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February 28, 2003

The Cemex Request-for-Proposal:

An Auto-Generation Energy Project

Note to Professor

This case is centered around the bidding for the development, engineering, financing, construction, operation, and maintenance of a 230 MW petroleum coke-fired power plant in Tamuin, Mexico.  The Termoelectrica Del Golfo (TEG) Project will enable Cemex, a publicly traded Mexican company and the third largest cement company in the world, to have its own steady supply of electricity for its cement plants located in the central and northern regions of Mexico.  Surplus power generated will be sold to the CFE, Mexico’s public electricity utility.  The estimated investment cost for the project is $350 million.  Students will take the perspective of SBS, S.A., a fictitious French conglomerate with an Americas operating subsidiary, that is active in the power sector around the world and is preparing to bid on the project.

The contract proposed by Cemex, to be entered into by the winning bidder (developer and operator of the plant), has a number of attractive features that enable the foreign investors in the project to mitigate many of their operational and financial risks.  Nonetheless, there are unresolved issues relating to the legal status of private participation in the energy sector in Mexico as well as the impact of the project on the community and the environment.

The objective of the case is to develop students’ skills in: (1) undertaking a thorough evaluation of benefits, risks, and costs of such a project, as well as identifying real options, and (2) determining an appropriate bid price that would generate sufficient returns to the operator given the risks of the project, while still enabling the operator to compete with other international firms that will likely bid on the project.  The bidding aspect of the case is interesting because it forces students to consider how competition will likely drive the price (and subsequent value to the bidder) downwards, eventually settling on a price whereby the winning company is able to just break even (in the short-term). It is the value of the options that will ultimately determine how low the bidding companies are willing to bid.

Solving the case will require students to engage in the following steps:

1. Identify and explore different risks involved in the development of this project;

2. Determine the country cost of capital and adjust for project risk and mitigation strategies;

3. Build an income statement and DCF model capable of calculating NPV;

4. Determine the minimum acceptable “Capacity Charge,” to be offered as the bid price for electricity, such that NPV for the project will equal zero.

5. Identify real options that would result from winning the bid and discuss their relevance.
� Research Associates Andrea Fernandez, Jason Haight, Michael Philipse, Douglas Rodriguez, and Cesar Villaseñor prepared this case under the supervision of Professor Campbell Harvey as the basis for class discussion rather than to illustrate either effective or ineffective handling of an administrative situation.
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