[image: image2.png]




Southern Energy’s Acquisition of CEMIG
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Note to Professor:

Subject:

CEMIG is the utility of the Brazilian state of Minas Gerais.  The state government in 1997 auctioned off 32.9% of the voting shares of CEMIG.  Southern Energy was approached by power marketer AES to join a partnership and buy 25% of the auctioned shares.  The deal’s value to Southern Energy was $276 million, and the proposed transaction would be structured with $126 million in cash and $150 in non-recourse dollar-denominated debt obtained through the Brazilian Development Bank.

Perspective:

The case is written from the perspective of Southern Energy in 1997 and the main issue is whether or not the company should pursue the transaction.

Value to Students:

In solving the CEMIG case, an MBA student would need to perform the following useful exercises:

· Understand the risks/opportunities that exist both in an emerging market and a deregulating industry 

· Calculate the appropriate discount rate for the transaction, with understanding its emerging market location and its industry in the process of deregulating

· Understand the political and economic issues surrounding privatization

· Value the firm using discounted cash flow

· Value the firm using comparables

· Incorporate real options

· Value real options using by using Monte Carlo techniques

Case Format:

The case first introduces Southern Energy and offers some strategy and previous projects.  Then the case describes Brazil, with special emphasis given to its energy industry.  Finally the case describes CEMIG and the structure of the proposed deal as it relates to Southern Energy.  The case will provide several exhibits including macroeconomic data about Brazil, a comparison of electric capacity in South America, and financial forecasts for CEMIG.

Proposed Solution:

The proposed solution will provide an Excel model of valuation and an in depth explanation of what really happened in the years 1997 – 2002.

Overall, we believe this case is a very good exercise for MBA students of finance interested in emerging market issues.
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