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IZE: Onk Tree Eliergy, LLC - QF Negotintiotr rvitlr N~rtitl~Vc~sterrr E12erg)r 

?'hank you for your reply of February 2, 201 I .  As we understand it, Northwestern Energy 
("NWE") has no interest in filrther negotiating with Oak I r e c  Energy, L.1.C (iCOak irec") 
regarding Oak "I'ree's offer to sell 19.5 MWs ofenergy and capacity to NWE at NWE's existing 
69 kV substation at Clark Junction, South Dakota. As you know. Oak Tree is ofleriltg to sell the 
power to NWE at $0.05440 per KWI-f or ($54.40 per MWF-I) for 20 years with an annual 
escalalor 01'2.5 percent with all renewable energy credits or other environmental at~ribtltes 
transrerred to NWE as par( of this transaction. 

Accordingly, this letter serves as notice lo NWE of the establishment of a legally enforceable 
obligation (the "LI.?O") for tiic delivery of energy and capacity by Oak Tree to NWE: pursuant to 
which Oak %ce will deliver all of its electric energy (other than station service) and capacity for 
sale to and purchase by NWE in accordance with the terms of the attached PPA signed by 
Leonard "Bill" Makens. Oak Tree's President and Chief Executive Officer. 

Pursuant to 18 C.F.R. $292.304(d), Oak Tree hereby exercises its option to provide energy and 
capacity pursuant to itn I,F:O ovcr a specified term commencing with the initial d e l i v e ~  of 
energy (incli~ditig test energy) to NWE from (he Project: with an expected commercial operation 
date of May 1.5. 2012 anti ending 20 years later ((lie "specified term".) 

Oak Tree has performed an independent analysis, created by Black and Veatch. which includes a 
20-year avoided cost lbrecast for NWE in South Dakota (athched hereto as Exhibit "I"). In this 
Exhibitl Black and Vcatcli perfornied two separilfe studies, one based on spot market prices over 
a 20-year term, cornmeoci~lg in 2012 and ending in 2031, and one based on the expected cost to 
NWE of tlaving to build. own, and operate its own wind projecl ovcr the stlrne time frame. As 

- 
O*.>l-;i,iaid liloi h. S t i l t ~  2 i l O  , I 1  w e ~ i  btta i.vrr.i,.r.-., PO Bo!i I 185, klclena, Mo~i::::,.r 59h2,l- I in!; 

! I l l !  ' I  l:a,< I( ihl*4')  8.143 



 bleat^ 1-aFave 
Northwestern Energy 
February 25:  201 1 
- 
rage 2 012 

you can see from Exhibit "1:': the forecast for NWE's avoided cost based on spot market 
purchases over the 20-year term is levelized at IF78.92iMWI-I for what is essetitially "brown 
power" (i.e., without consideration of environmental attributes). In other words. thc spot market 
forecast presumes the environniuntal attributes. including any renewable energy credits 
FRECs") would stay with Oak Tree. 

The "build option" analysis prepared by Black and Veatch shows that. based on costs used by 
NWE in recent regulatory proceedings in Montana, NWE's avoided cost were it to build its own 
wind facility (assurniilg a 44.8% capacity factor for the project) come to a levelized rate of 
$70.61/MWEI with NWE owning the environmental attributes. including the RECs. 

In comparison. Oak Tree's proposal results in NWE rcceivi~~g a 19.5 MW of generation at a 
Ievelizeci rate of $65,12/MWIl with all renewable energy attributes, including RECs being 
translei-red to NWE. Oak Tree believes {his provides NWE with a signiiicanl cost savings ovcr 
its actual avoided costs, and provides substantial benefits including a hedge against a run up in 
natural gas prices and the imposition of potential Greeu Mouse Gas ("GHG") federal legislation 
that may affect NWE's South Il i~kot;~ ratepayers in the not too distant future. 

Oak 'Tree formally requests a response to this letter by hlarch 1.201 1 on whether NWE intends 
to accept Oak Tree's otTer or tvhether NWE intends to negotiate with Oak 'Tree to produce a 
rnututtlly s;~tisfactory an.arlgcment l'or both parties. IfNWE does not wish to cithcr acccpt the 
offer or negotiate further. please so indicate. If this is the case, please be advised that, 
regrettably, Oak Tree will have no choice but to submit this dispute to the South Dakota Public 
L!tilities Commission. Thank you for your attention to this matter. 
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EXHIBIT " 1 " 
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THIS AGREEklENI' ("Agreen~ent") ~nride effective 1 20 1 1, is 
between Oak Tree Energy, LLC ("Seller"), and Northwestern Corporation d lbh  
NorthWestern Energy ("NorthWestem"), a corporation organized and existing under the laws 
ot'the Stateof Delaware. Seller and NorthWestern are so~netin~es rcferretl to in tl~is Agreement 
collectively ;IS "l'arties" and individually as "Party." 

Whereas: Seller proposes to oper:rte a wind turbine facility rated at 19,500 kilowatts of  
electric generation capacity power gei~rrating facility that is n Qualifying Facility 
rtnder Title 18 Code cif Federal Regulations (C.F.R.) Section 292.201 el .sell. 
located West oftlle Fifih Principal Meridian, Clark County, South Dakota: 

Whereas: Seller wishes to sell electric energy honm the Facility to Northwestern at the 
negutiated rate stated herein for an operation period o f20  ye:trs. 

Whereas: NorthWestern will porchase energy from the QF at the negotiated ratc i'or the 
opexrtion period of20 years, as provided in the former whereas claose. 

'Therefore. In consideration ortile premises and of the mutual covenants and agreements 
herein contained, as \vcll as other good nnd valuable cor~sideration thc s~iflicieiicy 
ofwhich is expressly acknowledged and accepted, the Parties hereto underrake 
and agree as li)llows: 

Article I Delinitions 

As used in this Agreenienr and the Appendices attached hereto: the following tcnns, 
wliether in the siilguI;rr or in the plural, shall have the following ineanings: 

I .  1 Billin* Period: The period oftime f7o1n one ineter reading to the next. 

1.2 -: Thc maximum aiuount of electric power provided by a Facility, meas~~red by 
billing ilietcrs at the Point of Interconnection on the primary side oftlie transfor~ner, 21nd 
based on the minimi~m one ( I )  hour denland interval occurring during the period under 
consideration, 

1.3 Co1111nercii11 0aer:rtion Date: Begins at 12:01 a.m. on the day following the day a11 
ecli~iprneot and interconnectio~i on NorthWestern's side of the Point of Interconneetioil 
have reached a degree ofcompletion and reliability, s ~ ~ c l i  that in North\Vestern's 
jutlgment, Facility is capable of  operating continuously and si~nulta~ieoi~siy to produce 
and reccive power. 

i .4 Effective I>aic: Rlay IS, 7-012 
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