
239,037 27/ 558 260,048 WS4 422 2906
§,512,687 4915632 5,078,478 5176617 4722079
£3.9% 45.0% 43.6% 42 4% 43.1%
36 36 36 44 a7
23 27 29 33 43
80.3% a8 7% a9 9% 49 4% 47 %
15,987 14778 14,508 14,587 16189
Area generating capacity at peak (MW) .. 180,683 8.2ue 18,300 17.77¢ 17,364
Total energy requirement (KWHY000) ... 76823080 74142513  TI208687 74756963 72431626
Percent enargy requirement
IO im0 61.9% 70.8% 55 6% 58 7% 54.1%
RAenewable/alternative (INCIUAING NyOro) 4.0 47 78 8.0 78
Purchased power ant other sources ... M1% 24 5% 36 5% 35.3% 38 4%
Kilowatt-nour sales (000) ... 67,006,761 65530481 64197405 64 084566  65.310.047
6.204 817 5 999 6,009 6,147
3,831,658 3,717,262 3580 414 3,490,325 3,400,182
16,660 17.086 17,583 17,182 16,844

'mwwmmo«tmmmmmwmmmmsam
“ Amounts for 1984 represent the unconsolidated financial date of the Company Pro: 10 restructuring
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COMPANY DIRECTORS
Howard P Alien

Roy A. Anderson
Norman Barker, Jr.

Warren Christopher
Camilla C. Frost

Walter B. Gerken

William R. Goulc

Joan C. Manley

Jack K, Morton"
Cail F. Hunisinger
Chuntes 0. Milier

4. J. Pirola
James M. Rosser
Henry T. Segerstrom

E. L. Shannon, Jr.
Robert M. Smith

Edward Zapanta

* Will not stand for re-election in 1989

Chairman of the Board, President and Chie! Executive
Officer, SCEcorp and the Company

Chairman Emeritus, Lockheed Corporation, Burbank,
Califorria

Chairman of the Boara, Pacific Amencan Income Shares,
inc., Los Angeles, California

Chairman. O'Melveny & Myers. Los Angeles, Califorria

Chairman of the Executive Committee. Los Angeles County
Museum of Art, Los Angeles, Califorria

Chairman of the Executive Committee. Pacific Mutual Life
Insurance Company, Newport Beach, California

Chairman Emeritus and Consultant to the Company (Retired
Chairman of the Board ang Chie! Executive Oficer of the

Company). Long Beach, California

General Pariner and Manager. Miramonte Vineyarcs,
Temecula, Calforria

Chairman of thy Executive Committes, SCEcorp anc e
Company. and Conaultani to the Company (1etired Chair
man of the Board ane Chis! Exe w8 Officer of the Com-
pany). Los Arigmies, Ceitorn.a

Gere s/ Partr g, (W € Limite Partoership, Lie. (Agrnautural
Manggorwent, (yai, Califona

Chawrvar. o1 whe Boa .y and “hie! Executive Cficer, Avery
lnpsmationa! Corporetion (Manutacturer of Se'f-Agresive
Praducts), Pasadena, Califonia

Cheirmar of the Board and Chie! Executive Oficer, First
Intarstats Bancorp, Los Angeles, Californis

Presicdent, California State University, Los Angeles, Los
Angeles, California

Managing Partner, C. J. Segerstrom & Sons (Real Estate
Development), Costa Mesa, California

President, Chiof Executive Officer and Directar, Santa Fe
International Corporation (Ol Service, Engineering, Petro-
leum Exploration and Production), Alhambra, California

President and Chie! Executive Officer, Security Pacific
National Bank, and Vice Chairman of the Board, Security
Pacific Corporation, Los Angeles, Canlornia

Physician and Neurosurgeon, Monterey Park and East Los
Angeles, California
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COMPANY EXECUTIVE OFFICERS
Howard P. Allen

David J. Fogarty
John E. Bryson
Michael R. Peevey
P. L. Martin

L T. Papay
Kenneth P. Baskin
Glenn J. Bjorkiund
R. H. Bridenbecker
Joha R. Bury*
Richard K. Bushey
Robert Dietch
John R. Fisigr
Charles 6. MeCeity J1.
Michae. L: Noe!
Harn.d 3. ey
Jonniter WYoran

Chairman of the Board, President and Chie! Executive
Ofticer

Executive Vice President

Sxecutive Vice President ang Chief Financial Oficer
Execunve Vice President

Senior Vice President

Senior Vice Presicent

Vice Presicent. Nuclear Engineering, Safety and Licensing
Vice President, Power Supply

Vice Presioent. Customer Service

Vice Presioent anc General Counsel

Vice Presioent and Controlier

Vice Fresigant, Engineering. Planning and Rnsearch
vice Fresity, Information Sorvices

Vior Presicent ano Site Manager, £an Onofre Nuglear
(- onere :ng Stalion

Vire President any Treasure’
Vice Presicent, Fuel and Material Managament
Secietary of the Ccrporation

* Effective m}cn 1, 1989, Mr. Buiy has elected to retiye and David N. Barry Il will become Vie

Aresident and General Counsel.
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Stock Listing:

The Cumuiative Preferred Stock, 4.00% Senes, 4 24% Series. 4 32% Seres, 4 78% Series and
§.80% Seres, and the $100 Cumulative Preferred Stock, 7 58% Series. B.54% Series, 8 70% Series
and 8.56% Sernes are listed for trading on the American and Pacific Stock Exchanges. The issued
and outstanding common stock of the Company is wholly-owned by SCEcorp and as a result is not
isted for trading on any stock exchange.

Stock Transfer Agent: Registrar of Stock:

Southern California Edison Company Through December 31, 1988

P. O. Box 400 Los Angeles, California

Rosemead, California 81770 1.1

(800) 347 Eftective January 1, 1988
Southern California Edison Company
Secretary s Departmer-t
2244 Watut Grove A-onue
P. 0. Box 400

Rosemenc. Califorria €1770
(600) 347-8A28
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A New Corporate Structure

e M Vs~ A historic change for the corporation took place in 1988 with the formation of
SCEcorp, the parent holding company of Southern California Edison Company.
This new corporate structure, which went into etfect on July | following shareholder
approval, more clearly separates the regulated utility operations of Edison from the
operations of SCEcorp’s nonutility subsidiaries. With 1ts headquarters in Rosemead,
Califorr..a, SCEcorp is primarily an energy-services company whose subsidiaries have
combined assets of $14.9 billion.

SCEcorp’s principal subsidiary 1s Edison, a 102-year-old electric utility that serves
3.8 million customers in Central and Southern Califormia. More than 10 million
people live within its 50,000-square-mile service terrtory —one of the nation’s most
dynamic and prosperous regional economies.

The nonutility subsidiaries of SCEcorp that operate as The Mission Group are
engaged primarily in businesses related to the corporation’s expertise in the energy
industry. The Mission Group subsidiaries have projects in eight states, including
electric power generation, engineering and construction of electric facilities, real
estate development, and financial investments.

Under the new corporate structure, SCEcorp will continue a long tradition of

providing good service to customers and a competitive return to shareholders.
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SCEcorp Highlights

Fi re-year
con ypound
At nual
Increase gro vth

1988 1987 |decrease) e
For the year (000):
Revenue $6,252,719 $5,601 926 11.6% 7.0%
Net income $701,831 $738,531 3.2 43
Common stock dividends paid $530,409 $507 808 45 84
Weighted-average shares of common stock 218,332 218,014 0.1 19
At yearend:
Assets (000) $14,866,276 $14,350,664° 36 52
Liabilities (000) $8,010,685 $7.798,136 2.7 51
Common shareholders’ equaty (000) $5,004 848 $4,833,734* 48 0.0
Common shareholders 148,427 156,154 (4.9) (1.3)
tmployees 16,995 17,255 (1.5) 0.8
Per share:
Earnings $3.49 $3.39 29 23
Dividends $2.48 $2.38 42 55
Book value $23.18 $22.16* 46 4.3
Market price $32% $30'% 6.1 103
Financial ratios:
Rate of return on common equity 15.3% 15.5%*
Dividend payout 69.6% 68.7%
Dividend yield 7.7% 7.8%
Price-carnings 923 9.0
Total sharehoider return (price appreciation and dividends) 14.1% (3.1)%

* Reflects restatement for nuclear plant disullowance

Earnings Per Share (SCEcorp)

In dollars
349
326 3.39 §
an 3__|. 1 Nonutility
239
-
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* Reflects restatement for nuclear plant disollowmmce
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The Year at a Glance

» SCEcorp’s earnings per share of common st wk
increased 2.9% to a record high of $3.49 in 1988,

« The hoards of directors of SCEcorp and San Diego
Gas & Electric Company (SDG&E) approved an agree-
ment to merge SDG&E into Edison. The company 1s
working to complete the approval process tor the pro-
posed merger in early 1990, subject to the approval
of shareholders of the companies, the Calitormia Public
Utilities Commussion (CPUC), the Federal Energy Reg-
ulatory Commussion and other regulatory agencies.

« The board ot directors of SCEcorp raised the common-
stock annual dividend 4 2% in June to $2 48, the 13th
increase 1n the past 12 years

» The return to SCEcorp’s common sharcholders from
stock price appreciation and dividends was 14.1% n
1988. The annual return to sharcholders has averaged
more than 19% tor the past 5-year and 10-year penods,
exceeding the Dow Jones industnial and utility aver-
ages, as well as the S&P 500 index.

s SCEcorp’s net income rose to a record $761.8 million
and revenue to a fécord $6.3 hillion.

« The Mission Group of nonutility subsidiaries earned
net income of $77.8 million, or 35 cents per share, from
revenue of $333 1 million; nonutility earnings were
10.0% of SCEcorp’s total carnings.

Sources and Distribution of Revenue (SCEcorp)

Sources

in percent

M Commercial

30 Resrdential

I¥ Industral

K Public authornties

5 Other electric

5 Investment and other

» Southern California Edison, the utility subsidiary,
internally generated 100% of the tunds needed to meet
capital requirements, up trom 77% in 1987, and the
haghest level 1n more than 30 years.

« The utility's sales to retarl customers increased 3 9%
to 66 bilhon kilowatt-hours (kwh), total electric sales,
which include sales to municipal and utility custom-
ers, rose 3.6% to 68 bilhon kwh.

s The utihity recorded a net gain of 114,394 new custom-
ers, the third-largest annual increase in Edison’s
history.

» Edison customers set a record peak demand for eleetn-
city of 15,987 megawatts (MW) on September 6, 1985,
breaking the previous mark of 15,189 MW set in 1984

» The CPUC authonzed the recovery of $465 mullion in
tuel and purchased-power expenses, $116 million for
intlation and capital costs i an attrition allowance and
an increase in Edison’s authonzed return on common
equity from 12.75% to 13.0% tor 1989 The CPUC also
found that $295 million of Edison’s added investment
in San Onotre Naclear Generating Station Units 2
and 3, since they began operating commercially, was
reasonable

Edison achieved its cost-containment goals of reducing
capttal expenditures and limiting growth in operation
and maintenance expenses to below the annual rate

of intlation

Distribution

\ -\
\ 36 Fuel and purchased power

-
oy 24 Operation and maintenance
\

in percent

\

o LK Dividends and interest

? Taxes and other

L Depreciation and decommissioning

4 Reinvested carnings



Letter to Shareholders

Another Outstanding Year

Few years in the 102 year history of our company have
matched 1988 for major changes, major challenges, and
major achievements. It was a year of notable successes
1988 saw us achieve record carnings, $3 49 per com-
mon share compared with $3.39 1n 1987, and our 13th
dividend increase in the last 12 years. The return to our
common shareholders in 1988 from dividends and
stock-price appreciation was 14 1%, and has averaged
more than 19% annually for the last 10 years. We added

114,000 new customers to our electric system, the thard

largest increase ever in our service territory.

Merger Agreement with SDG&E

In late November, our board of directors and that of San
Diego Gas & Electric Company (SDG&E) approved a
definitive agrezment to merge SDG&E into our electnc
utility subsidiary, Southern California Edison Com:-
pany. Under terms of the agreement, each SDG&E
common share will be exchanged for 1.3 newly ssued
SCEcorp common sharew. Sxisting SDG&E preferred
issues will be exchanged for newly issued SCEcorp pre
terred shares. The merger requires approval of share
holders of both companies, as well as regulatory
approvals by the Calitorma Public Uulities Commus-
sion (CPUC), Federal Energy Regulatory Commussion
(FERC), and other regulatory agencies. We are working
to complete the approval process in early 1990

QOur merger proposal has received opposition in the
San Diego area, largely based on the issue of loss of a
hometown headquarters company. Our position 1s that
lower electric rates, better service, and increased com-
munity support are more important to consumers than
having a locally headquartered utility with hagher
electric rates. We plan to demonstrate the substantial
customer and community benefits tor San Diegans in
our regalatory proceedings, and are contident that
when the tacts are known, our merger will be accepted

Holding Company

As deseribed on Page |, SCEcorp came into existence
on July | as the parent holding company ot Southern
Calttornia Edison, our electric utility subsidiary, and
The Mission Group of nonutility businesses

Cost Containment

Although the San Diego merger was a major tocus in
1988, we also made internal changes necessary to
ensure that this enterprise will continue to be finan-
cially strong, cervice-onented and competitive in its
operations. We restructured the organization to increase
productivity and eliminate duplication and unneces-
sary expense. We reduced the number of officers,
managers, and administrative and field personnel
throughout the company, streamlining every depart-
ment. This retlects much attention, care, and ettective
hard work by Edison people and keeps us on track to
meet our five-year corporate goal to reduce Edison’s
1992 revenue requirements by $900 million trom a
business-as-usual level Growth ot Edison’s operating
and maintenance expenses for 1988 were under the rate
of inflation. Edison reduced employment by 426 posy-
tions, or 2.5%, through attrition and retirements, with
tew layotts,

Health-care costs have been increasing nationally tor
major corporations and for our company at about 20%
a year. To have a benetits program that would be more
responsive to employee needs, and yet help control
escalating health-care costs, we implemented a com-
prehensive new program that enables our employees to
match benefits with personal and tamaly necds

Quality Service

Qur Edison companywide quality service programs
tound Liter. "«y hundreds of ways to give better and
MOore responsive service to our customers. For example
we expanded surveys to determine customer needs,
reduced response times on telephone calls from cus-
tomers, created a more understandable customer bill,
changed clectne-circuit switching procedures to reduce
outages duning mamntenance work, and trained employ-
ees in better service, work techniques and practces

Nugclear Operations

By every measure, our San Onotre Nuclear Generating
Station had an excellent year The staton achieved rec
ord energy output, tight cost control, recognition trom
tederal regulators tor sate and protessional nuclear
operations, and a record 3.8-million work hours with-
out a lost-time ijury accident



Generating Resources, Purchased Power and Fuel

Qur nine ditferent energy production resources help
protect our customers from untoreseen changes in
world energy markets. Our coal, nuclear and oil- and
gas-fired plants remain our primary generating
resources. Our coal and nuclear plants achieved another
year of record production. Increases in the cost of nat-
ural gas and reduction in the reliability of its supply
are causing us to change our gas supply practices. We
are engaged in efforts to obtain more gas trom ditferent
sources. Our hydro producticn was down because ot
the secand year of drought conditions. Purchased
power in balanced amounts remains an important

and cost-etfective resource. Alternative and renewable
generation resources also remain important, but in
many cases are not cost-competitive today

Customer Seli-Generation

Through CPUC actions and our own efforts, we are
reducing the threat of large commercial and industnal
customers bypassinig the Edison system. This has been
a major company ettort, because if these lar e custom
ers leave the system, the remaining customers will be
required to pay higher rates to cover fixed costs

Mission Group

Earnings of The Mission Group, our nonutility busi-
nesases, contributed 35 cents per share, or 10% of
SCEcorp’s total carmings, up trom 5.6% in 1987, and an
increase oi 84% . The Mission Group subsidiaries -
Mission Energy, Mission Land, Mission Power Eng
neerning, and Mission First Financial —are an important
part ot our financial strength. They have exceeded our
expectations and are expected to grow in the tuture

Management

We have tewer othicers than any other maor electric
utility enteennise. Your company's top management
team consists of Executive Vice Presidents Dawvid |
Fogarty, John E. Bryvson, Michael R. Peevey and myselt
with ages ranging from 45 to 63, and disciplines ot
engineenng, law and economics. Cross-training i1s an
important part ot our management strategy. Edison
Senior Vice President Larry T Papay moved trom

Power Supply to a new position overseeing Nuclear

<

Operations. Edison Viee President Glenn | Bjorklund
moved from System Planning and Research 1o Power
Supply, and Edison Vice President Robert Dietch took
on Mr. Biorklund’s tormer responsibilities in addition
to his position as vice president of Engineering and
Construction

In December, the board of directors elected two new
otficers. Ettective January 1, 1989, John R Fielder
became Vice President- Intormation Services of South-
ern Calitornia Edison. Effective March 1, 1989, David
N. Barry [l becomes Vice President and General
Counsel ot SCEcorp and Southern California Edison,
succeeding John R. Bury, who retires after 35 years of
dedicated service

At our annual meeting in April we will mark the
retirement trom our board »t directors of Jack K. Hor
ton, who provided our company with wise leadership
and counsel as President beginning in 1959, as Chaur-
man beginning 1in 1968, and as Chairman ot the Execu-
tive Commuttee since 1980 He has been a fniend and
an inspiration to all ot us, and we will miss him

1988 war a good year for our company. Much still has
to bz done. With the wise counsel and policy direction
of our board ot directors, the leadership of an extra-
ordinarily able team ot otficers and managers, and the
outstanding ettorts of all our employees, we will meet
19895 challenges. On behalf ot sharcholders, | thank
our people for their dedication and hard work in 1988
| look torward to leading them again thas year

»
Howard P Allen
Chairman, President and
Chief Executive Utficer

February 21, 1989
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Operations Review: Southern California Edison Company

Southern California Edison Company, the utility sub-
sidiary of SCEcorp, provided more electnicity to more
customers during 1988 than ever betore in its 102-year
history. The company also strengthened its commat-
ment to quality service while rigorously controlling
costs. Its success in serving customers and providing
shareholders with a competitive return reflected the
eftective hard work and dedication of its 16,660

employees.

T e —— o g,
Growth in Service Territory

Edisor serves more than 3.8 million customers in a
50,000-square-mile service terntory that covers much
of Central and Southern California. With headquarters

in Rosemead, Calitornia, Edison 1s a regulated, investor-

owned utility providing electric service to one of
the nation’s most robust and prosperous regional
economies.

The company had a net gain of 114,394 new custom-
ers in 1988, the third-highest increase in its history.
Residential customers represented about 87% of the
total growth. In the next five vears, Edison projects
growth of approxtmately 450,000 customers

The increase in customers was the primary reason
for a 3.9% nise in retail electric sales—to 66 0 hillion
kilowatt-hours (kwh) trom 63.5 billion kwh in 1987,
Edison’s total electric sales in 1988, including sales to
other utilities and municipalities, rose 3 6% —to 67.9
billion kwh trom 65.5 billion kwh in 1987

New Customers (Utility!
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During an extended heat wave, customers’ demand
tor electricity rose to a record peak of 15,987 mega-
watts (MW on September 6, breaking the previous
mark of 15,189 MW set in 1984 The primary reason
for this record was the heavy use of air condition-
ing, as residential customers sought reliet trom the
fourth consecutive day of 100-degree-plus temperatures.

TR
Focus on Large Customers

For several years, the company has faced the possibility
that some large commercial and industrial customers
would leave its system and generate their own electric
ity. This problem essentially results trom earlier state
and tederal regulatory and legislative decisions that had
distorted electricity pricing since the late 1970s. But
with support trom the Calitormia Public Utilities Com-
mission (CPUC), Edison has made substantial strides
in 1988 toward stemming the potential loss of these
large customers.

The electricity price structure, which the current
CPUC s reforming, has subsidized residential custom-
ers at the expense of many commercial and industrial
customers. Consequently, many large customers have
pard significantly more than what 1t costs Edison to
serve them, and 1n some cases more than it would cost
them to generate their own clectricity. If these large
customers leave the Edison system, the result would be
fixed costs spread over a smaller customer base,

Peak Demand and
Reserve Margin (Utility!

In thousands of megawatts
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Customers

This major industrial customer deferred
installation of a 3. 1-megawatt generating unit
at its plastics manctacturing tacility in Tor-
rance, Califormia. The customer qualified tor a
lower electric rate, negotiated by Edison and
approved by the Calitornia Public Utilities
Commission (CPUC). As a result, the utility

will continue serving th's large industrial

customer that otherwise would have left the utility’s eleceric system

In addition, Edison has sought lower electric bills for industrial and commercial

customers by changing an overall rate structure that has subsidized residential cus-

tomers since the 1970s. A new rate structure for all customers, approved by the CPUC,

. went into effect on January 1, 1988, iollowing Edison’s request to bring rates more in

=line with its actual costs of service to ditferent classes ot customers

rurthermore, the company provides a variety of energy-related services to its 200

largest customers. Highly trained account representatives serve as a single point of

contact in promptly meeting all of their energy needs and advising them on ways to

Cut costs. @

A major industnal customer

plastics operations in Torrance

1

Iwi

took advantage of Edison’s lower rates and specialized services at it

Edison emplovees (above) advise a representative of the company






increasing electricity prices to remaining customers —
particularly residential customers.

A ¢ amber of actions taken by Ed‘son and the CPUC
have baiped correct this problem. In respense to Edi-
son's requect in its 1988 general rate case, the CPUC
has begun 10 establish cost-based rates that more
closely refiect the actual costs of serving each cus-
tomer class. On January |, 1988, the commission
increased ve cdential rates an average of 4 9% and
decreased rates for large commercial and industrial
customers an average of 4 7% The CPUC also has
given Edison more tlexibility in negotiating special
rates and services for large customers who are planning
to generate their own electrieity.

Edison’s 200 largest customers represent 20% of 1ts
revenues. Because of their importance, the company
has established a highly trained group of professionals
who serve as single points ot contact for cach of these
large customers

As a result of these etforts, large commercial and
industrial customers in 198K deterred or cancelled more
than 200 proposed generating projects, representing
325 MW. It these self-generation projects had been
built, Edison’s sales would have fallen about 2.4 billion
kwh, the equivalent of approximately $185 million in
annual revenue, and rates tor the remaining customers
would have increased.

This 1s an example of how past public policy deci-
sions, which were made with good intentions, can be
harmtul to the public interest if not reviewed and
revised on 4 tumely basis

SO >4 a

Emphasis on Cost Control nd Productivity

In 1988, the company continued i1ts major etfort to
reduce costs and increase productivity without sacrific:
ing highi-quality service to customers. These strong
cost-containment etforts are necessary to ensure that
Edison remains financially strong and competitive in
today’s business environment

Under its Hve-year cost-containment plan begun in
1987, the company is committed to reduce by $900 mil-
lion 1ts projected revenue requiretiients from customers
by 1992, Edison achieved 1ts cost-containment goals in
1988 by reducing planned-construction cxpenses, low:
ering inventory requirements, and tightly controlling
increases in operations and maintenance expenditures
below the annual rate of intlation

A good example of Edison’s etforts to reduce and
control costs was the complete revision of 1ts
health care program. These costs, like those of other

major corporations nationwide, have been rising at
more than 20% annually since 1980 in response,
Edison developed an innovative and comprehensive
flexible-bencfits program, called SCEflex, which gives
employees the ability to choose the benefits that best
suit their personal and family needs. At the same tume,
it allows Edison and emplovees to better control bene-
fits and heslth-care costs. In general, the savings result
from more favorable rates negotniated with doctors wnd
hospitals, a new system of managed care that reduces
the number of unnecessary medical procedures and a
totally new benefits and health-care plan. In all, SCE
flex will continue to provide Edison employees with
one of the best benefit and health-care programs in the
nation, while also achieving substantial savings and
cost control in this high-cost area.

In another major effort to streamline operations and
control costs dunng the year, Edison began consolidat-
ing 1ts telephone and customer-accounting centers
trom four locations to two. This was possible because
of the interconnect.on of the relephone centers, which
handle more than 6 million calls annually. As a result,
all Edison representatives can now answer calls trom
customers ressding anywhere in the 50,000-square-mile
service terntory. The consolidation will result in more
cificient use of personnel, as well as save about §7
million in capital expenditures and $1.3 million an-

nually in operating costs. To achieve this consolidation,

Edison made a special ettort to minimize hardship on
employees by offering thein similar positions at the
two remaining centers and by providing other job
opportunities.

In 1988, the company continued to restructure and
streamline a number of departments, and to increase
the ctficiency of its work torce. Total employment tor
Edison at year-end dropped 426 to 16,660 According to

the most recently avanlable data on the ratio of custom-

ers to employees, Edison ranks first among the nation’s
15 largest electne unlities in productivity

Commitment to Quality Service

Quality servace has been the toundation of Fdison's
management phalosophy throughout its history < but
never more so than today. Since its carly davs, the com
pany’s motto has been, “Good Service, Square Dealing
Courteous Treaument ” Durning 1985, Edison emplovees
again demonstrated this commitment —both at field
locations and in offices throughout the service
terntory.
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When severe wind and rainstorms struck in january,
February, and December, Edison emergency crews and
other personnel mobilized quickly and worked around
the clock to restore service to more than 1% million
cttected customers. During the ex:mded heat wave in
carly September, when temperatures soared to 110
degrees and demand for electricity reached new rec-
ords, more than 1,300 employvees worked an additional
52 000 hours to replace damaged transformers and
make other repairs, and resture electric service.

Employees in departments throughout Edison also
developed innovative programs to improve customer
service. As an example, quality-service teams in many
departments helped coordinate procedures to ensure
more rapid and etficient responses to customers. To
measure the level of customer satistaction, and respond
better to their seeds, Edison actively sought more teed-
back from customers through surveys and interviews.
The company also expanded programs that recognize
and reward managers and employees whose suggestions
increase productivity, lower costs, or provide better
service

Among other important steps taken to enhance gual-
ity service in 1988 were: .

o Introduction of a new customer bill that presents
more information in a simpler, clearer way;

¢ Installation of a new telecommunications cir-uit-
switching system between voice and data networks,
which has increased employee productivity, reduced
costs and improved customer service;

© Support for the sixth consecutive year in paying the
winter electric bills of 8,800 low-income, elderly and
disabled customers through Edison’s Winter Energy
Assistance Fund and generous voluntary contributions
from customers;

® Notitying customers of a 24-hour telephone service
to respond to their requests, such as starting or stop-
ping service, answering questions on billing and report-
Ing electric outages,

® Assistance to nearly 46,000 low-income and needy
customers by providing various energy-management
services, including bilingual help and free installation
ot energy-efficient equipment,

¢ Implementation ot a good-neighbor program under
which customer-contact personnel reter elderly cus-
tomers who need assistance —such as medical care,
meals and transportation —to various community
agencies;

¢ [ntroduction ot a toll-tree telephone number tor
shareholders, which has provided faster and more con-
venient service; and

¢ Expansion of service to a rapidly growing number of
non English-speaking customers through community
programs, as well as toll-tree telophone service by Edi-
son representatives who are fluent in Spanish, Chinese,
Vietnamese and Cambodian

Diversity in Generating Resources

The company bistorically has sought diverse generat-
ing resources to provide customers with reliable elec-
tric service at reasonable cost. Using nine ditterent
resources, more than any other utility in the world,
Edison has great tlexibility in adiusting to untoreseen
changes in world energy markets.

Nuclear Plants  Edison’s nuclear power plants in
Southern California and Anzona had another excellent
yea:, generating more than 21% of customers’ electric-
ity needs, up trom 20% in 1987. The output reflects
the strong operating performance of the San Onotre
Nuclear Generating Station and the first tull year of
operation for all three units at the Palo Verde Nuclear
Generating Station in Anizona.

Edison’s three nuclear units at the San Onotre plant
generated more than 16% of the electricity needed to
serve Edison customers (n 1988, Their output saved
customers the cost of about 21 miliion barrels ot oil or
the equivalent in natural gas, resulting 1n tuel savings
of about $275 million. Edison manages and operates
the three San Onofre units, owning 80% of the 450-
MW Unit | and 75% of Uniuts 2 and 3, which have a
combined capacity of 2,200 MW.

On average, the three units at San Onotre produced
74% of their capacity tor the year, exceeding the
national average tor nuclear plants. Unit |, which com-
menced commercial operation in 1968, was out ot
service tor more than six months in 98K to. retueling
and completion of electrical modifications required by
the tederal Nuclear Regulatory Commussion (NRC)
Unit 2 operated at 95% of 1ts capacity for the year, and
was the third-highest producer of electncity among the
nation’s 109 nuclear units. Unit 3 operated at 66% of
capacity, and completed its third retueling during 1988,

In 1988, the litfetime generation ot San Onotre plant
exceeded 100 billion kwh of electric generation, saving
customers the cost of more than 160 milhon barrels ot
ol or the equivalent in natural gas

Edison has been given high marks tor the sate and
professional operation of the San Onofre units by the
NRC and the Institute ot Nuclear Power Operations



Pocus . Edison dedicated the Balsam Meadow hydro-

electric tacility in June, making it the newest

Expansion of

and largest addition to the Big Creck system
Hydroelectric

in the Sierra Nevada, The company designed
Resources

and managed the $277 mullion project, which
was butlt by blasting four miles of tunnels

through solid granite to connect Huntington

and Shaver Lakes. The 207-megawatt power
station is 1,000 feet below ground in a huge excavated cavern and was named in
honor of John S. Eastwood, the visionary engineer who onginally concetved the Big
Creek hydroelectric system in the late 1800s
Edison commemorated Big Creei’s 75 years of continuous operation in October
This immense hydroelectric complex now consists of six major lakes, 16 tunnels
“extending a total of 48 miles, and nine powerhouses with 24 generating units. Big
Creek is an important source of reliable, low-cost power tor Edison, representing
1,000 megawatts of capacity, or enough power to serve 500,000 people
By using computers and fiber optics communications, Edison was able to reduce
costs and increase etficiency in operating all ot Big Creck’s generating units trom a

single control center @

Maintenance workers (right) inspect generator at the lohn Eastwomd powerhouse of the Balsam Meadow

00 teet underground in the Sierra Nevada Two employer wove measure the deptt

hydro tacility, built

of the torebay above the hydro tacility
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The company also owns a 15.8% interest in the Palo
Verde Nuclear Generating Station near Phoenix, Ari-
zona, whose three |,221-MW units comprise the largest
nuclear plant in the country. These units, managed by
Arizona Public Service Compan;, went into comrer-
cial operation: on February 1, 1986, September 19, 1986,
and January 20, 1988, respectively.

Total generation trom the three Palo Verde units was
the highest among all nuclear plants in the United
States. In addition, Unit 3 had the highest production
nationwide for an individual nuclear unit. Palo Verde
Units |, 2 and 3 operated at capacity factors of 62%,
63% and 95%, respectively. Both Units | and 2 com-
pleted their first refueling outages in 1988, Unit 3 will
have its first retueling in 1989

Fossil-Fuel Power Plants The company'’s 54 o1l and
natural gas units, with 10,000 MW of capacity, provided
26% of customers’ electric needs in 1988, The two
coal-fired plants located outside California produced an
additional 15% . Edison operates and owns 56% ot the
Mohave Generating Station in Nevada and owns 48%
of the Four Corners Generating Station’s Units 4 and 5
in New Mexico. The Mahave planc operated at 73% ot
i1ts maximum capacity and Four Corners at 80% —new
production records for both plants. Edison was awarded
$7.9 million in 1988 under the CPUC's coal-plant
incentive program. Though the CPUC suspended this
program in July, it requested Edison to develop and
recommend an alternative incentive plan in 1989

Generation Mix Unlity!
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Hydroelectric Plants  Low precipitation in 1987 and
1988 Limited the company’s hydroelectric generation to
4% of customers’ electricity needs in 1988, The Big
Creek hydro system tn California’s Sierra Nevada 1s the
primary source of this low-cost powez, representing
1,000 MW of capacity. Begun in 1911, this extensive
hydro system now consists of six lakes, 12 major dams,
nine major tunnels and nine powerhouses. In June,
the compaeny dedicated *he 207-MW Balsam Meadow
hydro project, the largest and most recent addition to
the Big Creek system.

In addition, Edison has an allotment of 277 MW of
hvdroelectric capacity trom the Hoover Dam on the
Colorado River

Purchased Power The purchase of power from a
diversity of outside sources gives Edison added tlexibil-
ity in meeting its customers’ electric needs. Edison’s
total electricity purchases met 34% of customers’
needs during the year, compared with 24% in 1987
This growth resulted primarily trom a large increase in
purchases from nonutility power producers in
Calitornia.

Economy-Energy Purchases: The company made
short-term “spot-market” purchases of low-cost elec-
tricity trom the Pacific Northwest and Southwest,
which saved customers nearly $100 million in 1988,
compared with the cost of generation using natural gas
Economy-energy purchases supplied about 9% ot
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customers’ total electric needs in 1988 and had an
average cost of 1.8 cents per kwh, compared with
1.6 cents in 1987,

During 1988, Edison purchased and exchanged power
as an active member of the Western Systems Power
Pool (WSPP), the largest power pool in the nation. The
company played a major role in establishing WSPP in
1987 as a two-year experiment by 24 public- and inves-
tor-owned utilities in 10 Western states. Pool members
use a centralized computer to etficiently buy and sell
low-cost surplus power, and make better use of existing
generation and transmission tacilities. Market forces,
rather than regulatory agencies, determine power

prices under this program. To date, results of the experi-

ment have been favorable, and ettorts are under way to
have the Federal Energy Regulatory Commission
(FERC) extend 1t another two years,

Firm-Energy Purchases: Purchases under long-term
contracts with other utilities supplied 7% of custom-
ers’ electricity needs at an average cost of 4.1 cent.
per kwh,

In June, after several years of negotiating, Edison
reached agreement on a 20-year sales-and-exchange
contract with the Bonneville Power Administration
(BPA). The contract provides the company with 250
MW ot capacity and 1.2 billion kwh annually beginning
July 1, 1989, The agreement also will provide Fdison
with an additional 250 MW during times of unexpect-
edly high electric demand. The contract, approved by
the FERC and CPUC, will save Edison customers an
estimated $30 million or more annually, compared
with the least-cost alternative of refurbishing some of
Edison’s existing o1l and gas generating units now on
standby status.

Purchases from Nonutility Power Producers:  Alter-
native and renewable energy projects, developed by
nonutility power producers, supplied about 18% ot
customers’ needs during 1988 —nearly a 90% increase
over |987

In 1978, the federal Public Utility Regulatory Policies
Act (PURPA) was enacted to encourage the develop-
ment of alternative and renewable energy sources by
requiring electric utilities to purchase power from quali-
tying nonutility producers. Each state was required
to establish its own implementation rules In Cal
fornia, CPUC policy at that time required Edison and
other utilities to buy power trom qualitying tacilities
under long-term contracts Generally, this power was
not needed to meet customer demand, and was much
more costly than power Edison can now produce or
purchase from other utilities

In 1988, electnicity purchased from qualifying facili-
ties cost an average of 6.3 cents per kwh, higher than
Edison s average costs for both economy- and firm-
power purchases from other utilities. The higher costs
{or power supplied by qualifying tacilities cost Edison’s
customers an estimated $200 million in 1988 and will
cost an estimated $260 million in 1989. This is another
example of well-meaning public policy that turned out
to be wrong because 1t was not reviewed and modified
on a timely basis.

At the end of 1988, there were 344 nonutility power
projects, with a combined generating capacity of
2,446 MW, providing power to Edison under these
contracts. Edison also has signed contracts, under
CPUC orders, for an additional 133 projects repre-
senting another potential 1,884 MW of capacity. Edison
estimates that less than half of the electric capacity of
these remaining projects will go into service, primarily
because of changes in tederal tax laws, air-quality con-
siderations, and siting and permit requirements.

Major Power Sale:  In August, Edicon 2!so reached
agreement on a 10-year contract to sell between 300
MW and 700 MW of its excess generating capacity to
the Sacramento Municipal Utility District, beginning
in lanuary 1990. The company estimates that the pro-
ceeds from this sale will earn Edison customers
between $35 million and $70 million annually, depend-
ing on the amount of electricity needed by the Sacra-
mento utility.

Hoviaalivin . " Tia
Higher Fuel and Purchased-Power Costs

Fuel and purchased-power costs represent Edison’s
largest expense in supplying electricity to customers.
Under Calitornia regulation, Edison 1s allowed to
recover these costs from ratepayers on a dollar-for-
dollar basis so long as they are reasonably incurred.
The costs are subject to peaodic reasonableness
reviews by the CPUC

These combined costs rose trom $1.87 billion 1n 1987
to $2.21 billion in 1988 The increase resulted primarily
trom substantial increases in.purchases trom nonutility
power producers,

Natural gas was the pnmary fuel used 1n Edison’s gas
and otl generating units, except tor periods ot partial
natural gas curtailment in January and August, and
later in the vear when Edison switched to oil because
ol prices declined below gas prices. For the first ime



Edison will obtain greater access to low-cost
power from the Pacific Northwest atter com-
pletion of a joint project in March 1989 to
expand the 850-mile direct-current (DC) line
of the Pacific Intertie transmission system
The installation of new equipment converting
DC into alternating current (AC) will result in
1,100 megawatts of additional capacity to serve
Southern California consumers. The DC line 1s jointly owned by Edison, the Los
Angeles Department of Water and Power, and the municipal utilities ot Glendale,
Pasadena and Burbank. Completion of the $171-million expansion project will boost
Edison’s transmission capacity over this line from 421 MW to 643 MW

The Pacific Intertie is the major link for exchanging power between California and

~ the Pacific Northwest. Built in the 1960s, 1t includes two AC lines and one DC line

all capable of transmitting large amounts of electrnicity in either direcuion at extra-
high voltages. A proposal to build a third AC line, known as the Calitornia-Oregon
Transmission Project, would add 1,600 MW of transmission capacity by 1992, includine
Edison’s 281-MW share. if this third AC line is approved, Edison’s total share of trans

mission capacity from these lines to the Pacitic Northwest will rise to 1,900 MW. @

More efticient cquipment (above) installed at a tacility in Sylmar ( alitormia, converts DO power used
in transmission to AC that customers use The DC hine (raght) of the Pacihic Intertic transmission systen

suppiies customers with low-cost power from the Pacitic Northwest



2]

.

Il i .o

e ! .

ki |

! | .
i

i ;

] /

. *

: i

i

:i*

[ ! L

I |
[E

&

&

i
!
M

i
i
m
i |
¢ . .
¢ ]
4 1
| -
;
.F P
i t -
L
£ j .
i
f !
i i
| !
i
il
! -
:
]
! +
!
* i

#®

A

.
- kS
»
- . 2
l/'w H L5
.
f &
- &
¥
e .
13 " ~
s . -
N
» »
Tx u
* uy .
™ .
H » .
Loul
s " -
¢
‘ -
e 4 .
By k]
.
“
v . .
5= a
i -
¥ '
! w .-
i :
w
- P e .
- e ,
R .
& - e -
e
) & . . x .
" W Wi
’ X ’ - : ®
A . S .
“ -
o
R
f
_ . .

]

]
I
|
i
i




since the gas shortages of the 1970s, the company’s tra-
ditional supplier of natural gas restricted 1ts normal gas
supplies during the summey, forcing Edison to use
more expensive fuels.

In 1988, coal and nuclear tuel prices remained steady,
while Edison paid slightly more for oil. However, the
average cost of natural gas increased significantly —
from an average price of $2.55 per million Btu 1o 1987
to $3.25 in 1988 —primarily because fixed charges trom
the company's primary supplier remained unchanged
despite a lower volume of purchases. To protect its cus-
tomers, Edison is secking to develop alternate sources
of natural gas from other than 1ts traditional supplier to
increase reliability of its gas supply and reduce costs.

Better Service Through Resource Planning and Research

The company’s resource-planning strategy gives it
maximum flexibility to respond to rapid changes in
supply and demand. In the next decade, Edison will add
New transmission capacity to gain access to low-cost
power, and serve customer needs without construction
of major new power plants. To minimize costs, the
emphasis will be on greater purchases of electricity,
better energy management, and refurbishing and
bringing back into service o1l and gas plants now on
standby status.

{n addition, Edison’s research programs tocus on
giving customers more choice, lower cost and better
service. For example, Edicon 1s testing a two-way
electronic metering and communications network that
links the utility with residential customers. Thas net-
work provides customers with informational services
and new options for reducing electricity costs by allow-
ing them to shift their usage to low-cost times. These
all-electronic devices also are expected to reduce costs
by allowing remote meter-reading —as well as connect-
ing and disconnecting electric service from Edison
offices—rather than sending an employee to the cus-
tomer’s location.

In cooperation with other utilities and governmental
agencies, Edison also 1s promoting the development ot
pollution-free electric vehicles and new advances in
battery technology Increased use of electric vehicles in
Southern California would reduce air pollution, trattic
noise and gasoline consumption. [n addition, nighttime
battery charging would increase otf-peak electnic load
resulting in more efficient use ot Edison’s generating
capacity.

In July, the company began a two-year test program
of energy-storage technology at a 10-MW project in
Chino, California. The $13.5-million facility 1s the
world’s largest battery-encrgy storage system and
charges batteries at might when electricity demand 1s
low and power is less expensive. The facility then sup-
phies electricity during the day when costs and electric-
ity use are much higher Atter the completion of this
research and development program, Edison will deter-
mine the commercial feasibility of this technology.

After successtully completing a six-year test pro-
gram, Edison in September discontinued operations at
Solar One, the world’s largest central-receiver power
plant using 1,818 sun-tracking murrors on 130 acres
near Daggett, California. A pioneering project in the
nation’s alternate and renewable energy cttorts, the 10+
MW Solar One demonstrated the techmical capabilities
of electnical power production from retlected sunlight.
However, the plant is not cost-competitive because
lower-cos: alternative generation 1s available

The 100 MW Cool Water Coal Gasification Plant is
on a standby status after completion of its five-year
demonstration program. Located near Daggett, Califor-
nia, the plant converts coal into a clean synthetic gas
used in turbines to generate electricity. Cool Water is
the world’s cleanest coal plant and has received numer-
ous awards for 1ts environmental and technological
successes. It operated at 70% of capacity in 1985, but
18 not commercially competiave because more cost-
etfective alternatives are available

Although many of these renewable and alternative
resources are not cost-competitive today, they will
remain important components ot Edison’s diverse
energy-resource mix, especially if o1l and gas become
scarce or costly in the future.

Emphasis on Employee Development

New and revised employee training programs con-
tinued to help employees improve their pertormance,
while enhancing existing skills and the dedication to
customer service Edison employees have always
exhibited. This increase in protessional work skills
helped make 1988 a successtul year. In 1985, about
4,400 employees participated in vanous training
programs

Providing a sate and healthtul work environment
continues to be a hagh priority at Edison. During 1988
industnal accidents declined 7% trom 1987 while lost
workdays decreased 15% . The Edison Electric Institute
presented 13 safety achievement awards to Edison



organizations whose employees worked | million or
more hours without a lost-time accident.

Affirmative Action The minority representation

in the work force rose from 27.4% in 1983 to 31.7%

in 1988, while the proportion of temale employees
increased from 22.9% to 25.2% . Even with this prog-
ress, the company seeks to improve its record of insur-
ing greater upward mobility for these employees in
management positions.

In 1979, the company established a Women and
Minority Business Development Program. From then
until the end of 1988, the number of women- and
minority-owned enterprises qualified to do business
with Edison grew from 207 to 1,548 Annual payments
to these firms rose from $18.7 million in 1983 to $92
million in 1988. The company and CPUC have agreed
to a new goal ot awarding 20% of Edison’s annual
purchases under competitive conditions to women-
and minority-owned businesses within five years.

In addition, Edison reached agreement with tour
minority-owned businesses in 1988 to manage $35
million of the employee pension fund. With earlier
agreements, this increased Edison’s total pension
investments managed by women- and minonty-owned
firms te $135 million, or 10% of the fund.

A Commitment o Community Service

Both the company and its employees have a long tradi-
tion of participating in community and civic organiza-
tions in areas served by Edison in Central and Southern
Calitornia. For years, employees have voluntarily par-
ticipated in such activities as the Special Olympics, the
Junior Chamber of Commerce, Junior Achievement,
YMCA, YWCA and scouting,

Employees showed their spirit of generosity during
the 1988 United Way campaign by giving nearly §2.3
million to help people in need. On a per-capita basis,
Edison employees were among the leading contributors
to the more than 900 charitable organizations sup-
ported by United Way

The Edison Electric Institute honored Edison with its
Common Goals Award in 1988, citing excellent con-
tributions made by the company’s educational advisory
council. This council oversees the company’s informa-
tional and educational programs to schools.

During 1988, Edison developed educational materials
through various school programs in cooperation with
teachers, administrators and community leaders. Stu-
dents learn about energy conservation, electric safety,
disaster preparedness, environmental issues and other
energy-related topics.

Edison also provides scholarships and grants to stu-
dents throughout its service territory. For example, the
company provides tour $12,000 scholarships, 20 career-
development awards ot $3,000, and 50 educational
grants of $500, in addition to two $12,000 scholarship
awards for children of employees. Another important
educational program, known as the Science Connec-
tion, uses a 40-foot mobile classroom to stimulate
greater interest in science and technology among
elementary school children. Throughout Edison’s ser-
vice territory, this program provided scier tific demon-
strations to more than 10,000 youngsters during the
year. In recognition of this valuable program, the Cali-
tornia Department ot Education gave the company a
special award for its support of science education

"T "“‘I‘ Io‘ Asian Amerncan Total

y e, and Male Female Black American Indian Hispanic Minorities
minority employees % % % %

at yearend Year-end Year-end ‘ear-end Year-end Year-end Year-end Year-end
1983 and 1988 1983 1988 1983  19RB  19K3  [9RB  19K3 198K 19K3  JUBK 1983 198K 19B3 198K =
Management' "’ 835 793 165 207 3.7 4.2 5.9 76 0.5 04 7.5 9K 176 220
Administrative

& operative' ' 737 722 263 278 95 9.6 3.3 4.3 (W 14  I87 219 126 372
Total Edison™"’ 771 748 229 282 7.5 7.6 4.2 5 ).9 10 148 176 274 317
(1) Includes the “ofhciais” and "protessionals’ athirmative-action categories

(2) Includes the “technicians,” “office and clerical.” “craftsmen. ~operators laborers ” und "service workers' categories

{3) Includes all ciasses of employees



Reguistery Review

1989 Attrition Allowance The CPUC authonized a
$116.4-million annual attrition increase in Edison’s
base-rate revenues effective January |, 1989 Arttrition
allowances cover annual changes in costs caused by

mtlation, capital additions and financings between gen-

exal rate case proceedings, which are held at three-year
imtervals. As part of the attrition allowance, the CPUC
suthorized an increased rate of return on common
equuty from 12.75% in 1988 to 13.0% in 1989

Sem Oweofre Units 2 and 3 Costs since Commercial
Operstion The CPUC authonized an annual revenue
imcrease of $39 million, etfective January 1, 1989, as
part of its decision allowing Edison to begin recovering
$295 million, or 97% of its investment costs incurred
at San Onofre Units 2 and 3 after the units began com-
mercial operation. The decision affirmed an agreement
between Edison and the CPUC’s Division of Ratepayer
Advocates (DRA), which was negotated to avoud a
lengthy, expensive review of these costs.

Allegstions of Purcha$éd-Power Overpayments The
DRA has recommended that the CPUC disallow $124
million of energy costs incurred between late 1984 and
late 1987, Approximately $120 million of the proposed
disallowance represents alleged overpayments to non-
utility power producers, including electricity pur-
chased by Edison from a 300-MW cogeneration facility
owned by Kern River Cogeneration Company (KRCC!
Massion Energy Company which 1s one of SCEcorp’s
nonutlity subsidiaries, 1s a partner in the KRCC
facality. The DRA’s proposed disallowance in relation
to power purchases from KRCC is approximately

$37 million.

In upcoming CPUC hearings, Edison will demon-
strate that the power purchases trom KRCC actually
saved its customers more than $24 mullion during the
three years under consideration, compared with the
“standard otfer”’ contract approved by the CPUC,

The DRA also alleges overpayments by Edison under
17 other contracts Edison negotiated with nonutility
power producers that are not SCEcorp atfiliates Edison
sagned these contracts during the carly stages ot Cali-
forma’s effoits to rapidly develop alternate and renew
able energy resources. The prices Edison projecied to
pay under these 17 contracts were at or below avoided
cost over the life of the contracts Hearings on the |7
contracts have not been scheduled as of this date but
will be heard in later proceedings

In addition to its recommended energy cost disallow-
ance, the DRA has recommended that the CPUC mod-
ity its early 1988 decision that authonzed Edison to
form a holding company. Edison believes that adoption
of the DRA's recommendations to modity the holding
company decision is not necessary to protect the public
interest and will work diligently to demonstrate that it
has reasonably administered the contracts under
review. CPUC proceedings are scheduled to take place
later in 1989

Balsam Meadow Hydroelectric Project  In October
1988, the CPUC’s Division of Ratepayer Advocates
completed a review of the costs for the 207-MW Balsam
Meadow hydroelectric project. The DRA found that
Edison had prudently constructed the project and rec-
ommended that the entire amount of its investment be
covered in customer rates. A decision by the CPUC is
expected in May 1989

Fuel and Purchased Power Rate Adjustments The
CPUC periodically reviews the reasonableness of fuel
and purchased-power costs and adjusts rates to retlect
changes in Edison’s costs. Based on the utility’s fore-
casc of higher energy costs trom June 1988 through May
1989, the CPUC adjusted rates twice in 1985, granting a
$200-million revenue increase effective June |, and an
additional $265-million increase etfective October |

Suspension of Incentive For Fuel and Purchased-Power
Expenses On June |, 1988, the CPUC suspended the
annual energy rate (AER) that was established 1n 19¥]
to provide utilities a regulatory incentive to minimize
tuel and purchased-power expenses. Under the AER,
utilities are rewarded for keeping tuel and purchased-
power expenses below the levels authonzed by the
CPUC, and are at risk tor such costs that exceed those
levels. This temporary suspension was ordered because
uncertain natural-gas supplies and prices beyond
Edison’s control resulted in wide cost Hluctuations. The
AER 1s expected to be remnstaced on January |, 1990

Devers-Valley-Serrano Transmission Line In
November 1988, the CPUC s Division of Ratepaver
Advocates completed a review of the costs of the 500-
KV Devers-Valley-Serrano Project, which became
operational in mid-1987 The DRA tound that Edison
had prudently constructed the project, and that the tull
amount should be collected in customer rates. A dec
sion by the commission 1s expected in May 1989
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Devers-Palo Verde No. 2 Transmission Line The
CPUC has conditionally approved Edison’s request to
build the Devers-Palo Verde No. 2 transmission line.
Scheduled for operation in June 1993, this transmission
line would increase access to Southwest power markets
for Edison and 1! other Calitornia uulities. The project
must be re-evaluated in the context of the proposed
Edison-San Diego Gas and Electric (SDG&E) merger
betore construction can begin.

Federal Energy Regulatory Commission P-oposal In
mid-1987, the chairman of the Federal Energy Regula-
tory Commission (FERC) announced that the commis-
s1on would consider changes to 1ts rules implementing
the Federal Power Act and the Public Utility Regula-
tory Policies Act These changes would essentially
deregulate new sources of nonutility electrical genera-
tion by creating a new special class of generation called
“independent power producers.”

Edison opposes many of these proposed changes that
are inconsistent with the Federal Power Act, because
they discriminate against utility customers. In addi-
tion, they would reduce the long-term reliability of the
nation’s electricity supply. The 1ssue s still pending
betore the FERC amd at year-end, the U.S. House of
Representatives and U.S. Senate v ere reviewing the
matter

Seasonal Rate Effects Edison petitioned the CPUC to
modity an eatlier decision relating to a new seasonal
rate structure. The rate structure was intended to en-
courage conservation and load management by creating
higher rates during summer and lower rates the rest

of the year for many commercial, industrial and
agricultural customers.

However, the new seasonal rate structure had the
effect ot distorting the company’s quarterly earnings
patterns, although 1t did not affect Edison’s overall
1988 earnings. SCEcorp’s 1988 third-quarter summer-
time earnings, for example, were 85% higher than
ecarnings in the third quarter of 1987, while earnings in
the first, second and fourth quarters were significantly
lower. Without the scasonal charge, third-quarter earn-
ings would have increased only 3% . The CPUC will
review Edison’s request to modity the rate structure in
1989

Clean-Air Plan  The South Coast Air Quality Man
agement District, which includes the counties ot Los
Angeles, Orange, Riverside and San Bernardino, has
presented a plan to bring the Los Angeles Basin into
compliance with tederal air-quality standards by the

year 2007. The plan would impose unreasonably high
costs on Edison customers by requining that Edison
install uneconomic and unproven new technology on
its oil- and gas-fired generating plants. Edison has
joined with other businesses in the Los Angeles Basin
in presenting an alternative plan that would achieve
the compliance goals in 10 years instead of 20, and at
one-third the cost to consumers and the economy com-
pared with the district’s plan. Edison will continue to
participate in the district’s public-review process in the
hope of saving Edison customers unnecessary costs,
preventing an adverse economic impact on the area and
working to comply with federal air-quality standards.

Merger Filing In mid-December, Edison and SDG&E
filed joint applications with the CPUC and the FERC,
secking approval of the merger of SDG&E into Edison.
Hearings are expected to begin in mid-1989. Edison and
SDG&E will be seeking regulatory approval tor the
merger trom other agencies in 1989, As is typically the
case in these matters, there have been a number of
intervenors in both the state and tederal proceedings

Legislative Review

Price-Anderson Nuclear Liebility Act  In August, the
President signed a bill extending the Price-Anderson
Act tor 15 years. Although the act increases insurance
costs for nuclear utilities, 1t provides a tenfold increase
in financial precection to the public in the unlikely
event of a major accident at a nuclear power plant in
the United States. At the same time, the act’s §76-bil-
lion level of potential compensation that is available to
the public serves to lirmt financial hiability for opera-
tors of nuclear power plants.

Under the extension, owners of the 109 operating
nuclear reactors in the United States must continue to
carry the maximum available private insurance cover-
age for an accident at one of their own reactors. This
maximum coverage was increased to $200 mallion per
reactor at the end of 1988, It damages were to exceed
the private insurance coverage, Price-Anderson would
provide additional tunds by levying assessments of up
to $63 million per reactor against all nuclear plant
owners. Under the new law, the per-reactor assess-
ments would be limited to $10 mullion annually until
the $63-million limit 1s met



A Review of Nonutility Subsidiaries: The Mission Group

The Mission Group was formed in 1987 to manage the
corporation’s four principal nonutility subsidiaries,
which are primarily engaged in energy-related busi-
nesses. Since then, these subsidiaries have continued
to pursue business opportunities and now operate in
eight states.

At year-end, SCEcorp's equity investment in The
Mission Group totaled $505 4 muliion. Revenues tor
1988 were $333.1 million, producing a net income of
$77.8 million, or 35 cents per share. This compares
with 1987 revenues of $107.6 million, which produced a
net income of $41.3 million, or 19 cents per share.

Mission Group earnings represent 10.0% of SCEcorp’s
1988 earnings, compared with 5.6% the previous year

Nonutility Earnings Per Share

Cents per share

A Mission Power
% Engineering

Mission First
Fiffincial

Mission
Land

Mission
Energy

1987 1988

Mission Energy Company

Mission Energy 1s a national leader in the ownership,
development and operation of major cogeneration proy-
ects. It provides management ot engineering and con-
struction, operation and maintenance, and assistance
in obtaining permitting and financing for power tacili-
ties. Mission Energy concentrates on joint-venture
projects with low technological nsk, sound economics
and well-established partners.

At the end of 1988, Mission Energy jointly owned
and operated nine projects with 1,300 megawatts MW
of capacity in three states. Five of those projects, with a
total of 830 MW of capacity, began operation during
1988. The three largest are the 385-MW Watson cogener-
ation plant in Carson, Califormia, the 300-MW Syca-
more cogeneration plant and the 300-MW Kern River
cogeneration plant, both near Bakersfield, Calitornia.
Another four projects with 330 MW of capacity are
under construction.

Mission Energy is the largest of The Mission Group
subsidiaries. Revenues for 1988 were $88.2 million,
producing a net income of $38 .6 million, or I8 cents
per share. This compares with 1987 revenues of $38.2
million, producing a net income of $16.4 million, or 7.5
cents per share. At year-end, equity investment in the
company totaled $265.7 million



Mission First Financial Company

Mission First Financial provides energy-celated venture
capital and invests in leveraged-leasing transactions,
project financing, and high-quality secunties. This sub-
sidiary holds financial interests in Beaver Valley
Nuclear Unit 2 near Pittsburgh, Pennsylvania, and a
paper mill and cogeneration facility developed through
a joint venture with Minnesota Power Company and
Pentair, Inc., a Midwestern paper company.

This subsidiary also has developed a customized
cash-management program to provide attractive yields
on tunds held pending longer-term investments. In
addition, the company has an equity investment in
Metricom, a California-based electronics firm that 1s
developing and marketing a solid-state electric meter
and customer communications system.

No new business was consummated in 1988 because
of low-lease volume and aggressive pricing by com-
petitors, but the company 1s well positioned to take
advantage of investment opportunities in 1989,

In 1988, Mission First Financial produced substan-
tially higher financial contributions than 1987, because
it was the first tulbyear of operation. Revenues for 1988
were $21.7 million, producing a net income ot $13.7
million, or 6 cents per share. This compares with 1987
revenues of $10.8 million, producing a net income of
$6.8 million, or 3 cents per share. At year-end, equity
investment in the company totaled $90.5 million.

Mission Land Company

Mission Land develops industrial parks with medium-
sized warehouses and distribution buildings. The firm
owns and manages six industrial parks in Southern
Calitornia and Arizona, which contain more than 2
million square teet of leasable space. In addition, Mis-
sion Land has entered into joint ventures in California,
Hlinois and Indiana.

During 1988, Mission Land completed several major
transactions involving the sale of industrial and resi-
dential properties. It became a partner with the Lusk
Company in the California Commerce Center, the
second largest master-planned industrial park in
Southern California. Mission Land maintained an aver-
age vacancy rate of only 3% in its industrial parks
throughout the year, 4 major accomplishment in a
highly competitive market.

Revenues for 1988 were $48.7 mullion, producing a
net income of $20.2 million, or 9 cents per share. This
compares with 1987 revenues of $33.2 million, produc-
ing a net income of $17.4 million, or 8 cents per share.
At year-end, the equity investment in this company
totaled $131.5 million.

Mission Power Engineering Company

Mission Power Engineering performs consulting, engi-
neering and construction in the energy field, including
electric generating units, transmission lines, and sub-
stations. Since its formation in 1984, the company has
been awarded contracts with a total value of about
$400 million. In 1988, Mission Power Engipsering con-
tinued to grow as it performed work on 11 new power
plants. For its achievements in 1987, the company was
ranked 36th out of the top 400 national design and con-
struction firms, according to a 1988 trade publication.

Revenues tor 1988 were $174.4 mullion, producing a
net income of $7.6 million, or 3 cents per share. This
compares with 1987 revenues of $25.8 mullios chat pro-
duced a net income of $1.7 million, or about | cent per
share. At year-end, equity investment in this subsidiary
totaled $14.1 million



Financial Review

The cosporation reported a record financial perfor-
mance in 1988 and provided shareholders with a com-
petitive return on their investment.

SCEcorp

Record Net Income and Revenues SCEcorp's carn-
ings rose 3.2% to a record $761.8 mullion in 1988,
compared with $738.5 million in 1987, and revenue
grew to another record of $6.3 billion, compared with
$5.6 billion in 1987.

SCEcorp’s earnings per share for 1988 increased 10
cents to a record $3.49 from $3.39 in 1987 This
increase is particularly noteworthy because it was
achieved despite a reduction by the California Public
Utilities Commission (CPUC) in Edison’s authorized
rate of return on common equity from 13.9% to
12.75%. The reduction, by itself, would have lowered
earnings 33 cents per share, but the company overcame
this through tight controls on operating expenses,
approval by the CPUC of expense levels that more
accurately reflect Edison’s costs, a CPUC award tor
favorable coal-plant operating performance, and higher
earnings trom The Misston Group of nonutility sub-
sidiaries. In December, the CPUC increased the autho-
nzed regulatory return on common equity for 1989 to
13.0% trom 12.75% because of higher interest rates
facing the utlity.

Stock Price Range (SCEcorp)
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The Mission Group earnings per share for 1988 were
35 cents, or 10.0% of SCEcorp's total earnings, com-
pared with 19 cents per share, or 5.6%, for 1987. Non-
utility earnings increased 84% above those in 1987,
with earnings growing in each nonutility business.
Higher earnings resulted from Mission Energy bringing
830 megawatts of new cogeneration and geothermal
projects into operation, the sale of industnial and res)-
dential property by Mission Land, increased construc-
tion activity by Mission Power Engineering, and a full
year of operation tor Mission First Financial.

Dividend Increase The board of directors in June
increased the common stock dividend for the 13th time
in 12 years. The new annual dividend rate of $2.48 per
share i1s 4.2% higher than the previous year’s $2.38

The current dividend provided a 7.7% vield, based on a
year-end market pricc of $32% per share

Total Shareholder Return  The return to SCEcorp
common shareholders from stock price appreciation
and dividends was 14 1% in 1988 The annual return
has averaged more than 19% for the past 5-year and
10-year penods, exceeding the Dow Jones industrial
and utility averages, as well as the S&P 500 index.

Net Income |SCEcorp)

In mullions of dollars
T
702

617

83 K4 RS K6 L LLJ

*Reflects restatement for nuciear plant disallowance



Southern Calitornia Edison Company

Financial and Regulatory Returns The CPUC autho-

rizes Edison to earn a return on its regulatory rate base,
which is the value of assets used to serve customers.
This authorized regulatory return is designed to allow
the utility to recover its cost of capital, which 1s
composed of long-term debt, preferred stock and the
authorized regulatory return on common equity.

In 1988, Edison’s authonzed regulatory return on rate
base was 10.75%, and 1ts authorized regulatory return
on common equity was 12.75% . The company’s
recorded regulatory return on rate base was 10.6%,
and its recorded regulatory return on common equity
was 12.2%.

However, SCEcorp’s recorded financial return on
common equity, as shown in financial reports, 1s based
on the holding company’s total operations. Several
items can cause it to differ from kdison’s authonized
regulatory return on common equity. In 1988, these
factors included earnings trom nonutility subsidiaries;
federal investment tax credits, and CPUC-established
awards for high output trom the utility’s two coal-fired
power plants. In 1988, the corporation’s recorded finan-
cial return on common equity was 15.3%, compared
with 15.5% 1n 1987,

Corparate Financing In 1988, Edison internally gen-

erated 100% of the tunds it needed to meet capital
requirements, its highest percentage in more thaa 30

Internal Generation of Funds (Utility!

In percent

7?7
74

67 65

years. The utility raised $663 million in U.S. capital
markets during the v . pnmarily to finance the
redemption of more costly debt, repay rnaturing bonds
and meet sinking-fund requirements.

Credit-Line Restructuring  Edison lowered the cost
of its credit lines in July by arranging for a $300-mi)
lion line of credit through a syndicate of foreign banks.
This was the lowest-cost European credit line negoti-
ated by any U S. utility in 1988, Edison also renegoti-
ated the cost and structure of its existing $1.6 billion
in credit lines.

By negotiating these credit arrangements, Edison
will save its customers $600,000 annually while main-
taining $1.9 billion in credit lines with 40 domestic and
toreign banks to meet a vanety of financial obligations

Credit Watch  Edison’s early warning credit-watch
system, the first of its kind in the utility industry, con-
tinued to reduce the number of bad-debt write-otfs by
early identification ot high-nsk commercial and
industrial customers in danger of business tailure. The
system saves money for customers by ensuring that
Edison’s revenues are protected through deposits of
cash, posting of surety bonds or more frequent pay-
ments by these customers.

In 1988, the early warning system reduced potential
bad debt by $860,000. It has avoided potential losses of
$8 million since 1t began seven years ago

5-Year Annual-Return Comparison
(Stock price appreciation and dividends)

In percent
195
170
158
151
S& P 500 DIIA DIUA SCEcorp
index stock




Responsibility for Financial Reporting

The management of SCEcorp (the “corporation”] is responsible
for preparing the accompanying consolidated financial state-
ments. The stateraents were prepared in accordance with gen-
erally accepted accounting principles and include amounts
based on management’s estimates and judgments. Management
also 18 responsible tor the accuracy of all other information in
the annual report, including its consistency with the financial
statements.

The corporation’s consolidated financial statements have
been audited in accordance with generally accepted auditing
standards by Arthur Andersen & Co., a firm of independent
public accountants, which has expressed its opinion regarding
the tairness of these consolidated financial statements in the
accompanying report.

The management of the corporation and its subsidianes
maintains systems of internal control that provide reasonable
assurance that assets are safeguarded, transactions are properly
executed in accordance with management’s authonzation, and
accounting records may be relied upon for the preparation of f-
nancial stateinents and other financial information. The design
of internal control systems involves management’s judgment
concerning the relative cost and expected benefits of specific
control measures. These systems are augmented by internal
audit programs through which the adequacy and etfectiveness
of internal controls, policies and procedures are evaluated and
reported to management. In addition, Arthur Andersen & Co.
as part of its audit of the corporation’s consolidated financial
statements, evaluates the internal control structure to deter-
mine the nature, timing snd extent of its audit tests. Manage-
ment believes the corporation’s and its subsidiaries’ systems ot
internal control are adequate to accomplish the objectives dis-
cussed herein. -

The Audit Committee of the Board of Directors, composed
entirely of nonemployee directors, meets periodically with the
independent public accountants, internal auditors and manage:
ment. This committee, which recommends to the Board of
Directors the annual appointment of the independent public
accountants, also considers the audit scope and nature of other
services provided, discusses the adequacy of internal controls,
reviews financial reporting issues and is advised ot manage-
ment’s actions regarding these matters. Both the independent
public accountants and internal auditors have unrestricted
access to the Audit Committee

Management also is responsible tor tostening a climate in
which the corporation’s and 1ts subsidiaries’ attairs are con-
Aucted in accordance with the highest standards ot personal and
corporate conduct. This high ethical standard 1s retlected in the
corporation’s Standards ot Conduct, which are distributed peri
odically to all employees of the corporation and 1ts subsidi-
anies. The Standards of Conduct address, among other things,
complying with all laws and regulations applicable to the cor
poration’s and 1ts subsidianies’ business, avoiding potential
conflicts of interests, and maintaining the conhdentiality ot
nroprietary information. The management ot the corporation
and i1ts subsidiaties maintains programs to assess compliance
with these standards

et by o

lohn E. Bryson Howard P Allen
Executive Vice President Chairman of the Board
and Chief Financial Officer President and

Chiet Executive Officer
February 6, 1Y8Y

Report of Independent Public Accountants

To the Shareholders and the Board of Directors, SCEcorp:

We have audited the accompanying consolidate.! balance sheets
and statements of capitalizanion of SCEcorp (a California corpo-
ration hereinatter referred to as the “corporation”’) and its sub-
sidiarics as of December 31, 1988, and 1987, and the related con-
solidated statements of income, retained carnings and cash
flows for cach of the three years in the peniod ended December
31, 1988 These financial statements are the responsibility of
the corporation’s management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally ac
cepted auditing standards. Those standards require that we plan
and perform the audit to obtain reasonable assurance about
whether the financial statements are tree of matenal misstate:
ment. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial state-
ments. An audit also includes assessing the accounting princt
ples used and significant estimates made by management, as
well as evaluating the overall Anancial statement presestation,
We believe that our audits provide a reasonable basis tor our
opinion

In our opinion, the financial statements referred to above
present fairly, in all material respects, the financial position ot
the corporation and its subsidiaries as of December 31, 1988,
and 1987, and the results of their operations and their cash
flows for each ot the three years in the peniod ended December
31, 1988, in contormity with generally accepted accounting
principles.

As discussed in Notes | and 2 to the accompanying financial
statements, the corporation has given retroactive effect to its
restructurin’ took place on July |, 1988 and to the
change in the o .vthod of accountng for 1its majority-owned sub

sidianies. Also, as discussed 1n Notes 2 and 3 o the tinancial

statements, the corporation changed its method ot accounting
tor unbilled revenues as of January 1, 1987 and, ctiective fanu
ary |, 1988, retroactively changed its method of accounting tor
disallowances of plant costs

ARTHUR ANDERSEN & CO
Los Angeles, Calitormia
February 6, 1989
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Consolidated Statements of Income

SCEcorp and Subsidianes
In thousands. except per share amounts Year ended December 31, 19688 1987 1986
Electric revenue _ $5,931 082 $5,501,087 $5,316,325
Investment and other 321,037 100,869 51,762
Total operating revenue 6,262,719 5,601 926 5,368, 087
Fuel 972,973 1L0w1,973 865,376
Purchased power 1,235,110 780,509 Y5814
Provisions tor regulatory adiustment clauses — net 240,081 225,108 225,539
Other operating expenses 1,008 886 AR5 849 546,652
Maintenance 375,454 361,484 353170
Depreciation and decommissioning 640,569 551,348 507,508
Income taxes 446,395 676,228 702,442
Property and other taxes 170,293 162,546 144 435
Total operating expenses 5,156,351 4,637,135 4,420,931
Operating income 1,096,368 964,791 947 156
Nuclear plant disallowance (Note 3) - {148,963) (269 584)
Income taxes —nuclear plant disallowance - 78,616 61,665
Provision for phase-in plan 170,850 137 832 88,672
Allowance tor equity funds used during construction 18,128 73,406 108,744
Interest income 121,708 93,213 110971
Taxes on nONOPErating income (79,547 (80,490) (35,654)
Other — net (162) 20,144 25,320
Total other income — net 230,980 173,758 86,835
Income before interest and other expenses 1,327,348 1,138,549 1033 991
Interest on long-term debt and amortization 439 842 404,767 433,103
Other interest expense 108,498 K2.069 K3 274
4. lowance for borrowed funds used duning construction | (11,883) |42, 926) (20478)
Capitalized interest (17,636) (25,933) (28.319)
Preferred and preference stock dividend requirements of schsidiary 46,69 50,0905 54,684
Total interest and other expenses — net 565,517 468,062 513,264
Income before cumulative effect of a change 1n accounting pninciple 761,831 670, 487 520,727
Cumulative effect on prior yvears (to December 31, 1986) of accruing
unbilled revenue — net of income taxes of $58 752,000 (Note 2/ — 6K (044 -
Net income $ 701831 $ 73K.53) $ 520727
Weighted-average shares of common stock outstanding (000! 218,332 218014 217,780
Earnings per share ‘Note 2/
Betore cumulative effect of a change in accounting principle $3.49 $3.0K $2.39
Cumulative effect of a change in accounting principle - il -
$3.39 $2.39

ol carmins e sre s

The accompanying notes are an integtal part of these financial statemen's



Consolidated Balance Shees SCEcorp ame Subsidiaries
In thovsands December 31, 1988 1987
ASSETS
Utility plant, at onginal cost (Note 3) S15,687880  S14.a65 69)
Less — Accumulsted provision for depreciation mad decommissioning (Note 3) 4,529 938 3,993 a6k
11,157 912 10,472,223
Construction work in progress 676,175 1,232,990
Nuclear fuel, at amortized cost 475,764 547,786
12,300 851 12,252,999
Less — Property-related accumulated deferred income taxes 914,532 840, 143
Total utility plant 11,395,319 11,412 856
Nonutility property — less accumulated provision for depreciation
of $22.570,000 and $130,681 (K0 at respective dates 107 851 105,850
Nuclear decommissioning trusts. at cost 157,086 -
Investments in partnerships 480,458 286,006
\ Investments in leveraged leases 148,027 128 K68
Other investments 31,978 26,483
Total other property and investments 925 400 547,197
Cash and equivalents 228,307 163,426
Receivables, including unhilled revenue, less allowances of $13,187,000 and
$15,355,000 tor uncollectible accounts at respective dates 130,343 625,789
Fuel stock 125,303 118,540
Materials and supplies gt average cost 96,767 105,577
Regulatory balancing accounts — net 395 020 621,635
Prepayments and other current assets 113,550 N0474
Total current assets 1,659,302 1,715 44)
Unamortized debt issuance and reacquisition expense 206,004 301,741
Rate phase-in plan 435 941 239,760
Other de‘erred charges 154,160 133 669
Total deferred charges L 886,195 675,170
Total assets $14,860,276 $14,350 664

The accompanying notes ate an integral part of these financial stetemenis
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SCEcorp and Subsidianies
In thousands December 31, 1988 1987
CAPITALIZATION AND LIABILITIES
Common sharcholders’ equity ‘Note 3) § 5,004 B4R $ 4833734
Preferred and preterence stock of subsidiary
Not subject to mandatory redemption 358,755 361,238
Subject to mandatory redemption 239,037 277,538
Long term debt of subsidiaries 5,421,707 5,150,883
Total capitalization (sec accompanying statements) 11,084,387 10,623,393
Other long-term liabilivies 136,810 113,348
Current portion of subsidianes’ long-term debt and
redeemable subsidiary preterred and preference stock 165,97§ 101,658
Short-term debt 658418 672,501
Accounts payable 404 817 45K 048
Accrued taxes 435,030 471,008
Accrued interest nra 106,666
Dividends payable 139,187 133,281
Accumulated deferred income taxes — net 166,754 236,662
Deterred unhilled revenue and other 304,470 354,184
Total current liabilities = 2,452,128 2,533,905
.
-
Accumulaved deferred investment tax credits 545,728 555,676
Accumulated deferred income taxes —ret 39K 827 248,690
Customer advances and other deterred credits 248,3% 275 652
Total deferred credits 1,192,951 1,080,018
Commitments and contingencies (Notes 1. 3, 8 9 and 10)
$14.866,276 $14,350 664

mwuw

The acoompanying notes ore an integral part of these inancial statements
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Consolidated Statements of Cash Flows SCEcorp and Subsidianes
In chousands Year ended December 31, 1988 1987 1986
Cash flows from operating activities:
Net income $ el K1 $ TAKA3) $ 52072
Adiustments for noncash stems
Depreciation and decommissioning 040,509 551,348 507,503
Amortization 156,732 167,304 129,800
Nugclear plant disallowance — net - 70,347 208,218
Allowance for funds used during construction (30.008) (116,332) (136,222)
Rate phase-in plan (196,181) (149, 110) 190,650/
Regulatory deferrals —energy exploration projects - 61,637 21,748
Deterred income taxes and investment tax credits 176,614 198417 281,863
Equ. v w income from partnerships (87,070) (51.739) (21,319)
Income trom leveraged leases (17,056) (10,289) -
Othe: —net (20,420 22,443 8,390
Changes in working capital components
Regeivables (74,554) (241,227) (4],445)
Regulatory balancing accounts 226,000 [31.548) 17,120
Fuel stock, materials and supplies 2,047 133,518 5,584
Prepayments and other current assets (12,089) (3.713) 31,860
Accrued interest and taxes (63.314) 8,607 222418
Accounts payable and other current hiabilities (43,292) 267 KR3 38, 784
Net cash provided by operating activities 1,425 818 1,606,077 1,706,379
Cash flows from financing activities: ¢
Issuances of long-term debt 631,343 374,787 1,472,532
Repayment of long-term debt (350,383) (325.967) (1,595,936)
Redemption of subsadiary preferred and preference stock (48,775) {17,712) 1200,515)
Nuc lear tuel financing (18,569) (56,191) (46,518)
Short-term dept financings — net 51,97 182,461 231,750
Diviadends pad (530,409) (507 808/ {484,320)
Net cash used by financing activities (204 876) (350,430 1623,017)
Can 1 flows from investing activities:
Construction expenditures (834,630 (1,034,3458! (1,158,243)
Co ieributions to decommissioning tunds (157,080) - -
Investonents in leveraged leases — net (200) (102,865) -
Investments in partnerships (168,332) (164,037 (19 8R4)
Distributions from partnerships 55 998 37 K3K -
Proceeds from sale of assets 27,037 23,900 -
Other — net (19,388) (18,217 11,289
Ner cash used by tamu!ummm 11,096,001) (1,257,729 (1,166 838)
Increase (decrease) in cash and equivalents 64,941 2,082! (84,476
Cash and equivalents, beginning of year 163,426 165,508 249 984
Cash and equivalents, end of year $ 228,367 $ 163,426 $ 165508
Noncash investing and financing activines:
Conversion of subsidiary 5 20% converuble preference stock $2,108 § 414 $ xd5
Conversion of subordinated debentures 2,973 3,136 2,849
Conversion of partnership notes to equity — 18,670 —_

e

The sccompanying notes are an 1~tegral part of these financiol statements
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Consolidated Statements of SCEcorp and Subsidiaries
Nates to consolidated statements of capitelization are on Page 32
In thousands 1068 1987
Common shareholden equity:
Common stock — no par value — 400,000,000 shares authonzed.
2IK.461 932 and 218 134 481 ourstanding ot respective dates (b $ 2400702 $ 2457 M1y
Retained carnings (See accompanying statements) 601,08 2,475 9158
Total 5,004 48 4834 784
Preferred and preference stock of subsidiary
December 31 19KK
Not *ucrq Shares  Redempuion
redempeion (¢) Sunes Ouistanding __ Price
$25 par value 4 08% 100000 § 2560 25,000 25,000
424 1,200,000 25 80 30,000 30,000
a8 1,663,429 875 41.0% 41,356
478 1,296 769 25 80 na aw
§.80 2,200,000 3626 55,000 55,000
$100 par value TH8 TR0, 00 10100 75,000 TE.O00
K70 S00.000 104 00 50.000 50,000
B 96 S00.000 104 .00 50,000 50,000
$25 par value: 5 20 convertible - - - 2,4K1
Total 358,755 Ml.l&!
Subject 1o mandatory redemption (¢) (o)
Cumulative preferred
$100 par valee 7.325% H47 K1 § 0354 54,738 o0, 000
TR0 4K3 4v8 462 48350 SO0
854 615000 105 68 61,500 63,750
K T0A 433,124 11000 43312 45,937
12.31 430,000 105 83 43,000 50 (K0
Preterence
$25 par value 7378 - - 2K Kb
Preterred and preference stock to be redeemed within one vea (11,863) (22,013
Total 299,037 277,538
Long-term debt of subsidiaries:
Maturity Interest rates
First and retunding mortgage bonds (ci()
1989 through 1992 A% to K% 475 00 672,000
1998 through 1997 6%% 10 9% 1,125,080 L 00 000
199K through 20602 Ra% 1w 9% 050,000 A00.000
2000 through 2007 P%% Y 9s% 278,750 284000
200% througn 2020 BL% 10 13% 1,267 4% 1 OK4.413
Pollution control bonds e} (g) 1999 through 2015 6% o 10%% and vanable 04T "0 VT 730
Funds held by trustoes LN (10,473)
Debentures and notes (d)iel(h) 1990 through 1999 B 25% 10 11% and vanable 441 098 43K 528
Nuclear fuel indebtedness (¢} (1) 424,108 70,029
Long term debt due within one vear (¢ (154,112) 79 642)
Unamortuzed debt discount — net M _@_2,“_4\ 14,808
Total l,ﬂl,,’dz_r 5150483
-—& y $11,084 387 $10.623,393

The accompanying notes ute un integral part of these inanciel statements




Notes 1o Consolidsted Statements of Capitalization

(&) Effective luly |, 198K SCRoorp became the parent holding
company of Southern Calitornia Edison Company (Edison)
and The Mission Group Molders of Edison common stock be
came holders of SCEcorp common stock on « share-for share
basis The Calitornia Public Utihities Commussion's (CPUC!
decision authonzing the establishment of a holding company
requires EAison 1o maintain & capitsl structure consistent
with the CPUC s most recently authonzed capital structure

(b At December 51, 1988 | 490,000 shares of common stock
were reserved for issuance under the 1987 Long Term Incentive
Compensation Plan

¢} In connection with the formation of SCEcorp, cach out:
standing share of Bdison’s onginal preferred stock was con:
verted into 2| shares of SCEcorp's common stock. Edison's
authorized shares of $25 cumulative preterred. $100 cumula:
tive preferred, $25 preterence and $100 preterence stock are
24,000,000, 12,000,000, 10,000,000, and 2,000,000 shares, e
spectively. All series of cumulative preferred and preference
stock are redeemable. The 430,000 shares of $100 cumulative
preferred stock, 12.31% Series, are not sublect 1o redemption
until May 1, 1992, The varous swries of $100 cumulative pre
ferred stock are subject to certain restrictions on redemption
for retunding purposes.

1d) On May 31, 1988 EdisBn either redeemed or converted its
outstanding shares of 5.20% convertible preference stock at
$25 per share and converted all of the outstanding 12':% con:
vertible debentures at the conversion price of $)6 1875

(e} The table below presents thy mandatory redemption re-
guirements tor preterred stock, long term debt maturities and
sinking fund requiremnents tor the five years subsequent to
December 31, 198K

Year ended Decomber 31
in thousands 1ok9 1990 19| 199 1993

Preterred stock

redemption

reguitements § J1B63 8 (173K § 1L TAK S 117K § 1200
Longterm deh

maturities and

sinking ftund

requitements 154,112 212908 204,737 222157 241838

Total $165. 975 $224 643 S216475 B35 95 $254 872
T R R R T T T R A T T IS S S IS T ST IS I TSl

(1) Substantiglly all utility properties are subiect 1o the liens
of trust indentures, except for nuclear tuel and tuel ol inven
tones, which are financed with shortaerm debt in contormity
with CPUC ratemaking procedures

SChoorp and Subsidianes

() Edison has sued first and refunding mortgage bonds and
other indebtedness 10 governmental agencies in exchange for
proceeds trom pollution control bonds These procoeds have
hoen deposited with trustees and are used 1o finance construc:
non of pollution control tacilities Cortain poallution contro
bonds may be redecmed ot the discretion of the bandholders
Edison has made arrangements with security dealers for the
remarketing or purchase of the pallution control bonds i
such cases Ecison arranged lines of credit for $600 mailhion at
December 31, 198K 1o refinance these bonds, should remar-
keting e unsuccessiul

(b One of SCEcorp's unregulated subsidianes has debt out-
standing in the amount of $99.0 mullion at Decomber 31, 1988,
and $1070 million at December 31, 1987, supported by lines

of credit aggregating $280.0 million at December 31, 1988, and
$2350 milhion at December 31, 1987

(1) Nuclear tuel financing (s comprised ot

Decembor 31

in thousands 1OKR 1987
Forcign currency denominated notes’’ § 62950 § 66000
Commercial paper’ RET KK 296
Spent nuciear tuel obligation 11 441 34,733

424 16 ATe 029
Loss Curtent matunties 65 avd 2.393
Total $458 074 $1%6 747
(1) Edison issued loreign -curreney -denominated notes tatghing

$60 4 milhion in Seprember 1987 (o tinance nucleor tue! The
notes mature 24 manths from the dote of issuance Under ¢
currency - exchange agteement g secutities firm gssumes all
foreign currency translation gains end losses Weighted average
interest rgtes on the notes are based on the average daly
commercial paper rote and were T 6% tor 198K and T 0V ror
19K? Foreign currency transiation gains of losses have been
deserred and ure included in the translated volue of the Labidity

e

A portion of the commercial paper used 10 fnance nuclear 'vel
has been classitied as long-term debt under retinancing agree
ments with commerciol banks The long term portion inahoes
nuclear tuel noe scheduled for consumption within 12 months
of the halance sheet dates

i3

Pursuant 1o the Noglear Waste Poliev Act of 1982, Edivon has
vgned ¢ contract with the U 5 Department of Energy for dis
posal of spent nuclear fuel from the San Onotre Nucleer
Cienergting Station. The interest rate s fixed at 10.57%




L)

| ——— e <

Consolidated Statements of Retained Earnings SCEeorp and Subsidiaries
In shousands. except pet share amounts Year ended Decomber 31, (£ 19K7 1986
Balance st beginning of year $2,75918 82150751 $2,128 646
Net income 61,831 73K.631) 520.727(a)
Dividends declared on common stock (5360,000) (513,367 ARV 909!
Loss on reacgoired capital stock and other - - (8,718
Babance st end of $2,601,086(b) 32375915  $2.150,751

declared per common share $2.454, $2 354 $2.26

10} Restated fram $718 933,000 10 420 727,000 1o refloct the after tax write off of nuciear plant disallowances totaling 5193206 000 (See Note 3
of “Notes to Comsolideted Financial Stotementy

b tucludes appropriated recained carnings related 1o corvam fod crally hioensed hydroglectrie provects of 54 4ok 000 g1 December 31 198K

The sccompanving notes are an integral part of these hnatcial statements
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Notes to Consohidated Financial Statements

SCEcorp and Subsidiarnies

Nete . Corporate Restructuring and Proposed Merger

On July 1, 1988, SCEcorp acquired the sutstanding
common stock of Southern Calitornia Edison Company
[Edison) under a merger agreement approved by share:
holders on April 21, 1988 Edison shareholders became
holders of SCEcorp’s common stock on a share ot
share basis. Each share of Edison’s outstanding oniginal
preferred stock was converted into 2 1 shares of
SCEcorp’s commaon stock . Edison's remaining preterred
stock and debt securnities were not exchanged or trans-
terred to SCEcorp Edison's equity investment in non-
utility subsidianics was transterred to SCEcorp at book
value on July |, 198K

On November 30, 1988, SCEcorp, Edison, and San
Diego Gas & Electric Company (SDG&E! executed an
agreement to merge SDG&E into Edison. Under the
rerms of the merger agreement, SCEcorp will exchange
1.3 shares of its newly issued common stock tor cach
SDCG&E common share. SDG&E preterred and preter
ence stock will be exchanged tor SCEcorp preterred and
prejerence stock with similar provisicns, except that
dividends on cach series will be (acreased between
2.5% and 20% . The merger 1s subject to approval by
the sharehaolders of SCEcorp, Edison, and SDGAE, as
well as regulatory agencies, including the Calitormia
Public Utilities Commussion (CPUC! and the Federal
Encrgy Regulatory Commussion (FERC!

Nete 2. Summary of Significant Accounting Policies

Camsolidation Policy  The consohdated financial
statements include the accounts of SCEcorp and it
subsidianes. The principal subsidianies are Edison and
The Mission Group, which is the parent company for

all subsidianies not subject to rate regulation SCEcorp
uses the equity method of accounting to report invest
ments of 50% or less in partnerships primanly engaged
in cogeneration, geothermal and other encrgy-related
tacilities which are exempt trom utihity regulation. All
significant intescompany transactions have been elimi:
nated, except intercompany profits trom energy sales o
Edison by unregulated, encrgy producing attiliates
which are allowed in rates

Accounting Principles  Edison s regulated by the
CPUC and the FERC. The accompanying consolidated

financial statements reflect the ratemaking policies of
these commissions, as applied to Edison, in contormuty
with generally accepted accounting principles apphicable
to rate-regulated enterprises.

Utility Plant  The costs of plant additions, including
replacemnents and betterments, are capitalized and in-
cluded i utility plant. Capitalized costs include direct
material and labot, construction overhead, and an
allowance tor debt and equity tunds used to Ainance
construction. The cost of property that s replaced or
retired =-and related removal costs, less salvage —1s
charged to the sccumulated provision tor depreciation
Accumulated deterred income taxes related to utrhity
plant are presented as a deduction trom utility plant to
conform with ratemaking procedures used to determine

rate base

Construction Financing Costs  Allowance tor tunds
used during construction (AFUDC] represents the cost
ot debt and equity tunds that finance construction of
utility plant. Capitalized AFUDC s reported in the
consolidated statements of income as a reduction of (n-



terest charges for the debt component and as other i
come for the equity component AFUDC ana plant
construction costs are recovered when completed proy
ects are placed mto commercial operation, and the re
covery of related depreciation w authonzed throvgh
CUSLOmET Tates

Betore 1987, the cost of debt included in the AFUDC
caloulation was reduced by the tax benetit realized
trom deducting the related interest expense from tax:
able income. As a result of changes in the treatment of
IntErest expense (00 INCOME X PUrposes, pretax inter:
st expense was used to compute the debt component
of AFUDC beginning in 1987 The AFUDC rate, which
reflects semiannual compounding, was 10.76% for 198K
and 11.57% for 1947 under the pretax method. The rate
was 10.53% tor 1986 under the previous net-ol-tax
method.

Interest on loans that finance partnership construc:
tion projects is capitalized until the projects are
operational. Such capitalized interest is included in
investments in partnerships in the consolidated bal-
ance sheets.

Depreciation and Decommissioning  Deprecistion of
utility plant, except nulear tuel, s computed on a
straight-line, remaining-lite basis. Depreciation of non
utility properties is computed on a straight-line basis
over their estimated usetul lives

The estimated cost of decommssioning Edison’s
nuclear generaung tacibities is $713 mullion and s re-
covered in rates through annual allowances charged to
depreciation expense. Retail rates for 198K, and certain
priot years, included annual decommissiomng revenue
requirements, which have been deposited in trust funds
until decommissioning begins. Trust fund contribu
tions are invested in high-grade secunitres. Approxi
mately 80% of the trust tund contributions quahity
as tax deducnions

Nuclear Fuel  The cost of nuclear tuel, including its
disposal, 1s amortized on the basis of generation and s
charged to tuel expense. In accordance with rate
making procedures adopted by the CPUC, nuclear tuel
financ: |, costs are capitalized until the tuel s placed
into production

Research, Development, and Demonstration (RD&D)
RD&D costs not related to a specific project are ex
pensed in the vear incurred. RD&D costs related to
specitfic construction projects are capitalized unul ot

18 determined whether they will result in construction

of plant. If construction does not result, the costs are
charged to expense

RD&D costs are reflected in the tollowing table:

Year ended December 31
In thousands |URK 19K7? 19K6

RD&D conts charged to oxpense  $48.414 842008 $a47 120
RD&D costs deterrod/capitalized 17 455 T4 RSS  3 KKK

Mlmm $60 K6y g.w 748 §51.010

Commencing in 1988, a balancing account has been
established for RD&D costs charged to expense Under
this mechanism, Edison 1s required to refund to
ratepavers any authorized but unspent RD&D funds at
the end of the three year rate-case cycle ending
December 31, 1990

Unamortized Debt Issuance and Reacquisition
Expense  Debt premium, discount, and issuance
expenses are amortized over the lives of the related
wsuances. The expense of reacquiring bonds that
are redeemed without refunding are amortized over
the period the debt would have remained outstand:
g The reacquisition expenses are amortized over
the lives of the new debt issues when debt is reac
guired with refunding

Change in Accounting Principle  Prior 1o 1987 oo

tric operating revenue was recorded hased on customet

,llings. On January |, 1987, Edison began accruing est

mated revenue for clectnicity that had been delivered to
customers through the end ot cach month but had not
vet been billed. This accounting change contorms to
the Tix Reform Act of 1986, which reguires utihives to
include unbilled revenue in taxable income commenc
ing in 19K7 and results in a better matching of revenue
and expense

Had the new accounting method been in etiect for
1986, net income would have been $2 7 million less
than the amount reported, resulting in a one-cent
decline in carmings per share

Regulatory Balancing Accounts

Operating Revenue:  The CPUC has authonzed an
clectnic revenue adstment mechamsm ERAM)
halancing asccount to minimize the etect on carnings
of retad] sales tluctuanions. Ditterences between autho
nized and recorded base rate revenue are accumulazed
in the account until they are refunded to or recovered
from utithity customers through CPUC authornized rate
adiustments



Energy Costs:  An enctgy cost adiustment clause
(ECAC) balancing account adiusts results of operations
for variations between the recorded cost of fuel and
purchesed power and revenue designated for recovery
af such costs. Undercollected encrgy costs are accumu-
lated in the balancing account until they are recovered
trom utility customers through CPUC-authorized rate
adjustments. Previously, 90% of tue! and purchased
power costs were recovered through ECAC, and the re-
mamnng 10% of such costs were recovered through the
annual energy rate (AER). On June |, 1988, the CPUC
suspended the AER rate component. As a result, all
tuel and purchased power costs are currently recovered
through ECAC

In 1987, the CPUC authorized a one-time write-down
of the cost of fuel ol inventory to market prices. It
also authorized the lastan, first-out inventory method
1or measunng the cost of fuel ail consumption. The
$108 7-mullion wnite-down, including interest, has been
recorded in the ECAC balancing account. On Decem-
ber 31, 198K, the balance remaining to be recovered was
$59.0 mallion, including interest.

The CPUC has established performance incentives
based on target gencration levels tor Edison's nuclear
generating station€ Fuel savings or costs attnibutable
to levels above or below the targeted ranges are divided
equally between SCEcorp and Edison’s customers
through adiustments to the ECAC balancing account

Maror Plant Additions:  Betore 1988, Edison used
maor additions adiustment clause IMAAC! balancing
accourts to accurnulate the ditferences between reve-
nue required to provide recovery of ownership costs of
San Onotre Nuclear Generating Station (San Onotre)
Units 2 and 3 and Palo Verde Nuclear Cenerating Sta-
tion (Palo Verde! Unats | and 2 and related authorized
revenue.

Commencing in 1988, ownership costs of San Onotre
Units 2 and 3 are recovered in base rates. The own:
ership costs of Palo Verde Units |, 2, and 3 are aiso re-
covered in base rates to the extent they are not deterred
in accordance with the Palo Verde race phasean plan,
Recovery of remaining undercollections in the MAAC
balancing accounts as of December 31, 198X has been
authorized over a three-vear penicd, beginning in 1989

Interest and Taxes: Interest on regulatory balancing
accounts 18 accrued at the three-month prime commer-
cial paper rate. The weighted-average interest rates
were 7.60% for 1988 and 6.57% for 1987 Income tax
effects on the changes in the regulatory balancing
accounts are deferred.

Palo Verde Rate Phase-In Plan:  Palo Verde Units

1, 2, and 3 have been in commercial operation, for
ratemaking purposes, since February |, 1986, Seprem-
bor 19, 1986, and lanuary 20, 198K, respectively. The
CPUC has adopted a 10-year rate phase-in plan, which
defers $200 mullion of required revenue during the first
tour years of operation for cach unat. Deterrals for cach
unit, for years one through tour, are $80 million, $60
milhion, $40 mallion, and $20 million, respectively The
deferrals and related interest will be recovered on a
level basis during the final six years of cach unit's
phase-in plan.

Statements of Cash Flows  Beginning in 1988
SCEcorp presented statements of cash tlows in contor
mity with a new accounting standard. Prior periods
have been restated to be consistent with the current
presentation. For purposes of the consohidated state:
ments of cash lows, SCEcorp considers short-term
temporary cash investments to be cash equivalents,
Cash payments tor interest were $485 5 mullion in
198K, $455 | mullion in 1987, and $466.3 mallion in
10K6

Restatements and Reclassifications A\l prior penod
financial statements and related notes have been re-
stated to refloct consolidation ot all maority-owned
subsidiaries and the corporate restructuring The con
solidated financial statements also have been restated
to reflect the write-oft of utility plant and related ad-
justments to the acoumulated provision for deprecia
non, accumulated deferred income taxes, and retained
carnings resulting trom the CPUC's disallowance ol
nuclear plant construction costs. See Note 3 for a fur-
ther discussion of the disallowance

Certair: ather items in prior penods have also been
reclassified to contorm them to the inancial statement
presentations tor December 31, 19K

Note 3. Regulatory Matters

CPUC Disallowances |1 Octaber 1986 the CPUC
wisallowed $25% 6 mullion of Edison’s $3 4-billion in
vestment 1n San Onoeire Units 2 and 3. Edison Rled tor
reheaning on $213.4 milhion of the disallowed costs in
December 1986, In March 19K7, the CPUC granted a
rehearing on indirect construction cost issues and, in
July 1987, issued a decision that reduced the Octaber
1986 disallowance to $198 9 mullion



Recovery of Edison's $1.5-billion investment in Palo

Verde was reduced by 19 33% of the amount disallowed -

for San Onotre Units 2 and 3, under a tatemaking
agreement adopted by the CPUC The CPUCS invest:
ment disallowances tor San Onofre and Palo Verde wotal
$237 malhon

In December 1986, the Financial Accounting Stan-
dards Board began requinng regulated entenpnises to
write oft construction costs not allowed in rate base.
The new standard provides tor the restatement of prior
penad financial statements tor disallowances occurnng
betore the standard's ettective date of lanuary | 1988
Accordingly, the 1986 consolidated statement of in-
come includes a one time, after-tax charge against
carnings of approximatcly $193 million, reflecting the
CPUCs final construction-cost disallowances arsing
from its October 1986 decision

In addition, revenue accrued to recover prior years'
ownership costs, which s associated with the con
struction costs disallowed by the CPUC, has beea
wnitten off from the MAAC balancing account. Edison
recorded after-tax charges against earmings of approxi-
mately $15 m.llion tor 1986 and $70 million tor 1987

Energy Cost Proceedings  The CPUCS Division of
Ratepayer Advocates [DRA) recommended that the
CPUC disallow $124 million of energy costs incurred
hetween late 1984 and late 1987 Approximately $120
million of the proposed disallowance represents alleged
overpeyments to nonutility power producers, including
electricity purchased by Edison trom a 300-MW cogen:
eration facility owned by Kern River Cogeneration
Company (KRCC) Mission Energy Company, which 1s
one of SCEcorp’s nonutility subsidiaries, 18 a partner in
the KRCC facility. The DRA's proposed disallowance in
relation 1o power purchases from KRCC is approxi
mately $37 million In upcoming CPUC heanings, Edi-
son will demonstrate that the power purchases from
KRCC actually saved its customers more than §24 mi"
hon during the three years under consideration, com-
pared with the “standard offer” contract approved by
the CPUC. The DRA also alleges overpayments by Edie
son under 17 other contracts Edison negotiated with
nonutility power producers that are not SCEcorp athili-
ates. Edison signed these contracts duning the carly
stages of Calitornia's eftorts to rapadly develop alter-
nate and renewable energy resources. The prices Edison
projected to pay under these 17 contracts were at or
below avanded cost standard contracts over their lives
In addition to its recommended energy cost disallow
ance, the DRA has recommended that the CPUC
maodity its carly 1988 decision that authonized Edison
to form a holding company

Although the probable effect that the outcome of this
matter will have on net income cannot be determined
at this time, Edison behieves that adoption of the DRA'S
recommendation to madify the holding company decr-
SION 16 DOt Decessary 1o protect the public interest and
Edison will woik diligently to demonstrate that it has
reasonably administered the contracts under review
CPUC proceedings are scheduled to take place later
this yeat

Resale Rates  In accordance with FERC procedures,
resale rates are subect to tetund with interest if subse
quently disallowed Edison belicves that any retunds
resulting from pending rate proceedings, shouid not
have a matenal effect on net income

Note 4. Short-Term Debt

SCEcorp maintains unrestricted deposas of approxi:
mately $7 milhion at commercial banks and pays an:
nual commitmeut tees of up to 1% to maintain hines of
credit which may be utilized at negotiated or bank in-
dex rates and which totaled $2 2 billion on December 31,
198K Approximately $1.6 billion of these lines of credut
support commercial paper and other horrowings to
finance general cash requirements, leveraged leases

tuel inventories, and undercallections in regulatory

. balancing accounts. The remaming $600 milhon of

these lines of eredit are avalable tor the long-term
refinancing of certan vanable rate poallution-control
indebtednuss issued by Edison

Short-term debt of subsidianes s comprised of

_I)cwmhw 51,

In mallions [UKK 19K*
Ceneral purpose $ 671 § A5
Leveraged leases w0 1070
Balanving accounts 40 0 a0
Fuul S48 4 SINA

Total borrowings supported by

lings of credit 1101 4 1061
Amount reclassified as long term 4A7 K W 3
Unamortized discount 5.4

Other shart term borrowings | 6T

Net short term debt $ HKAKA 8§ 6725

Note 5. Income Taxes

SCEcorp’s subsidianes are included in its consohidated
tederal income tax and combined state tranchise tax re
turns. Under income tax allocanion agreements, cach
subsidiary calculates its tax hability separately



Current and Deferved Taxes  Income tax expen ¢
deterred income taxes providod on certain ems of
mcome and expense which are reported in ditferent
persads for tax and financil reportng purposes.

The current and deferred components of inco.mne tax
expense are

In thousands IORE  I9K7  19Ke

Current.

Federal $241.917 $319.429 $342253

State 107411 124085 119972
B4V AR 443 44 462226

Delerred — lederal and state.

Investment and energy tax

credits — net (L2100 80,351 LURAY)

Depreciation 17A.380 18K IK6 176,280

Regulatory balancing accounts  (P0.460)  (33.464) (21 400!
Debt reacquisition expenses (2507  (LA9D) K196k

Leveraged leases MOS0 237R4 -
Fuel contract settlements (LYK 16,002 9,528
Nuclear plant disallowance - (TR616) (6] 665)
Cumulative etfect of

accounting change - 8K782 -
Capitalized exploration and

development expenses - - |31,304)
Unbilled revenue (24,4200 (27 467)
Phase in plan TRTA3 AR TOT  46.39K
Fixed charges 7994 (14.17K) 45,538
Contributions (n aid of

construction (2KR361  (14.000) -
Other 25960 (31.3KK) (9 VAK)

176,614 195370 214,206

Total m ta1 cxpense $525 942 $63K K64 $676.431

Classification of income taxes:
Included in operating expenses 8446, 095 §574 208 702 442
Included in other income 79547 K04V 35654
Nuclear plant disallowance - (PR616) 161 .665)
Related to cumuiative etfect of
accounting change - SR7%)
INCOME tax x| $525 042 $63K K64 8676 43

Accumulated deterred investment tax credits (ITC)
are amortized over the lives of the related properties

Cash payments for income taxes were $421 9 million
in 198K, $466 7 mullion in 1987, and $316 3 mitlion in
1986,

The tollowing table reconciles the ditferences be-
tween recorded state and tederal income taxes and
amounts deternuned on income betore taxes by apply-
ing the federal statutory tax rate The federal and com-
posite federal and state statutory income-tax rates are

34% and 40 138%, respectively, for 198K, 40% and
46 138%, respectively, for 1987, and 46% and 51 184%,
respectively, for 1986

Year ended December 31
In thousands 198K 19K? 1986

Expected toderal income tax
CXPONNG @t statuto, ¢ rate § 437 K43 § AR0 954 8§ 550603
Increase (decrease! in
INCOME Lax EXpense
resulting from:
Allowance for equity and
borrowed tunds used
durning construction 16.068)  (29.362)  162,202)
Federal deduction tor state
LAXES On Ineome 140.005) 4V anm RER VAN
Depreciation timing
ditlerence not deterred 70224 96,042 102,536

State tax provision 117,662 124,700 11K 464
Prior years’

decommussioning [18.714) - a
Nuclear plant

disallowance - (4,730 55042
Subsidiary preferred and

preference dividends e AN 20 08K 25,154
All other ditterences (53,7K1) [AN, 0N (AR THd!

Total income tax expense  § 25042 § AN KSG § 676401
B S ToTaTE

Pretax income $1.2R7 772 K1 ATT AKS $1 97 |58
pReS S

Etlective tax rate (toval income
Lax clp_mn' predax income! a8 K% 46 4% 56 8%

Deferred income taxes for tax depreciation prior to
1981 and certain construction overheads have not been
srovided because the tax etlects of such timing ditfer
ences are not allowed tor retail ratemaking purposes
until the taxes become payable. The cumulative net
amount of these tming ditlerences was $1.8 billion on
December 31, 19K8, and 1987

Ratemaking Investigation  1n 1956 the CPUC bogan

an investigation to evaluate the cttects of the Tax
Retorm At of 1986 on ratemaking procedures. Reve
nue tor recovery ot income tax expense tor 1987 and
subsequent penods was collected subiect to retund
pending a CPUC decision

In October 198K, Edison retunded approximately $51
milhior, chrough the ERAM balancing account, in com
phiance with an August 198K CPUC intenim resolution
Final CPUC approval of the amounts retunded 1s
pending. Because Edison had previously provided a
reserve tor this item, retunds to customers have not
and are not expected to have any signiticant ettect on
net income




New Accounting Standard  Under accounting rules
currently in eftect, deferred income tax balances are not
adrusted 1o reflect changes in tax law o1 rates How-
ever, a new accounting standard will require such ad-
Justments begimming in 1990

The new standard requires significant balance sheet
adiustments. The corpotation will record additional de
terred income taxes related 1o the equity component of
AFUDC, which is currentlv recorded on an after-tax
hasis; the debt companent of AFUDC, which was re
gorded on a net-ol-tax basis prior to 1987, and other
temporary dittesences for which deterred income taxes
have not been provided

Additional balance sheet adiustmuents will be re-
corded tor the net reduction in deferred income tax
Labilities resulting from income tax rate changes, the
recognition of deferred income tax assets attributable
to the reduction of the book basis of property by un-
amortized investment tax credits; and to classity prop-
erty-related acoumulated deferred taxes as a liability
instead of a reduction of utility plant

The majonry of additional deferred-tax assets and
Lablities will be attset by recording regulatory assets
and "abilities representing the anticipated ettect of
these adiustments on customer rates. Such regulatory
assets and habihoes will be adiusted as they are re-
covered or retunded through the ratemaking process
and for changes in tax rates or laws

Note 6. Employee Benetit Plans

Pension Plan  SCEcorp has a trusteed noncontribut
ory detined-benefit pension plan, covering substan-
tially all full-time employees who fulfill minimum
service requiremoents. Benetits are based on years of
accredited service and average compensation. SCE orp's
pohicy s to Zund the plan on a level premium
actuarial method, provided thet annual contribu:
tons meet the mimmum tunding regquirements of
the Empioyee Retirement Income Security Act and do
ot exceed the maximum deductible amount under in-
come tax regulations. Prior service oo s trom pension
plan amendments are tunded aver 30 vear periods

In 19X7 4 new accounting standard tor detined
benehit plans was implemented that changed the basis
used tor determining pension expanse Betore 1987,
pension cost was based on the actuanal method used o
determine annual contributions to the plan For [9%6
pension expense amounted to $48 6 milhon

Pension expense under the new standard includes the
following companents

Yoar onded December A

In thousands JUNK oR?
Net pension expense
Serviee cost bor benetits carncd $ 4380 8 4662y
Interest cost on prosected bonetit

obligation 102,249 91,025
Actual return on plan assots 138.6K7) (130,723
Net amortizstion and defertal 0610 46,699
Perwion Labihity pursusnt 10 8 counting

standards 52512 SAsR0
Regulatory adiustment (64161 (34K

Nopesocmeeuiend b S0 8 0100
In conformaty with the accounting principies tor rate:
regulated enterprises, regulatory adiustments have
been recorded to retlect, 1n net income, the pension
costs caloulated under the actuanal method used for
ratemaking purposes. The ditterence between pension
costs calculated for accounting and ratemaking pur
poses has been gecorded as a deterred charge on the
consolidated balance sheets
The plan's tunded status 15 presented below

Deeemner 31,

In thousands JUNN (KT
Actuarial present vabue of benehit obligations
Vosted beneties $ V04 190 § KK VA2
Nonvested henefits 6K 531 47 306
Accumulated benetit obligation A RS RAK 24N
Value of prosected future compensation

levels 435,363 472,008
Prowected bhenehit W $1.400 084 $) 130.3583

WAL ISR

Plan assets at lasr value $1.326635 §1.201.550
Benetit obligation in excess

of plan assets § (K2L440) § (2K.803)
Unrecognized net gan av.021) 11 562
Unrecogrized net obligatson being

amortized over |7 years N6 95163

W‘“ L LY
IR IS T SN RSNSOI
Assumptions for detined benchit pension plan
Discount rate CHH K &%
Rate of increase in

TUtUre compensation 6 0% 6 0%
Expected long term rate

of TETUrn on assets K A% 8 A%,

Assets of the plan comsast primanily of common
stocks, corporate amd government bhonds. shor wenm
investments, and guasantecd investment contragts



Bmployee Stock Plans  “CLcorp mamntains an
Employee Stock Ownership Plan (ESOP) and & Stock
Savings Plus Plar (SSPP), which are designed to sup
plement employees’ retirement income. Contributions
10 the ESOP were tunded primanly by federal income
tax benefits and contmibutions by employees SCEcorp
contributions to the SSPP were $16 9 mullion w0 1988,
$16.6 mullion in 1957, and $15 4 million in 1986,

Other Post-Emplovment Benefits  Health care hene
fits and life insurance are provided for retired employ-
ves and their dependents. Group life insurance is
provided through an insurance company. Mealth care is
provided by a combination of SCEcorp facilities and
insurance programs. The costs of these benefits for re-
tirees were $22 8 mullion in 1988, $18.0 mullion in 1987,
and $15.4 million in 1986

Nete 7. Jointly Owned Utility Projects

Edison owns undivided interests in several generating

stations and transmission systems, for which cach par-
uapant provides its own financing. The proportionate
share of expenses pertaining to such proects is in-

cluded in the appropriate operating expense category
in the consohdated statements of income. The table

below presents the investments in cach project as
included in the consolidated balance sheet as of
December 31, 1958

Plant in Acvumulated Undor Ownership
In thousands SUIvice Depregiation Construction Interest
El Dorado Transmission System § 2164 L $ K 60.00% (a)
Fowr Corvers Coal Generating Station — Units 4 and & 401,142 122,613 11,398 400
Moheve Coal Generating Station 233,708 95 919 877 5600
Pacafic Intertie DC Transmission System 115,047 34,075 69,550 50.00
Palo Verde Nuclear ®encating Station 1,463,307 RO.810 DR P 15 80
San Onotre Nuclear
Generating Station

Unat | 537,002 153 990 13,261 8000

Units 2 and 3 2,750 741 477,823 18,084 7508

Common tacilities — Units 2 and 3 K19.030 114 846 1,863 7508

Common facilities — Units |, 2 and 3 176,130 2K KhA 1,509 75.87
Yuma Axis Generating Station 14,369 10,516 “y 43 30
Total $6.539 145 $1,127,745 $147 154

A ™ L T T I I S e e

el Represents g commposite tote

=

Nete 8. Leases ests o5 their only remedy in the event of default by the
lessee. The components of the net investment (n
Mevestments in Leveraged Leases  During 1957 4 leveraged leases are provided in the following table
wholly owned, nonutility subsidiary hecame the lessor
mn severa! leveraged:lease agreements, under which its Revombe: 3}
undivided interests in a nuclear power plant and a In thousands s er
paper mill facriity, having economic lives of 40 and 34 Rentals receivable (net of principal
vears, respectively, were leased for terms of 29 and 25 and interest on nonrecourse debt) 243999 $244 940
years, respectively. All operating, maintenance, and Less Unearned income ysera 115102
decommussioning costs are the responsibility of the Investment in leveraged leases 148,027 12K K5K
lessees. The facilities’ total cost was $609 million at Current portion of rentals receivable 4542
December 31, 198K, and 1947 Less Deterred income taxes 74,453 40,768
The equity investment in these tacilities represented Net investment in leveraged leases $§ 73574 8§ 92732

24% of the purchase price. The remaining 76% was
nomrecourse debt, which s secured by first liens on the
leased property. The lenders accept their security inter-




Operating Lease Co nmitments  SCLCorp lcases autor
motive, computet, office, and miscellancous equipment
through operating rental agreements with varying
terms, provisions, and expiration dates At December
31, 1988, estimated remaining rental commitments for
noncancelable operating leases were as follows

Yoar ended December 31, Inthousands
1989 » W7
1990 26,088
1991 22,981
1992 19,112
1993 14,637
For periods theratter 16,266
Total future rental commitments $120.081

On lune 10, 1987, one of Edison's wholly owned sub-
widianes purchased the leasing company from which
Edison leased its nuclear fuel by assuming the com:
pany’s commercial paper obligations. On March |, 198K,
Edison assumed the commercia' paper obligations ot
the affiliated nuclear tuel lessor and terminated the
nuclear fuel lease agreement Lease labilities supported
by commercial paper borrowings, which had been
classified as long-term 8ligations, have been reclassi-
fied as long-term debt to conform with the financial
statement presentation of nuclear fuel financing on
December 31, 1988, The long-term debt amount
represents the estimated repayment of commercial
paper based upon expected nuclear tuel consumption
subsequent to one year atter the balance sheet date
and 1s supported by refinancing agreements with
commercial banks.

Note 9. Commitments

Construction Program and Fuel Supply A+ o De-
cember 31, 1988, SCEcorp's construction expenditures
are estimated to be $905 mullion for 1989, $712 milhon
for 1990, and $713 milhon for 1991 In addition, mini-
mum long-term commitments of approximately $1,607
million exasted as of December 31, 1988, under tuel
supply contracts

Long-Term Purchased Power and Transmission
Coatrects Edison has contracted to purchase por-
tions of the generating output of certain facilities and
to purchase firm transmission service when appropri-
ate. Although there 1s no investment o such tacilities,
these contracts provide for minimum payments based,
in part, on the debt service requirements of the pro-

videt, whether or not the fcaility or transmassion hne 1
operable None of these power contracts provide, o are
expected to provide. more than 5% of current or esti-
mated future operating capacity

The cost of power and firm transmission service ob-
tained under these contracts, including payments made
when a facihity or transmission hine 18 0ot operatnng, 1s
included in purchased power and other operating ex-
penses, respectively, in the consohidated statements of
income. Purchased power costs are generally recover
abde through the ECAC balancing account procedure.
Selected information pertaining to these contracts on
December 31, 198K, 1s summanized as tollows

Purchased  Transmission

Power Serviee

Years contracts expire 19902017 19902016

Share of elective operaing
Capacity — megawatts 7356278

Share of energy output 5 54% ~ 100%

Reguired minimum annual payments In thousands
19Ky § 46 doN $ Y08
1990 13 854 6,030
1991 2,500 45
1982 2500 4422
1993 2,500 4267
Thercatwer a0 37§ K6, | IR

Total $127 197 $114 300

e

Purchased power costs were $121.5 mullion in 198K
$118.0 milhion in 1987 and $115.3 millyon in 1986
Transmission costs were $11.4 milhion in 198K §112
million in 1987, and $12.0 mullion in 1986

Note 10. Contingencies

Nuclear Insurance On August 12 JVRK Congress
amended the Price-Anderson Act, extending it until
August 1, 2002, It increased —to 876 billion trom

$720 million~the limit on public habiity clayms that
could anise from a nuclear incident. Participants in San
Onofre and Palo Verde have purchased the maximum
private primary msurance avalable, which currently

1s $200 mullion. The balance is to be covered by the
industry’s retrospective rating plan, using deterred
premium charges. This secondary level of financial
protection is required by the Nuclear Regulatary Com:
mission (NRC). The maximum amount of the deterred
premium that may be charged for cach nuclear incident



i 863 mullion per reactor but not more than $10 mil-
bion per reactor may be charged in any one year for
cach incident. Edison could be required to pay o max-
imum of $183.6 million pet nuclear icident, on the
basis of its ownership interests in San Onotre and Palo
Verde, but it would have to pay no more than $29 1
milhon per incident in any one vear Such amounts in-
clude a 5% surcharge that would be apphcable in the
event that additional tunds are nseded to setisty public
liability clavms, and are subject 1o adiustment for
ntlation.

Edison's property damage insurance covers losses
up to $500 milhon at San Onotre and Palo Verde. De-
contamination hiability and property damage coverage
in excess of the primary $500 mullion layer has also
been purchased, exceeding NRC requirements.
Insurance covering part of the additional expense of
replacement power which could result trom an acci-
dent related nuclear unit outage, 18 also provided. After
the first 21 weeks of such an outage, a maximum
weekly indemnity of $2.7 michion for a single unit for
52 weeks begins. An additional $1.4 million per week 18
provided for the next 52 weeks. These policies are is-
sued primanly by mutual insurance companies owned
by utilities with waclear facilities. It losses at any
nuclear tacility covered by the arrangement were to
exceed the accumulated tunds available for these
insurance programs, Edison could be assessed retro
spective premium adjustments of up to $54.0 malhion
per year Insurance premiums are charged to operating
expenses

Antitrust Litigation  1n 1978 Hve resale customers
filed o swit against Edison, i tederal distnot court, al:
leging violavion of antitrust laws. The complaint secks
monetary damages, o trobling of such damages, and
certan impunctive rehiel. The complaint alleges that |
Edison engaged in anticompetitive behavior by charging
more for clectrivity it sold 1o resale customers than it
vharged certan classes of retail customers. The com:
plaint also alleges that Edison acted alone and in con-
cert with other utihities to prevent or limit such resale
customers from obtaining bulk power supplies from
other sources to reduce or replace the resale customers’
purchases from Edison. The plaintitts estimate that
their actual damages, belore trebling, were approxi
mately $99 6 milhion trom Febraary 1, 1978 through
Decomber 31, 1985 The trial began on July K, 1986, and
concluded on Seprember 26, 1986 Edison filed findings
of fact and conclus viv of law with the court on
November 21, 1986, A uccision 1s pending

In 1983, another resale customer also filed suit, in
federal district court, alleging violation of certain ant)-
trust laws. The customer alleges that it has been de-
nied access to lower-cost power and was overcharged
tor power purchases as well as other operational and
financial damages On luly 17, 198K, Edison received
the customer's antitrust damage study alleging total
damages of approximately $135 malhon betore trebling
A trial date of November 14, 1989, has been set,

The toregoing proceedings involve complex issues of
law and tact. Although Edison s unable to predict the
final outcome, it has categoncally demed the resale
customers’ allegations

Quarterly Financial Data

SCEcorp and Subsidianies

Unoudite’
in millions, 1968° " 1987
except per share data Total Fourth Third Second First Toral Fourth Third Second First
Operaung revenue $6253 81539 82029 81353 81332 $5602 S1414 G151 S1.354  S1.316
Operating income 1.6 196 4% 12K 196 V6h 233 24K 9 226
Net income 762 107 w2 146 17 T30 17 212 Ix? 169
Per share
Earmings L4y av 179 67 54 139 N 97 N6 "
Dividends declared 245 6l 62 62 91 235 a 591 501, 54
Common stock prices
High $3ay, A ST I $3in $340 4 $37 $43Y% $33% 32 $37
Low $204 831V $30% $30 $200 $27% $17% $29% $28% $31v,
“Includes $68 million or 31 cents per share. re<ulting from an accounting change (See Nate 2 of “"Notes to Consolidated Financial Statements
CQueiisriv lluctuations compared to 1987 are primatily the result of g December 19K CPUC rate decision which ordered Edison 1o change the

way i1t bills teige customers. concentrating ¢ larger percentage of these costomers gnnudl charges into the summer months




Selected Financial Data 19841988 SCEcorp and Subsidianies

&M. exoept percent. per share and ratio data 1968 1987 1986 (al 19KS 1984 (b)
M heorp

Cansolidated operating revenue $6.202.719  $5.601,926  SAAGKOKY  SR2ITIAT  SIEW A2
Consohidated operating cxpenses 5,150,361 4647135 4420984 4240175 1032 827
Consolidated net income 61 430 7AK,631 820,727 202,408 (59 KA
Woighted avotage shares of common stock outstanding ((00) 208,332 218,014 207,780 215 o996 207 5%
Per share data

Larnings 149 $3.39 8239 $4.26 31K

Dividends declared 245% 2854 2.28 213 201

Book value (@) 2008 2216 2118 21 e 19 89

Market value at year-end 2% a0 A3% 26m 22%
Dividend payout ratio (pad basis| e o8 7% 1% M a% 61 9%
Rate of return on common equity (al 15.33% 1551% 11L.09% I15.76% 16 2K%
Price/ carnings ratio 3 9.0 142 &2 3
Ratio of carnings 1o fixed charges 280 PR bR 2o 270
Total assets (@) $14.060276 $14.350.664 S13,6K1058  SI3256 054 811 906 408
Common stock — paidan capital 2463762 2457 K1Y 2454318 2,450,754 2455 x4
Retained carmings 2001 086 2AB05 2,150,751 2128 646 1 NR6 K04
Common sharcholders’ equity (a! 5,004 848 CRSERAT] 4,608 (69 4,579,400 4,246 "RK
Preterred and preference stock of subsidiary

~not subject to mandatory redemption 358,755 361,238 361654 462 500 463 25K

~ subject to mandatory redemption 239,037 277,55 209 (48 W5 074 422,286
Long term debt of subsicdiances $421,747 5150883 5122243 517624 ATROM

»

Southern Calitornis Edisog ( ompany
Financisl data: 9 »
Earnings available 1or common stock So84 6RO $6V7 18K $503 198 Swd 113 ShAs viTY
Earnings per share (¢} 304 120 231 122 36
Financial rate of return on common equity (@) 14.88% 15.32% LLO7% 15 93% 16.50%,
Ratemaking rate of teturn on common equity —carned 12.20% 11.97% 12.42% 13.22% 14.24%
Ratemaking rate of return on common equity — authonzed 12.76% 13.90% 14 60% 16.00% 16 00%
Internal generation of funds 100% "% 8% 63" 67%
Operating and sales data:
Area peak demand (MW) 15,987 14,775 14,509 14,587 15,189
Arca generating capacity at peak (MWI 18,593 1K, 206 18,420 17,776 17,354
Kilowatt hour sales (00! 67 885 70l 65,539 4K 64 197 405 KA VKA GHA AR A1004Y
Customers 1,831,656 3,717,262 3,589 414 y, 490,425 1400 182
Employees 16,4600 17086 17 553 17,182 16 %44
The Mission Group
Common sharcholder's equity $506,171 $292 10K $166.3K1 $134.310 K3 86|
Net ingome 77,763 a41,344 17529 N 206 L d6s
Earnings per share ) 15¢ 19¢ Ne 4 ¢
Porcent of SCEcorp's carmings por share 10.0% 56% 3.3% 2% X
al Restared for nuclear plant construction cost disallowances described in  Nares to Consalidated Financial Statements . on puges 3
th) Represents Edison s unconsoldated financial date. which woutld he subxtantiolly sumilar 1o SCheorp s consolidated tnancial dat

f0) Based on weighted average shares of SCEcorp common stock vutstanding

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

SCEcorp became the parent holding company of South-
ern Calornia Edison Company (Edison) through a
corporate reorganization approved by Edison sharchold:
ors during 1988 Unless stated otherwise, this discus
sion addresses the consolidated results of operations and
financial condition of SCEcorp SCEcorp w comprised
of Edison and The Mission Group, the parent company
for all subsidianies not subject to rate regulation

Results of Operstions

Barmings Summary  Larnings per share tor 1988 i
creased 10 cents to §3 49 from $3.39 0 1987 despite a

reduction by the Ca'ttornias Public Utilities Commus-
sion (CPUC) i Edison’s authorized rate of return on
common eguity from 13 9% 10 12 75%  Net income
rose 3.2% to a record $761. 8 mulhion and revenue to
another record of $6.3 billion, compared to $5 6 billion
in 1987 Factors contnibuting to the increased carnings
include CPUC approval of 1988 expense levels that
more accurately retlect Edison's costs, continued em-
phasis on cost containment, a CPUC award for tavor
able coal-plant operating performance. and higher
carnings from The Mission Group

The Mission Goup's contribution to carnings per
share for 1988 was 35 cents, or 100%, of total SCEcorp
carnings, compared with 19 cents per share, or 5 6%
for 1987 The Mission Group's net income rose to $778
million trom $41.3 million in 1987 Nonutility carnings
pet share increased by approximately 84% above those
in 1987, with earnings growth in each nonutility busi-
ness. Higher carnings resulted trom the addition of
K30 MW of new cogeneration and geothermal projects
by Mission Energy Company, the sale of industrial prop-
erty by Mission Land Company, increased construction
contracting activity by Mission Power Engineering Com-
pany, and the first tull year of operation for Mission
First Financial

Electric Operating Revenue and Sales A pproni
mately 98% of electric operating revenue represents
retail sales that are subject to rate regulation by

the CPUC The remaining revenue is from sales to
whaolesale customers, which are regulated by the
Federal Energy Regulatory Commussion (FERC)

Eleotric aperating revenue increased by $430 6 mil-
hon, or 78% . over last year, reflecting a 3.6% increase
i kilowatt-hour sales The inorease in revenie is at-
tributable to a A 9% nercase m retanl salos volume that
resulted trom the addition of more than 114,000 new
customers and the eficet of rate changes Resale sales
valume declined 5 4% due to the availability of alter-
DALIVE CRETEY sOurces to resale customers. Increases in
clectnic operating revenue of 3.5% in 1957 and 2.6% in
1986 reflect, in addition to rate changes, a 5.1% rotail
sales volume increase n 1987 and a 1 2% sales volume
decline in 1986

Rate changes that became etfective lanuary |, 1989,
are projected to ingrease revenue by $77.7 mallion, or
1. 3% The CPUC approved an attrition increase of
$116.4 mulhion to recognize inereases in nonfuel ex-
penses and to inorease Bdison’s authorized rate of
return on common equity to 13.0% trom 12.75%  In
separate proceedings, the CPUC authonzed a $77 1ol
hon rate decrcase atter Edison completed tull recovery
of uranium contract settlement payments and granted
a $38.4 million rate increase tor additional plant invest:
ment in the San Onotre Nuclear Generating Station

Investment and other operating revenue increased by
$220 2 milhon, or 218 3%, reflecting growth in nonutil-
ity businesses Continued INCTCANES (0 revenue from
nanutility businesses are expected during 1980

Operating Expenses  Opcrating cxpenses tor [9ss
increased by $519.2 mallion, or 11.2%, over 1987
compared with increases of $216 2 million, or 4 9% in
1987, and $180.8 million, or 4 3%, in 1986

The net increase in operating expenses resulted pny-
manily from utility operations. Fuel expense declined
$1190 mudbion, or 10 9%, in 1988, compared with an
increase of $226.6 mudhon in 1987, and a decrease of
$K12. 4 mulhion in 1986 The reduction in tuel expense
tor 198K 18 the result of increased nuclear generation
which displaced higher cost natural gas genetation
Additionally, the utihity operated higher cost non-nuclear
tucl-burning power plants less because of an increase
in mandatory purchases of power trom nonutihity pro-
ducers at CPUC mandated rates that exceeded rates
tor cconomy purchases. Purchased power expense in
creased by $454 5 mullion, or 5K 2%, over 1987 The
cHect on carnings of tuel and purchased powet cost
fluctuations 1s munimized by regulatory adiustment
me chanisms established by the CPUC and the TERC



Provisions for reguluatory adiustment Clauses for 19KK
refloct net overcollections of $240 7 milhion The
overcollections are attributable to growth in kilowart
hour sales, CPUC authonzed recovery of previously
deterred coergy costs through the Encrgy Cost Adiust:
ment Clause, and amortization of deterred costs undet
an adiustment clause that was established 1 recover
costs of major system additions.

Depreciation and decommissioning expense in-
creased during 1988 by $95 2 mullion, of which $84 &
milbion s sttributed 1o higher levels of decommission:
ng expense authonzed by the CPUC The remainder of
the increase results trom increased depreciation due to
system growth

Taxes on aperating income tor 198K decreased $131 %
milhon, compared to 1987 resulting primanly trom
lower corporate tax rates instituted by the Tax Retorm
Act of 1986 However, the lower tax rares were oftset by
reduced electricity rates tor customers and, therelore,
had Lirtle o no effect on net income.

An increase in contracted nonutility engineering and
construction services contributed approximately $138
million to the $183.0 million increase in other operat
ing expenses for 1988 The remainder of the increase s
principally due to Edisdh's system growth

Other Income and lncome Deductions  thities capr
talize an allowance for fucds used during construction
(AFUDC) which represents the cost of debt and equity
capital used to finance construction of plant additions
Completion of the Balsam Meadow Hydro Project and
Palo Verde Nuclear Generating Station (Palo Verde)
Unit 3 contributed significantly to an $86.3 milhon
decline in AFUDC compared to 1987 AFUDC has
declined steadily over the past three years, as the
construction of major projects has been completed and
the facilities placed into service

The $28 5 mullion increase in 19KK interest income
over 1987, resulted trom higher interest rates on in-
vested cash, and increases in the average amounts of
cash investments and regulatory-asset balances

Significant Accousting Changes 11 accordance with
changes in gccounting standards for tate rogulated en

terprises, 1n the frst quarter of 1988 Edison recorded a
noncash write-off against income of approximately
$193 milhion, net of related income tax eftects, tor dis:
allowed costs on ity mvestment in nuclear tacilities. As
permitted by the new sccounting standard, Edison
adopted these changes by restating the inancial results
for 1986, the peniod in which the write oty would have
been recorded had the present accounting rules boen in
efir ot

As discussed turther in Note 5 of the “Notes 1o Cone
solidated Financial Statements,” maor balance sheet
adiustments will be recorded in accordance with new
INCOme tax accounting reguirements that hecome
etfective in 1990 These changes are not expected to
significantly atfect tuture carnings

Financial Condition

Liquidity and Capital Resources S0 Loorps liguidity
is attected primarily by construction expenditures and
by capital requirements relating to debt and caprtal
stock maturities The capital resources avalable to
meet these requirements include internal cash gencia:
non and external financings

The majonity of SCEcorp's capital reguitements con

“unue to be met by cash generated through operations

For 1988, nearly 80% of cask requirements were inter
nally generated. compared with approximately 87% in
1987 and 96% n 1986 The decline in 19RR s attributed
to an 18 4% reduction in cash from operations net of a
10 9% decrease in cash reguirements. Cash tlow and 1i-
quidity for 1988 were untavorably affected by revenue
deterred to tuture years under the Palo Verde Phase-in
Plan, which will increase through (990, and decline in
subsequent years, Additional items impacting cash
tlow untavorably are increased income tax payments
resulting trom the Tax Reform Act of 1986 and con
tributions of more than $157 milhion to nuclear decom:
massioning trusts related to 1988 and certain prior
vears. A decling in construction expenditures and the
recovery of balancing account undercollections par-
tially ofiset these adverse tactors

Through the ssuance of long term debt during 198K
SCEcorp rased $631.3 milhon of which Edison raised
$622 7 million, primanly to Ainance the redemption of
maore costly debt, repay bond matunties, and to meet
sinking tund requirements. Market conditions and



other factors, icluding imitations imposed by
Edison's Articles of Incorporation and Trust Indenture.
influence external Ainancings As of December 311 198K
Edison could iwsuc approximatcly $3 8 hllion of adds-
tional first and retunding mortgage bonds or approx-
mately $1.7 bilhon of preferred stock at current
interest and dividend rates under its Trust Indenture
and Articles of Incorporation.

In conformity with CPUC ratemaking procedures,
short-term horrowings are utilized primarily to finance
fucl-oll inventory, regulatory halancing account under
collections, and nuclear tuel The principal and interest
reluted to these special purpose short-term horrowings
are recovered through regulatory balancing svcount
machanisms. Note 4 of “Notes to Consohdated Finan-
cial Statements” discusses available lines of credit and
related short-term borrowings.

Capital Requirements  SCEcorp on an unconsolidated
basis, requires capital for common stock dividend
payments, investment in nonutility subsidianes and
general and administrative expenses These require:
ments are provided by dividend payments from Edison

SCEcorp's prnimary capital requirements consist of
expenditures undé its subsidianies’ construction pro-
grams and debt and cepital stock matunities. Such com-
mitments are projected to total $4 9 billion trom 1989
10 1993, It 1s anticipated that the majority of these capi-
tal requirements will be financed through internally
generated cash with supplemental financing through
the issuance of long-term debt

Balancing Accounts and
Rate Phase-in Plan Uty

In millions of dollers

&30 e K

Vi
240

436 Rare
plan

T
611

195 Regulatory
balancing
accounts

Capital Structure  The capital stracture of SCEoorp
as of December 31, 1988 1 reflected in the table below

Common eguity LLEAN
Preterved stock 54
Long-term debe L% J
’!btgl 100.0%

As discussed i Note | of “Notes to Consobdatd Finan:
clal Statements,” on November 30, 1988, SCEcorp, Edy-
son, and San Dicgo Gas & Electric Company (SDGAE)
executed an agreement to merge SDGAE into BEdison
Under the terms of the morger agreement, SCEcorp
will exchange | 3 shares of its newly issued common
stock tor cach SDGAE common share SDG&E pre-
ferved and preference stock will be exchanged for
SCEcorp preferred and preterence stock with similar
provisions, except that dividends on cach series will be
increased between 2.5% and 20.0%

The merger is subject 1o the approval of sharcholders
and vanous regulatory agencies, including the CPUC
and the FERC. SCEcorp is working to complete the
approval process in carly 1990

Projected Capital
Requirements (SCEcorp
In mullions of dollars
o
wo4
6 o7 - vay
134
228 6 265 Dbt and
capital stock
maturities
9085
QM’
12 a3 684 Construction

expenditures

v
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Board of Directors $Cheorp

Howard P Allen Carl F Huntsinger

Chairman of the Board General Partner

Presadent and Chief Executive Officer DAE Limited Partnership, Ltd
(Agncultaral Management)

Roy A Anderson Onai, Calitornia

Chawrman Ementus

Lockheed Corporation Charles D. Miller

Burbank, Calitornia Chairman of the Board and Chuet Executive Officer
Avery International Corparacion

Nerman Barket |o (Manutacturer of Self-Adhesive Products)

Charrman of the Board Pasadena, California

Pacific Amencan Income Shares. Inc

(A Closed-End Bond Fund) I. 1. Pinola

Los Angeles, Calitornig Chatrman of the Board and Chief Executive Officer
Furst Interstate Bancorp

Warren Christopher Los Angeles, Californie

Chairman

O'Melveny & Myers James M. Rosser

Los Angeles, Caltfornia President
Calrtornia State University, Los Angeles

Camilla C. Frost Los Angeles, Calitornia

Chairman of the Executive Committee

Los Angeles County Museum ot Art Henry T Segerstrom

Low Angeles, Calitormia Managing Partner

- C.1 Segerstrom & Sons (Real Estate Development)
Walter B. Gerken Costa Mesa, Calitornia
Chairman of the Executive Commuttee

Pacific Mutual Life Insurance Company
Newport Beach, Calitornia

William R. Gould

Chairman Emeritus and Consultant

(Retired Chairman of the Board and Chief Executive Otficer
Southern California Edison Company|

Long Beach, Californ a

Joan C. Hanley

General Partner and Manager
Miramonte Vinevards
Temecula, Calitornia

Jack K. Horton*

Chairman of the Executive Commuttee and Consultant
(Retired Chairman of the Board and Chuet Executive Officer
Southern California Edison Company|

Los Angeles, Calitornia

*Will not stand for re-election in 1989

E. L Shannon, Jc

President. Chief Executive Otficer and Director
Santa Fe International Corporacion

(Ol Service, Engineering, Petroleum Exploration
and Production)

Alhambra, California

Robert H. Smith

Presadent and Chief Executive Otficer
Secunity Pacific National Bank

and Vice Chairman of the Board
Security Pacific Corporation

Los Angeles, Calitornia

Edward Zapanta
Physscian and Neurosurgeon
Monterey Park and East Los Angeles, Calitornia



Executive Officers

SCRcorp ‘
Howard P Allen Michael R Peevey Micheel L. Noel
Chasrman of the Board Exccutive Vice President Vice President and Treasurer
President and Chiel Executive Otficer

Richard X. Sushey Jenniler Moran
Devid ). Fogarty Vice President and Contraller Secretary of the Coporation
m T I m R M" -:’0 :l :un wmod‘rnn H:'f M'auh 1 198¢

" () Me Rarey was elected Viee President ond

* .'_m Vice President and General Counsel General Counsel eflective Maurch | TORY
and Chief Financial Otficer David N, Baery 117

Vi e President and General Counsel
Southern Calitornis Edison © ompany
Howard P. Allen Glenn |. Bjorklund'"' Charles B McCarthy, e
Chairman of the Board Vice President [Power Supply) Vice Prestdent and Site Managei,
President and Chiel Executive Officer San Onotre Nuclear

Robert H. Bridenbecker Generating Station
David |. Fogarty Vice President (Customer Serviee)
Executive Vice President Michael L. Noel

Jobn R. Bury'” Vice President and Trcasurer
John E. Bryson Vice President and General Counsel
Executive Vice President Harold B. Ray
and Chief Financial Otficer David N. Barry 1111 Vice President (Fuel and

i Vice Presadent and General Counsel Material Management)

Michael R. Peevey
Executive Vice President Richard K. Bushey Jenniler Moran

Vice President and Controller Secretary of the Corporation
P. L. Martin
Senior Vice President Robert Dieteh'® F) Slovtive Mauaty 1. ToG9

(2 Mt Bury retired ettective March | 1988

Vice President 13) M Barey was clocted Vice President and
L. T. Papay (Engineening, Planning Geatal Coutisel affsctive March 1. 1989
Semor Viee President and Rescarch) ) Mt Dwereh assumed additione!

sesponsibiliiy or System Planming ond

M P wh .*. R. '“wn Research etective wm’mn 1. 19KV
Vice Presadent Vice President [Intormation Services) - r"',,,‘,:,‘,:‘,',': ": ,"‘:;‘,f " ‘r’,,:,"' : ,.".".:-'.‘.l.:.',',‘\ .
(Nuclear Engineering, Safery 198V
and Licensing)
Nonutility Subsidiaries
H. Frederick Christie Thomas R. McDaniel James S. Pignatelli'®
President and Chief Exccutive Officer, President, Mission First Financial Presadent, Mission Energy Company
The Mission Group

Edward A, Myers, o' Robert E. Umbaugh
J. Jack Adrian Presadent, Mission Encrgy Company Presadent, Mission Land Company
Presadent, Mission Power
Bngmccnng (.'umpnnv f1) Me Myers tetired effective Apeel 1 TVRK

(2) Bllectave Apryl | 198K



