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OAK TREE ENERGY, LLC'S RESPONSE TO 
CHAIRMAN NELSON'S QUESTION 

IN THE MATTER OF The Complaint By 
Oak Tree Energy, LLC Against 
Northwestern Energy For Refusing To 
Enter Into A Purchase Power Agreement 

I. INTRODUCTION 

DOCKET NO. EL11-006 

OAK TREE ENERGY, LLC'S 
RESPONSE TO CHAIRMAN NELSON'S 

QUESTION 

Oak Tree Energy, LLC (Oak Tree), by and through counsel, hereby submits its 

Response to South Dakota Public Utility Commission (PUC) Chainnan Nelson's question 

regarding whether Oak Tree would be willing to accept a rate of $46.47/MWH for a 20 year 

period for the Oak Tree project located in Clark, South Dakota. At the outset, Oak Tree 

understands that the Chairman's calculations are an attempt to bridge the gap between Oak 

Tree's position and Northwestern Energy's (NWE) position in this hearing. Oak Tree 
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appreciates Chairman Nelson's efforts, and believes that Oak Tree can accept the Chairman's 

proposal subject to a single minor modification discussed in Inore detail below. In summary, 

Oak Tree proposes to inflate the Chairman's calculations of the B&V Market estimate 

commencing in 2013 at 2% per year for each year of the Oak Tree power purchase agreement 

(PPA) with NWE which produces a rate of $53.74/MWH over 20 years. 

11. OAK TREE'S RESPONSE TO CHAIRMAN NELSON'S PROPOSAL 

Oak Tree believes it will not be able to finance and build its project without a 

modification to Chairman Nelson's calculation. Oak Tree has attached a spreadsheet to this 

filing that adds inflation to the numbers used in the "B&V Market" market price calculations 

that are calculated in constant 2010 dollars. (Attached hereto as Exhibit "1") Oak Tree 

believes it would be consistent with Chainnan Nelson's approach to inflate those numbers 

statting in 2013 and utilizing a 2% per year inflation factor for each future year of the 

proposed PPA. Adding inflation in this manner would produce a rate of $53.74/MWH 

instead of $46.47/MWH over 20 years. It should be noted that Mr. Lauckhart, in his 

testimony for Oak Tree, assumed a 2.5% inflation factor in his testimony. 

Oak Tree offers this modified proposal due to uncertainties that Oak Tree cannot 

afford to ignore. Although it may seem that Oak Tree should know with precision exactly 

the PPA price that would enable Oak Tree to construct and operate its project, the Oak Tree 

project (like any proposed wind project) faces a number of uncertainties. For example, Oak 

Tree cannot with any certainty guarantee the arnount of wind that will be available for 

generation over a period of 20 years. In addition, Oak Tree cannot be certain of the precise 

operation and maintenance (O&M) costs it will incur over the next 20 years in order to keep 

the turbines operating. For these reasons, it is customary in the power industry to build in 
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some contingency costs into the revenue stream for the project. If these contingency costs 

are completely eliminated when calculating a potential sale value of the generation, the owner 

of the wind plant would be taking considerable risk, and lenders and tax equity participants 

may be reluctant to fund under such circuinstances. 

An additional issue is the value attributable to the renewable energy credits or "RECs" 

assigned to the Oak Tree project's production. Chainnan Nelson's calculations appear to 

reflect a "brown" power, i.e. the calculations do not include renewable attributes of the 

power. The Oak Tree project will also create RECs. In other forums, NWE has estimated 

that the levelized value of renewable attributes over a 20 year life is about $7.50/MWH. For 

settlement purposes only, Oak Tree is willing to convey these RECs to NWE at no additional 

cost if Oak Tree will be paid an energy rate of $53.74/MWH for each year of the proposed 

PPA. NWE could either use the RECs to ineet the South Dakota Renewable Energy 

Objective or, alternatively, NWE could sell the RECs and credit the sales to its South Dakota 

ratepayers. 

111. SUMMARY OAK TREE PROPOSAL 

1. Oak Tree agrees to Chainnan Nelson's calculation with the single ~nodification 

of applying 2% per year escalation to the "B&V Market" column. The result would be a PPA 

energy price of $53.74/MWH in every year. 

2. Oak Tree agrees to Chairman Nelson's approach to capacity pricing and 

capacity amount for the PPA. 

3. Oak Tree will convey the RECs to NWE 

4. This response to Chaiilnan Nelson's proposal is an offer to compromise 

pursuant to SDCL 5 19-12-10 (Rule 408) and this document is submitted for settlement 

purposes only. 
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Respectfully submitted this 3oth day of April, 2012. 

Yvette K. Lafrentz 
DONEY CROWLEY PAYNE BLOOMQUIST P.C. 

Attorneys for Oak Tree Energy, LLC 
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CERTIFICATE OF SERVICE 

I hereby certify that a true and correct copy of the foregoing document was served 
electronically on this 30" day of April, 2012, upon the following: 

Ms. Patticia Van Gerpen 
Executive Director 
South Dakota Public Utilities Commission 
500 E. Capitol Ave. 
Pierre, SD 57501 

(866) 757-603 1 - fax 

Ms. Kara Semmler 
Staff Attomey 
South Dakota Public Utilities Commission 
500 E. Capitol Ave. 
Pi- SD 57501 
kara.sernmler@state.sd.us 
(605) 773-3201 -voice 
(866) 757-603 1 - fax 

Mr. Ryan Soye 
Staff Attomey 
South Dakota Public Utilities Commission 
500 E. Capitol Ave. 
Pierre. SD 57501 
I r . a n n & Y ~ ~ a ~ e ~ u s  
(605) 773-3201 - voice 
(866j 757-603 1 - fax 

Mr. Chris Daugaard 
Staff Analyst 
South Dakota Public Utilities Commission 
500 E. Capitol Ave. 
Pierre, SD 57501 
chris.daueaard@state.sd.us 
(605) 773-3201- voice 

Mr. Brian Rounds 
Staff Analyst 
South Dakota Publio Utilities CommEssion 
500 E. Capitol Ave. 
Pierre, SD 57501 
brian.munds@.state.sd.us 
(605) 773-3201- voice 
(866) 757-603 1 - fax 

Mr. Jeffrey Decker 
NorthWestem Corporation dm/a NorthWestem Energy 
600 Market St. West 
Huron, SD 57350-1500 
jefii-ev.decker@.northwestem.com 
(800) 245-6977 -voice 
(605) 353-7519 -fax 

Ms. Pamela Bonmd 
Northwestern Col~xation W a  NorthWestem Enerpv -. 
3010 W. 69th St. 
Sioux Falls. SD 57108 
Pa~n.Bonmd@northwestem.com 
(605) 978-2908 -voice 
(605) 978-2910 - fax 

Bleau LaFave 
Northwestern Corporation &/a NorthWestem Enegy 
3010 W. 69th St. 
Sioux Falls, SD 571 08 
bleau lafav&no~thwestem.com 
(605) 978-2908 -voice 
(605) 978-2910 -fax 

Timothy P. Olson 
Corporare Counsel & Corporate Secretary 
NorthWestem Corporation dba NorthWestem Energy 
3010 W. 69th St. 
Sioux Falls, SD 57108 
(605) 978-2924 - voice 
(605) 978-2919 - fax 
tiln olson@.northwestem.com 

Al Brogan 
Corporate Counsel 
NorthWestem Corporation dba NorthWestem Energy 
Ste. 205 
208 N. Montana Ave. 
Helena, MT 59601 
AI.Broean@.northwestem.co~n 
(406) 443-8903 -voice 
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