NOTE TO THE PROFESSOR


DUKE ENERGY VS. ENDESA SPAIN:  THE 1999 ENDESA CHILE FACE-OFF

Summary:

This case centers around the 1999 bidding battle between Duke Energy International, subsidiary of Duke Energy, and Enersis who was effectively controlled by Endesa Spain.  The object of desire was Endesa Chile.  Endesa Chile was the largest electricity generation and transmission company in Chile and one of the largest companies in the country.  Endesa Chile also had leading market positions in Argentina, Colombia, and Peru, as well as some presence in Brazil.  Both Duke Energy and Endesa Spain viewed Endesa Chile as an ideal base from which they could expand into the rest of South America.  They recognized the potential growth in demand and increasing trend towards regional interconnectivity, as well as other drivers for investment.  Consequently bid values ranged from 1.5 billion dollar to 3 billion dollars.
Because of the attractiveness of Endesa Chile, the bidding battle was quite interesting, especially in this emerging market context.  Besides this contest of wills, other forces at work were the recent controversy over stock price discrimination as shown in the case of the Chispas companies and the influence of Chile’s social pension system.  

Learning Objectives:

· Valuation of an emerging market company.  This includes both forecasting cash flows and determining an appropriate discount rate in consideration of the risks involved.

· Determining strategic option value.  Because of the great potential of the Latin American energy market, both Duke Energy and Endesa Spain must value this option and add the premium to their offer price.

· The mechanics of bidding in an emerging market.  Determine the true winners and losers.

· Information and relationship asymmetry.  Endesa Spain was better-positioned because of its prior involvement through Enersis in Endesa Chile.

· Industry and expected demand influence on cost of capital.  Without any special mitigating factors, an investment in an emerging market, at times, might not be too risky (i.e. not have a prohibitively high cost of capital) if the industry and demand characteristics are favorable.
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