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On December 20, 2011 the Council approved Ordinance No. 17848 which authorized 
the execution of several documents to acquire a portion of the Dogwood Energy Facility 
located in Pleasant Hill, Missouri. The following is information related to this purchase. 
 
Executive Summary: 
Based on the alternatives to the Dogwood Energy Facility and factoring in the benefits 
and risks associated with Dogwood as compared to the alternatives, it is recommended 
that the City purchase a 12.3 percent (nominally 75 megawatts) ownership interest in 
the Dogwood Energy Facility. With this purchase, the City would insure a stable and 
cost-effective resource to the City’s existing power supply portfolio. 
 
Background: 
Dogwood Energy, LLC (“Dogwood Energy”) currently leases and operates the Dogwood 
Energy Facility, a natural gas combined cycle generating plant located in Pleasant Hill, 
Missouri (“Facility”). Dogwood Energy is a special purpose entity that is owned by 
Kelson Energy (“Kelson”) for the purpose of operating the Facility. The lease (“Chapter 
100 Lease”) is between Cass County, Missouri, as lessor, and Dogwood Energy, as 
Lessee. The Chapter 100 Lease is an economic development tool often used to attract 
large, job-creating businesses by providing a lower property tax burden on the new 
business.  
 
Kelson is offering an undivided ownership interest in the Facility to certain potential 
buyers. In addition to the City, Missouri Joint Municipal Electric Utility Commission 
(“MJMEUC”), Kansas Power Pool (“KPP”) and the Board of Public Utilities-Kansas City, 
Kansas (“BPU-KC”) are also considering interest in the Facility. 
 
Facility Description 
The Facility was originally developed as a joint venture between Aquila, Inc. and 
Calpine Corporation.  The plant (originally named Aries) was placed into commercial 
operation in two phases:  first as a peaking facility during the summer of 2001 and then 
as a combined cycle plant on February 27, 2002.  The plant consists of two Siemens 
Westinghouse Model 501FD2 (recently upgraded to 501FD3) natural gas-fired 
combustion turbine generators (nominal 180 megawatts each) that exhaust into their 
own Toshiba heat recovery steam  generators which produce steam to drive a steam 
turbine generator (nominal 250 megawatts).  When both the combustion turbines and 
the steam turbine are generating, the total capacity of the plant during summer peak 
conditions is approximately 610 megawatts.  In 2004, Aquila sold its share to Calpine.  
Kelson acquired the plant in January 2007 out of bankruptcy through a competitive 
bidding procedure and renamed it the Dogwood Energy Facility. Kelson has operated 
the Facility as a merchant plant since 2007. 
 



Asset Purchase Agreement 
The Asset Purchase Agreement (“APA”) is between the City and Dogwood Energy LLC. 
Under this agreement, Dogwood Energy agrees to sell a 12.3% ownership interest 
(nominal 75 megawatts) in the Facility to the City for a base purchase price of 
$45,885,150 (or $611.80/kW).  This price assumes that the financial closing occurs on 
April 1, 2012. The final purchase price is subject to certain adjustments (proration of 
prepaid expenses and revenues) as well as an incentive discount price if the actual 
closing occurs earlier. If closing occurs after April 1, 2012, the purchase price increases. 
 
The agreement provides for certain conditions to be met on behalf of both parties before 
the closing and the sale takes place. The major conditions include the following: 
 

• Dogwood Energy shall have delivered to the City the necessary instruments to 
transfer the undivided interest in the Facility including the agreements with Cass 
County that will transfer fee simple ownership to the City. In return for fee simple 
ownership, the City shall make payment to the County for the City’s share 
(12.3%) of the remaining Payment In Lieu of Taxes (“PILOT”) lease payments 
under the Chapter 100 Lease arrangement. This payment will be discounted for 
providing such prepayment and is expected to add approximately $1.5 million to 
the cost of the 12.3 percent ownership interest in the Dogwood facility. 

 
• Dogwood Energy shall have obtained approval from the Federal Energy 

Regulatory Commission on the sale and structure of the joint ownership of the 
Facility. 
 

• The City shall have obtained the necessary financing through issuance of bonds 
on terms acceptable to the City to enable the City to pay the purchase price 
including the PILOT prepayment. 
 

• The Southwest Power Pool shall have completed its study process for the City to 
obtain transmission service for the City’s share of the Dogwood Facility with such 
results not imposing a material cost responsibility for new transmission facilities. 
The latest preliminary study results indicate that there will be no needed 
transmission system improvements. 

 
Included as part of the Asset Purchase Agreement are two additional agreements 
necessary for the joint ownership and operation of the Facility – the Participation 
Agreement and the Project Management Agreement. 
 
Participation Agreement  
Each owner will be a signatory to the Participation Agreement (“PA”) which provides for 
terms and conditions for the joint ownership of the Facility. The major provisions of the 
PA include: 
 

• Management Committee: The PA provides for the establishment of the 
Management Committee to govern and manage the operation of the Facility. The 



Management Committee is composed of one representative from each owner. 
Action taken by the Management Committee shall be done by Majority voting 
except for certain more significant items (budget approvals, major expenditures, 
operating guidelines, amendments to existing Project agreements, etc.) requiring 
a Double Majority Vote.  A Double Majority means over 50 percent of the 
ownership interest plus over 50 percent of the Participating Owners. 

 
• Management Company: The PA provides for the establishment of a Project 

Company or a Project Management Company to provide day-to-day 
management of the Facility on a cost-reimbursement basis (i.e., Project 
Management Agreement). Such entity shall be responsible for the necessary 
services to operate the Facility and shall have the ability to enter into agreements 
necessary for the operation and maintenance of the Facility.  

 
• Budget/Accounting: The PA provides for the terms and conditions related to (i) 

annual budgeting and budget approval processes, (ii) allocation, payment and 
collection of Facility expenses, (iii) funding of capital improvements, and (iv) fuel 
supply arrangements. 

 
• Operating Procedures: The PA includes the Operating Manual which governs the 

joint operating procedures of the Facility for benefit of the owners. 
 

• Operation & Maintenance: The PA provides that North American Energy 
Services Corporation (NAES) shall be engaged as the Plant Operator pursuant to 
the Plant O&M Agreement. NAES Corporation currently acts as the Plant 
Operator for Kelson. 

 
Project Management Agreement 
The Project Management Agreement (“PMA”) is between each of the owners and 
Dogwood Management LLC.  Dogwood Management LLC will oversee the day-to-day 
management of the Facility. This agreement establishes the services to be provided, the 
procedures for budgeting, payments and dispute resolution and establishes the 
responsibilities of Dogwood Management. 
 

• Standards or Service: The PMA establishes the performance levels required of 
the company operating, maintenance and administrative services for the owners 
of the Facility 
 

• Budgets and Payments: The PMA establishes budgeting processes and 
timelines and procedures for payments and reimbursements.  
 

• Legal Rights: The PMA establishes the rights and responsibilities of Participants 
including issues pertaining to Damages, Force Majeure, Dispute Resolution and 
Indemnification. 

 



Evaluation 
 
In 2009, Sega, Inc. (an independent engineering consulting firm) completed the IPL 
Master Plan. The 2009 Master Plan findings related to power supply indicated that the 
lowest cost option at that time was to participate in a coal-fired project built by another 
entity. If no participation project was available, the next best option was for the City to 
construct its own coal-fired project and seek participation from other entities. Soon after 
the completion of the 2009 Study, environmental regulations targeting coal-fired 
generation were introduced causing the feasibility of building new coal-fired generation 
less likely and potentially more expensive.  
 
Due to these increased environmental regulations and the opportunity for the City to 
participate in Dogwood, IPL staff had Sega perform an update to the 2009 Master Plan 
Study. Attached is the Executive Summary for the 2011 Master Plan Study Update 
(“2011 Study”). The 2011 Study updated the analysis to include changes that have 
occurred since 2009. These changes included a more thorough evaluation of 
environmental regulations that impact the City’s existing generation fleet as well as new 
generation, changes in construction costs of new generation, fuel price changes, and 
the Dogwood Facility ownership option.  
 
The conclusions of the 2011 Study indicated that the ownership option in the Dogwood 
Facility was the least cost alternative for meeting the future electric energy needs of the 
City. One of the main drivers is the fact that the purchase price of the Dogwood Facility 
is nearly one-half the cost to construct new gas-fired generation. In addition, the 
Dogwood Facility is a very efficient generating plant with the use of combined cycle 
technology - use of waste heat from two combustion turbines to create steam to drive a 
steam turbine. Other benefits of participation include: 
 

• fuel diversity - currently IPL’s energy supply is mostly composed of coal-fired 
generation at over 85% 

• environmental risk diversity – In addition to burning natural gas, the Dogwood 
facility has environmental pollution control equipment installed which provides for 
extremely low emission rates.  Dogwood is also one of the few zero liquid 
discharge facilities in the country. 

• resource diversity – a purchase of 75 MW in Dogwood spreads the risks of 
reliance on one large unit. A 75 megawatt purchase in combination with 
Nebraska City 2 participation (56 MW) and Iatan 2 participation (50 MW) 
provides for a good balance of reliable power supply without reliance on one 
large resource. 

 
After several sensitivity analyses regarding the timing and the amount of capacity to 
purchase from Dogwood, Sega concluded that a 75 megawatt share was the most 
reasonable and prudent amount with balancing the economic, environmental and other 
risk considerations. 
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It is expected that the retail electric rate impact on the City should be relatively minimal. 
The cost of Dogwood is expected to increase the overall power supply cost in the range 
of $5-6 million dollars per year (depending on the eventual financing structure). This is 
approximately 4-5 percent increase in the overall costs to the Department. Therefore, 
the Dogwood project will provide the City a source of low cost capacity and energy for 
an extended period of 25 years or more with a relatively minimal impact on retail rates. 
 
Due Diligence Review of Facility Condition 
Sega performed a Due Diligence review of the Facility for MJMEUC in 2010. As part of 
the 2011 Study for the City, Sega updated its due diligence review for any new 
information. Sega reported that the overall condition of the equipment and systems in 
the Facility was found to be appropriate for a plant that is 10 years old. Maintenance of 
the Facility was consistent with accepted utility practices. The operation history and 
performance are expected to compare favorably with industry averages for similar 
plants. Sega concluded that it is not aware of any items or issues that would cause 
Sega to recommend against the City’s purchase of a share of the Facility. 
 
Summary 
Based on the economic, environmental and other benefits as well as the lowered risks 
associated with Dogwood as compared to other alternatives, Staff recommends that the 
City participate in the Dogwood Facility at an ownership level of 12.3 percent or 75 
megawatts.  
 
For information, the agreements were developed with the assistance of outside legal 
counsel - Spiegel & McDiarmid and Gilmore & Bell. 


