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In reply refer to: LP-7
To Customers, Constituents, Tribes and Other Stakeholders:

The Bonneville Power Administration (BPA) and Southern California Edison (SCE) have
reached a proposed settlement on the last of three lawsuits filed against BPA by SCE in the
Court of Federal Claims. The first two lawsuits were settled in June of 2006. The claims raised
in the three proceedings resulted from a series of complex disputes related to a 20-year surplus
power sales and exchange agreement between BPA and SCE, which BPA ultimately terminated
in 2001.

BPA believes this settlement is in the best interest of BPA ratepayers because it resolves long-
standing and potentially expensive litigation at a reasonable cost. The settlement would also
help to reestablish a collaborative business relationship with an important business partner in
California.

Under this proposed settlement agreement, BPA would pay SCE a settlement amount of
$13.4 million, plus applicable interest. SCE had asserted approximately $32 million in
damages attributable to this claim.

Background

BPA and SCE were parties to a 20-year term surplus power Sales and Exchange Agreement.
Among other rights, SCE had an option to call on BPA for an additional 250MW of capacity at
BPA’s SP-87 “demand charge” or its successor rate (Option Capacity). In 2000, BPA
established a separate rate for capacity products like the one contained in the Option Capacity
provision. SCE contended that BPA was contractually required to apply a pre-existing “demand
charge,” and not the new rate. BPA argued that the “demand charge” requested by SCE was not
designed to recover the cost of capacity products like the Option Capacity. Ultimately, the
parties reached an impasse, and in December of 2003, SCE filed a lawsuit in the Court of Federal
Claims against BPA seeking damages of $31,954,436. The settlement agreement removes from
litigation all disputes relating to the Option Capacity provision.

Proposed Settlement

Under the proposed agreement, BPA would pay SCE $13.4 million in exchange for the
settlement of SCE’s claim. BPA will deposit the $13.4 million into an escrow account ten
business days after execution of the settlement agreement. The funds, and all accrued interest,
would be disbursed to SCE upon the satisfaction of two conditions. First, BPA must notify SCE
of its intent to continue with the settlement after conducting this public review process. Second,
SCE must obtain approval of the settlement from the California Public Utilities Commission. If



either condition is not met, the funds would be returned to BPA, with applicable interest, and the
parties would continue with the litigation. This settlement mitigates approximately $32 million
in potential financial exposure to BPA associated with continued litigation of this claim.

How to comment

BPA is seeking your comments on this proposed settlement. The comment period is open
through May 10, 2007. Comments can be submitted on-line at: http://www.bpa.gov/comment,
via e-mail to comment@bpa.gov; via mail to: Bonneville Power Administration, Public Affairs
Office - DKC-7, P.O. Box 14428, Portland, OR, 97293-4428; or faxed to 503-230-3285. You
also can call us toll free at (800) 622-4519. Please reference the SCE proposed settlement
agreement with your comments.

A copy of the proposed settlement is available online at
http://www.bpa.gov/corporate/public_affairs/comment.cfm.

Following the close of the comment period, BPA must respond to SCE with its decision to
proceed, or not to proceed, with the settlement within 15 days. In the meantime, SCE will be
working with the California Public Utilities Commission to seek approval of this settlement.

If you have any questions, please contact your Power Account Executive, Constituent Account
Executive or Tribal Account Executive. You also can call us toll free at (800) 622-4519.

Sincerely,
/sl Stephen J. Wright

Stephen J. Wright
Administrator and Chief Executive Officer
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