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March 1, 2002


DUKE ENERGY VS. ENDESA SPAIN

THE 1999 ENDESA CHILE FACE-OFF

(part B)

“In a complex plot full of intrigue, recriminations, and threats of investigations, the operations aimed at controlling EC, one of the most important companies in the country and generator of 60% of the electricity produced nationally, have taken place.  All interested parties have been subject to a war of nerves…”

Bruce Williamson worst fears were realized when Endesa Spain began to make moves to block Duke Energy’s 37.2% purchase of Endesa Chile.  The battlefield was clearly set and Duke Energy found itself in a bidding war with Endesa Spain.  Endesa Spain clearly did not want to lose their controlling interest in Endesa Chile and their latest bid proved it.  It was now April 21, 1999 and tomorrow at noon, Chilean shareholders would make their selection on which offer to accept—Duke Energy’s or Endesa Spain’s.  Despite the impending deadline, Williamson knew he had enough time to escalate the drama and offer an even more attractive bid.  Duke Energy had the capital resources, something he knew Endesa Spain lacked.  He also thought about the asymmetrical information that Endesa Spain possessed; already a shareholder of Endesa Chile, Endesa Spain may be privileged to a more accurate valuation of Endesa Chile, and thus, he felt justified in offering a higher price.  Lastly, Endesa Chile deserved to have a high strategic premium attached to its price; it offered an ideal platform to expand into the attractive Latin American energy market.  Although Williamson also realized that bidding wars tend to strip out value to the bidders, he wondered if he could really walk away after all this time and hard work have been invested.
THE BIDDING WAR

Shortly after Duke Energy offered its USD 1,638MM bid to Endesa Chile in November 1998, Endesa Spain began to take actions to block the sale.  First, Endesa Spain launched a USD 1.45 billion bid to increase its Enersis stake from 26.2% to 64%.  By controlling more of Enersis, they would be able to prevent the sale to Duke Energy.  These additional shares proved harder for Endesa Spain to gain than expected.  Similar to Endesa Chile’s by-laws, Enersis had a cap on the maximum allowable ownership by a single shareholder, and shareholders initially voted down an increase amendment by a one-percentage margin.  Nevertheless, the close margin sent a signal that Enersis shareholders were in favor of increasing the power of Endesa Spain, and by April 7th, Endesa Spain was ultimately successful in attaining the desired 64% interest.  

In response to Endesa Spain’s actions, Duke Energy dropped its initial offer and announced on February 18, 1999 a public tender to acquire a 51% controlling stake of Endesa Chile.  The offer was in two parts:  a “Chilean offer” for Chilean shareholders and a “US offer” for all ADR and non-Chilean shareholders.  The US offer was contingent on the conditions being met for the Chilean offer.  The 45% Chilean offer would be structured as a “remate.”
  The offered price was 250 Chilean pesos per share.  Acquiring an additional 6% through the purchase of ADRs in the US, Duke Energy would gain its desired 51% stake.  This total package would cost Duke USD 2.1 billion.  Similar to Duke Energy’s initial offer, this proposal was conditional on shareholders amending the by-law restriction of maximum allowable ownership.

Endesa Chile’s shareholders approved of this by-law change on April 13, 1999 with an 82.4% show of support.  This approval essentially opened the gates for other bidders to enter.  Not surprisingly, Endesa Spain responded with its own public tender.  Since Endesa Spain now had a large controlling interest of Enersis
, Endesa Spain through Enersis only offered to purchase an additional 29.7% shares of Endesa Chile at a price of 305 pesos/shares.  This would give them a 55% interest at the cost of USD 1.542 billion.  Structured in a similar fashion as Duke Energy’s offer, the Chilean offer would constitute 25%, while the US ADR offer would be 4.7%. Because their offer would be accepted on a pro-rata basis and they were offering to buy fewer shares, Endesa Spain’s price per share offer is not directly comparable to Duke’s offered price. 

A few days later, Duke Energy responded to Endesa Spain’s counteroffer with a revised offer.  “I don’t like that someone else tries to take credit for our work.  That irritates me,” said a frustrated Williamson to the Chilean press as he tried to defend his offer and criticize that of Endesa Spain.
  He now announced Duke Energy  would tender 60% of Endesa Chile at 275 pesos/share.  The Chilean shareholders would see 52.7 percent of their shares tendered while the US offer also increased to 6.3%.  The total price tag was USD 3 billion.  Duke claimed that this offer allowed Chilean shareholders to collect twice as much the amount compared to Endesa Spain/Enersis
.  Indeed, on a pro-rated basis, this Duke Energy offer was clearly better in pure monetary terms.

Endesa Spain quickly retaliated and increased their bid.  At noon the day prior to the auction, Endesa Spain announced they will now purchase 34.7% shares at 360 pesos/share giving Enersis a total interest of 60%.  The Chilean offer was 30 percent and the US or ADR offer was 4.7%.  Therefore, Endesa Spain was willing to pay USD 2.155 billion for these shares.  Important to note is that Endesa Spain planned to finance this tender with debt, and part of this debt would fall on Enersis.  Also, this offer was 20 pesos/share higher than what the executives of the AFP said the Iberian group needed to bid in order to remain competitive with Duke Energy’s latest offer.

The Chilean shareholder.  During the bidding battle, Chilean minority shareholders were advised to follow the lead of institutional investors like AFP because they know that these pension investors will maximize value.  Therefore, it was important for both parties to get their support to ensure triumph.
  AFP knew that on a pro-rated basis, the offers were much closer in value, and decision of which one was better laid on the unknown price of the shares not tendered.  

The major fear for individual voters was to make a mistake and vote for the loser, and therefore, be left with unsold shares. However, on April 18th, this concern was eradicated when the Chilean Superintendent of Values and Securities mandated competing suits to declare in parallel the success or failure of their offer and required the winner to accept the bids of those who voted for the loser.  Now that the ”Super” changed the rules of the game, the Chilean shareholder no longer had to consider the probability of success of each offer.

CONCLUSION

Williamson revisited his initial concerns about this purchase.  Maybe there was more value and less risk than was modeled.  Even though the deadline was face approaching, he contacted his team directing them to re-evaluate their price.  Endesa Spain, with their greater knowledge of the company and South American market, obviously saw more value in obtaining Endesa Chile.  The fact they were wiling to take on a great deal of debt proved it.  However, Williamson knew the answer ultimately lied in the strategic value of the acquisition to each company.  Were there other options that would be less expensive?  What was the overall strategy of Duke Energy International?  To walk away would symbolize defeat and a loss of a great opportunity; to offer another counter-bid may prove to be foolish.  What were the lessons learned from this face-off?  All of these thoughts bombarded Williamson’s mind as he headed to meet with AFP executives to solicit their votes. 







� “The Operation for Endesa-Chile has been like watching a show on Television” Cosas.


� A remate was a form of auction on the Santiago Stock Exchange 


� At this point, Endesa Spain owned 64% of Enersis, and Enersis had a 26.3% stake in Endesa Chile


� La Tercera Internet, April 17,1999.


� Duke Energy determined they would be effectively buying 100% of Chilean shares: 25.3% belonging to Enersis would not be sold since they will participate; 14% belong to ADRs; 5% belong to shareholders who would find it unadvisable to sell due to other tributary benefits; 3% belong to shareholders who would not sell or could not be found.  Therefore, this would leave 52.7%--the size of Duke’s tender. La Tercera Internet, April 17, 1999


� La Tercera Internet, April 16,1999.
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