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RE: Oak Tree Etirrgl: LLC - QF Negofintiotr rvitli Norili Wesfer~i Etiergy 

Dear Mr. Lal'rt\*e: 

Thank you for your reply of February 2. 201 1 .  As we understand it. Northwestern Energy 
("NWE") has no interest in further negotiating with Oak 'Tree Energy. L.1.C ("Oak l'ree") 
regarding Oak Iree 's  o l k r  to sell 10.5 MWs of energy and capacity to NWE at NWE's existing 
60 kV substatiori ;it Clark Junction. South Dakota. As you kno~v, Oak 7ree is offering to sell the 
power to NWE at $0.05440 per KWIH or ($54.40 per MWH) for 20 years with an annual 
escalator 01'2.5 percent witli all renewable energy credits or otller environnien~al attributes 
transferred to N WE as pmt of this transaction. 

Accordingly. this letter serves as notice to NWE of tlie establishment o f  a legally enforceable 
obligation (the "1.1'.0") for tbc delivery of energy and capacity by Oak Tree to NWE. pursuant to 
which Oak 'l'ree will deliver all of its electric energy (other than station service) and capx i t y  for 
sale to and purchase by NWE in accordance with tlie terms of the  attached PPA signed b y  
Leonard "Bill" Makens. Oak Tree's President and Chief Executive Officer. 

I'ursuant to I 8  ('.F.IZ. $292.304(d), Oak Tree hereby exercises its option to provide energy and 
capacity pursuant to an 1,110 over a specified term commencing with tlie initial delivery o f  
energy (including test energy) to NWE from the Project, with an expected comniercial operation 
date of May 15. 201 2 and ending 20 years later (the "specified tenn".) 

Oak Tree has perSc)rrned an independent analysis. created by Black and Veatch. which includes a 
20-year avoided cost fi>recast for NWE in South Dakota (atleched hereto as Exhibit "1''). In this 
Exhibit, Black and Ventch perl'ormed two separate studies, one based on spot market prices over 
a 20-pear term, commencing in 2012 and ending in 2031, and one based on the expected cost to 
NWE of'having to build. own: and operate its own wind project over the same time frame. As 
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you can see from Exhibit "I." the forecast for NWE's avoided cost based on spot market 
purchases over the 20-year term is levelized at $78.92/MWIl for what is essentially "brown 
power" (i.e., without consideration of environmental attributes). In other words. the spot market 
forecast presumes the environmental attributes. inc l~~ding  any renewable energy credits 
("RECs") would stay with Oak Tree. 

The "build option" atialysis prepared by Black and Veatch stiows that. baseci on costs used by 
N W I  in recent reg~~latory  proceedings in Montana, NWE's avoided cost were it to build its own 
wind facility (assuming a 44.8% capacity fjctor for the project) come to a levelizcd rate o f  
$70.81/MWI-I with NWE owning the environmental attributes. including the RECs. 

111 comparison, Oak Tree's proposal results in NWE receiving a 19.5 MW ofgeneratioti at a 
levelized rate of$65.121MWII with all renewable energy attributes, including R I X s  being 
transli-rred to NWE. Oak 'Tree believes this provides NWE with a significant cost savings over 
its actual avoided costs, and provides substantial benefits including a hedge against a run up in 
natural gas prices and the imposition of potential Green I-iouse Gas ("GHG") federal Icgislatio~i 
that may affect NWE's South Dakota ratepayers in the not too distant ftlture. 

Oak 'Tree formally requests a response to this letter by March 1 .  201 1 on whether NWE intends 
to accept Oak Tree's off'cr or whether NWE intends to negotiate with Oak Tree to produce a 
mutuiilly satisfactory an-angernent li)r both parties. If'NWE does not wish to cithcr accept tlie 
vffcr 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 I'ublic 
L!tilities Commission. Thank you for yc~iir attention to this matter. 



EXHIBIT " 1 " 

ak Tree keeps R l X s  o r t h w e s l e r n  gets RECs N o r t h W e s t e m  g e l s  liL:Cs 

Slauffer Format W R E Z  costs 4 4 8 %  CF 
Tolal BlMWh a - 

TPVR LFCR 

i 
$lkwlyr CF 

WREZ !ns!a!!eS Cos! 2o,t1kv, : 2.340 0 0 0323: 257 00 65.49 
WREZ 0 8 M  Estllnale CosVkwIyr $ 60 1290292 77 42 1 9 7 3  

Tolal Fixed SIKWlyr 334 42 85 21 
CF 44.8% MWhlMW 3924 48 

5 
Tolal SIMWh 85 21 

Less PTC 10 yr 30 yr levellzed 14 4 
Total net of PTC SIMm 70 81 



THIS AGREEMENT ("Agrcen~ent") inade effective ~ , 20 1 1 is 
between Oak Tree Energy, LLC ("Seller"), and Northwestern Corporation dibia 
NorthWestern Energy ("Northwestern"), a corporation organized and existing under the laws 
of the  State of Delaware. Seller and Northwestern are soinetinies referred to in this Agreement 
collecti\~ely as "l'arlies' and individually as "Party." 

Whereas: Seller proposes to operate a wind turbine facility rated at 19,500 kilowatts o f  
electric generation capacity power generating facility that is a Qualifying Facility 
under Title I8 Code of Federal Regulations (C.F.R.) Section 292.201 er .seq. 
located Wcst ofthe Fifth Principal Meridian, Clark County, South Dakota: 

Whereas: Seller wishes to sell electric energy tioin the Facility to Northwestern at the 
negotiated rate stated herein for an operation period of  20 years. 

Whereas: NortliMiestern will purchase energy froni the QF at the negotiated rate for the 
uperation period o f 2 0  years, as provided in the former whereas clause. 

'Therefore, In consideration o f the  premises and ofthe mutual covenants and agreements 
herein contained, as well as other good and valuable consideration the siilticicncy 
of which is expressly acknowledged and accepted, the Parties hereto i~ndertake 
and agree as follows: 

Article 1 Definitions 

As used in this Agreement and the Appendices attached hereto: the following tenns: 
whether in the singnlar or in the plural, shall have the following ~neanings: 

I .  I i j i l l i n~  Period: The period oftirne tiotn one meter reading to the next 

1.2 Capacitv: The maximum amount of  electric power provided by a Facility, nleasured by 
billing ineters at the Point ol'lnterconnection on the primary side of  the transformer, and 
hased on the minimum one ( 1 )  hour deliland interval occurring during the period under 
consideration. 

1.3 Coinmercinl Oneratio11 Date: Begins at 12:Ol a.m. on the day following the day all 
equipment and interconnection on Norlhwester~i's side of  the Point of  lnterconnectiori 
have reached a degree ofconipletion and reliability, such that in Northwestern's 
judgment, Facility is capable ofoperating continuously and si~nultaneoi~sly to produce 
rind receive power. 

1.4 IZfl'ecti\ii. llatc: May 15, 2012. 
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