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INTRODUCTION

A.W. “Bill” Dahlberg settled into his seat on an early morning flight from Atlanta’s Hartsfield to Washington’s Dulles Airport.  The Chairman and CEO of Southern Company was on his way to meet with representatives of AES Corporation to discuss a possible partnership. The two companies are considering the acquisition of a portion of Companhia Energética de Minas Gerais (CEMIG), the state owned utility of Minas Gerais, the third most populous state in Brazil, home to over 16 million people.  As part of Brazil’s trend towards privatizing its energy sector, the government of Minas Gerais is auctioning 32.9% of the voting shares of its state owned utility.  The auction is slated for May 1997.

Previously, SEI had bowed out of the auction, dissatisfied with the proposed deal structure.  However, AES recently approached SEI about the prospect of forming a consortium to bid on a restructured form of the original deal.  Under this arrangement, SEI would partner with AES, a Virginia-based power marketer, and Brazil’s Opportunity Fund, an investment fund.  Although the agreement holds enormous potential for SEI, there are many risks and uncertainties that weighed heavily on the CEO’s mind.  As the plane taxied down the runway, Dahlberg considered the meeting.
THE SOUTHERN COMPANY - Background and Investment Strategy

The Southern Company is a holding company comprised of a leading international power company, Southern Energy Incorporated (SEI), and dozens of affiliates in the southeastern region of the United States.  Southern Energy, an unregulated power company, maintains interests in ten countries and is a major Independent Power Producer (IPP) in Asia, Europe, and South America.  While the Southern Company has its origins in domestic power generation, in the company’s 1996 Annual Report, CEO Dahlberg stated that the company’s “international business and other investments … will help drive Southern’s growth.
”

Investment in foreign markets is a popular growth strategy for US utilities.  Faced with slowing demand growth and domestic overcapacity, many American utilities are entering international markets in the hopes of taking advantage of foreign market privatization and deregulation programs.

SEI has adopted a two-pronged strategy toward international investing.  In mature markets, such as the United Kingdom and Germany, SEI invests in projects that provide immediate cash flows.  These investments are inspired by European Union mandates to deregulate electricity markets in member countries.  Whereas electricity generation and transmission were highly regulated, currently there is a trend to foster competition among power generators.  The goal is to increase operating efficiencies and to decrease consumer prices.  American companies view these markets as a means to boost earnings and to gain valuable deregulation experience, since similar deregulation is anticipated in the American energy market.

In emerging economies, SEI adopts a long-term perspective.  In these markets, there is greater opportunity to develop capacity for underserved populations.  Furthermore, according to forecasts, these markets hold the greatest growth potential.  It is assumed that the combination of population growth, middle class development, and industrial sector expansion will create a dramatic increase in energy demand.  By investing in emerging markets, Southern hopes to gain the first mover advantage and exploit the opportunities found in emerging markets.

BRAZIL - Background 

The Federative Republic of Brazil is the largest nation in South America in terms of both size and population.  Brazil accounts for approximately 47% of South America’s landmass and has a population of 157 million people, making it the sixth most populous nation in the world.
  Graced with the world’s largest concentration of rain forests, most of the land in Brazil is uninhabited, with 81% of Brazilians living in urban areas.

Brazil was governed by military dictatorships for most of the 20th century.  The transition to a popularly elected president was not completed until 1989.  The subsequent election was held in 1994 and Fernando Henrique Cardoso was elected with 54% of the vote.  President Cardoso pledged to promote long-term stability and to reduce Brazil’s massive socio-economic inequities.  Proposed constitutional amendments are aimed to spur economic reforms and to increase foreign investment in Brazil.
  The 1988 constitution provides the federal government with broad powers, but since the federal government is obliged to provide states with revenue allocations, governors and mayors also exert considerable political power.
  

BRAZIL - Current Economic Situation 

Brazil has an annual GDP of $775 billion,
 making it the tenth-largest economy in the world.  Inflation reached an annual level of 2,709% in 1993, but has fallen sharply to 7.2% per annum in April 1997.
  Brazil has one of the most advanced industrial sectors in Latin America and it is one of the world’s leading producers of hydroelectric energy, accounting for over 90% of the country’s power.
  Due to its population and the industrial sector, Brazil is also the largest consumer of electricity in the region – five times greater than second-place Venezuela.  

BRAZIL - Economic Outlook

This year Brazil’s GDP growth is expected to be 3.3% and inflation is expected to be a relatively low 7.5%.  Demand for electricity has grown at 5% per annum due to industrial development and increased per capita consumer demand.
  Brazil is experiencing unprecedented levels of foreign investment, partially as a result of cheap international money market financing.
  Most investors regard Brazil’s utility sector as one of the best investment opportunities in all of Latin America.  

However, Brazil, which accounts for two-thirds of the regional GDP, is struggling to allay the fears of international investors concerning the Brazilian currency (the Real).  These fears stem from large budget deficits (e.g. in 1996, the budget deficit was 4% of GDP and the Current Account deficit was 3% of GDP).  Additionally, the GDP growth rate is expected to decrease to 2.8% in 1997-2002 before rising to 4.9% in 2002-2007.
 

BRAZIL’S UTILITY SECTOR - Structure 

Electric power development in Brazil was driven by the country’s enormous potential for generation through hydroelectric plants.  As a result, Brazil is the largest producer of hydroelectric power in Latin America with an installed capacity of 54,134 MW.
  This is nearly four times larger than Venezuela, the second largest hydroelectric producer.  Generation plants feed power through an interconnected transmission system and the utilities share the costs associated with the transmission lines.  The government establishes distribution tariffs; therefore retail market prices are typically fixed for relatively long periods of time until the government approves a price increase.  Until 1995, companies that generated energy received a guaranteed 10% return on assets (ROA) from the government.  In a market devoid of competition, generating facilities cooperated with one another and created a “centralized dispatch system.”  The dispatch system determined which plant would generate energy and in what quantity.  In this manner, the centralized system attempted to optimize output at the lowest possible cost.  As economic growth continued in Brazil, wealthy states in the south developed independent generation and transmission capabilities.  This led to the development of two interconnected transmission systems.

Since it lacks deposits of natural gas, Brazil developed only a limited number of gas-fired generation plants.  Typically these plants are brought on-line only when needed, such as in dry seasons when hydroelectricity is not able to keep pace with demand.  As a comparison, the marginal cost of supply is $38/MW for a hydroelectric plant and $45/MW for a thermoelectric plant.

BRAZIL’S UTILITY SECTOR - Privatization 

During the 1970’s, the Brazilian energy sector was dominated by vertically integrated, state owned companies.  However, fiscal problems during the 1980’s led to under-investment in generation capacity and maintenance.  In 1982, Mexico defaulted on its foreign debt payments and this had a negative impact on the Brazilian economy and South America in general.  Many utilities that once enjoyed low interest loans, backed by sovereign guarantees, lost their source of cheap financing.  At the same time, the government limited economic assistance to utilities.  In sum, the cost of borrowing increased at the time when borrowing became necessary for the utility companies and investment in the Brazilian power sector plummeted from 1980 until 1996.

In 1994, the Brazilian government decided to terminate the utility sector guaranteed 10% ROA (effective 1995) in the hopes that this would instill some market discipline into the energy sector.  In 1995, under President Cardoso, the government recognized that to achieve the full potential from the electricity sector, privatization was necessary and that deregulation should be enacted.  The federal government passed initiatives requesting that utilities unbundle their generation, transmission, and distribution activities.  Additionally, Brazil has created a wholesale electricity market (MAE) to establish spot prices that reflect generation costs.

Brazil began privatizing state-owned utilities in 1996.  This privatization is part of an on-going effort to transform Brazil from a state-run economy to a market-driven economy, and economists agree that privatization is necessary for Brazil to sustain long-term economic growth.  The purpose of privatization is threefold:

· Increase competition within the industry that will naturally drive a more efficient utility sector.

· Allow foreign investment to finance capacity growth, which has been severely lacking over the past two decades.

· Provide the federal and state governments with much-needed finances to repay debt and to fund ongoing operations.

Although most Brazilian government officials overwhelmingly support privatization of the utility sector, there is a powerful minority in both the state and the federal governments that have vowed to block the privatization of the industry.  They argue that privatization would strip the government of control over the domestic energy source.  It appears unlikely that this minority view will gain credence at the federal level, but certain state governments could make life difficult for foreign investors at the local level.  

There are many examples of state asset privatization throughout Latin America.  For example, Chile and Argentina are particularly aggressive in market liberalization, while Venezuela is more cautious.  However, Brazil maintains a uniquely structured utilities sector that must be addressed before privatization can occur.  These factors include:

· Hydroelectric reliance: A central dispatch system and an interconnected transmission system that depends upon hydroelectric generation.

· Complicated ownership:  The federal government maintains ownership of most generation and transmission assets, while state governments own distribution companies.

· Debt loads:  Many of these utilities suffer from massive amounts of debt.

· Large investments required:  Increasing demand has outpaced investments in generation throughout the 1990’s.

Privatization of a state-owned industry is a difficult task for any country.  The Brazilian judicial system is often weak and ineffective.  The obscure regulatory environment in Brazil only complicates the situation.  Politicians have fiercely debated the merits of utility deregulation and which agency will oversee the transition.  As such, the lack of regulatory framework poses additional risks to investors.

Coordination of transmission falls under the jurisdiction of the National Operator of the Electric System.  The regulatory body to oversee the new competitive environment is the National Agency for Electric Energy (Aneel).  The mission of Aneel is to ensure quality service to consumers, solicit competitive bids for new generation, ensure proper operation of the MAE, establish transmission cost criteria, and determine tariff rates.  Additional regulatory bodies have been created at the federal, state, and local levels of government.  These bodies have yet to prove that they are capable of handling the enormous demands of the Brazilian privatization and deregulation efforts.  

One externality of privatization and investment in the energy sector is that cross-border energy trading is becoming more common.  Brazil imports a significant portion of its electricity needs from neighboring countries.  Last year alone, Brazil imported 36,702 GWh of power from Paraguay.  If South American governments continue to deregulate their energy sectors, the transmission of electricity across borders promises to increase.  In fact, the potential exists for South America to become one interconnected network.

BRAZIL’S UTILITY SECTOR – Outlook

Analysts estimate that the Brazilian electricity sector will require $3.7 billion of investment in generation capacity per year in order to keep pace with demand.  By 2007, Brazil will need an additional 30,000 MW of generating capacity, requiring an investment of over $25 billion.
  Brazil is only capable of such investment through private funding sources.  By the end of this year, the Brazilian energy sector will attract $17 billion of investment and that amount is expected to increase as privatization continues.
  This investment is imperative as consumption of electricity is expected to increase at a rate of 5.32% per annum through 2007.

There are operational risks of investment in Brazil.  Brazilian owned transmission systems might face difficulties in obtaining the necessary capital for expanded infrastructure.  Since over 90% of its energy is generated from dams, Brazil is vulnerable to brownouts and blackouts during periods of drought.  To mitigate this risk, utility companies are diversifying their generation facilities by building more generation facilities that run on natural gas.  Although Brazil lacks natural gas reserves, a major pipeline is under construction that will import natural gas from Bolivia.  The pipeline is slated for completion in 1998.

CEMIG and MINAS GERAIS

CEMIG is a vertically integrated utility company owned by the Brazilian state of Minas Gerais.  Unlike most Brazilian utility companies, CEMIG is fully vested in generation, transmission, and distribution capabilities.  The company provides power to 96% of electricity customers in Minas Gerais and is the largest fully integrated electricity distributor in South America.  Since its inception, CEMIG has held the exclusive rights to supply electricity to virtually all residential, commercial, and industrials customers within Minas Gerais. 

Given the differences between Brazilian utilities it is difficult to choose the company that presents the best investment opportunity,
 although analysts agree that CEMIG is the utility with the greatest earnings potential.
  Many factors lead to this prediction; among them is the expected increase in operating margins if privatization does occur and the abundance of hydroelectric reserves within Minas Gerais.  Current projections estimate that CEMIG has the potential to increase hydroelectric capacity from 4,928 MW to 10,896 MW.  The timeframe for this increase depends on how aggressive CEMIG is in investing in expansion initiatives.  This estimate of expanded capacity is based upon reasonable assumptions of the number of dams that could be built on the upland plateaus and rivers within the state.  CEMIG, more than most Brazilian utilities, is extremely reliant upon hydroelectric facilities as the primary energy source.  For example, more than 97% of CEMIG’s capacity and 99.5% of its actual generation is derived from hydroelectric plants, compared to the national averages of 87% and 91%, respectively.

The government of Minas Gerais is committed to raising the electricity tariff in order to attract investors and to provide additional revenues for the government.  If this does occur, it will provide a partial hedge for CEMIG against any cost increases for the generation or transmission of energy.  However, it is important to note that the current tariff structure is not dynamically adjusted to reflect changes in cost.  Therefore, a tariff increase only lowers the chance of marginal cost exceeding marginal price, but does not guarantee an operating profit.

CEMIG stands to benefit more from deregulation than any other Brazilian utility because of its integrated nature.  Unlike other Brazilian power companies, CEMIG does not rely on outside sources to generate, transmit, or sell its power.  If the energy market becomes partially deregulated and wholesale trade is opened to private firms, CEMIG could transmit power to other states or other countries at market prices.  For example, Eletropaulo is the majority energy distributor for Sau Paulo, Brazil’s most populous region.  However, Eletropaulo only generates 4% of the energy it supplies to its customers.  Currently, Eletrobras generates 71% of Eletropaulo’s electricity and 25% is generated by CESP.  Wholesale deregulation would allow CEMIG to transmit energy to Eletropaulo in the wholesale market at prices comparable to retail tariffs in Minas Gerais.  In short, CEMIG’s ability to provide energy to the wholesale market would put the company in an admirable market position.

Legislation to approve wholesale deregulation is expected to go to vote in mid-1998 and will become effective in 1999, if it passes.  The consensus estimate is that wholesale deregulation has a 50/50 chance of being approved, and if it is successful, retail deregulation may follow.  

THE DEAL

The government of Minas Gerais is putting 32.9% of the voting shares of CEMIG up for auction.  The federal government had asked the state to place a majority of the utility up for auction, but the local government ignored this request.  Prior to auction, the state government owned 84% of the voting shares and 42% of the economic interest in CEMIG.
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The proposed partnership would split the 32.9% of the auctioned voting shares among AES (65%), SEI (25%), and the Opportunity Fund (10%).  The total value of this share of CEMIG is estimated to be $1.05 billion.

AES Corporation, a global power firm based in Fairfax, VA, owns multiple power projects in Argentina and Brazil totaling 1,628 MW of capacity.  In 1996, AES purchased a share in Light SA, the main energy distributor in Rio de Janeiro, for $340 per share.  Currently, the investment is trading at $440 per share, a 29% increase in less than one year.  Analysts have praised the involvement of the American-based company and its ability to improve efficiencies within Light SA.

SEI’s share would be 8.25% of the voting shares and 3.6% of the economic interest of CEMIG.  SEI would put no money down on the transaction until January 1, 1998.  At that point SEI would be given the option to purchase its share, at an estimated price of $274 million.  SEI plans to pay $124 million in cash and to assume $150 million in US dollar-denominated debt from AES.  AES had taken on $550 million in non-recourse debt
 issued by the Brazilian National Development Bank.  SEI would start providing operational expertise upon consummation of the deal.

Between the time SEI withdrew from the original auction and the time AES invited SEI to join the new partnership, Minas Gerais relented to one concern of the American companies: the control of operations.  Minas Gerais agreed to give AES and SEI a greater voice in operating matters.  This results in the consortium having de facto control of the utility despite not controlling a majority of the voting shares.  The agreement gives the partnership veto power over any expenditures over 1 million Real.  In addition, it gives the partnership the right to appoint four seats on the 11-person board of directors and the right to fill three “key” executive positions.  Also, the government agreed to give the consortium the right to pass cost increases through to consumers for at least the next six years via an increased tariff in case of rising costs.  This pass-through portion of the agreement expires in 2003.

Operating efficiencies resulting from the consortium’s involvement in CEMIG are expected to increase earnings almost immediately.  There is some debate over the extent of the inefficiencies embedded in the current operating structure and how much room exists for improvement, but it is certain that certain synergies can be gained.  Optimistic expectations result in net income increases of 32% CAGR from 1996 through 1999.  This is a result of various factors, such as:

· Voluntary employee reductions planned for 1998 - 1999 should decrease the workforce by 10-20%, without subjecting the company to negative operating effects.

· Given the nature of the subsidized earnings structure of CEMIG, operating inefficiencies have been the norm.  This is a vast opportunity to increase margins.

· SEI’s expertise in electricity generation will benefit CEMIG through knowledge-sharing, material acquisitions, and third party contracts.
Given that the regulatory framework for Brazil’s utility industry is unclear, one investor noted that it is like “buying a puzzle with a big piece missing”.  Another said, it is unsure “who will be able to sell electricity when, where, and at what price”.  However, a representative from Minas Gerais stated that, “I agree no one can describe in detail the whole market structure, but if you wait for that … the ship will have sailed.”  As the plane touched down at Dulles, Dahlberg looked through his papers one last time.  His main concern was figuring out how much he would be willing to pay for a stake in CEMIG.
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EXHIBIT 1: Listing of Southern Energy’s Major Foreign Investments

Berliner Kraft-und Licht AT (BEWAG):  In May, Southern Energy acquired a 25% share of Berlin’s municipal utility.  BEWAG services two million customers, earns $3 billion in revenue per annum, and has a generating capacity of 2,900 MW.  Southern’s investment in BEWAG represents the first major investment in Germany by an American energy supplier.  The remaining 75% ownership belongs to three German holding companies.  The utility was originally put up for sale in order to help finance Berlin’s immense $3.5 billion budget deficit and foreign bidders were invited into the auction in order to ensure that the German bidders remained honest.  Southern’s primary reason for acquiring an interest in BEWAG is that it allows Southern to gain a foothold in the German utilities market.  Southern hopes that its expertise in American markets can be leveraged in order to make BEWAG more competitive and more profitable.  

South Western Electricity PLC:  In August of 1995, Southern purchased South Western Electric for $1.7 billion.  The company services 1.3 million customers in southwestern England.  With the purchase, Southern hopes to gain entry into the British energy market and hopes to take advantage of participating in a market that is in the process of being deregulated.

Consolidated Electric Power Asia (CEPA):  In October of 1996, Southern purchased 80% of CEPA for $2.7 billion that included a 15% premium over the company’s last quoted price.  CEPA owns coal burning power plants in China and the SUAL dam in the Philippines that generates 1,200 MW of electricity.  At the time, CEPA was looking to pursue projects in Indonesia and in Pakistan.  With the purchase, Southern Energy made its first foray into Asia and SEI hopes to use it as a springboard into other regional investments.  

Edelnor:  Southern Energy’s interest in Edelnor stems from the fact that the Chilean market is more privatized than most other Latin American markets.  Edelnor generates power in the northern part of Chile and over half of the company’s revenues come from supplying regional mines and industrial companies with electricity.  Edelnor consists of two coal burning plants and 1,056 kilometers of transmission lines.  From December of 1993 to January of 1994, Southern purchased 82% of the company and made a total equity investment of $115 million.

Alicura:  In 1993, Southern Energy purchased a 55% stake in a company that was previously owned by the government of Argentina.  Southern Energy paid $178 million for the majority share.  Alicura’s main source of electricity comes from the Alicura Andes Dam on the Rio Negro.
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Cash Flow Statement 

(In millions of USD)

1997

1998

1999

2000

2001

2002

EBITDA

955.6

       

 

1,013.1

   

 

1,124.3

   

 

1,229.8

   

 

1,423.4

   

 

1,596.4

    

 

Net interest income (expense)

-

          

 

-

         

 

(76.0)

       

 

17.0

        

 

50.0

        

 

57.0

         

 

Capital expenditures

(257.1)

     

 

(300.0)

    

 

(280.0)

     

 

(300.0)

     

 

(260.0)

     

 

(250.0)

      

 

Change in net working capital

-

          

 

-

         

 

-

          

 

-

          

 

-

          

 

-

           

 

Free cash flow

698.5

       

 

713.1

      

 

768.3

      

 

946.8

      

 

1,213.4

   

 

1,403.4

    

 

Notes:

1. Free cash flows are expected to grow at 5% annually after 2002

2. If wholesale deregulation is approved:

* EBITDA will be improved by 10% from 1999-2002

* The free cash flow growth rate, post-2002, will improve to 7% annually
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1985

1990

1993

1995

1997

Installed Capacity (MW)

44,114

          

 

52,987

          

 

56,180

          

 

59,036

          

 

62,281

          

 

Electricity Production (GWh)

189,340

        

 

211,043

        

 

237,623

        

 

275,601

        

 

308,653

        

 

Share Hydroelectric (%)

92.6

              

 

96.5

              

 

97.4

              

 

91.6 *

86.9

              

 

Electricity Consumption (GWh)

163,277

        

 

205,310

        

 

227,044

        

 

252,554

        

 

276,873

        

 

Population (000s)

135,042

        

 

148,477

        

 

156,491

        

 

157,940

        

 

159,254

        

 

Consumption per Capita (kWh)

1,209

            

 

1,383

            

 

1,451

            

 

1,599

            

 

1,739

            

 

* - 91.6% figure from Exhibit 8: Brazilian Installed Capacity, 1995.

Source: Evans, Andrew.  "Opportunities for Power Generation in Latin America," 

Reuters Business Insight - Energy

, 

1998.
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(Megawatts, MW)

Hydroelectric

Thermoelectric

Geothermal

Nuclear

Total

Argentina

8,687

                   

 

11,686

                 

 

1

                          

 

1,018

                   

 

21,392

                 

 

Belize

23

                        

 

43

                        

 

-

                          

 

-

                          

 

66

                        

 

Bolivia

313

                      

 

497

                      

 

-

                          

 

-

                          

 

810

                      

 

Brazil

54,134

                 

 

7,490

                   

 

-

                          

 

657

                      

 

62,281

                 

 

Colombia

8,140

                   

 

6,474

                   

 

-

                          

 

-

                          

 

14,614

                 

 

Costa Rica

981

                      

 

292

                      

 

65

                        

 

-

                          

 

1,338

                   

 

Chile

3,882

                   

 

3,976

                   

 

-

                          

 

-

                          

 

7,858

                   

 

Ecuador

1,500

                   

 

1,414

                   

 

-

                          

 

-

                          

 

2,914

                   

 

El Salvador

404

                      

 

450

                      

 

105

                      

 

-

                          

 

959

                      

 

Guatemala

507

                      

 

466

                      

 

-

                          

 

-

                          

 

973

                      

 

Guyana

-

                          

 

157

                      

 

-

                          

 

-

                          

 

157

                      

 

Honduras

434

                      

 

305

                      

 

-

                          

 

-

                          

 

739

                      

 

Mexico

10,125

                 

 

30,076

                 

 

744

                      

 

1,309

                   

 

42,254

                 

 

Nicaragua

103

                      

 

238

                      

 

70

                        

 

-

                          

 

411

                      

 

Panama

621

                      

 

434

                      

 

-

                          

 

-

                          

 

1,055

                   

 

Paraguay

7,491

                   

 

38

                        

 

-

                          

 

-

                          

 

7,529

                   

 

Peru

2,499

                   

 

2,499

                   

 

-

                          

 

-

                          

 

4,998

                   

 

Suriname

189

                      

 

200

                      

 

-

                          

 

-

                          

 

389

                      

 

Uruguay

1,521

                   

 

716

                      

 

-

                          

 

-

                          

 

2,237

                   

 

Venezuela

14,003

                 

 

8,525

                   

 

-

                          

 

-

                          

 

22,528

                 

 

TOTAL

115,557

               

 

75,976

                 

 

985

                      

 

2,984

                   

 

195,502

               

 

Source: Evans, Andrew.  "Opportunities for Power Generation in Latin America," 

Reuters Business Insight - Energy

, 1998.
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1998 - 2002

2003 - 2007

1998 - 2007

Generation

16,599.8

$           

 

10,362.9

$           

 

26,962.7

$           

 

Transmission

11,838.0

$           

 

n/a

11,838.0

$           

 

Distribution

7,502.8

$             

 

7,942.0

$             

 

15,444.8

$           

 

TOTAL

35,940.6

$           

 

18,304.9

$           

 

54,245.5

$           

 

Source: Ferreira, Carlos Kawall Leal.  

Privatiznig the Electric Power 

Sector in Brazil

, 1997.

EXHIBIT 7:  Expected Investment in the Electric Power 

Sector, 1998 - 2007
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(MW)

Companies

Hydroelectric 

Capacity

Thermal Capacity

Total Capacity

Electronorte

4,718

783

5,501

Chesf

8,617

290

8,907

Furnas

7,212

1,297

8,509

Eletrosul

2,602

620

3,222

Total Electrobras

23,149

2,990

26,139

Itaipu

6,300

6,300

Cesp (SP)

9,461

9,461

Cemig (MG)

4,928

125

5,053

Copel (PR)

3,324

20

3,344

CEEE (RS)

896

511

1,407

Light (Private)

768

768

Celg

675

3

678

Eletropaulo

820

470

1,290

Sub-Total

27,172

1,129

28,301

Other

514

558

1,072

TOTAL CAPACITY

50,835

4,677

55,512

Source:  Ferreira, Carlos Kawall Leal.  

Privatizing the Electric Power Sector 

in Brazil, 

1997.
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CEMIG S.A.

Valuation Comparison - Compared to Selected Brazilian Utilities

(millions, except per share amounts)

(1996, except where noted)

Brazil Utility Weighted 

CEMIG Copel Eletrobras Cesp Eletropaulo Light Average Average *

EPS

1995 1.72            0.43            0.72              (0.64)            (16.33)            (10.90)           

1996 1.56            0.77            2.14              (1.58)            5.29               16.06            

1997e 1.83            0.74            1.15              0.80              6.16               21.30            

P/E

1995 27.4            41.0            34.0              (29.9)            (16.0)              (45.4)              (8.3)                 4.9

1996 30.2            22.7            11.5              (12.0)            49.3               30.8               19.8                25.0

1997e 25.8            23.8            21.4              23.8              42.3               23.2               26.7                31.7

EV/Revenue 4.1              4.7              4.9                5.8                2.4                 3.5                 3.8                 

EV/BV 0.8              1.3              0.7                1.1                2.7                 2.4                 2.0                 

Revenue per Customer 429.0          410.0          N/A N/A 678.0             543.0             523.0             

EBITDA per MWh 16.3            19.4            20.3              12.8              14.8               12.6               12.4               

ROE 2.1% 4.8% 4.0% N/A 4.5% 7.5% 5.4%

Earnings Yield (1997e) 3.9% 4.2% 4.7% 4.2% 2.4% 4.3% 3.9%

* Copel weighted x2, other 4 weighted x1

Integrated Generator Distributor


[image: image9.wmf]Pre-Transaction Ownership

Voting Shares

Preferred Shares

Total Shares

Owners

Number

Percentage

Number

Percentage

Number

Percentage

Minas Gerias government

47,658  

83.99%  

6,957  

9.52%  

54,615  

42.07%  

Electrobras

831  

1.46%  

1,270  

1.74%  

2,101  

1.62%  

Others

8,253  

14.54%  

64,852  

88.74%  

73,105  

56.31%  

Total

56,742  

100.00%  

73,079  

100.00%  

129,821  

100.00%  

Post-Transaction Ownership

Voting Shares

Non-Voting Shares

Total Shares

Owners

Number

Percentage

Number

Percentage

Number

Percentage

Minas Gerias government

28,933  

50.99%  

6,957  

9.52%  

35,890  

27.65%  

Others

831  

1.46%  

1,270  

1.74%  

2,101  

1.62%  

Electrobras

8,253  

14.54%  

64,852  

88.74%  

73,105  

56.31%  

AES

12,171  

21.45%  

0  

0.00%  

12,171  

9.38%  

Southern Energy

4,681  

8.25%  

0  

0.00%  

4,681  

3.61%  

Opportunity Fund

1,872  

3.30%  

0  

0.00%  

1,872  

1.44%  

Total

56,742  

100.00%  

73,079  

100.00%  

129,821  

100.00%  
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CEMIG S.A.

Income Statement 

(In millions of USD)

1994

1995

1996

1997e

1998e

1999e

2000e

2001e

2002e

Net revenues

2,089.6

    

 

1,517.4

   

 

1,846.1

   

 

1,938.4

   

 

2,054.7

   

 

2,177.99

  

 

2,308.67

    

 

2,447.19

 

2,594.02

    

 

Operating expenses

1,767.0

    

 

1,521.7

   

 

1,648.4

   

 

1,551.1

   

 

1,473.5

   

 

1,399.9

    

 

1,357.9

      

 

1,317.1

  

 

1,277.6

      

 

Operating income

322.6

       

 

(4.3)

        

 

197.7

      

 

387.3

      

 

581.2

      

 

778.1

       

 

950.8

         

 

1,130.1

  

 

1,316.4

      

 

Net other

165.0

       

 

111.7

      

 

101.8

      

 

26.9

        

 

102.8

      

 

80.07

       

 

70.90

         

 

93.56

     

 

78.75

         

 

Pretax income

487.6

       

 

107.4

      

 

299.5

      

 

353.5

      

 

612.8

      

 

948.8

       

 

899.83

       

 

1,072.58

 

1,212.09

    

 

Income tax/(credit)

(365.5)

     

 

(115.9)

    

 

96.3

        

 

116.8

      

 

202.4

      

 

313.3

       

 

296.95

       

 

353.95

   

 

399.99

       

 

Net income

853.1

       

 

223.3

      

 

203.2

      

 

236.7

      

 

410.4

      

 

635.5

       

 

602.89

       

 

718.63

   

 

812.10

       

 

Long-term Investment and Depreciation Schedule:

1994

1995

1996

1997e

1998e

1999e

2000e

2001e

2002e

Depreciation

568.3

      

 

431.9

      

 

346.2

       

 

279.0

         

 

293.3

     

 

280.0

         

 

Capital expenditures

(666.2)

     

 

(557.1)

    

 

(481.5)

     

 

(257.1)

     

 

(300.0)

     

 

(280.0)

      

 

(300.0)

       

 

(260.0)

    

 

(250.0)

       

 

Notes:

1. If wholesale deregulation is approved in 1998, capital expenditures will increase by $300M annually from 1999-2001
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