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1 :  Onk Tree E l t e r ~ ,  LLC - QF ~Vegotintio~r ~uith Aiortlr lf'i~.ster~t Energy 

l'hank yoti for your reply ofl-ebruary 2.201 I .  As we understand it, Northwestern Energy 
('WWE") has no interest in further negotiating with Oak Tree Energy, L.L.C YOak Tree") 
regarding Oak 'rree's olfer to sell 19.5 MWs of energy and capacity to NWE at NWE's existing 
60 kV substation at (lark Junction, South Dakota. As you know. Oak Tree is ofl'eritig to sell the 
power to NWE at $0.05410 per KWI-I or ($54.10 per MWH) for 20 years with an annual 
escalator of 2.5 pcrcent with all renewable energy credits or otlicr environmental attributes 
transferred to N W E  as part of this transaction. 

Accordingly, this letter serves as notice to NWE of the establishment of a legally enfbrceabie 
obligation (the "LEO") h r  the delivery of energy and capacity by Oak Tree to NWE: pursuant to 
which Oak Tree wi1.I deliver all of  its electric energy (other than station service) and cap:~city for 
sale to and purchase by NWE in accordance with the terms of the attached PPA signed by 
Leonard "Bill" Mnkens. Oak Tree's President and Chief Executive Officer. 

Pursuant to 18 C.F.R. $292.303(d), Oak Tree hereby exercises its option to provide energy and 
capacify porsuclnt to an L,EO over a specified term commencing with the initial delivery of 
energy (incl~lding test energy) to NWE from the Project, with an expected commercial operation 
date ol'May 1.5. 2012 and ending 20 years later (the "specified term".) 

Oak Tree has perfbrnled an independent analysis, created by Black and Veatch, cvhicli includes n 
70-year avoided cost forecast for NWE in South Dakota (at~ached hereto as Exhibit "I"). In this 
Exhibit, Black and Veatcfi performed two separate studies, onc based on spot tnarket prices over 
a 20-year term, con~mencing in 2012 and ending in 2031, and one based on the expected cost to 
NWE ofhaving lo build? own, and operate its own wind project over thc satne time frame. As 

,.. . . 
i I ' I  I ! .  I 6 :  A .  I '  0 :  I I I ,  ' I :  Y I 8.'; 

401,- . \1? > ? I  ' \'a* 4!ib..lfic? 81.i3 4',1, ,/I 



Uleau l.aFave 
Northwestern Energy 
Febniary 25,201 1 - paye 2 of"2 

you can see iiom Exhibit "I," the forecast for NWE's avoided cost based on spot market 
purchases over the 20-year tern1 is levelized at $78.92/MWl-I for what is essentially "brown 
power" (i.e., without consideration of environmental attributes). In otlier words, the spot market 
forecast presumes the environmental attributes, including any renewable energy credits 
C'RECs") would stay with Oak 'Tree. 

The "build option" analysis preparcd by Black and Veatch sl~ows that, bascil on costs used by 
NWE in recent regulatory proceed~ngs in Montana, NWE's avoided cost were i t  to build its own 
wind facility (assuming n 44.8% capacity ljctor for the project) come to a levelizcd rate oE 
$70.811MWl-I with NWE ownirig the environmental attributes, including the RECs. 

In co~nparison, Oak Tree's proposnl results in NWE receiving a 19.5 MW of generation at a 
levelized rate of $65.12/MWIt with all renewable energy attributes, iticluding RFCs being 
transferred to EWE. Oak 'Tree believes this provides NWE with a signilicant cost savings over 
its actual avoided costs, and provides substantialbenefits including a hedge against a run up in 
natural gas prices and the iniposition of potential Green House Gas ("GHG") federal legislation 
that rnay affect NWE's South Ilakota ratepayers in the not too distant future. 

Oak Tree fornially requests a response to tliis letter by March 1 ,  201 I on whether NWE intends 
to accept Oak Tree's ott'er or whether NM'E intends to negotiate with Oak Tree to produce a 
mutu~tlly satisfactory arrange~nent Lirr both parties. If NWE does not wish to citlicr acccpt the 
offer or negotiate filrther. please so indicate. If'this is the case. please be advised that. 
regrettably? Oak Tree will have no choice but to submit tliis dispute to the South 1)akota Public 
Utilities Commission. Thank yoti for your attention to this matter. 



EXHIBIT "1 " 
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THIS AGREEMENT ("Agreement") made effective __ 3 20 1 1 is 
between Oak Tree Energy, LLC ["Seller"), and Northwestern Corporation cllbla 
NorthWestern Energy ('Northwestern"), a corporation organized and existing under the laws 
of the Stateof Delaware. Seller and NorthWestem are sornetinles referred to in this Agreement 
collectively as "Parties" and individoally its "Party." 

Whereas: Seller proposes to operate a wind turbine facility rated at 19,500 kilowatts of  
electric generation capacity power generating facility that is a Qualifying Facility 
under Title I8 Code of Federal Regulations (C.F.R.) Section 292.201 el .xq. 
locateti Wesl of (he Fitih Principal Meridian, Clark County, South Dakota: 

Whereas. Seller wishes to sell electric energy from the Facility to Northwestern at the 
negotiatetl rate stated herein for an opc~.ation period o r20  years. 

Whereas: NorthWestern will purchase mergy rrom the QF at the negotiated rate ior the 
opecition period 01-20 years, as provided in tllc former whereas clause. 

'Therefore, In consideration ofthe premises and oi'the liiutual covenants and agreements 
herein contained, as well as other good and valuable consideration the sulliciency 
of which is esprcssly ack~towledged and accepted, the Parties hereto undertake 
and agree us follows: 

.Allicle 1 Definitions 

A s  used in this Agrcenient and the Appendices attached hereto, the following tcnns: 
r\*liether i n  ihc s i ~ l g ~ ~ l a r  or in !lie plur:tl, shall ltave {he followi~tg tneanings: 

~ I. I Billing 1'erlo.d: The period oftlme l?o111 one lneter reading to the nest 

l .2 Il)rlL11V: C.1 . .. TIIC ~iiaxit~iurn ;~tiiou~tt of electric power provided by a Facility, rnrasured by 
hilling ti~eters at the Point of Interconnection on the primary side of the transfor~ner, and 
hascd oti the minimum one ( I )  hour denland interval occumng during the period under 
consideration. 

1.3 C~ntmercial 0ver:rtion Date: Begins n t  12:Ol a.m. on the day Coilowing tlte day all 
equipment and interconnection o n  NorthWestern's side of  the Point orlnterconncctio~i 
have rcnched a degree ofcompletion and reliability, such that in NorthWestern's 
judgment, Facility is capable of operating corttinuously and sitnultaneoosly to produce 
:inti receivc power. 
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