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1. M&A operations 

1.1 The motivations behind an acquisition 

In the latest years, rising earning pressure, accelerating global competitions and 

increased consolidation are driving unprecedented levels of corporate collabora-

tion through mergers, acquisitions and strategic alliances. 

When two businesses combine their activities, the combination may take form of 

an acquisition, also called takeover, or a merger, also called an amalgamation. 

This primary purpose of any combination should be to increase shareholder 

wealth, such an increase normally coming from an effect of synergy. 

It must be recognised that in practice the synergistic gains anticipated from a 

combination are often disappointing. this may be because managers generally 

prefer to grow their businesses through acquisition rather than organically. Many 

considerations about M&A failure rates lead companies to prefer alliances; in fact 

only about half of the companies formed through mergers exhibited superior per-

formance with in their industries.  

In many situations, mergers and acquisitions are the only options for maintaining 

competitiveness. Shareholder demand, for instance, often mandates spinning off 

non-core divisions, and then quickly acquiring new and strategically complemen-

tary resources to maximise achievement of core objectives. 

In addition, rapid consolidation in vertical industries such as high technology, 

financial services, and telecommunications means companies must initiate merg-

ers "among equals" or buyout of smaller firms simply to survive. Deregulation of 

industries, such as utilities is also driving strategic consolidation through acquisi-

tions ensuring the increased size, diversity of resources, and broader industry 

“playing field” that facilitate international leadership. The rapid internationaliza-

tion of business has also been a strong influence on merger activity. Many ex-



perts, for example, believe that the euro’s emergence is spurring increased inter-

est in mergers among European corporations seeking more favourable global po-

sitioning. 

As we sad before, the risk with unsuccessful M&As is getting bigger because 

merging companies are originally large and complex, so after a merger, if the per-

formance is not good, the losses may be catastrophic. This aggressive situation 

needs new research while prerequisite of success are getting fewer for companies. 

Motives behind manager's decisions are in many experiments given as self evi-

dent and they can be summarized as: 

1) to create a number of new business opportunities and entry new institutional 

owners support specially this managerial goal of growth; acquirers of healthy 

companies hold to growth motives more often than those who acquired un-

healthy companies  

2) to reduce earnings volatility  

3) technical Efficiency and economies of scale 

4) parallel i.e. contagious M&A's there is a kind of economical "force major" to 

stay competitive for customers while they are merging. Divestment is an op-

tion which management is likely to hold in reserve 

5) decreased undiversificable "employment risk", risk of losing job, professional 

reputation, etc. Managers' personal wealth is linked more to firm size and risk 

of bankruptcy than to firm performance. The merger offers an opportunity to 

improve one's social identity as well 

6) value maximization is specially a shareholder's goal  

7) use of control position  

8) synergy 

9) monopoly 

10) corporate restructuring is needed industry  
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11) cost reduction  

12) managerial vs. shareholder interests. Motives for takeovers tend to reflect 

managerial rather than shareholder interests in abandoned mergers. 

13) reputation enhancement: local systems do not appear to have lower cost but 

do appear to enjoy reputation benefits 

14) innovation performance 

15) resource redeployment 

16) power, achievement, sensation seeking and prestige 

17) horizontal, vertical, product extension, market extension, unrelated Acquisi-

tion classes by U.S. Federal Trade Commission. 

1.1.1 Why a company may want to be acquired 

Many acquisitions are by mutual agreement, so small companies being acquired 

may welcome such a move. There are a number of possible reasons: 

(a) Personal e.g., to retire, for security, because of the problem of inheritance 

tax. 

(b) Business an expanding small company may find that it reaches a size where 

it is impossible to restrain growth, but funds or management expertise are 

lacking. 

(c) Technical increasing sophistication presents a problem for the small com-

pany: 

(a) cost of research and development may be prohibitive; 

(b) inability to employ specialized expertise; 

(c) inability to offer a complete range of services or products to customers. 

Such factors can apply to companies that are quite large by most standards. 



1.2 M&A in European Market  

The decision-making process leading up to M&A is directly related to stock mar-

ket performance and during the time of negative stock market performance inves-

tors are increasingly cautious and only safe strategies and cost cutting measures 

are implemented while strategic moves such as M&A are avoided. 

In the next graphic we can see which are the key obstacles to conducting out-

bound M&A activity in people opinion. 

 

As we can see the 40% of respondents  highlighted the pricing and financing 

of deals as a key obstacle to outbound M&A activity. In second place was the 

impact of the credit crunch, an obstacle  inherently connected to financing, which 

was selected by 25% of respondents.  

According to respondents, pricing/financing obstacles are caused by a wide vari-

ety of factors. One respondent in particular talked about the challenge of match-

ing the "gap  between buyer and seller expectations." 

One respondent said that "The levels of leverage at the moment are very high 

meaning that sellers value their companies at a very high price." Another talked 

of the "lack of  confidence in the banking sector. The international perception of 

the European market and everything related to the Real Estate and Construction 

sector." 
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Looking at the global M&A activity between 2003-2009 we can easily identify 

that in 2007 was the most active period with a peak of 1.532 billion $ during the 

second quarter of the year. After that the value of the activities decrease in the 

latest years mainly due to the world crisis that occurred in 2008.      

 

Total global deal value by target was flat during the second quarter of 2009 with 

$567 billion worth of deals announced compared to $572 billion during the first 

quarter of 2009. However deal value when compared to the same period last year 

fell 38%. Europe recorded a 33% fall in the number of announced deals during 

the second quarter compared to the same period last year while North America 

fell by 26%. All other regions also recorded a decrease in the number of an-

nounced deals. 



Analysing the European M&A market looking at the value of the activities we 

notice a similar situation with the peak on the second quarter of 2007 with a over-

all decrease of the transaction under 500 million of $ and an increase of the big-

ger value transaction over 10 billion of $. 

1.2.1 M&A in Spain  
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At present Spain's M&A boom appears to have peaked. The strong domestic 

M&A market of the past few years has been matched by many large high-profile 

Spanish corporates undertaking cross-border transactions. The year 2007 in par-

ticular, saw M&A activity in Spain reach the highest level of the current boom in 

deal value terms. This is largely  because of the resolution of the protracted 

Endesa situation, which saw the energy giant bought by Enel of Italy for € 

44.2bn. Spanish M&A volume, meanwhile, appears to have  peaked in 2006, the 

slump in the Spanish Construction sector will clearly have an effect on M&A 

going forward.  

The graph above shows that the main sector of Spanish M&A activity is the one 

about Energy, Mining and Utilities. This is of course highly influenced by the 

Enel-Endesa acquisition. 

However the appreciating Euro is making Spanish export growth harder to main-

tain. In short, after years of outperformance Spain, along with its European 

neighbours, entering a challenging period economically that will impact M&A. 

Indeed, the slowdown is already in evidence in Spain’s M&A market, in particu-

lar among private equity buyers  negotiating a debt-lite arena, but also among 

corporates where their outlook is understandably more cautious. 



1.3 The energy sector  

In the latest years the energy sector has shown a continuously increasing activism 

on financial markets, aimed at the conclusion of concentrations involving more 

and more often players operating in different national markets.   

After the first steps of liberalization were put into effectiveness, i.e. by promoting 

a vertical separation among generation, wholesale, transmission, distribution and 

retailing activities both for natural gas and electricity markets, European compa-

nies seem to have changed their business strategies. Their interest is now oriented 

towards the managing of gas activities together with electricity ones, as witnessed 

by many of the recent mergers occurred at a European level and scrutinized by 

the European Commission. As to the geographical scope of these operations, the 

trend towards the creation of pan-European players has been accompanied by a 

growing tendency towards the construction of national champions as a defensive 

mechanism from foreign takeovers and as a business opportunity in the light of 

the forthcoming complete liberalization of the markets. 

The first explanation to the current wave of mergers in this industry is the in-

crease in cash liquidity that companies in the energy sector have recorded in the 

latest years. Having at their disposal a bigger amount of cash to be invested, it is 

likely some companies have opted for the external growth strategy instead of re-

distributing their extra-profits to their shareholders under the form of dividends or 

to invest them in new infrastructural devices. This cash availability can be easily 

explained by looking at the trend of prices of natural gas and electricity in the 

most recent years. 

Secondly, European companies have decided to broad their range of activities just 

in the period antecedent the complete liberalization of the European market in 

order to be fully ready for the eventual new competition developing in a broader 

context. In the case the market will be entirely liberalized and investments in in-

frastructures and interconnectors will allow for the creation of a unique market 
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for electricity and natural gas, operators will benefit of their broad range of activi-

ties in a twofold way. First, as the consequence of a bigger presence in the mar-

ket, secondly because the broadening of their activities represents a guarantee not 

to be taken over by other competitors and to play an important role in the unified 

market.  

A third rationale driving energy companies towards their integration can be found 

in the internalization of some activities and, consequently, the saving of some 

transaction costs. The electricity sector is more and more based on gas-fired 

plants, probably both as the effect of emission trading scheme penalizing high 

emission of CO2 from coal-fired plants, and as the result of companies’ strategies 

oriented towards the construction of peak units characterized by lower initial 

fixed costs.  

In this light, the sharp increase of gas prices in the latest years can explain why 

electricity companies, more and more based on gas as a fuel source, are now con-

sidering to enter in the natural gas activities to obtain a direct access to the energy 

resource. 

It is clear that this wave of M&As is changing the shape and the structure of the 

overall energy market in Europe. Some observers expect that the final result will 

be an oligopoly dominated by pan-European players active in different countries. 

If this one will reveal to be the outcome, it is conceivable that companies, at this 

stage, are playing all their efforts in order to expand and remain on the market as 

one of the player, instead of becoming the likely target of a hostile bid. 

1.3.1 The price of the energy 

The weighted average price on the spot market in 2007 was Euro 46.4/MWh: 

28.6% lower than in 2006. This fall was largely due to the drop in CO2 prices, 

which, in the first application of the European Trading Scheme (ETS), stood at 

Euro 0.02/MWh.  



In 2008, with stranded costs in forward markets adding Euro 2.85/MWh to the 

average price and capacity payments Euro 2.26/MWh, the final year-end price 

was Euro 70.8/MWh: a year-on-year increase of 61%. This increase was signifi-

cantly driven by CO2 prices which averaged Euro 22.31/MWh in 2008, while 

they were near zero at the end of 2007 as sad before. 

 

The weighted average price on the day ahead market in 2009 was Euro 

37.70/MWh, compared with Euro 65.70/MWh in 2008.  In fact in the last year, as 

stranded costs in forward markets added Euro 2.92/MWh to the average price and 

capacity payments added Euro 1.85/MWh, the final year-end price was Euro 

42.5/MWh: a year-on-year decrease of 40%. The decline was caused mainly by 

the sharp fall in electricity demand and fuel prices triggered by the international 

economic crisis. 

1.3.2 Energy demand 

Following soaring electricity demand, power generation is expected to grow con-

siderably given the limited potential for higher electricity imports from outside 

the EU. Electricity 
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generation is expected to increase by 35% between 2005 and 2030. An increasing 

share of electricity will be produced in form of combined heat and power (up 8 

percentage points to reach a 21 % CHP share in 2030).  

The structure of power generation changes significantly in favour of renewables, 

natural gas and solid fuels, whereas nuclear and oil lose market shares.  

The renewables share in gross power generation rises to 17.4% in 2010, which 

falls however short of the indicative target of the renewables electricity directive, 

indicating that the measures implemented in the Member-States by the end of 

2006 are not yet sufficient. 

 

In any case, the Baseline scenario 

shows a dynamic development in renewables penetration in electricity, as the re-

newables share in gross generation rises further to 20% in 2020 and 23% in 2030.  

This development is clearly driven by the high growth rates of wind energy, espe-

cially in this decade; but growth rates are still impressing in coming decades. In 

total, wind energy in 2030 provides over 15 times as much electricity as was  

available from this source in 2000. In 2030, wind power is expected to produce 

almost as much electricity as hydro. 

Biomass use for power generation also rises considerably; solar PV displays high 

growth rates from a small basis, while the additional contribution from hydro 

Gross Electricity Generation by Source Electricity Demand Growth 2009-2014 



power is small as a result of limited additional potential and environmental re-

strictions.  

Nuclear declines due to political decisions. The nuclear share falls from over 30% 

today to only 20% in 2030 despite considerable investment in new nuclear plants 

in countries without restrictions on nuclear. Overall, the share of indigenous and 

carbon free sources (renewables plus nuclear) decreases somewhat, from cur-

rently 45% it reaches 43% at the end of the projection period. 

1.4 Synergies and Value created  

The ultimate justification of any policy is that it leads to an increase in value, i.e., 

it increases shareholder wealth. As in capital budgeting where projects should be 

accepted if they have a positive NPV, in a similar way mergers should be pursued 

if they increase the wealth of shareholders. 

Some sources of synergy are: 

• Operating economies; 

• Market power; 

• Financial gains 

• Others. 

1.4.1 Synergy from operating economies 

(a) Economies of scale : 

Horizontal mergers (acquisition of a company in a similar line of business) are 

often claimed to reduce costs and therefore increase profits due to economies of 

scale. These can occur in the production, marketing or finance areas. Note that 

these gains are not automatic and diseconomies of scale may also be experienced. 

These benefits are sometimes also claimed for conglomerate mergers (acquisition 

of companies in unrelated areas of business) in financial and marketing costs. 
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Just as most of us believe that we would be happier if only we were a little richer, 

so every manager seems to believe that his or her firm would be more competitive 

if only it were just a little bigger. Achieving economies of scale is the natural goal 

of horizontal mergers. But such economies have been claimed in conglomerate 

mergers, too. The architects of these mergers have pointed to the economies that 

come from sharing central services such as office management and accounting, 

financial control, executive development, and top-level management. 

Optimistic financial managers can see potential economies of scale in almost hat 

any industry. But it is easier to buy another business than to integrate it with 

yours afterward. Some companies that have gotten together in pursuit of scale 

economies still function as a collection of separate and sometimes competing op-

erations with different production facilities, research efforts, and marketing 

forces. 

(b) Economies of vertical integration: 

Some acquisitions involve buying out other companies in the same production 

chain, eg, a manufacturer buying out a raw material supplier or a retailer. This 

can increase profits by ‘cutting out the middle man’. 

Vertical mergers seek economies in vertical integration. Some companies try to 

gain control over the production process by expanding back toward the output of 

the raw material and forward to the ultimate consumer. One way to achieve this is 

to merge with a supplier or a customer. Vertical integration facilitates coordina-

tion and administration. 

(c) Complementary resources and surplus funds: 

It is sometimes argued that by combining the strengths of two companies a syner-

gistic result can be obtained. For example, combining a company specializing in 



research and development with a company strong in the marketing area could 

lead to gains. 

Ideally such a firm should distribute the surplus cash to shareholders by increas-

ing its dividend payment or repurchasing stock. Unfortunately, energetic manag-

ers are often reluctant to adopt a policy of shrinking their firm in this way. If the 

firm is not willing to purchase its own shares, it can instead purchase another 

company’s shares. Firms with a surplus of cash and a shortage of good invest-

ment opportunities often turn to mergers financed by cash as a way of redeploy-

ing their capital. 

(d) Elimination of inefficiency 

If the victim company is badly managed its performance and hence its value can 

be improved by the elimination of inefficiencies. Improvements could be ob-

tained in the areas of production, marketing and finance. 

Cash is not the only asset that can be wasted by poor management. There are al-

ways firms with unexploited opportunities to cut costs and increase sales and 

earnings. Such firms are natural candidates for acquisition by other firms with 

better management. In some instances "better management" may simply mean the 

de termination to force painful cuts or realign the company’s operations. Notice 

that the motive for such acquisitions has nothing to do with benefits from com-

bining t firms. Acquisition is simply the mechanism by which a new management 

team replaces the old one. 

A merger is not the only way to improve management, but sometimes it is the 

only simple and practical way. Managers are naturally reluctant to fire or demote 

themselves, and stockholders of large public firms do not usually have much di-

rect influence on how the firm is run or who runs it. If this motive for merger is 

important, one would expect to observe that acquisitions often precede a change 

in the management of the target firm. 
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1.4.2 Financial Synergies  

(a) Diversification: The argument goes that diversification normally reduces risk. 

If the earnings of the merged companies simply stay the same (i.e., no operat-

ing economies are obtained) there could still be an increase in value of the 

company due to the lower risk. This argument is developed by application 

(b) Diversification and financing: If the future cash flow streams of the two 

companies are not perfectly positively correlated then by combining the two 

companies the variability of their operating cash flow may be reduced. A 

more stable cash flow is more attractive to creditors and this could lead to 

cheaper financing. 

(c) The "boot strap" or PE game: It is often argued that companies with high PE 

ratios are in a good position to acquire other companies as they can impose 

their high PE ratio on the victim firm and increase its value 

(d) Other financial benefits: These largely revolve around the elimination of in-

efficient financial management practices. Examples include: 

a. Buying low geared companies with good asset backing in order 

that they may be geared up to obtain the benefit of the corporation 

tax shield on debt. 

b. Buying companies with accumulated tax losses in order that they 

may be offset against profits of the acquiring company. 

1.4.3 Other synergistic effects 

(a) Surplus managerial talent: Companies with highly skilled managers can 

make use of this resource only if they have problems to solve. The acquisi-

tion of inefficient companies is sometimes the only way of fully utilizing 

skilled managers. 

(b) Surplus cash: Companies with large amounts of surplus cash may see the 

acquisition of other companies as the only possible application for these 



funds. Of course, increased dividends could cure the problem of surplus 

cash, but this may be rejected for reasons of tax or dividend stability. 

(c) Market power: Horizontal mergers may enable the firm to obtain a degree of 

monopoly power which could increase its profitability. 

(d) Speed: Acquisition may be far faster than organic growth in obtaining a 

presence in a new and growing market. 

1.5 Success and failure factors 

1.5.1 Gains from mergers 

Acquisition is a popular route to growth and we have noted several arguments 

to justify expansion based on acquisition. We have also seen that many of these 

arguments are suspect. Research in this area has two major conclusions: 

(a) Value or synergistic gains are in practice quite small. 

(b) Bidding companies usually pay a substantial premium over the market value 

of the victim company prior to the bid 

1.5.2 Causes of failure 

Reasons advanced for the high failure rate of takeovers are: 

(a) Over-optimistic assessment of economies of scale. Such economies can be 

achieved at relatively small size; expansion beyond the optimum results in 

disproportionate cost disadvantages. 

(b) Inadequate preliminary investigation combined with an inability to imple-

ment the amalgamation efficiently. 

(c) Insufficient appreciation of the personnel problems which will arise. 

(d) Dominance of subjective factors such as the status of the respective boards 

of directors. 

Perhaps the fact that acquisition is often favoured as an alternative to expansion 

by other means implies a tendency towards laziness in management. It is proba-
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bly considered easier to acquire an existing business rather than to subject one-

self to the discipline of seeking and justifying more difficult investment pro-

jects. Furthermore, the high level of redundancies evidenced in larger groups 

indicates that mergers and acquisitions create a situation where rationalization 

(which would otherwise be shirked) may be carried out more acceptably. 

Conclusions:  

(a) Not all mergers are failures; some in fact are very successful. On average, 

however, research shows that expansion based on merger and takeover 

seems to bring few value gains to acquiring company shareholders. 

(b) Mergers, however, are often in the interests of managers. They view success 

in a different light from shareholders and are often more concerned with the 

job security and career prospects brought by sheer size. 

(c) There are alternatives to growth by acquisition. It is sometimes argued that 

as markets become more global mergers are required to allow companies to 

be large enough to compete. For example, telecommunications companies 

need to be very large to support the required research and development 

overhead. Other industries have, however, found ways round this problem. 

Joint ventures in the car industry between Honda/BL and Ford/Mazda are 

examples of alternatives to merger. 

1.6 Organization  and leadership 

Mergers and acquisitions almost always  involve some level of transformational 

change and disruption. Successful post-merger integration demands significant 

change on the part of both the acquiring  and the acquired organization. The ac-

quirer creates boundary disruptions, changes in stated goals, strategies, ways of 

doing things and customs. The acquirer also must deploy control mechanisms to 

manage transformational change and achieve the strategic goals that drove the 

M&A in the first place. For its part, the acquired organization must overcome 



any anxieties about being “absorbed” and learn to integrate itself into new cor-

porate   procedures and values. In short, a process of mutual adjustments and 

acculturation must take place for post-merger integration to succeed. 

Culture was ranked as the most challenging people issue in M&As. Particularly 

challenging is to achieve successful alignment between old and new organiza-

tional cultures. This is followed, in order, by effective leadership from the top; a 

well-executed employee communication program; integrating benefits, pay and 

other rewards programs on a global basis; and correct selection of the top man-

agement team. 

The "Leadership holds it all together, it is a make or break function." Leader-

ship in fact  is the most important driver of employee engagement. During peri-

ods of transition and disruption, employees look first to leaders for guidance 

about how to react and behave, for motivation, and for focus.   

Experience shows that what leaders do during mergers and acquisitions has a 

significant impact on how employees of both organizations react and promote a 

sense of community and purpose. Positive employee perception of leaders is 

crucial to successful change.  

Employees want to believe that leadership cares about them. When employees 

are convinced that leaders genuinely do care about them, they become more 

open and willing to make necessary transitions.  

Companies that foster a high degree of leadership visibility and involvement 

during M&As instill a supportive organizational culture with a better than aver-

age chance of success. Leaders set the priorities and create the positive business 

momentum and discipline required during M&As. They instill in employees the 

necessary level of commitment, engagement, confidence and comfort to work 

through difficult transitions. Leaders, who by their statements and actions in-

spire a shared sense of purpose, coherence, community and trust, enable em-
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ployees to focus and to remain highly engaged during M&As and post-merger 

integration.  

Establishing and sustaining cultural alignment during the first 100 days is par-

ticularly important in shaping the newly formed organizational culture and em-

ployee perceptions of it. Leadership intervention is “a critical symbol” of the 

new organizational culture. 

Placing leaders into the correct roles and ensuring a fit between leadership and 

the desired organizational culture and business strategy is another key priority 

in M&A integration. It is very important to engage and develop new leaders 

early in the integration process, through executive coaching, ongoing feedback 

and through formal on boarding activities. Properly engaged leaders will be able 

to focus on three key areas of a  

merger and acquisition: 

• Due Diligence  (leadership research)  

• Integration Preparation (leadership strategy, assessment and selection)  

• Integration (executive onboarding). 

Concluding, success in aligning strategy, leadership and organizational culture 

can lead to profitable growth after a merger or acquisition. Effective leaders 

who instill a new organizational culture and values in their HR program design 

and internal and external communications can engage employees to deliver the 

brand promise to customers, shareholders and the community, in turn leading to 

profitable business growth 

In mergers and acquisitions, leadership creates and drives the combined organi-

zation's culture, the organizational DNA. It is the "forcing function" of a new 

organizational culture. "Leaders' actions, words, beliefs and behaviours need to 

be acknowledged and understood at three levels: national, organizational and 

individual" M&As are more successful than in the past in part because of 



greater attention being  paid to leadership's role in organizational culture crea-

tion, and are now creating, rather than destroying, shareholder value. 

Companies can increase the success of M&A deals by focusing on aligning 

leadership fit and actions with organizational cultures and business strategy.  

1.6.1 Culture and value 

Another way of looking at how culture impacts  the value of a deal is by exam-

ining the value curve. In almost every case happens that the productive value of 

the organisations when the deal is announced goes down. At best, it goes down 

while everyone stops to talk about the deal, then goes back up when everyone 

goes back to work. But more often, the productive value of an organisation will 

significantly lag potentially for a long time, as employees try to figure out what 

the deal means to them. This lag will happen across the board, including corpo-

rate functions, IT functions, sales forces, customer-facing staff and even execu-

tive leadership. 

However, if the deal is successful, value generation should start to increase and, 

at some point in the future, deliver greater value than the two organisations 

would separately have done the rationale behind M&A transactions. 

Even the professionals responsible for managing the financial side of the deals 

are recognising the impact that culture has on the bottom line of the deal. The 

Journal of Corporate Accounting and Finance has acknowledged the critical 

role of culture: "The primary reason that cultural differences, if not uncovered 

and addressed, can affect the value of the deal is that cultural differences often 

spell decreased productivity, which leads to lower revenues and income, and 

hence the combined entity may be worth less than expected." 

To be successful in the short and long term, the process of cultural integration 

must ensure that:  

• Outcomes are well-defined and understood in the context of the deal. 
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• Behaviours are clear in terms of the cultures of each of the parties in-

volved in the deal, and the going-forward culture necessary to deliver 

the outcomes has been identified. 

• Drivers of the desired behaviours are well-understood, prioritised and 

designed in such a way to influence the desired behaviour patterns. 

• An effective change management process is planned and executed. 

 

The graph above shows how the value can be created or destroyed and which 

are the main factors that impact on the value: 

 

 

 



Value creation Value destruction 

• Leadership ownership 

• Clarity of transaction rationale and 

• business case for change 

• Adaptability and flexibility to move 

between a deal-making culture and a 

long-term business-dictated culture 

• Early understanding of cultural simi-

larities and differences 

• Clarity of behavioural direction 

 

• Leadership apathy toward change 

• Lack of recognition of the importance 

of a deal-making culture 

• Failure to recognise or reconcile dif-

ferences in organisational behavioral 

attributes 

• Lack of awareness, tolerance or un-

derstanding of social drivers of  beha-

vior 

• Inability to effect change 

• Lack of linkage between requirement 

of behaviour change and business re-

sults 

1.7 Type of takeovers 

In the market for corporate control, management teams vie for the right to ac-

quire and manage corporate assets and strategies. If an outside group acquires 

control of a target corporation, the transaction is termed a takeover. There are 

two basic methods of effecting a corporate acquisition: a friendly takeover and a 

hostile takeover. In a friendly takeover, the board of directors of the target firm 

is willing to agree to the acquisition. 

By contrast, a hostile takeover occurs when the board of directors is o posed to 

the acquisition. Friendly takeovers often involve firms with complementary 

skills and resources in growing industries. Hostile offers generally involve 

poorly performing firms in mature industries. In these cases, the suitor desires 

to replace the existing management team and sell off underperforming business 

units.  
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1.7.1Friendly  

Friendly takeovers can involve either the acquisition of the assets of the com-

pany or the purchase of the stock of the target. There are several advantages as-

sociated with the purchase of assets. First, the acquiring firm can purchase only 

those assets that it desires. Second, the buyer avoids the assumption of any con-

tingent liabilities of the target. Third, the purchase of assets is easier to negoti-

ate since only the board of directors, and not the shareholders, need approve the 

acquisition.  

The second type of friendly takeover involves the purchase of the stock of the 

target. In this instance, the acquiring firm does assume the liabilities of the tar-

get firm. The target firm continues to operate as an autonomous subsidiary or it 

may be merged into the operations of the acquiring firm. The approval of the 

target's shareholders is necessary for this type of acquisition.  

1.7.2 Hostile   

Hostile takeovers occur when the board of directors of the target is opposed to 

the sale of the company. In this instance, the acquiring firm has two options if it 

chooses to proceed with the acquisition: a tender offer or a proxy fight. A tender 

offer represents an offer to buy the stock of the target firm either directly from 

the firm's shareholders or through the secondary market. This method tends to 

be an expensive way of acquiring the stock since the share price is bid up in an-

ticipation of a takeover. Often, acquiring firms will first propose an offer to buy 

the company's stock to the target company's board of directors, with an indica-

tion that if the offer is turned down, it will then attempt a tender offer.  

Federal securities regulations require the disclosure of the acquiring firm's in-

tent with respect to the acquisition. Under the Williams Act, the acquiring firm 

must give 30 days' notice to both the management of the target firm and the Se-

curities and Exchange Commission. This enables the target firm to formulate a 

defensive strategy to maintain its independence.  



In a proxy fight, the acquirer solicits the shareholders of the target firm in an at-

tempt to obtain the right to vote their shares. The acquiring firm hopes to secure 

enough proxies to gain control of the board of directors and, in turn, replace the 

incumbent management. Proxy fights are expensive and difficult to win, since 

the incumbent management team can use the target firm's funds to pay all the 

costs of presenting their case and obtaining votes.  

1.7.3 Form of takeovers 

The form of the takeover is often heavily influenced by income tax laws. A 

simple exchange of shares of common stock, while rarely used in takeovers, is 

considered a nontaxable exchange. The tax basis of the new shares is simply 

that of the old. Should the takeover use cash and/or debt to pay for the target's 

common shares, however, this generates a taxable transaction and the target's 

shareholders will be subject to capital gains taxes.  

1.7.4 Defensive tactics  

There are a number of manoeuvres that can be used to ward off an unwanted 

suitor. These can be divided into two basic categories: preoffer tactics and post-

offer tactics. Preoffer tactics are those that may be employed prior to the receipt 

of a hostile bid. For example, private companies are almost invulnerable to 

takeovers since blocking stakes of more than 50 percent of the outstanding 

shares are usually held by an individual or an affiliated group.  

Hostile takeovers are often generated by investors who believe the shares of the 

target firm are undervalued. Therefore, a high stock price will also fend off 

many potential acquirers since it will be difficult for the acquirer to earn a suffi-

ciently high return on its investment in the target. In other cases, size alone may 

pose a valid defence. Also, high-tech firms in the defence industry may be im-

mune to takeovers because of the political ramifications.  

Target companies can also decrease the likelihood of a takeover though charter 

amendments. With staggered terms for the board of directors, the board is di-
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vided into three groups, with only one group elected each year. Thus, a suitor 

cannot obtain control of the board immediately even though it may have ac-

quired a majority ownership of the target via a tender offer. Under a superma-

jority amendment, a higher percentage than 50 percent, generally two-thirds or 

80 percent is required to approve a merger. A fair price amendment prohibits 

two-tier bids, where the first 80 percent of the shares tendered receive one price, 

whereas the last 20 percent receive a lower price for their stock.  

Other preoffer tactics include poison pills and dual class recapitalizations. With 

poison pills, existing shareholders are issued rights that, if a bidder acquires a 

certain percentage of the outstanding shares, can be used to purchase additional 

shares at a bargain price, usually half the market price. Dual class recapitaliza-

tions distribute a new class of equity with superior voting rights. This enables 

the target firm's managers to obtain majority control even though they do not 

own a majority of the shares.  

Postoffer tactics occur after an unsolicited offer is made to the target firm. The 

target may file suit against the bidder alleging violations of antitrust or securi-

ties laws. Alternatively, the target may engage in asset and liability restructur-

ing to make it an unattractive target. With asset restructuring, the target pur-

chases assets that the bidder does not want or that will create antitrust problems 

or sells off the "crown jewels," the assets that the suitor desires to obtain. Li-

ability restructuring manoeuvres include issuing shares to a friendly third party 

to dilute the bidder's ownership position or leveraging up the firm through a 

leveraged recapitalization making it difficult for the suitor to finance the trans-

action. Other postoffer tactics involve targeted share repurchases (often termed 

"greenmail" in which the target repurchases the shares of an unfriendly suitor at 

a premium over the current market price) and golden parachutes, which are lu-

crative supplemental compensation packages for the target firm's management. 



These packages are activated in the case of a takeover and the subsequent resig-

nations of the senior executives.  
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2. The Case Study 

2.1 The Transaction 

2.1.1 Enel 

The Enel Group is the leading electricity operator in both Italy and Spain and one 

of the leading global operators in the fields of generation, distribution and sales of 

electricity. 

Listed on the Milan stock exchange since 1999, Enel is the Italian company with 

the highest number of shareholders, (some 1.2 million retail and institutional in-

vestors in 2008) and is present in 23 countries with a generating capacity of ap-

proximately 95,000 MW, serving about 61 million power and gas customers.  

Enel is also the second-largest Italian operator in the natural gas market, with ap-

proximately 2.7 million customers and a 10% market share in terms of volumes. 

Enel owns a 92.06% equity stake in Endesa S.A. (“Endesa”), the leading operator 

in the Spanish electricity sector with significant operations in other European 

countries and in Latin America. In 2007 the Group acquired 67.05% of Endesa 

and purchased the additional 25.01% on 25 June 2009. 

The Group had operational generation plants (thermal, hydroelectric, geothermal 

and other plants) with a total net efficient capacity of 95.4 GW as of 30 June 2009 

and 83.3 GW as of 31 December 2008.. In 2008, the Group’s net production of 

electricity amounted to 253.2 TWh, while its distribution of electricity amounted 

to 393.5 TWh. 

The Enel Group is one of the principal international operators in the development 

and management of energy production from renewable resources, with over 500 

operational plants and a net efficient capacity of 95,415 MW, as of 30 June 2009, 

split among wind, solar, geothermal and hydroelectric plants, as well as produc-

tion from biomasses. 



The Group also imports, distributes and sells natural gas in Italy, Spain and else-

where. The Group sold approximately 8.2 billion cubic meters of gas worldwide 

per year. 

As of 30 June 2009, the Group employed a total of 83,749 employees, of which 

39,594 were employed in Italy and 44,155 were employed abroad (including all 

of Endesa’s employees as of the period end). 

The Company is incorporated under the laws of Italy as a joint stock company 

(società per azioni). 

2.1.2 Endesa 

Endesa is the leading utility in the Spanish electricity system and the number one 

private electricity company in Latin America. It is a significant player in the 

energy sector of the European Mediterranean region. It also has a growing pres-

ence in the Spanish natural gas market and is advancing rapidly in the area of 

renewable energy 

Endesa provides power to more than 24 million customers in 11 countries (50% 

Spanish customers) on 3 continents. A subsidiary of Italian power giant Enel, 

Endesa is Spain's number one electric utility and has a generating capacity of 

39,700 MW from nuclear, fossil-fueled, hydroelectric, and renewable energy 

plants. Endesa is the primary electricity company in Chile, Argentina, Colombia 

and Peru and also operates in Brazil. Endesa serves more than 397,200 natural 

gas customers in Spain. The company is also investing heavily in renewable 

energy to meet Spain's commitment to greenhouse gas reduction 

2.1.3 The story of the acquisition 

The story of the full acquisition starts on 2005 and is still continuing but we can 

summarize the timeline main events considering all the milestones that led to the 

acquisition. 
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On September 5th, 2005 Gas Natural launched an unsolicited offer for the entire 

share capital of Endesa for a consideration of €7.34 in cash and 0.569 shares of 

Gas Natural for each Endesa share (the “GasNat Offer”), valuing each share of 

Endesa at €21.3. This implied a 14.8% premium to the previous day close (based 

on the price of Gas Natural before announcement), an offer value of €22.6bn and 

a transaction value of €55.0bn.  

In conjunction with the GasNat Offer announcement, Gas Natural announced it 

had reached an agreement with Iberdrola S.A. (“Iberdrola”) to transfer certain 

assets of the combined entity to Iberdrola, subject to the transaction being com-

pleted, (“the Iberdrola Agreement”). The assets would be transferred at fair mar-

ket value as determined by independent investment banks. The objectives of the 

Iberdrola Agreement were to show proactiveness in relation to anti-trust issues 

and address part of the financing of the GasNat Offer.  

Following the offer announcement, on September 6th the Board of Endesa issued 

a formal statement considering the offer as hostile. 

On November 15th, 2005 the European Commission stated that the transaction 

did not have European dimension and therefore the Spanish authorities should 

rule the transaction. The regulatory approval process in Spain requires the Gov-

ernment to approve or block a transaction after having reviewed non-binding re-

ports by the National Energy Commission (“CNE”) and the Competition Defence 

Tribunal (“TDC”).  

On February 21st, 2006, E.ON publicly announced the launch of a counteroffer 

for Endesa offering €27.50 in cash per share, (the “E.ON Offer”). The E.ON Of-

fer represented a 48.2% premium to Endesa’s undisturbed closing price on Sep-

tember 2nd 2005 and a 24.5% premium to the nominal value of the GasNat Offer 

as of February 24th. Endesa’s Board of Directors welcomed the fact that the 



E.ON Offer was superior in value to the GasNat Offer, but still considered that 

the price offered did not adequately reflect the real value of Endesa. 

On March 3rd, 2006, Endesa Board of Directors recommended its shareholders 

not to tender their shares to Gas Natural, since GasNat Offer did not recognize, in 

their opinion, the fair valuation of Endesa. On February 27th, this Committee 

approved the issuance of a fairness opinion letter to the Board of Endesa, in 

which GasNat Offer was qualified as inadequate to Endesa’s shareholders from a 

financial point of view (see Appendix B Fairness Opinion Letter provided in rela-

tion with GasNat Offer). 

On March 22nd, 2006, the Mercantile Court of Madrid Nº 3 suspended GasNat 

Offer, on the grounds that the Iberdrola Agreement could violate the Treaty of the 

European Union, and therefore, GasNat Offer should be suspended until the Mer-

cantile Court came to a final resolution on this point. Effectiveness of the suspen-

sion of GasNat Offer was conditional on Endesa making a deposit of €1,000 mil-

lion.  

On April 21st, 2006, the Spanish Supreme Court, also suspended GasNat Offer 

on the basis that the resolution from the Spanish Government that authorized with 

conditions GasNat Offer could be illegal since it did not follow the recommenda-

tion from the TDC. Effectiveness of the suspension of GasNat Offer was condi-

tional on Endesa making a deposit of €1,000 million.   

On April 26th, 2006, the European Commission authorised E.ON offer since the 

potential acquisition of Endesa by E.ON was estimated not to have any negative 

effects on competition in the energy markets in Europe. 

On July 3rd, 2006, Endesa paid an extraordinary dividend of €2.095 per Endesa. 

As a consequence of that, Gas Natural reduced the consideration of its offer to 

€5.983 and 0.569 shares of Gas Natural for each Endesa share and E.ON reduced 
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the value of its offer to €25.405 for each Endesa share (the “Adjusted E.ON Of-

fer”). 

On July 27th, 2006, the CNE authorised the acquisition of Endesa by E.ON sub-

ject to compliance with 19 conditions summarised in Appendix II. 

The resolution from the CNE was appealed by E.ON in front of the Ministry of 

Industry. On November 4th, 2006, the Ministry of Industry authorised the acqui-

sition of E.ON by Endesa and eliminated all the conditions imposed by the CNE 

related to mandatory disposals. 

On September 25th, 2006, Acciona acquired a 10% of Endesa and requested au-

thorisation from the CNE to increase its stake up to 25%, minimum threshold 

beyond which a mandatory takeover was required under current Spanish take-

over code. The CNE granted Acciona such authorisation and Acciona increased 

its stake up to 21%. 

On September 27th 2006, E.ON announced its commitment to increase its offer to 

€35 per each Endesa share, all in cash (“E.ON Second Offer”).  

On November 16th 2006, the CNMV approved E.ON’s offer. However, based on 

Spanish regulation, E.ON’s offer was filed at a price of €25.405 per ELE share 

with a commitment to increase the offer up to €35.0 per ELE share. On Novem-

ber 20th, 2006 this Committee appointed the issuance of a fairness letter to the 

Board of Directors of Endesa, in which the Adjusted E.ON Offer was qualified as 

inadequate to Endesa’s shareholders from a financial point of view (see Appendix 

C Fairness Opinion Letter provided in relation with Adjusted E.ON Offer).  Upon 

CNMV approval, E.ON’s offer was also affected by the suspension of GasNat 

Offer and therefore could not proceed further. However, as committed to the 

market, Endesa requested removal of the suspension that was affecting GasNat 

Offer, once E.ON’s offer was approved. Such removal was finally granted on 

January 23rd, 2007.  



On January 2nd, 2007 Endesa distributed an ordinary dividend of €0.50/sh. and 

therefore E.ON updated its adjusted offer to €24.905 and its second offer to 

€34.5/sh. 

On January 25th, 2007, the acceptance period for both offers started and, based on 

Spanish take-over code, both companies were requested to present in a closed 

envelope their best and final offers by February 2nd, 2007.   

■ On February 1st, 2007, Gas Natural filed an Hecho Relevante with the 

CNMV in which it announced it had pulled-out from the bid process; 

■ On February 2nd, 2007, E.ON increased its offer up to €38.75 per ELE 

share and the success of the tender offer was subject to two conditions: (i) 

Minimum acceptance threshold of 50% and (ii) Bylaws modification of 

some articles to allow E.ON to gain control of Endesa (“E.ON Third Of-

fer”). 

On February 4th, 2007 E.ON held a meeting with the press and a conference call 

for research analysts and investors to explain the rationale of its increased offer. 

In those meetings E.ON announced its target to achieve €600m in synergies by 

2010 (best practice transfer in Iberia: €235m, best practice transfer in LatAm: 

€90m, procurement synergies: €220m and overlapping markets: €55m). 

On February 5th, 2007, this Committee approved the issuance of a fairness opin-

ion letter to the Board of Endesa, in which E.ON Third Offer was qualified as fair 

to Endesa’s shareholders from a financial point of view (see Appendix D Fairness 

Opinion Letter provided in relation with E.ON Third Offer). 

Between February 27th and March 2nd, 2007, Enel acquired a 10.0% stake of 

Endesa and signed swap agreements for an additional 13%, together with Acciona 

(21.0%), unofficially opposed to E.ON’s offer.  Once Enel was authorized by the 

CNE to increase its stake above 10%, Enel executed the outstanding swap agree-

ments and increase its stake to 25%. 
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On March 23rd, 2007, the Spanish Market Regulator (CNMV) issued a statement 

regarding the potential intentions from Acciona and Enel to jointly acquire a stake 

in excess of 50% in Endesa based on which: 

■ E.ON was authorized to increase the value of its offer until March 26th, 

2007 and the acceptance period was extended; 

■ Enel and Acciona were not allowed to launch any tender offer for Endesa 

in 6 months unless E.ON tender offer was declared unsuccessful. 

On March 26th, 2007, (i) E.ON increased its offer for Endesa to €40/sh. (“E.ON 

Fourth Offer”) (ii) Caja Madrid, signalling support to E.ON offer, agreed to sign 

an equity swap with E.ON that granted the German utility the economic rights of 

its 9.9% for two years while Caja Madrid retained its voting rights in Endesa and 

(iii) Enel and Acciona announced an agreement for the joint management of En-

desa that included the launch of a tender offer for Endesa offering at least €41/sh. 

as soon as legally possible (see Appendix III for further detail on agreement). 

■ The agreement between Enel and Acciona was subject to the condition 

that E.ON did not acquire a 50% of Endesa. 

On March 26th, 2007, this Committee approved the issuance of a fairness opi-

nion letter to the Board of Endesa, in which E.ON Fourth Offer was qualified as 

fair to Endesa’s shareholders from a financial point of view (see Appendix E 

Fairness Opinion Letter provided in relation with E.ON Fourth Offer). 

On April 2nd, 2007, Acciona/Enel/E.ON reached an agreement to avoid a poten-

tial situation in which none of the parties would achieve any control of Endesa 

and the shareholder structure would result unsustainable in the medium to long 

term (see Appendix IV for further detail on the agreement). 

■ E.ON undertook not to waive the minimum acceptance condition to which 

its tender offer was subject to so that, once E.ON Fourth offer was de-



clared unsuccessful, Acciona/Enel could immediately launch a tender of-

fer for Endesa; 

■ Acciona/Enel agreed the disposal of certain assets from Endesa in Europe 

and Spain to E.ON in the event that they managed to gain control of 

Endesa; 

■ Enel undertook to sell Viesgo to E.ON. 

On April 10th, 2007, as expected, E.ON Fourth Offer was declared unsuccessful 

since it was only accepted by 6.01% of Endesa share capital.  

On April 11th, 2007, Acciona/Enel launched a full tender offer for Endesa for 

€41.3/sh. fully in cash. This consideration results from the € 41 price per share of 

Endesa previously committed by Acciona and Enel increased by the interest that 

would accrue on such amount at a three-month EURIBOR rate for the period 

running from March 26, 2007 until May 31, 2007 (see Appendix V for further 

details on Acciona/Enel tender offer). 

On July 2nd, Acciona/Enel reduced the tender offer price to adjust it for the dis-

tribution of a dividend of €1.14/Sh. by Endesa. The Acciona/Enel Offer price is, 

therefore, €40.16/sh. in cash. 

On July 4th, Acciona/Enel Offer received the conditional approval by the CNE 

(under Function 14). Most restrictive conditions are linked to the Italian Govern-

ment’s presence in the shareholding of Enel (a detailed description of the condi-

tions can be found in Appendix V).  

• Enel and Acciona, which have a month to appeal, are studying the condi-

tions and will decide in the coming days whether to appeal  or not. 

• The European Commission has stated that it will study CNE’s ruling to 

check if it violates the EU law that gives the Commission exclusive pow-

ers to analyze the transaction.  
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On July 5th, 2007, Acciona/Enel joint offer received the unconditioned approval 

by European Commission as it concluded that the proposed transaction would not 

significantly impede effective competition in the European Economic Area or any 

substantial part of it.  

2.1.4 Motivations 

There are lots of motivations behind the acquisition and each part that is involved 

tries to achieve most benefits as possible. 

Enel’s benefits in this transaction are: 

• a strong contribution to industrial and financial growth 

• Wider a European footprint mitigates regulatory risk 

• Potential for industrial synergies and combinations of skills and best 

practices 

• Scale benefits on procurement activities 

On the impact of gas-electricity mergers for the development of the Single 

European Electricity Market. The authors of the Endesa report believe that: "(a) 

national gaselectricity mergers create dual-fuel barriers to entry by foreign utili-

ties; (b) gaselectricity conglomerates have a lower incentive to grow beyond 

their borders; and (c) the clearance of anti-competitive mergers will give raise to 

disputes among Member States concerning the goal of the Single Market for 

electricity in Europe"  

First, there is no presumption in economics against the merger of large gas and 

electricity companies. Economic theory and evidence do not justify claims sug-

gesting that the combination of two large companies is necessarily bad for con-

sumer welfare. Furthermore, economists view with suspicion claims suggesting 

that mergers between companies producing and commercializing products that 

are largely complementary (such as gas and electricity) are anti-competitive. 



Second, the evidence suggests that in Europe the so-called national champions 

in electricity and gas have been actively growing their businesses beyond their 

borders. For example, E.On (a German gas-electricity incumbent), which ac-

cording to the Endesa report stopped investing abroad after its merger with 

Ruhrgas, has just entered the Italian energy market. Focusing on Spain, Enel 

controls Viesgo, active in electricity distribution, generation, and supply, and 

EDP (the Portuguese dominant electricity player) controls Hidrocantábrico, 

which is active both in electricity and gas. 

Third. A merger control policy based on economic principles does not, as the 

authors of the Endesa report suggest, take into account the implications of the 

merger on the relationships between Member States or for their ability to pursue 

wider policy goals. Furthermore, as noted by the UK Department of Trade and 

Industry, “Mergers are subject primarily to a competition test - not one based 

on the nationality of the purchaser”. 

On the assessment of remedies in mergers involving electricity companies. The 

authors of the Endesa report conclude: "(a) merger control in electricity markets 

should be “more cautious and stringent than in other sectors”, as electricity 

mergers may easily result in higher prices for consumers and are unlikely to 

produce significant efficiencies; (b) the use of merger remedies in electricity 

mergers is a “risky game”; and it is preferable “being wrong in prohibiting a 

merger or imposing severe pro-competitive remedies rather than to take the risk 

of being wrong in clearing a merger with possibly ineffective remedies”. 

On the one hand, their price effects need not be higher than those in other sec-

tors of the economy. On the other, there is substantial evidence on the existence 

of economies of scale and scope in the regulated and non-regulated activities of 

the gas and electricity industries. 

There is no reason to adopt a bias against the adoption of remedies in electricity 

mergers. In fact, it may be easier to devise and implement appropriate merger 



41 

 

remedies in the gas and electricity sectors: structural remedies, such as the di-

vestiture of plants are easy to identify and implement; behavioral remedies are 

also more likely to be effective than in other sectors, given that the gas and elec-

tricity industries are constantly under the supervision of sector-specific regula-

tors with the know how required to police those remedies. 

2.1.5 The Rule of Gas Natural on the acquisition 

On the competitive impact of the proposed acquisition of Endesa by Gas Natu-

ral. The authors of the Endesa report say that the proposed transaction would 

remove an effective and growing competitor from the Spanish wholesale elec-

tricity market; eliminates a strong and effective (dual fuel) competitor in the 

Spanish retail electricity market; and may have nefarious vertical effects on the 

Spanish wholesale electricity and gas markets. 

First of all we are not aware of any academic study, other than the Endesa re-

port, that has contemplated the competitive effects of this transaction thus far. It 

is therefore somewhat adventurous to speak of an “academic consensus” on this 

matter. Second, the analysis presented in the Endesa report misses a number of 

key facts and contains some factual errors. Although the purpose of our paper is 

not the detailed analysis of the competitive effects of the proposed transaction, 

we note that some of the facts of the industries concerned suggest that this trans-

action may open the door to a restructuring of the electricity and gas industries 

in Spain, which benefits consumers in both the short run and the long run. For 

example, in the electricity sector, the divestiture of some of the generation assets 

of the merged entity could be used either to consolidate a third player in the in-

dustry or to create a de novo competitor. In the gas sector, the proposed asset 

transfers could consolidate the position of Iberdrola or a third party as a dual 

fuel competitor to Gas Natural. 

The views expressed in the Endesa report are the perfectly legitimate opinions 

of some reputed academics, but do not represent the consensus view of the aca-



demia as they are characterized. The academic consensus with regard to merger 

control is, I believe, that any proposed concentration should be considered on its 

merits, taking into account the nature of the transaction and the characteristics of 

the markets where the merging parties operate. The transaction should be 

cleared if, once the competition authorities have had the opportunity to review 

the facts of the case and properly considered the remedies offered by the parties, 

they conclude that the net effect of the transaction on consumer welfare is posi-

tive. Or, in other words, a proposed concentration should be approved unless it 

significantly lessens competition in the affected markets. This is precisely the 

test embodied in the Spanish and EC merger regulations. According to the Span-

ish "Ley de Defensa de la Competencia", a concentration will be prohibited if it 

“can hinder the maintenance of effective competition on the market”. Likewise, 

a merger will be prohibited under the "EC Merger Regulation" if it “significant-

ly impedes effective competition, in the common market or in a substantial part 

of it, in particular as a result of the creation or strengthening of a dominant posi-

tion”.16 It is well accepted that it is burden of the competition authorities to 

demonstrate that a merger should be blocked. 

The proposed acquisition of Endesa by Gas Natural, like any other transaction, 

should be assessed under this standard, which is firmly grounded in economics. 

There is no justification in economics for choosing a different standard for this 

transaction. 

This is not to provide a detailed analysis of the competitive effects of the pro-

posed acquisition of Endesa by Gas Natural. I defend that this transaction should 

be analyzed on its merits, taking into account the characteristics of the markets 

where the merging parties operate and the remedies offered by Gas Natural. The 

merger should be approved or blocked only after an in-depth investigation of its 

pro-competitive and anti-competitive effects. And it will be the burden of the 

competition authorities to show that the merger has to be blocked. There is no 
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academic consensus against mergers involving national gas and electricity com-

panies. It all depends on the facts of the case. 

Although the Endesa report broadly agrees with this recommendation, it appears 

to suggest that the anti-competitive implications of this deal are likely to offset 

its potential efficiency gains. There is no evidence in the report in support of this 

conclusion. 

First, there is no estimate in the Endesa report of the likely efficiencies resulting 

from the merger. These may take several forms: reduction in fixed costs, econ-

omies of scale in the procurement of gas, economies of scope in the manage-

ment of the gas and electricity networks as well as in the management of com-

modity risk, and demand-side efficiencies related to the development of new 

product offerings in the electricity and gas supply markets. 

Second, some of the anti-competitive effects of the merger are based on incor-

rect facts and presumptions. For example, as regards electricity generation, the 

installed generation capacity in Spain would grow from 51,390 MW in 2005 to 

63,628 MW in 2008, i.e., approximately 24%, whereas peak demand will grow 

approximately 17%. This increase in the reserve margin implies a reduction in 

market power and may mitigate any potential anti-competitive effect of the mer-

ger. 

The Endesa report also assumes that any assets divested to resolve potential 

competition concerns will be sold to the largest competitor of the merged entity. 

But, as far as we are aware, that assumption is incorrect since Gas Natural has 

not excluded other alternatives 

Third, there is no attempt to balance the alleged anti-competitive effects of the 

merger with its efficiency effects. 

In short the commission’s proposal of prohibition is based on an in-depth analy-

sis of the potential vertical and horizontal anticompetitive effects as well as the 

remedies offered by the parties. The Competition Commission has been right to 



take a cautious approach vis-a`-vis the creation of a Spanish gas electricity 

champion. 

2.1.6 The Rule of E.On on the acquisition 

E.On is the world's largest private power and gas company, with over 30 million 

customers in more than 20 European countries and the United States and unau-

dited sales in 2005 amounting to more than €50 billion. Since its establishment 

in 2000, E.ON has focused on power and gas supply having successfully devel-

oped new markets in the United States, the United Kingdom, Central and East-

ern Europe as well as Scandinavia. E.On holds leading positions in each of these 

markets and by the end of 2008 will have spent, according to its investment 

plan, €18.6 billion mainly on the expansion and modernization of power stations 

and networks throughout its markets. 

E.On announced on February 21, 2006, an offer for Endesa, Spain’s largest elec-

tricity company, to create the world’s leading power and gas company serving 

more than 50 million customers in more than 30 countries.  

E.On is offering to acquire 100 percent of the share capital of Endesa at a price 

of €27.50 per share in cash, which represents a premium of 48.2 percent to 

Endesa’s undisturbed closing share price on September 2, 2005. The considera-

tion for 100 percent of the ordinary share capital of Endesa is a total of approx. 

€29.1billion. The enterprise value is approx. €55.2 billion including net debt, 

provisions and minorities of approx. €26.1 billion. The transaction meets all of 

E.ON’s stated financial criteria.  

The combination will:  

• Strengthen E.On’s position as the leading power and gas company in the 

world. E.On and Endesa’s combined 2005 sales would amount to 608 

billion kWh of electricity and 945 billion kWh of gas, supplying more 

than 50 million customers, and employing more than 107,000 people; 
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• Establish a strong presence and active competitive position in all of the 

important regional power and gas markets in Europe. E.On will be well-

positioned to create significant long-term value from the ongoing inte-

gration of European power and gas markets; 

Position E.On as the market leader in the high growth Iberian power generation 

and retail energy market and, in a single step, allow E.On to gain strong market 

positions across a number of key Latin American countries, one of the world’s 

fastest growing energy markets. 

On completion of the transaction, E.On intends to leverage its scale and exper-

tise to benefit consumers and shareholders through the application of best prac-

tice standards across its business and its ability to fund capital expenditure plans 

and absorb risk.  

Wulf H. Bernotat, E.On’s Chief Executive Officer said: "This transaction not 

only gives E.ON a new dimension but it also offers significant advantages to 

Endesa and its employees. The company will remain intact, which is something 

that will also benefit Spanish consumers. As part of a major, international en-

ergy group, Endesa will give new impetus to competition in Spain. The combina-

tion of E.ON and Endesa will create a leading competitive player with opera-

tions in all key European countries. It represents an important step towards cre-

ating a single European energy market."  

Good value for Endesa’s shareholders   

The offer price represents a premium of:  48.2 percent to the closing price of 

Endesa’s shares on September 2, 2005, the last day of trading before the disclo-

sure of an unsolicited offer for Endesa; 52.7 percent to the average price of the 

six months preceding September 2, 2005; 7.9 percent ts closing share price 

(February 20, 2006). 



If Endesa shareholders are paid a dividend prior to the transaction’s completion, 

the offer price of € 27.50 per share will be reduced by the amount of the per-

share dividend.  

E.On will build on Endesa’s strength in its core markets  

E.On is organized into five market units. Following completion, E.On intended 

to form a new Southern European and Latin American market unit to be head-

quartered in Madrid, operating as a Spanish company. This market unit consists 

of Endesa’s existing operations and E.ON’s current operations in Italy, and will 

be E.On’s second largest market unit by revenue and the largest single contribu-

tor to E.On’s Ebitda. Endesa’s management and employees would play a critical 

and important role in growing those businesses further. Furthermore, E.ON in-

tended to expand Endesa’s Centre for Excellence in Distribution based in Barce-

lona, into its Global Centre of Excellence, which would serve as a key resource 

for the entire E.ON Group.  

Wulf H. Bernotat, in those days, added: “I very much look forward to welcom-

ing all of Endesa’s employees to our Group and supporting them as they further 

develop the business. Integration of the acquired businesses will be a priority, 

and we will work closely with Endesa’s management and employees to maximize 

efficiency by the application of best practice processes across all of our market 

units and businesses.”   

Endesa was the market leader in Spain with 22,000 MW of installed generation 

capacity, 11 million electricity customers and 550,000 gas customers. Together 

with Endesa, E.On intended to be an important competitor and contributor to the 

further development of the Spanish market, including realizing opportunities in 

gas-power convergence. Capital expenditure would be focused on Endesa’s 

“Progress in Capacity” plan, continuing Endesa’s investment in the construction 

of new CCGT facilities, LNG capacity and the development of renewables and 

CHP activities.  
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The combination of experience and best practice from E.ON and Endesa would 

benefit all stakeholders in Spain, generating increased competition and contri-

buting to the further development of the Spanish energy market. The new com-

pany’s diversified gas sourcing would secure longterm supply in Spain. By 

building on Endesa’s competitive position it would also ensure that the Spanish 

market benefits from E.ON/Endesa’s balance of supply and generation assets.  

In Italy, Endesa’s number three position in the power market with 6,600 MW 

and access to new LNG import capacity combined well with E.On’s planned 

800MW CCGT plant in Livorno Ferraris and existing 750,000 gas customers. 

Endesa’s position in France, with 2,500 MW of generation capacity, allowed 

E.On to compete for the opportunities which deregulation would brought, and 

also would permitted further interconnection.  

In Latin America, E.On intended to build on Endesa’s strong and stable cash ge-

nerative business and a customer base of 11 million. In particular Chile, the core 

country of Endesa’s Latin American business with approximately half of the 

proportional EBITDA of Enersis, the largest utility player in Latin America, rep-

resented an attractive opportunity for future growth. The combined customer, 

energy and risk management experience would be a critical asset of the new 

combined company.  

A financially attractive transaction 

The transaction met E.On’s strict financial criteria, and was expected to be earn-

ings enhancing in the first full year of acquisition. The transaction was also ex-

pected to deliver returns above E.On’s cost of capital. E.On’s current dividend 

policy was unaffected by the acquisition, including the special dividend relating 

to the Degussa disposal.  

Financing for the acquisition would come from E.On’s new credit facilities pro-

vided by HSBC, Citigroup, JP Morgan and Deutsche Bank, and from existing 

funds. The company continued to have the financial strength needed for further 



investments in the energy sector, and the capital expenditure plans of E.ON and 

Endesa were expected to remain in place. E.On remained committed to main-

taining a “single A flat” (A/A2) credit rating post completion of the transaction.  

Wulf H. Bernotat commented: “E.ON and Endesa are a strategically excellent 

fit, securing attractive domestic growth and strengthening E.ON’s position as 

the European market moves towards integration. E.ON is offering a very attrac-

tive price within its stated investment returns criteria.” 

Board of Directors’ Opinion of the E.ON Offer 

Endesa’s Board of Directors, by unanimous vote of those present, confirmed its 

preliminary assessment of the Offer, which was issued on 21 February, 2006, in 

response to the announcement of the Offer. Accordingly, and without prejudic-

ing its position set out below on price, the Board viewed positively the fact that 

the Offer was made entirely in cash, unlike the competing offer made by Gas 

Natural SDG, S.A., improving the consideration proposed pursuant to this. In 

addition, the Board views as positive the Offeror’s intentions to maintain 

ENDESA’s industrial project, particularly its investment plan and its staff, as 

well as its goal of furthering the development of the Spanish gas and electricity 

markets. 

Nevertheless, Endesa’s Board of Directors, also by unanimous vote, recom-

mended not accepting the Offer at its current price of Euro 25.405 per share, 

given the Offeror’s irrevocable commitment to raise the price to a minimum of 

Euro 35 per share. 

It was made expressly clear that this report issued by Endesa’s Board of Direc-

tors did not address the increased Offer price announced by the Offeror, which 

had been properly considered in accordance with the provisions of Royal Decree 

1197/1991 once it has been formalised by E.On, either in accordance with the 

normal offer increase procedure in the event that Gas Natural, SDG, S.A. with-
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draws its offer or, otherwise, in accordance with the sealed envelope bidding 

process prescribed for competing offers. 

Endesa’s Board of Directors has received the opinion of its financial advisors: 

Citigroup Global Markets Limited, Deutsche Bank AG London, J.P. Morgan 

Plc, Lehman Brothers (Europe) Limited and Merrill Lynch Capital Markets 

España, S.A., S.V. 

2.1.7 The Rule of Acciona on the acquisition 

Acciona is one of the foremost Spanish business corporations, leader in the de-

velopment and management of infrastructure, renewable energy, water and ser-

vices. Listed on the selective Ibex-35 stock exchange index, it is a benchmark 

for the market. The Company was set up over a century ago and is made up of 

more than 35,000 employees and has a presence in more than 30 countries on 

five continents. 

Less than a decade ago, Acciona was one of the main construction companies in 

Spain, but by immersing itself in a process of diversification and looking for 

business opportunities at the international level, Acciona has succeeded in rein-

venting itself. During 2008, and after exiting Endesa in 2009, Acciona com-

pleted its transformation into a pioneering company in development and sustain-

ability, converting itself into a global leader in the development, production and 

management of renewable energies, water and infrastructures with the minimum 

environmental impact. 

The acquisition of capital of Endesa by Acciona towards the end of September 

2006 caused a landslide in the markets, the media, the business world and the 

political scene. From the start, Acciona claimed the strategic nature of its in-

vestment. The Chair-man of Endesa himself declared the pillars of this strategic 

bet to the top management of Endesa: 

1. “The leadership of Endesa in Spain and Latin America makes this company a 

unique platform to con-tribute towards a change in the world-wide energy 



model. The concentration of the origin of fossil fuels, the growing socio-political 

instability of the main producing countries and the almost certain lack of these 

resources in a not very distant future, turn us into a decisive part in solving the 

great energy challenges of the future.” 

2.“The efficient and diversified competitive generation mix of Endesa, together 

with the great capacity for generating cash-flow, gives this company a privi-

leged position to take on the in-vestments required for such a deep change.” 

3. “A business plan with great potential for the creation of value which together 

with the additional contributions of Enel and Acciona, will rein-force the posi-

tion of the company, its contribution to the countries in which we operate, the 

returns for shareholders, and professional development of its human team.” 

 4. “The possibility of creating, with Acciona, the worldwide renewable energy 

leader.” 

The Endesa intent with Acciona was to have a strong business and a great value: 

• Lead the global transition to a sustainable energy model  

• Creation of the global leader in renewable energies  

• Transform Endesa's financial and growth profile into the most attractive 

within the utility sector  

• Additional value creation from an aligned shareholding – management 

structure  

• Exploit the combination of strong and recurrent cash flows (traditional 

energies) and solid growth potential (renewables) 

• Leverage on Endesa's strong market positions (Spain, LatAm, France & 

Italy) to accelerate growth in renewables through Acciona's management 

dynamism  

• Strong re-rating potential of the combined renewable asset base 
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• Opportunity to secure wind turbine availability through Acciona's manu-

facturing capacity 

• Opportunity to jointly pursue IWPP Projects (Independent Water and 

Power Production) 

• Opportunity to undertake non-organic growth (currently not envisaged in 

the company's  

• Business Plan) through the combination of Endesa's leverage capacity 

(up to 1.4x), and  Acciona´s management capabilities/value creation 

track record 

Impact of Endesa 

The impact of Endesa on Ebitda (429 million euro) and revenues (1.203 billion 

euro) is due to proportionate consolidation of 25% of Endesa in the fourth quar-

ter of 2007. The impact of 318 million euro on the EBT (earnings before taxes) 

line is due to the dividends distributed by Endesa, net of the expenses associated 

with the acquisition of the stake, in the first nine months of the year, plus pro-

portionate consolidation of the 25% stake in the fourth quarter. At 31 December 

2007, Acciona owned 264,793,905 shares of Endesa, representing 25.01% of its 

capital stock, acquired for an amount of 9.272 billion euro, i.e. equivalent to ap-

proximately 35 euro per share. The investment is part of the strategic plan to ex-

pand in the electricity business. The acquisition was financed in such a way as to 

preserve Acciona’s capacity to invest. 



Capital expenditure 

Capital expenditure amounted to 3.114 billion euro, mainly to acquire an addi-

tional 4.7% of Endesa. The remainder of capital expenditure was principally to 

drive organic growth at Acciona Energy, Acciona Infrastructures, Acciona Ur-

ban & Environmental Services and Acciona Real Estate. As a result of the in-

vestment in Endesa, consolidation of 25% of its debt (5.312 billion euro) and 

Acciona’s ongoing investment policy, net financial debt at 31 December 2007 

amounted to 17.804 billion euro, i.e. 276% of equity. 

The opportunities 

"We have the great luck, opportunity and challenge of working with an objective 

that should cover all our professional and personal aspirations: sustainability, 

understanding this to be economic growth, ecological balance and social pro-

gress”. This was the definition given to the top management of Endesa by José 

Manuel Entrecanales, just appointed chairman of the electricity company, of the 

spirit that will govern his management and which includes the values of Ac-

ciona, as could not be otherwise. 18th October was the day powers were trans-

ferred in Endesa. After more than two years of uncertainty, the Management 

Board of Endesa has been renewed and several top managers have been ap-

pointed to complete the current management team of Endesa. A joint Acciona-

Enel Management Board, with the Executive Chairmanship and the casting vote 

corresponding to José Manuel Entrecanales, opened up a new stage that “will 

allow Endesa to capitalize on the excellence and strengths of its reference share-

holders which, together with our own, make us one of the most thrilling business 

projects in the world energy panorama”, according to his own word sat a meet-

ing that same afternoon with the top management of Endesa. José Manuel En-

trecanales took the opportunity to insist on the strategic guidelines always pre-

sent in the management project ACCIONA shares with Enel. 
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Management principles 

Endesa will have full operational responsibility in complying with its business 

plan. Preserving the corporate  identity of Endesa as an independent, Spanish 

company is “the best way of adding value to the human team, the shareholders 

and society in general”. 

Supply and growth: The commitment towards the societies and markets in which 

Endesa operates includes guaranteeing energy supply and making use of its 

growth potential.  

Innovation: Endesa will bet on leading innovation in all the energy alternatives 

available. Encouraging innovation in the energy world is “a strategy that cannot 

be delayed any longer if the competitiveness of the company is to improve and, 

with this, the social and economic progress of our society”. Improving the qual-

ity of supply, already higher than the national average, and that of the services 

provided to clients is one of the constant features that will continue governing 

the management of Endesa.  

Sustainability: The final touch to these management principles, closing and put-

ting all the rest into context, will be to “contribute towards economic develop-

ment, social progress and the ecological balance of our environment”. AC-

CIONA stands out in the field of renewable energies and Endesa will be work-

ing with even greater intensity in the field of conventional energies, spearhead-

ing energy efficiency and savings and the capture of CO2.  



2.1.8 The story of the Enel acquisition 

Acquisition of shares 

On February 27, 2007, Enel, acting through its subsidiary Enel Energy Europe 

Srl (Enel Energy Europe), purchased 105,800,000 shares of Endesa SA 

(Endesa), Spain’s leading electricity generator, equal to 9.99% of that compa-

ny’s share capital, at a price of €39 per share for a total of €4,126.2 million. The 

Endesa shares, acquired through an off-market transaction with institutional in-

vestors, were financed with cash flow and existing lines of credit, without any 

involvement of other Endesa shareholders. 

On June 6, Enel Energy Europe’s stake in Endesa rose from 9.99% to 24.97%, 

with a total of 264,401,597 shares, by way of settlement of the equity swaps en-

tered into in March with UBS and Mediobanca in which the underlying was 

represented by 158,601,597 shares of Endesa (14.98% of the share capital). 

Agreement between Enel - Acciona for the joint management of Endesa 
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On March 26, 2007, Enel signed an agreement with Acciona, one of the leading 

Spanish groups operating at the international level in the development and oper-

ation of infrastructure, services and energy from renewables, for the joint man-

agement of Endesa, to be implemented also through a public tender offer. 

The agreement was subject to the condition (subsequently satisfied) that E.On. 

not acquire more than 50% of Endesa through its own tender offer under way at 

the time the agreement was signed. In addition to establishing the relations asso-

ciated with their equity stakes in Endesa, the parties also specified the mechan-

isms that would govern their joint control should the offer be successful. Among 

the various clauses of the agreement, Acciona was granted a put option for all 

the shares that it directly or indirectly holds. The option may be exercised one 

time only, on the terms and conditions specified in the agreement, at any time 

between the start of the fourth and the end of the tenth year from the signing 

date of the accord. 

Agreement between Enel- Acciona and E.On 

On April 2, 2007, Enel and Acciona signed an agreement with E.On under 

which the latter agreed, where the tender offer launched by E.On should be un-

successful, to refrain from any direct or indirect attempt to acquire a holding in 

Endesa in the four years subsequent to the agreement. At the same time, Enel 

and Acciona agreed to transfer to E.On, subject to acquiring effective control of 

Endesa through a tender offer, in line with the agreement of March 26, 2007, a 

number of assets owned by Endesa and Enel. The assets had been transferred to 

E.On in 2008, once they have been valued and the necessary administrative au-

thorizations have been received. 

Following the acquisition of joint control of Endesa and in implementation of 

the agreement with E.On, on October 18, 2007, in accordance with the antitrust 

conditions set by the European Union, a trustee was established for the indepen-



dent management of the company until the date the equity investments that Enel 

has agreed to sell to E.On are effectively transferred. 

Until the closing of the transaction, Enel will be the sole beneficiary of the re-

sults of those equity investments as well as the price paid in the planned transfer. 

Similarly, a second trustee has been established for the independent manage-

ment of the assets held by Endesa mentioned above, with the exception of its 

other assets in Spain, that form part of the disposal agreed with E.On in the 

agreement of April 2, 2007. Once again, until the closing of the transaction En-

desa will be the sole beneficiary of the results of those assets and the price paid 

in the planned transfer. 

Public tender offer for Endesa 

On April 11, 2007, following the announcement of the failure of the E.On public 

tender for Endesa, Enel (acting through its subsidiary Enel Energy Europe) and 

Acciona presented Spain’s Comisión Nacional del Mercado de Valores 

(CNMV) a joint offer for 100% of Endesa shares. 

On October 5, 2007, the Comisión Nacional del Mercado de Valores announced 

that acceptance of the offer amounted to 46.05% of Endesa’s share capital, of 

which 45.62% (equal to 483,060,017 shares) was tendered in the offer in Spain 

and 0.43% (equal to 4,541,626 ADSs) was tendered in the offer in the United 

States. In accordance with the agreements between Enel and Acciona, following 

completion of the takeover bid, Enel, through Enel Energy Europe, acquired 

42.08% of the share capital of Endesa (equal to 445,522,261 shares), while Ac-

ciona acquired 3.97% (equal to 42,079,382 shares). Therefore, following com-

pletion of the takeover bid, Enel (through Enel Energy Europe) owns 67.05% of 

Endesa’s share capital (equal to 709,923,858 shares), while Acciona directly and 

indirectly holds 25.01% (equal to 264,793,905 shares). 
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On October 18, 2007, the Board of Directors of Endesa appointed a number of 

new board members in order to ensure that its composition reflects the owner-

ship structure resulting from the outcome of the public tender offer. 

How to finance the operation 

In order to meet the financial commitments of the above transaction, on April 9, 

2007, the Board of Directors of Enel SpA also voted to obtain a syndicated line 

of credit totaling €35 billion, which is intended to fully meet the obligations in 

respect of the acquisition of Endesa shares. The interest rate  varied in relation to 

Enel’s rating and the line of credit may be repaid early in full or in part without 

penalty. In addition, for the purposes of financing the transaction as well as re-

structuring the Group’s debt, the Board of Directors also approved: 

• the renewal of the program for the issue of Global Medium-Term Notes, 

raising the amount from €10 to €25 billion. 

• the issue by Enel, as part of the above program, of one or more bonds in 

euro or foreign currency to be placed with institutional investors by De-

cember 31, 2007, in the total amount of €5 billion. 

In execution of that resolution, on June 13, 2007 Enel carried out a multi-tranche 

issue totaling €3.4 billion and £1.1 billion. The transaction, conducted by a pool 

of banks, was more than twice over-subscribed. Following the issue, the syndi-

cated credit facility of €35 billion was lowered to €30 billion. 

On July 26, 2007, the Enel's Board of Directors approved the issue of one or 

more bonds to be placed with institutional investors or retail investors, to be 

listed (in whole or in part) on one or more regulated markets by June 30, 2008, 

with a total maximum amount of €10 billion. 

In execution of that resolution on September 13, 2007, Enel, through its subsidi-

ary Enel Finance International, carried out a multi-tranche bond issue for a total 

value of $3.5 billion (about €2.5 billion). 



The facility was fully hedged by Enel with cross currency swaps that linked 

each tranche to a fixed rate in euro. The bond issue, lead by a pool of banks, re-

ceived subscriptions of about $6 billion, much greater than supply. 

In addition, from November 19 to December 7, 2007, a €2 billion retail bond 

was issued on the Italian market. The size of the issue was raised to €2.3 billion 

(€1.0 billion fixed rate and €1.3 billion floating rate) as a result of excess de-

mand. The bond, with a maturity of 7 years and 1 month, will be paid in full at 

maturity (January 2015). Of the total of €2.3 billion, €2 billion was used to re-

duce the original €35.0 billion credit facility, which was thereby reduced to 

€19.5 billion (the facility had been lowered to €30 billion in June, €28 billion in 

September, €23 billion in October and €21.5 billion in November 2006). 

Complete the acquisition with the 25,01% of Acciona 

On February 20, 2009, Enel signed an agreement for the acquisition of the 

25.01% of Endesa owned directly and indirectly by Acciona. 

The price of €11,107.4 million Euros was determined in accordance with the cri-

teria set out in the agreement between Enel and Acciona of March 26, 2007, the 

provisions of which have therefore ceased to have effect. As provided for in the 

agreement, the price was adjusted to take account of interest accrued up to the 
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transaction date and dividends paid by Endesa to Acciona. The agreement, 

which also involved the early exercise of the put option by Acciona (the original 

exercise date was March 2010), was subject to a number of suspensory condi-

tions, such as regulatory and antitrust approval and other legislative conditions, 

and also provided for the transfer to Acciona from Endesa of certain operational 

wind and hydro assets.  

On June 25, 2009, Enel and Acciona, after the conditions governing the agree-

ment of February 20, 2009 had been met, implemented the accord with the 

transfer to Enel Energy Europe (wholly-owned by Enel SpA) of the 25.01% of 

Endesa held directly and indirectly by Acciona. 

Enel SpA, acting through Enel Energy Europe, paid Acciona €9,627.1 million in 

cash for the transfer. 

The amount was determined by subtracting the Endesa dividends received by 

Acciona after February 20, 2009 (€1,561.5 million) from the value of the hold-

ing established on the basis of the criteria set out in the agreement of February 

20, 2009 (€11,107.4 million) and adding interest accrued as from that date 

(about €81 million) and applied to the share of the debt taken on, directly and 

indirectly, by Acciona to acquire the 25.01% stake in Endesa. 

Following the transaction, Enel, through Enel Energy Europe, now holds a 

92.06% stake in Endesa, Spain’s largest electricity company, giving it full con-

trol. 

To help finance the purchase, Enel SpA, jointly with its subsidiary Enel Finance 

International, contracted a loan of €8 billion agreed on April 16, 2009 (the 

"Credit Agreement 2009") with a pool of 12 banks. The financing was struc-

tured as an increase in the syndicated credit line with an original amount of €35 

billion (the "Credit Agreement 2007"), the terms of which included the option of 

increasing (up to a maximum of €8.5 billion) the C tranche (equal to €10 billion 

falling due in 2012) in the event of the exercise of the put option by Acciona in 

2010. 



The Credit Agreement 2009 comprises: 

• a "facility C increase" raising the €10 billion C tranche of the Credit 

Agreement 2007 by a further €8 billion falling due in 2012;  

• a "rollover" agreement, in the amount of €8 billion, intended to replace 

and renew the "facility C increase" as from 2012 with two new tranches, 

the first totaling €5.5 billion falling due in 2014 and the second amount-

ing to €2.5 billion falling due in 2016. 

As envisaged for the originally Credit Agreement 2007, the Credit Agreement 

2009 bears a floating rate of interest that is pegged to Enel’s rating. 
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2.2 Enel  

2.2.1 Organizational structure 

In compliance with the current regulations applicable in Italy to companies with 

listed shares, the organizational structure of the Company includes:  

• Board of Directors entrusted with the management of the Company; 

• Board of Statutory Auditors responsible for (i) ensuring compliance with 

the law and the Company’s bylaws, as well as the observance of correct 

management principles in the carrying out of the Companies activities, 

(ii) checking the adequacy of the Company’s organizational structure, in-

ternal auditing system, and administration and accounting system, and 

(iii) ascertaining how the corporate governance rules provided by the 

Self-regulation Code are actually implemented; 

• Shareholders’ Meetings, called to resolve, in either an ordinary or an ex-

traordinary session, on, among other things, (i) the appointment and re-

moval of members of the Board of Directors and the Board of Statutory 

Auditors, as well as their compensation and responsibilities, (ii) the ap-

proval of the financial statements and the allocation of net income, (iii) 

the acquisition and sale of own shares, (iv) stock-option plans, (v) 

amendments of the Company’s bylaws, and (vi) the issue of convertible 

bonds. 

The external audit of the Company’s and Group’s accounts is entrusted to a spe-

cialized firm registered with the CONSOB and expressly appointed, after the 

Board of Statutory Auditors has made a grounded proposal, by a Shareholders’ 

Meeting. 

Board of Directors: role and powers 

The Board of Directors plays a central role in the Company's organization and is 

entrusted with the powers and the responsibility for strategic and organizational 

policies, as well as with verifying the existence of the controls necessary for 



monitoring the performance of the Company and the Group. In consideration of 

its role, the Board of Directors meets regularly and is organized and works so as 

to ensure the effective performance of its duties. 

In this context, and in accordance with the provisions of the law and specific 

resolutions of its own (and, in particular, of the one adopted in June 2008), the 

Board of Directors: 

• establishes the corporate governance system for the Company and the 

Group and sees to the constitution and the definition of the duties of the 

Board’s internal committees, whose members it appoints; 

• delegates and revokes the powers of the Chief Executive Officer, defin-

ing their content, limits, and the procedures, if any, for exercising them. 

In accordance with the delegations in force, the Chief Executive Officer 

is vested with the broadest powers for the management of the Company, 

with the exception of those that are assigned otherwise by the law or by 

the Company’s bylaws or are reserved to the Board of Directors accord-

ing to resolutions of the latter, which are described below; 

• receives, together with the Board of Statutory Auditors, constant and ex-

haustive information from the Chief Executive Officer regarding the ac-

tivities carried out in the exercise of his powers, which is summarized in 

a special quarterly report. In particular, with regard to all the most signif-

icant transactions carried out using the powers of his office (including 

atypical or unusual transactions or ones with related parties whose ap-

proval is not reserved to the Board of Directors), the Chief Executive Of-

ficer reports to the Board on (i) the features of the transactions, (ii) the 

parties concerned and any relation they might have with the Group com-

panies, (iii) the procedures for determining the considerations concerned, 

and (iv) the related effects on the income statement and the balance 

sheet; 
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• determines, on the basis of the proposals made by the dedicated Commit-

tee and after receiving the opinion of the Board of Statutory Auditors, 

the compensation of the Chief Executive Officer and of the other Direc-

tors who hold specific offices; 

• evaluates, on the basis of the analyses and proposals made by the dedi-

cated Committee, the criteria adopted for the compensation of the Com-

pany’s and the Group’s executives with strategic responsibilities and de-

cides with regard to the adoption of the stock options plans addressed to 

executives to be submitted to Shareholders' Meetings for approval; 

• evaluates the adequacy of the Company’s and the Group’s organization-

al, administrative, and accounting structure and resolves on the changes 

in the organizational structure proposed by the Chief Executive Officer; 

• establishes the corporate structure of the Group and checks if it is appro-

priate; 

• examines and approves the strategic, business, and financial plans of the 

Company and the Group. In this regard, the current division of powers 

within the Company specifically provides for the Board of Directors to 

resolve on the approval of: 

– the annual budget and the long-term plan (which includes the ag-

gregates of the annual budgets and long-term plans of the Group 

companies); 

– strategic agreements, also determining, upon proposal by the 

Chief Executive Officer and after the Chairman has expressed his 

opinion, the strategic objectives of the Company and the Group; 

• examines and approves beforehand the transactions of the Company and 

the Group that have a significant impact on their strategy, balance sheets, 

income statements, and cash flows, particularly in cases where they are 



carried out with related parties or are otherwise characterized by a poten-

tial conflict of interest. 

In particular, all financial transactions of a significant size, by which is 

meant taking on loans exceeding the value of €50 million, as well as 

granting loans and issuing guarantees in favor of third parties exceeding 

the value of €25 million, must be approved beforehand (if they concern 

the Company) or evaluated (if they regard the Group companies) by the 

Board of Directors. 

In addition, the acquisition and disposal of equity investments amounting 

to more than €25 million must be approved beforehand (if they are car-

ried out directly by the Company) or evaluated (if they concern Group 

companies) by the Board of Directors. Finally, the latter approves 

agreements (with ministries, local governments, etc.) that entail expendi-

ture commitments exceeding €25 million; 

• provides for the exercise of voting rights at shareholders' meetings of the 

main companies controlled by the Parent Company and designates the 

directors and statutory auditors of the aforesaid companies; 

• appoints the General Manager and grants the related powers; 

• evaluates the general performance of the Company and the Group, with 

particular reference to conflicts of interest, using the information re-

ceived from the Chief Executive Officer and verifying periodically the 

achievement of the objectives set; 

• formulates proposals to submit to Shareholders’ Meetings and reports 

during the latter on the activities that have been carried out and planned, 

seeing that the shareholders have adequate information on the elements 

necessary for them to participate in a well-informed manner in the deci-

sions that are within the authority of such Meetings. 
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Appointment, replacement, composition, and term 

Pursuant to the provisions of the Company's bylaws, the Board of Directors con-

sists of from three to nine members, who are appointed by an Ordinary Share-

holders’ Meeting (which determines their number within such limits) for a term 

not exceeding three accounting periods and may be reappointed at the expiration 

of their term. To them may be added a non-voting Director, whose appointment 

is reserved to the Italian government in virtue of the legislation regarding priva-

tizations and a specific provision of the bylaws (as previously explained). To 

date, the Italian government has not exercised such power of appointment.  

According to the current legislation, all the Directors must possess the requisites 

of honorableness required of (i) company representatives of financial interme-

diaries, as well as (ii) statutory auditors of listed companies. 

In compliance with the legislation regulating privatizations and in accordance 

with the amendments made at the end of 2005 to the Unified Financial Act, the 

bylaws also provide for the appointment of the entire Board of Directors to take 

place according to the “slate-vote” mechanism aimed at ensuring the presence 

on the Board of Directors of members nominated by minority shareholders 

amounting to three-tenths of the Directors to be elected. In the event this number 

is a fraction, it is to be rounded up to the nearest integer. 

Each slate must include at least two candidates possessing the requisites of in-

dependence established by the law (that is to say, those provided for the statuto-

ry auditors of listed companies), distinctly mentioning such candidates and list-

ing one of them first on the slate. 

The slates must list the candidates in numerical order and may be presented by 

the outgoing Board of Directors or by shareholders who, individually or together 

with other shareholders, represent at least 1% of the share capital. The slates 

must be filed at the Company’s registered office and published in newspapers 

with a nation-wide circulation sufficiently in advance of the date of the Share-

holders’ Meeting concerned – 20 days in advance being the deadline if the slate 



is presented by the outgoing Board of Directors and 10 days if the slates are pre-

sented by shareholders – so as to ensure a transparent process for the appoint-

ment of the Board of Directors. In this regard, it should be noted that, in occa-

sion of the election of the Board of Directors held in June 2008, shareholders 

were requested to file their slates at least 15 days before the date of the Share-

holders’ Meeting in compliance with the recommendations of the Self-

regulation Code and according to a specific note contained in the notice of the 

Meeting. 

It should be noted that the question of the deadlines and the quorum required for 

the presentation, as well as the procedures for filing and publishing, slates for 

the election of the Board of Directors will be subject to significant changes fol-

lowing Italy’s recent implementation of Directive 2007/36/EC – regarding the 

exercise of several rights of the shareholders of listed companies – through Leg-

islative Decree 27 of January 27, 2010, whose important innovations will apply 

to shareholders’ meetings of which the notice is published after October 31, 

2010. 

A report with exhaustive information regarding the personal and professional 

characteristics of the candidates, accompanied by a statement as to whether or 

not the latter qualify as independent according to the provisions of law and of 

the Self-regulation Code, must be filed at the Company’s registered office to-

gether with the slates, as well as published promptly on both the Company’s and 

Borsa Italiana's websites. 

For the purposes of identifying the Directors to be elected, candidates listed on 

slates that receive a number of votes amounting to less than half the percentage 

required for presenting the aforesaid slates are not taken into account (i.e. 0.5% 

of the share capital). 

For the appointment of Directors who, for whatever reason, are not elected ac-

cording to the "slate-vote" system, a Shareholders' Meeting resolves in accor-

dance with the majorities required by the law, ensuring in any case the presence 
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of the necessary number of Directors possessing the requirements of indepen-

dence established by the law (that is to say, at least one Director if the Board 

consists of no more than seven members or two Directors if the Board consists 

of more than seven members). 

The replacement of Directors is regulated by the provisions of the law. In addi-

tion to such provisions, the bylaws provide that: 

• if one or more of the Directors leaving their office vacant were drawn 

from a slate also containing candidates who were not elected, the re-

placement must be made by appointing, in numerical order, persons 

drawn from the slate to which the Directors in question belonged, pro-

vided that said persons are still eligible and willing to accept the office; 

• in any case, in replacing Directors who leave their office vacant, the 

Board of Directors must ensure the presence of the necessary number of 

Directors possessing the requirements of independence established by 

the law;  

• if the majority of the Directors appointed by a Shareholders’ Meeting 

leave their office vacant, the entire Board is to be deemed to have re-

signed and the Directors still in office must promptly call a Sharehold-

ers’ Meeting to elect a new Board. 

The Board of Directors confirmed, that it can defer the creation within itself of a 

special nomination committee, because to date there has been no evidence that it 

is difficult for shareholders to find suitable candidates, so as to achieve a com-

position of the Board of Directors that conforms to the provisions of the law and 

is in line with the recommendations of the Self-regulation Code. 

As resolved by the Ordinary Shareholders' Meeting, the incumbent Board of Di-

rectors consists of nine members, whose term expires when the financial state-

ments for 2010 are approved. As a result of the appointments made at the afore-

said Shareholders’ Meeting, the Board thus currently consists of the following 



members, whose professional profiles are summarized below, together with the 

specification of the slates on which they were nominated. The slates were pre-

sented by the Ministry for the Economy and Finance (which at the time owned 

21.10% of the Company's share capital) and by a group of 15 institutional inves-

tors (which at the time owned a total of 1.02% of the Company’s share capital). 
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2.2.2 Enel financial evolution: 

Revenues: 

Revenues from sales and services totaled €1,114 million (€1,079 million in 

2005) and regard: 

Million of € 2009 2008 2007 2006 2005 

Revenues 

     Revenues from sales and services 693,0 721,6 1.058,0 1.113,8 1.079,0 

Other revenues 13,3 12,7 20,9 72,4 26,0 

Total 706,3 734,3 1.078,9 1.186,2 1.105,0 

Costs: 

     Electricity purchases and consumables 316,7 349,2 603,3 621,3 607,0 

Services, leases and rentals 308,2 288,5 389,5 252,7 211,0 

Personnel 97,2 104,8 100,2 87,4 91,0 

Other operating expenses 11,5 55,8 43,4 39,5 176,0 

Total 733,6 798,3 1.136,4 1.000,9 1.085,0 

Gross operating margin -27,3 -64,0 -57,5 185,3 20,0 

Depreciation, amortization and impairment 

losses 8,7 15,4 16,0 25,0 195,0 

Operating income -36,0 -79,4 -73,5 350,2 1.312,0 

Net financial income/(expense) and income 

from equity investments 

     Income from equity investments 4.481,8 3.187,2 3.891,8 3.074,4 1.312,0 

Financial income 2.510,8 4.061,9 1.814,9 778,2 1.563,0 

Financial expence 3.792,8 4.529,9 1.953,5 788,2 639,0 

Total 3.199,8 2.719,2 3.753,2 3.064,4 833,0 

Income before taxes 3.163,8 2.642,9 3.679,7 3.414,6 2.681,0 

Income taxes -296,6 -100,9 -207,7 67,9 -14,0 

NET INCOME FOR THE YEAR 3.460,4 2.740,7 3.887,4 3.346,7 2.695,0 



• revenues from electricity sales, of €880 million, mainly attributable to 

sales of imported electricity to the Single Buyer in the amount of €717 

million and the sale of energy in France on the free market in the amount 

of €155 million; 

• revenues from services, of €234 million (€229 million in 2005), essen-

tially in respect of assistance and consulting services provided to subsid-

iaries (€230 million, compared with €220 million in 2005). 

The increase of €35 million in revenues from sales and services between 2005-

2006 is mainly attributable to the increase in the average unit price of electricity 

while volumes were broadly unchanged. 

The decrease of €282.2 million in revenues from electricity sales in 2007 com-

pared with 2006 is attributable to lower sales to the Single Buyer (down €375.2 

million) as a result of the impossibility of importing electricity purchased from 

EDF into Italy, which resulted in greater sales in France at a lower average price 

than in 2006.  

The increase of €226.3 million in revenues from services on the previous year is 

largely due to the increase in assistance and consulting services provided to sub-

sidiaries, notably the charge-through to Enel Energy Europe of costs incurred in 

connection with the acquisition of Endesa (€149.7 million) 

The decrease of €206.2 million in revenues from electricity sales in 2008 com-

pared with 2007 is attributable to lower sales in France on the free market 

(€256.0 million) as a result of the expiry of the contract with EdF on December 

31, 2007, partly offset by greater revenues from sales to the Single Buyer (€44.6 

million). 

The decrease of €130.2 million in revenues from services on the previous year is 

largely due to a decline in charges passed through to Group companies in re-

spect of international acquisitions. In 2007 revenues from services for Group 

companies included the charge-through of the expenses in respect of the Endesa 
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acquisition to the subsidiary Enel Energy Europe (an overall total of €149.7 mil-

lion). 

The decrease of €62.9 million from electricity sales in 2009 compared with 2008 

was mainly due to the decrease in the average price of electricity sales to the 

Single Buyer. 

The increase of €46.4 million in revenues from services on the previous year is 

largely due to increased charges passed through to Enel Energy Europe SL 

(€48.9 million) in connection with the acquisition, completed on June 25, 2009, 

of an additional 25.01% of Endesa from Acciona. 

Costs: 

During this five ears costs generally decreased. Operating expenses amounted to 

€39 million in 2006, a decline of €137 million on the previous year. In 2005 the 

item included an accrual of €45 million to the provision for risks and charges, 

the effect of the fair value measurement of the Terna bonus shares in the amount 

of €33 million, charges for green certificates totaling €37 million and charges 

generated by the application of Resolution no. 20/04 of the Authority for Elec-

tricity and Gas in the amount of €16 million. 

The overall increase of "Costs for services, leases and rentals" of  €136.8 million 

on 2006 is mainly attributable to the charges incurred in relation to international 

acquisitions, especially that of Endesa, which have a corresponding increase in 

revenues as a result of the debiting of the costs to Enel Energy Europe. 

The overall decrease of €101.0 million on 2007 is mainly attributable to the net 

effect of lower costs incurred for international acquisitions and increased spend-

ing for professional and technical services and fees due to the Market Operator, 

mainly congestion fees associated with the long-term contract for electricity im-

ports from Switzerland. 

The overall increase of  €19.7 million in 2009 compared with 2008 is mainly at-

tributable to the net effect of increased costs incurred for international acquisi-



tions, increased spending for the organization of conferences and meetings by 

Enel SpA.  

Operating income: 

Operating income amounted to €351 million in 2006, a decline of €961 million 

with respect to December 31, 2005. Excluding "income from equity exchange 

transaction and disposal of significant equity investments" for both 2006 and 

2005, operating income rose by €336 million, mainly attributable to the im-

provement in the gross operating margin and lower depreciation, amortization 

and impairment losses in 2006. 

In 2007 the Operating income amounted to a negative €73.5 million, a fall of 

€423.7 million on the previous year. The decrease came to €234.0 million, 

mainly attributable to the deterioration in the gross operating margin, partially 

offset by lower provisions and impairment losses in 2007. 

In 2008 amounted to a negative €79.4 million, an improvement of €5.1 million 

on the previous year, mainly attributable to the improvement in the gross operat-

ing margin and lower depreciation and amortization in 2008 following the dis-

posal of the assets associated with the purchasing unit transferred to Enel Servizi 

with effect from January 1, 2008. 

In December 2009 Operating income amounted to a negative €36.0 million, an 

improvement of €40.3 million on the previous year, attributable to the improve-

ment in the gross operating margin and the absence of impairment losses in 

2009. 
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2.2.3 Analysis of the financial structure: Debt 

 

(Million of €) 2009 2008 2007 2006 2005 

Long term debt: 

     Bank loans 5.948,8 14.933,3 12.176,8 27,4 59,0 

Bonds 13.256,8 13.080,3 13.679,4 7.566,5 7.095,0 

Debt assumed from subsidiaries 10.806,4 11.031,2 521,0 571,4 0,0 

Long term debt 30.012,0 39.044,8 26.337,8 8.165,3 7.154,0 

Financial receivables from others -148,4 -6,1 -2,6 -962,0 0,0 

Debt assumed and loans to subsidiar-

ies -198,0 -232,0 -479,1 -1.504,3 -1.568,0 

Net long-term debt 29.665,6 38.806,7 25.896,1 5.699,0 5.586,0 

Short-term debt (liquidity): 

     Short-term portion of long-term debt 779,5 431,3 1.141,8 84,8 678,0 

Short-term bank debt 790,3 1.304,4 1.009,0 441,2 754,0 

Other short-term financial payables 536,0 1.636,0 0,0 0,0 14,0 

Short-term debt 2.105,8 3.371,7 2.150,8 526,0 1.446,0 

short-term portion of long-term fi-

nancial receivables -0,3 -0,3 -962,0 0,0 0,0 

Short-term portion of loans as-

sumed/granted -0,3 -247,3 -1.025,5 -63,0 -87,0 

Net short-term financial position 

with Companies -17.918,1 -32.663,0 -19.753,4 -5.095,0 -4.094,0 

Cash at banks and short-term securi-

ties -995,2 -614,2 -10,4 -77,8 -46,0 

Net short-term financial 

debt/(liquidity) -17.701,3 -30.153,1 -19.600,5 -4.709,8 -2.781,0 

NET FINANCIAL DEBT 11.964,3 8.653,6 6.295,6 989,2 2.805,0 

 



At December 31, 2006 net financial debt came to €989 million, a decrease of 

€1,816 million on December 31, 2005. Specifically, net long-term debt in-

creased by €113 million while net liquidity improved by €1,929 million. 

Long-term debt primarily rose as a result of the combined effect of: 

• the assumption by Enel SpA of all the bonds originally issued by Enel 

Investment Holding BV, with a total value of €984 million. As a result, 

Enel SpA has an obligation in respect of third parties in the amount of 

€413 million and in respect of Enel Investment Holding BV in the 

amount of €571 million; 

• the recognition of the receivable of €962 million for the disposal of 

Weather; 

• the issue by Enel SpA of two new tranches of a bond placed privately 

with leading Italian  insurance companies totaling €97 million maturing 

in 2024. 

The rise in liquidity is mainly attributable to the increase in net financial recei-

vables from Group companies (€1,001 million) and the decrease in the current 

portion of long-term loans and bonds (€593 million) and short-term bank debt 

(€313 million), essentially as the result of the disposal of 26.1% of Weather for 

€1,962 million (of which €1,000 million received on December 21, 2006) 

At December 31, 2007 net financial debt came to €6,295.6 million, an increase 

of €5,306.4 million on December 31, 2006. Specifically, net long-term debt in-

creased by €20,197.1 million while net liquidity improved by €14,890.7 million 

The increase in long-term debt reflects the acquisitions made abroad and primar-

ily regards: 

• the issue on June 13, 2007 of a public multi-tranche bond under the 

Global Medium-Term Notes program for institutional investors in the 

euro market for a total of about €4,979 million; 
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• the drawing of €11,496.6 million on the syndicated credit line with an 

original amount of €35 billion, subsequently reduced to €19.5 billion (of 

which €11.7 billion pertaining to Enel SpA and €7.8 billion to Enel 

Finance International); 

• the issue on December 12, 2007, of a multi-tranche bond for Italian retail 

investors with a value of €2.3 billion; 

• the drawing of €700 million in December 2007 on the revolving 5-year 

credit line of €5 billion (renewable for a further two years) granted in 

November 2005; 

• the issue, in May and November 2007 of two new tranches of a bond 

placed privately with leading Italian insurance companies with a value of 

€97 million maturing in 2025. 

The rise in liquidity of €14,890.7 million was mainly attributable to the increase 

of €14,658.4 million in net financial receivables due from Enel Group compa-

nies. 

In particular, receivables increased with Enel Energy Europe in the amount of 

€24,969.7 million in connection with the acquisition of Endesa, with Enel Pro-

duzione in the amount of €1,006.8 million and with Enel Distribuzione in the 

amount of €2,050.6 million, net of the increase in short-term payables to other 

Enel Group companies, including Enel Finance International in the amount of 

€11,912.3 million and Enel Ireland Finance in the amount of €1,190.6 million. 

The increase in liquidity was also attributable by the reclassification from long 

to short term of the receivable in respect of the sale of Weather (€962.0 million) 

and the short-term portion of debt assumed by Enel Produzione falling due in 

2008 (€1,025.5 million), partially offset by the decrease in cash at banks (€67.4 

million) and an increase in short-term bank debt (€567.8 million). 



 

Net financial debt was equal to €49,967 million at December 31, 2008, a decline 

of €5,824 million over December 31, 2007. This decrease reflects the benefit re-

sulting from the completion of the sale of assets related to Endesa Europa and 

Viesgo to E.On, in the amount of €6,773 million, partially offset by the financ-

ing needs generated by the completion of the acquisition of the controlling inter-

est in OGK-5, in the amount of €831 million, as well as by the acquisition of a 

64.4% stake in Electrica Muntenia Sud (now Enel Distributie Muntenia and 

Enel Energie Muntenia) for €827 million and the distribution of dividends (in-

cluding interim dividends) during the year. 

Net financial debt of assets held for sale at December 31, 2008, totaled €795 

million and is related exclusively to the net debt of the Endesa renewable energy 

assets to be transferred to Acciona Energia and the debt of Enel Rete Gas. At 

December 31, 2007, the item also included the net financial debt pertaining to 

the assets of Endesa Europa and Viesgo sold to E.On in the first half of 2008. 

Net long-term financial debt decreased by €2,662 million as the result of the de-

crease in gross long term debt in the amount of €1,110 million and the increase 

in long-term financial receivables of €1,552 million. 
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In particular, bank loans in the amount of €29,392 million increased by €1,049 

million, reflecting drawings of €18.7 billion on the 36- and 60-month tranches 

of the original €35 billion syndicated credit line and drawings of €3,773 million 

on the €5 billion revolving credit facility held by Enel SpA. Net short-term fi-

nancial debt, in the amount of €1,813 million at December 31, 2008, decreased 

by €3,162 million compared with the end of 2007, owing to an increase of 

€3,725 million in cash and cash equivalents and short-term financial receivables, 

a rise of €427 million in additional short-term bank debt and an increase of €136 

million in other loans. 

In particular, other short-term debt in the amount of €6,409 million include the 

issues of commercial paper by Enel Finance International, Endesa Internacional 

BV (now Endesa LatinoAmerica), and Endesa Capital SA in the amount of 

€3,792 million, as well as the bonds maturing within one year in the amount of 

€2,364 million, some €420 million of which related to bonds issued by Enel 

SpA and the remainder to bond issued by the Endesa Group. 

Cash and cash equivalents and short-term financial receivables amounted to 

€6,764 million, up €3,725 million due essentially to the cash and cash equiva-

lents related to the completion of the sale of the Endesa assets to E.On at the end 

of June. 

At December 31, 2009, net financial debt amounted to €11,964.3 million, up 

€3,310.7 million compared with December 31, 2008 as the net result of a de-

crease in net long-term financial debt in the amount of €9,141.1 million and the 

decrease in net short-term liquidity of €12,451.8 million. 

The decrease in net long-term financial debt is mainly due to: 

• contractual and voluntary repayments totaling €5,000.6 million of the 

tranche falling due in 2010 of the original €35 billion syndicated credit 

line following the extraordinary corporate transactions represented by 

Endesa’s payment of dividends from the sale of assets to E.ON (manda-

tory repayment of €1,139.2 million), the sale of the high-voltage grid by 



Enel Distribuzione to Terna (voluntary repayment of €340.9 million) and 

the capital increase of Enel SpA (mandatory repayment of €3,520.5 mil-

lion); 

• contractual and voluntary repayments totaling €5,111.2 million follow-

ing Endesa’s sale of assets to Acciona and the issue of bonds in the Eu-

ropean and US markets by Enel Finance International, of which: 

o €1,498.6 million related to the tranche maturing in 2010; 

o €1,750.9 million related to the tranche maturing in 2012; 

o €1,258.0 million related to the tranche maturing in 2014; 

o €603.7 million related to the tranche maturing in 2016; 

• a reduction of €3,273.4 million compared with December 31, 2008, in 

drawings on the 5-year, €5 billion revolving credit line (extendable for 

another two years) obtained in November 2005; 

• repayment of maturing bond tranches in the total amount of €417.6 mil-

lion; partially offset by: 

• the drawing on June 25, 2009, of €4,978.5 million on the Credit Agree-

ment 2009 to finance the acquisition of an additional 25.01% of Endesa 

held by Acciona; 

• the issue of a new tranche of the bond placed privately with leading Ital-

ian insurance companies in the amount of €97.0 million maturing in 

2027. 

The decline in net short-term liquidity of €12,451.8 million was essentially the 

result of the reduction in the financing requirements of the Group companies on 

the intercompany current account (€14,744.9 million), especially Enel Energy 

Europe after its recapitalization carried out by way of Enel SpA’s partial waiver 

of its receivable in respect of that account (€12,300.0 million), partially offset by 

the reduction in the debtor position in respect of Enel Finance International 

(€1,100.0 million), cash collateral paid in respect of OT C derivatives on interest 
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and exchange rates (893.2 million), and the improvement in the short-term posi-

tion with banks (€514.1 million). 

 

The Leverage 

 

2.2.4 Shareholders 

Enel's share capital amounts to 9,403,357,795 €, consisting of 9,403,357,795 or-

dinary shares with a nominal value of 1 €. 

By virtue of the company's international development and the growing profita-

bility, along with a strong environmental and sustainability policy, as well as the 

adoption of best practices on transparency and corporate governance, Enel's 



shareholders include national and international investment funds, insurance 

companies, pension and ethical funds, as well as over a million small savers. 

 

 

2.2.5 The Share Price 
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2005 2006 2007 2008 2009 

Dividend per share (€) 0,63 0,49 0,49 0,49 0,25 

Market capitalization (milions of €) 41.543 47.988 50.585 27.033 38.176 

Share price High (€) 7,48 7,89 8,56 7,23 4,35 

Share price Low (€) 6,32 6,54 7,18 3,61 2,91 

 

 

 

 

 

  



2.3 Endesa 

2.3.1 Governance  

Board of directors, Organisation and functioning  

Endesa, S.A. is governed by a Board of Directors which, in accordance with its 

Corporate Bylaws, shall be composed of a minimum of nine and a maximum of 

fifteen members. Under article 36 of the Corporate Bylaws and in accordance 

with article 141 of the Public Limited Companies Act (Ley de Sociedades 

Anónimas or LSA) the Board regulates its organization and functioning under 

its own Regulations. Article 37 of the Corporate Bylaws establishes that the 

Shareholders’ Meeting is responsible for appointing and removing Directors, 

while the office of Director may be waived, revoked and the subject of reap-

pointment. Proposals by the Board for the appointment or reappointment of Di-

rectors, as established by article 5 of the Board Regulations, will fall to persons 

of renowned prestige who possess the suitable professional experience and 

knowledge to perform their functions and give a commitment to provide a suffi-

cient level of dedication to perform the tasks of the office. 

The Board will meet at least once every two months, and whenever the Chair-

man sees fit or when the majority of its members so requests. Resolutions will 

be adopted by an absolute majority of the Directors attending the Meeting in 

person or by proxy. In the event of a tie, the Chairman, or whoever stands in for 

him/her at the meeting, will have the casting vote. 

Functions of the Board of Directors 

In accordance with the LSA and the Corporate Bylaws, the Board of Directors 

shall govern and manage the Company. 

The following general functions shall be discharged by the Board sitting in ple-

nary session or through its committees: 

• To establish the corporate strategy and management guidelines. 
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• To oversee the conduct of senior executives, hold them accountable for 

their decisions and assess their performance. 

• To ensure the transparency of the Company’s relations with third parties. 

In implementing the provisions of the Corporate Bylaws, the Board will 

define the general strategy of the Business Group formed with holdings 

in other companies. 

In accordance with legal requirements and the Company Bylaws, and under ar-

ticle 141 of the LSA, the Board will regulate its own functioning and that of its 

committees, draw up its regulations, which will be binding on the members of 

the Board, and act in plenary session or through its committees. 

Delegation of Powers 

On 23 June 1972, the Board of Directors of Endesa, in accordance with the pro-

visions of the Corporate Bylaws, created an Executive Committee to which it 

delegated all its functions on a permanent basis, except those which, by law or 

by resolution of the Shareholders’ Meeting, fall within its exclusive jurisdiction. 

Furthermore, on 27 May 2005, the Board of Directors delegated to the Chief 

Executive Officer, Rafael Miranda Robredo, each and every one of the powers 

of the Board of Directors delegable by law or under the Bylaws. In accordance 

with the provisions of article 149 of the Mercantile Registry Regulations, the 

powers delegated to the Chief Executive Officer will be exercised by the Chief 

Executive Officer jointly with respect to the powers vested in the Board of Di-

rectors’ Executive Committee. 

On 18 October 2007 the Board of Directors delegated to the Company’s Execu-

tive Chairman, José Manuel Entrecanales Domecq, each and every one of the 

powers of the Board of Directors delegable by law or under Corporate Bylaws. 

These powers shall be exercised jointly with the Chief Executive Officer. On 18 

October 2007 the Board of Directors modified the powers delegated to the Chief 

Executive Officer, Rafael Miranda Robredo. 



These powers shall now be exercised jointly with the Chairman of the Board of 

Directors. The powers delegated to the Executive Chairman, José Manuel Entre-

canales Domecq, will be exercised by him jointly with respect to the powers 

vested in the Board of Directors’ Executive Committee, in the same way as 

those exercised by the Chief Executive Officer, Rafael Miranda Robredo.  

Executive Committee 

The Executive Committee will be composed of at least five and not more than 

seven Directors, including the Chairman and the Chief Executive Officer. The 

appointment of the members of the Executive Committee will require the vote in 

favour of at least two-thirds of the members of the Board. The Chairman of the 

Board of Directors will chair Executive Committee meetings and the Board Sec-

retary will act as its Secretary. The rules on substituting these officers are as es-

tablished for the Board of Directors. 

Audit and Compliance Committee 

The Audit and Compliance Committee will be composed of a minimum of four 

and a maximum of six members of the Board, designated by the affirmative vote 

of the majority of the Board itself. The majority of Committee members must be 

Directors whose relationship with the Company is confined to their status as 

Board members. 

The Chairman of the Committee will be designated from among its members by 

the Board, by the vote in favour of the majority of the Board itself. The Chair-

man must be replaced every four years, and may be reappointed one year after 

standing down. In the absence of the Chairman, the member of the Committee 

provisionally appointed by the Board of Directors will stand in for him/her and, 

in the absence of this member, the eldest member of the Committee. 

The Audit and Compliance Committee will meet as often as called by its Chair-

man, when the majority of its members so decides, or at the request of the Board 
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of Directors. Committee meetings will take place at the Company’s registered 

office or elsewhere as determined by the Chairman and stated in the call notice. 

The Committee will be validly convened when a majority of its members are 

present. Resolutions must be adopted by the affirmative vote of the majority of 

the Directors attending the meeting. In the event of a tie, the Chairman, or 

whoever is performing his/her functions, will have the casting vote. 

The Secretary of the Board of Directors will be the Secretary of the Committee 

and will draw up minutes of the resolutions adopted, on which he/she will report 

to the Board. 

Opinion of the board of directors about the offer 

The Board of Directors of Endesa has voted unanimously in favour of the eco-

nomic terms of the Offer, based on its belief that these terms are fair to the 

shareholders of Endesa from a financial standpoint. 

In reaching this conclusion, the Board of Directors considered the fairness opi-

nions rendered by Endesa’s financial advisors: BNP Paribas S.A. Sucursal en 

España, Citigroup Global Markets Limited, Deutsche Bank AG London Branch, 

J.P. Morgan Plc, Lehman Brothers (Europe) Limited and Merrill Lynch Capital 

Markets España, S.A. all of which state that, in their respective opinions, the 

consideration offered by Acciona and Enel is fair, from a financial point of 

view, to the shareholders to which the Offer is extended. To support the conclu-

sions contained in their respective fairness opinions, these advisors relied on 

valuation methods and other widespread criteria, such as comparable company 

trading multiple analysis, comparable M&A transaction multiple analysis, anal-

ysis of premiums paid to market value, discounted cash flow analysis and analy-

sis of Endesa’s historic share price performance and its performance in relation 

to other indices or benchmarks. 

In addition, the Board of Directors took into consideration the fact that the Offer 

comes in the wake of a protracted period of failed takeover bids, a process 



which began with the bid presented by Gas Natural SDG, S.A. on 5 September 

2005, which prompted E.On to launch a rival offer.  

Throughout the process, Endesa’s Board of Directors and management team has 

held fast to the overriding goal of maximizing value for the Company’s share-

holders. Specifically, the Board views favourably the fact that the Offer is sig-

nificantly higher than Endesa’s closing price of Euro 18.56 per share on 2 Sep-

tember, 2005, the last trading day prior to the announcement of Gas Natural’s 

bid, and significantly higher than the consideration offered by Gas Natural, 

which valued Endesa’s shares at Euro 21.30 on the date it announced it was 

launching a takeover bid. It has also born in mind that the consideration offered 

by the Offerors is higher than that offered by E.On, whose final and enhanced 

bid stood at Euro 40 per share, the highest offer presented during the rival bid-

ding process. 

Finally, Endesa’s Board of Directors has considered the fact that the joint offer 

made by Acciona and Enel is an all-cash bid extending to shares representing 

100% of the Company’s share capital. 

2.3.2 Endesa Financial Evolution: 

Revenues: 

The Company’s total revenues in 2006 amounted to Euro 19,637 million, an in-

crease of 12.2 percent on the year before, outstripping growth in physical elec-

tricity sales. Sales growth was greater by value than by volume because of in-

creases in electricity prices in the countries where the Company operates due to 

higher power generation costs. The growth in sales in 2006 covered the 11.5 

percent increase in purchases and service expenses (variable costs), which was 

caused by increases in fuel costs and energy purchases. 

Revenues in 2007 totaled Euro 21,931 million, i.e. +6.6% vs. 2006. Sales totaled 

Euro 21,222 million, up 8.1%. Variable costs* rose by 7.8%, due mainly to the 
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higher cost of electricity and gas purchases for sale and higher generalized fuel 

costs. 

In Spain and Portugal totaled Euro 10,437 million in 2007, a like-for-like in-

crease of 5.8% on 2006, despite netting fewer freely allocated CO2 rights as 

revenues. 

As a result, in 2008 Endesa reported revenue growth of 26.4% whilst variable 

expenses increased by 47%, leading to an 8% rise in the gross margin. 

In Spain and Portugal in 2008, an increase of 31.3%. Of this amount, sales ac-

counted for Euro 12,632 million, year-on-year growth of 28%. 

Despite the decline in electricity generated, Endesa reported a 12.5% increase in 

revenues in 2009 to Euro 25,692 million, due to higher sales margins in all busi-

ness lines. At the same time, variable costs rose by 15.7% and fixed costs were 

up by 14.7%. 

Meanwhile, gains of Euro 494 million were made during the year as a result of 

the synergy plan implemented jointly with Enel, which achieved 113% of the 

original target. The main savings were made in the following areas: Euro 164 

million from improved distribution practices, Euro 157 million relating to im-

proved practices and developments in the generation and fuel supply businesses 

and Euro 173 million from efficiencies obtained in specific developments in the 

areas of infrastructure, general services and information systems. 

Net income: 

ENDESA reported net income of Euro 2,969 million in 2006, 6.7 percent less 

than in 2005 when net capital gains of Euro 1,115 million from the sale of Auna, 

the Spanish telecommunications group were recorded. 

Stripping out capital gains from asset sales from both years, net income in 2006 

was Euro 2,576 million, up 40 percent over 2005. 

These results reflect Endesa’s best estimate of the impact of Royal Decree Law 

3/2006 based on information available as of the 2006 close, specifically the pro-



visions of the aforementioned legislation and the National Energy Commission’s 

(CNE) interpretation thereof. 

The business in Spain and Portugal posted net income of Euro 1,843 million in 

2006, an increase of 35.7 percent over 2005. This includes Euro 186 million of 

higher compensation, net of tax, from the non-mainland generation deficit for 

the period 2001-2005 pursuant to the Ministerial Orders passed on 30 March, 

2006 and is Euro 137 million lower due to the reduction in deferred taxes as a 

result of lower corporate tax rates enacted in Spain for the coming years. 

In Europe, net income advanced 16 percent to Euro 493 million. This figure in-

cludes Euro 118 million, net of minority interests, related to a write-up in the 

valuation of this business as Endesa Italia revalued the tax bases of its fixed as-

sets to their book values, as allowed by current legislation in Italy. Finally, net 

income for Latin America was Euro 462 million, 76.3 percent more than in 

2005. This figure includes Euro 101 million, net of minority interests, from a tax 

credit carry forward derived from the corporate restructuring operations being 

implemented in the region. 

In 2007 Net income of Endesa reported Euro 2,675 million, Euro 294 million 

less than in 2006. 

To compare both years in like-for-like terms we note that in 2006 there were 

five highly significant non-recurring items: 

• Recognition of stranded costs for non-mainland generation for 2001-

2005 (Euro 227 million), and for corresponding interest (Euro 31 mil-

lion), with a combined impact of Euro 197 million on net income. 

• A negative impact amounting to Euro 137 million on net income related 

to the effect on deferred taxes of the reduction in the prevailing corporate 

tax rate in Spain. This effect was partially offset by the cancellation of 

tax provisions amounting to Euro 75 million. Accordingly, the net im-

pact of the two accounting entries was negative in the amount of Euro 62 

million. 
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• The tax effect relating to Endesa Italia’s revaluation of the tax bases of 

its assets to their book values, as permitted by current legislation in Italy. 

The amount of this tax effect was Euro 148 million and its impact on net 

income after minority interests stood at Euro 118 million. 

• The tax impact of the merger between Elesur and Chilectra, which was 

Euro 170 million, with an impact on net income after minority interests 

of Euro 101 million. 

• Income generated from asset disposals, which amounted to Euro 432 

million, with an impact of Euro 365 million on net income and minority 

interests. After discounting these five effects from the 2006 accounts in 

addition to the income obtained from asset disposals in 2007, net income 

increased by 14.2% in 2007. 

In 2008 net income of Euro 7,169 million, had an increase of Euro 4,494 million 

compared to 2007. This includes income from discontinued operations; i.e. capi-

tal gains from the sale of the company’s entire shareholding in Endesa Europe, 

and the Los Barrios and Tarragona thermal plants in Spain, to E.On, in addition 

to income generated by these assets during the period of the year in which they 

were owned by Endesa. 

Stripping out discontinued operations, income from continuing operations attri-

butable to Endesa shareholders was Euro 2,371 million, an increase of 5.8% on 

2007. 

In Spain and Portugal net income was Euro 2,217 million in of 2008, Euro 432 

million more than 2007. This figure includes income from discontinued activi-

ties, including both income from sale of the Los Barrios and Tarragona plants to 

E.On and after-tax income from both of these plants until the date of their sale. 

Stripping out the result of discontinued operations, net income from continuing 

activities attributable to Endesa shareholders corresponding to business in Spain 

and Portugal was Euro 1,873 million in 2008, a rise of 7.8% vs. 2007 



In 2009 net income of Euro 3,430 million is 1% higher than the result posted in 

2008 as the prior year included the capital gain from the sale of assets to E.On in 

the first half (Euro 4,798 million net of taxes and minorities), while figures for 

2009 include net income from the sale of assets to Acciona (Euro 1,035 million). 

In Spain and Portugal the income was  Euro 550 million, or 24.9%, higher than 

the figure seen in 2008. This represents 80.4% of the company’s total net in-

come. Over the past two years results in this business line have been affected by 

the capital gains generated by the sale of assets to Acciona and E.On. 

2.3.3 Endesa Financial structures: 

Debt 

Endesa’s net debt was Euro 19,840 million at year-end 2006, 8.5 percent higher 

than at year-end 2005. The increase in debt in Spain and Portugal is due to the 

Euro 609 million increase in receivables related to the tariff deficit on regulated 

activities in 2006 and the non-mainland generation deficit. It also reflects the 

Euro 1,341 million dividend payment made in July in connection with the capi-

tal gains realized in 2005 and which led to a debt reduction in that year. 

The distribution of this income to its shareholders was approved at the General 

Shareholders’ Meeting. 

In Europe, the Euro 388 million increase in debt was caused by the extraordi-

nary corporate income tax payment the Company had to make in 2006 in order 

to take advantage of tax credits generated by the increase in the tax basis of the 

business’ assets and to investments made during the year resulting in the as-

sumption of debt. This debt derives from a one-off income tax payment in the 

second quarter of 2006 linked to tax credits obtained in 2005 and 2006 and to 

the acquisition in the third quarter of majority shareholdings in Centro Energia 

Teverola and Centro Energia Ferrara, owners of the CCGTs, and the assumption 

of their debt. 



91 

 

Net debt at Endesa’s Latin American business stood at Euro 5,618 million at 31 

December, 2006, a reduction of Euro 491 since the start of the year. This de-

crease is due, among other factors, to the appreciation of the euro vis-à-vis the 

currencies in which Endesa’s Latin American subsidiaries’ debt is denominated. 

This accounted for Euro 486 million of the reduction. 

At year end 2006, 76 percent of Endesa’s total debt was denominated in Euros, 

11 percent in dollars and the remaining 13 percent in Latin American currencies. 

Endesa follows a policy whereby its companies’ debt is always in the currency 

in which its cash flows are generated. 

The 65 percent  of total debt  was either fixed-rate or hedged while the remain-

ing 35 percent was at a variable rate. This level of coverage limits the volatility 

of financial expenses in the Group’s P&L. 

Endesa covered most of its financing requirements in the first half of 2007, tap-

ping the favorable conditions existing in the financial markets during that pe-

riod, when the banking market was highly liquid and credit spreads in the capital 

markets were tightening. Endesa, S.A. and its direct subsidiaries (excluding the 

Enersis Group) signed new long-term loans for a total of Euro 1,775 million. It 

also extended the term of its bank debt and long-term credit lines which total 

Euro 6,917 million, and it issued a long-term bond for Euro 300 million. 

As a result of these operations, the average life of debt at these companies was 

4.9 years in December 2007. Liquidity totaled Euro 5,552 million, of which Eu-

ro 5,139 million were amounts unconditionally available in long-term credit 

lines, equivalent to 17-month debt maturities. 

Enersis and its subsidiaries also took advantage of the favorable situation in the 

local financial markets and obtained long-term financing under competitive 

conditions. The average life of debt of these companies was 5.2 years at year-

end and liquidity totaled Euro 1,215 million, of which Euro 431 million corres-

ponded to credit lines and the remaining Euro 784 million were cash. These 

amounts are equivalent to 15-month debt maturities. 



Net debt at Endesa’s electricity business in Europe stood at Euro 1,822 million 

at the close of 2007, an increase of Euro 148 million, or 8.8%, over the debt bal-

ance at year-end 2006. Net financial loss amounted to Euro 79 million in 2007, 

Euro 23 million more than in 2006. 

Net debt in Latin American business stood at Euro 5,519 million at 31 Decem-

ber 2007, Euro 99 million less than at the start of the year. 

The 77% of total debt at the Endesa Group was euro-denominated and 9% was 

dollar-denominated at the end of 2007; the remaining 14% was denominated in 

Latin American currencies. The  56% of the Group’s total debt was fixed rate or 

hedged while the remaining 44% bore a variable rate. 

In 2008 Endesa reported a net finance expense of Euro 1,009 million with an in-

crease of 8.9%. 

However, the following two factors should be taken into account when compar-

ing the two periods. In 2007, higher interest rates: 

• triggered a Euro 76 million gain in this heading, due to the reduction in 

the present value of provisions recognized, particularly those related to 

employment restructuring costs. In 2008, this caused a Euro 28 million 

loss in this heading. 

• Lower capitalization of financial expenses of Euro 60 million in 2008 

compared to 2007. 

Stripping out the effect of these two factors, the net finance expense fell by 

8.2% in 2008, despite higher interest rates during the first nine months of the 

year, as a result of the significant reduction in net debt in 2008. 

Furthermore the crisis has heavily impacted the various monetary areas with 

growth expectations being cut; interest rates have also been affected as have 

commodity prices. 

Against this backdrop, Endesa, S.A. and its subsidiaries, excluding the Enersis 

Group, entered into long-term financing operations totaling Euro 1,334 million 
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as well as short-term debt issues in the capital markets worth Euro 9,035 mil-

lion. 

As a result of these operations, the average life of debt at these companies was 

4.3 years at December 2008. Liquidity totaled Euro 10,781 million, of which 

Euro 7,482 million corresponded to undrawn sums on unconditional long-term 

credit lines, sufficient to cover debt maturities for the next 39 months. 

In this regard, the Enersis Group was able to tap both the domestic and the in-

ternational financial markets. The average life of debt of the group was 5.1 years 

at year-end 2008 and liquidity totaled Euro 2,098 million, of which Euro 610 

million corresponded to credit lines and the remaining Euro 1.488 million to 

cash. These amounts are sufficient to cover debt maturities falling due in the 

next 17 months. 

In the end of 2009, Endesa had net debt of Euro 18,544 million, an increase of 

Euro 4,541 million, or 32%, on the year-end 2008 figure. 

In the Spanish and Portuguese business at 31 December 2009 stood at Euro 

13,865 million versus Euro 8,732 million at the end of 2008. This increase was 

mainly due to the net effect of the payment of a dividend of Euro 6,243 million 

against 2008 earnings, which included the distribution to shareholders of the 

capital gains resulting from the sale of assets to E.On and the collection of Euro 

2,814 million from the sale of assets to Acciona. In Latin American business re-

ported net debt of Euro 4,679 million, down Euro 592 million year-on-year. 

The Cost of Debt 

The average cost of Endesa’s total financial debt was 5.45 percent, similar to the 

2005 figure of 5.46 percent. We would highlight that against a backdrop of ris-

ing interest rates the Group has managed to maintain its average cost of debt. 

The average cost of debt of Endesa and its direct subsidiaries (excluding Ener-

sis) in 2006 was 4.19 percent compared to 4.05 percent in 2005. 



Meanwhile, the average cost of debt of Enersis in 2006 was 9.12 percent, lower 

than the 2005 figure of 9.37 percent despite the larger proportion of local cur-

rencies in the debt structure. 

The average cost of debt increase to 5.86% in 2007. For Endesa, S.A. and its di-

rect subsidiaries (excluding Enersis) in 2007 was 4.5% compared to 4.19% in 

2006. It is worth highlighting how small this increase was, in view of the sub-

stantial increase in Euro interest rates in 2007. The Enersis Group increase a bit 

to 9.71%, higher than the 2006 figure of 9.12%, due to the larger proportion of 

local currencies in the debt structure, mainly the Brazilian Real and the Colom-

bian Peso. The average life of the Endesa Group’s debt* at 31 December 2007 

was 5 years. The average cost of debt in 2008 was 6.37% against 5.93% in 2007. 

In 2009 the cost of ENDESA’s total debt decreased to 4.3% because of Enersis 

Group cost of debt that decreased until 7.3% compared to 10.1% in 2008. Net 

financial expenses were Euro 449 million, down 13.3% or Euro 69 million year-

on-year due to the 2.63 point reduction in the average cost of debt. 

 

(Milions of €) 2005 2006 2007 2008 2009 

Equity 16.327 15.936 17.130 20.764 18.970 

Debt 18.281 19.840 20.834 14.003 18.544 

Leverage 111,97% 124,50% 121,62% 67,44% 97,75% 
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The increase in Group equity offset the increase in net financial debt to leave le-

verage at 125% at 31 December 2007, as compared to 124.5% at 2006 year-end. 

If we factor regulatory receivables into net debt, the leverage ratio would be 

105.2%. 

At 31 December 2008, Endesa had a leverage ratio of 67.4%, i.e. 54 points low-

er than the ratio seen at year-end 2007, due mainly to the sale of assets to E.On. 

Dividend policy 

Endesa’s strategy is based on creating shareholder value and distributing that 

value in the form of dividends. 

The Strategic Plan: “Endesa: Stronger business, greater value” presented to the 

markets on the end of 2005, contains a dividend policy that mainly entails: 

• A CAGR for ordinary dividends of 12 percent, i.e., in line with expectations 

for bottom-line net profit growth. 

• Distribution of 100 percent of capital gains generated on disposals of non-core 

assets. 
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According to the Company’s stated targets, this policy would entail the pay-out 

of more than Euro 9.9 billion in dividends between 2005 and 2009. 

Endesa always continued its commitment to increase shareholder returns via 

dividends. 

 

At the General Shareholders’ Meeting of in 2006, approval was given for the 

payment of a total gross dividend of Euro 2.4 per share, charged against 2005 

earnings. The total amount of this dividend was Euro 2.541 billion. This 

represents a 225 percent increase over the previous year and  was the highest 

dividend in the company’s history. 

This dividend is the sum of the Euro 0.305 per share interim dividend paid on 2 

January 2006, and ordinary final dividend of Euro 0.8284 per share and the pay-

out of Euro 1.2666 per share of the total net capital gains obtained from the sale 

of Euro 1.34 billion of non-core assets in 2005. 

The ordinary final dividend of Euro 0.8284 per share and the Euro 1.2666 per 

share from the net capital gains resulting from the sale of non-core assets, which 
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together amount to Euro 2.095 per share, were paid on 3 July 2006. This total 

dividend of Euro 2.4 per share, represents a total pay-out of 79.9 percent of net 

profit for the year. Stripping out  these net capital gains, the pay-out is 65.2 per-

cent. 

In 2007 the Company agreed to pay a gross dividend of Euro 1.64 per share 

against 2006 results, entailing a total payment of Euro 1,736 million. In addi-

tion, in the first quarter they distributed a gross attendance bonus of Euro 0.15 

per share and another attendance bonus of Euro 0.15 per share after the Extraor-

dinary General Shareholder Meeting. 

In all, Endesa’s governing bodies agreed in 2007 to pay its shareholders Euro 

2.44 per share, entailing total payment of Euro 2,561 million. Endesa has paid 

its shareholders a total of Euro 5,102 million since 2005 with a 58.5% of payout. 

At the General Shareholders’ Meeting held on 30 June 2008, the company 

agreed to pay a gross dividend of Euro 1.531 per share against 2007 results, as 

previously mentioned, entailing a total payment of Euro 1,621 million. 

This amount is the sum of the interim dividend paid on 2 January 2008 of Euro 

0.5 per share and the final dividend of Euro 1.031 per share paid on 8 July. This 

total dividend of Euro 1.531 per share implies a payout of 60.6%. 

In March 2009 the Company paid out an interim dividend against 2008 earnings 

of Euro 5.897 per share, with a total payout of Euro 6,243 million.  This divi-

dend, which implied a total payout of Euro 6,243 million, included an ordinary 

dividend of Euro 1.5934 per share and Euro 4.3036 per share relating to the dis-

tribution of 100% of the net capital gain obtained in 2008 on the sale of assets to 

the German group E.On. 

This ordinary dividend, equivalent to a distribution of Euro 1.5934 gross per 

share, represented a 12% increase on the total ordinary dividend paid to share-

holders against 2007 earnings. Additionally, at its meeting held on 14 December 

2009, Endesa’s Board of Directors agreed to pay a gross dividend to sharehold-



ers of Euro 0.50 per share against 2009 earnings. This was paid on 4 January 

2010 and involved a total payout of Euro 529 million. 

2.3.4 Share price  
Endesa’s share performance was seriously affected by the impact of the world 

financial crisis on Spain, which was especially noticeable after the summer of 

2008. One of its most marked effects was an unprecedented level of volatility in 

the market.  

After a first half year in which prices declined slightly, the company’s shares 

fell sharply in July, coinciding with the first bankruptcies of major players in the 

international financial sector. The shares recovered part of this loss in Septem-

ber but in October there were sharper downturns in all sectors, leading to Endesa 

closing at a low of Euro 18.63 per share on October 10; a level similar to that 

recorded in September 2005 shortly before the first takeover bid was launched 

for the company by Gas Natural. 

The last quarter of 2008 was still marked by extremely volatile conditions, al-

though the share price managed to climb away from lows to end the year at Euro 

28.6, 21.32% lower than a year earlier. 

It should be noted that of the 35 companies listed on the Ibex- 35 only Unión 

Fenosa ended the year with gains (up 15.13% as a result of Gas Natural’s takeo-

ver bid for the company at Euro 18.33 per share in July). Other companies in the 

Spanish electricity sector ended the year with losses which were even greater 

than that sustained by Endesa, in line with Ibex-35 averages. Although Endesa’s 

share price fell in this unfavourable economic climate, it performed better than 

market benchmark indices (the Ibex-35 was down by 39.43% while the Euros-

toxx 50 fell by 44.28%) and sector benchmark indices, such as the Eurostoxx 

Utilities (down by 38.01%). 
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Shareholder return 

PER SHARE DATA (€)  2005 2006 2007 2008 2009 

Earnings 3,01 2,80 2,53 6,77 3,24 

Dividend 2,40 1,64 1,53 5,90 1,03 

Cash flow 3,98 4,39 5,02 4,92 4,95 

Shareholders’ equity 10,95 10,66 11,32 16,13 13,44 

Total shareholder return (%) 32,80 72,10 6,90 -17,10 4,34 

P/E ratio (Price/Earnings (x)) 7,38 12,8 14,37 4,22 7,39 

 

The shareholder return in 2006, in addition to the dividend payments we must 

bear in mind the significant rise marked by Endesa’s shares on the stock mar-

kets. The stock rose 61.3% on the Spanish equities market, much more than the 

Ibex 35 which rose only 31.8% placing the company’s market capitalization at 

around Euro 38,000 million at year-end 2006. Meanwhile, on the New York 

Stock Exchange Endesa’s American Depositary Receipts (ADRs) rose 78.9% to 

end the year at a record high of US$46.52 compared to the global ADR index’s 

average rise of just 24.2%. 

In short, the dividend payment combined with the share’s rises generated a total 

shareholder return of 72.1% in 2006, the highest in Endesa’s history. In 2007, 

Endesa’s shareholders received a 6.9% return, including the appreciation in 

share value, dividends approved and attendance bonuses for Extraordinary Gen-

eral Shareholders’ Meetings. 

Share performance was strongly impacted by the takeover bids for the company 

and eventually closed the year up 1.5%. In the last 3 years, total annual return 

for Endesa’s shareholders has averaged 37.3%. 

The total returns for Endesa shareholders were negative for the first time since 

2002. Nevertheless, the company’s shareholders were able to partly offset the 

stock market losses incurred during the year thanks to the dividend of Euro 1.53 

per share, equivalent to a return of 4.21%. The meant the total return for the year 



fell by 17.1%. Extending our analysis to the four years during which successive 

takeover bids were launched for the company, the total average annual return for 

Endesa shareholders was 23.7%. 

The total return for Endesa’s shareholders in 2009 was enhanced by the payment 

of the aforementioned historic dividend. Following the dividend paid in March, 

the share price hit a low of Euro 13.96 on 30 March and from there gained 

ground to close the year at Euro 23.945, down 16.28% on 2008. However, this 

stock market loss was offset by the dividend yield of Euro 20.62%, putting the 

total shareholder return in 2009 at a positive 4.34%. 

In the last five years, the total annual return for Endesa shareholders has aver-

aged 19.79%. 
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2.4 The Choice of Endesa 

 In Europe 

 In Latin America 

2.4.1.Analysis per country 

Capacity installed 

The companies in which ENDESA has interests in Latin America had total installed  

capacity of 15,853 MW at the close of 2009. Their aggregate output in the year  

was 62,767 GWh — a 3.4% advance on the previous year’s level — with sales of  

63,745 GWh, i.e. 1.5% more than in 2008, to a total of 12.9 million clients. 

Energy demand 

Price of energy 

 

2.4.2 Analysis per type of energy 

Gas 

Coal 

Hydroelectric 

Biomasses 

Wind 

2.4.3 Future Strategy of Enel-Endesa 

2.4.4 Sustainability 

 

 

  



2 Key and success Factors of the 

acquisition 

3.1 Goodwill and badwill 

3.1.1 What was good and what could be better 

Cultural Critical success factors 

Organizational culture differences is ranked as one of the most significant chal-

lenges. In fact, when reflecting on the reported top 10 critical success factors 

(CSFs) for M&A deals, it is interesting to note that each one can be undermined 

by the cultural attributes of an organization or by highly differentiated cultures. 

For example, an organization that typically does not place a great deal of value 

on communicating, and communicates infrequently or ineffectively, will be less 

inclined to take the time to clearly articulate and share the real context of the 

deal beyond what goes to the market or the press (CSF #1). The same organiza-

tion is unlikely to communicate governance issues well (CSF #6) or be able to 

successfully win the hearts and minds of stakeholder groups through engaging 

communications (CSF #7). Without a culture of open and regular communica-

tion, the organization is less able to connect well with employee groups to gain 

their buy-in and support for what is required for success in the newly combined 

organization (CSF #8). In this way, one cultural attribute can have a significant 

impact on several elements that drive deal success. 

Another example is an organization that has a strong hierarchical or “command-

and-control” approach to getting work done. Such an organization is likely to 

find it difficult to accept or appreciate ideas from “outsiders” – that is, the or-

ganization being acquired (CSF #9) – or to think about an organization that has 

a predominately collaborative culture; it will have a difficult time making tough 

decisions with the speed required to quickly create value (CSF #10). 
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All this is not to say that one cultural attribute is better or worse than another. 

What it does suggest, however, is that some behavioral characteristics may be 

incompatible with what is required for deal success, while others may be well 

aligned. In  any given transaction, the key is to identify and reinforce those criti-

cal behavior patterns that  have the greatest positive impact on success  while 

discouraging those that will erode value.  



Critical success factors (CSFs) Sample indicators 

1. Well-defined, articulated 

business strategy exists 

• The reason for the deal are explained 

• The degree of integration is defined 

• The context for the deal is understood 

2. Clear "product" road map 

exist 

• Offering are clearly communicated to market-

place 

• Internal efforts are aligned 

• A clear branding strategy is in place 

3. There is an unyielding focus 

on customers 

• Points of contact are clear 

• Attention and support are uninterrupted 

• Partnership and channel relationship are main-

tained 

4. Organization is ready on 

day1 

• Plans are in place for all functions, businesses 

and locations 

• There is an effective transition from planning to 

execution  

5. Synergies are clearly identi-

fied 

• Cost and revenue are included 

• Clear metrics/target are assigned at the project 

level 

• Strong project management is in place 

6. Governance is clearly 

communicated 

• The board/executive roles are agreed 

• The organization structures is defined  

• Line management roles are determined 

7. Effective communication to 

stakeholders exists 

• Communication takes place early and often 

• All stakeholders are considered and reached 

• Messages are clear, honest and consistent 

8. There is an unyielding focus 

on employees and appro-

priate retention 

• Key employees are identified and targeted 

• Employee morale issue are addresses 

• Incentives are utilized where appropriate 
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3.2 Comparations with others M&A operations 

3.2.1 In the Energy sector 

3.2.2 In other sectors 

 

3 Conclusions 

 

 

Appendix 

A. Conditions Imposed by the CNE to E.ON’s Offer based on its Function 14 

(27th July 2006) 

On July 27th, the CNE approved the potential acquisition of Endesa by E.ON 

subject to compliance of the following 19 conditions: 

1. Endesa must be kept as a legal entity for the next 10 years; E.ON will not be 

merged with Endesa and Endesa will be kept under existing corporate structure 

2. Endesa must be kept adequately capitalized with a net debt / EBITDA ratio 

below 5.25x 

3. During the period 2006-2009, Endesa companies that develop regulated activ-

ities or own strategic assets will only be allowed to pay dividends if their cash 

9. Divergent operating prin-

ciples are addressed 

• Differences are identified 

• Proactive steps are taken to bridge gaps 

• Rules of the road for interaction are defined 

10. Organization acts quickly 

and decisively 

• Periods of uncertainty are minimized 

• Planning is completed before close 

• Synergies are aggressively pursued from day 1  



flows (net income plus amortization) are enough to cover investment commit-

ments, debt servicing and financial expenses. This condition will be re-evaluated 

in 2010 and may be extended for another 5 years 

4. During the period 2006-2009, E.ON must comply with Endesa's investments 

commitments in transportation and distribution gas networks 

5. During the period 2006-2009, E.ON must comply with Endesa's investments 

commitments in electricity regulated activities and strategic electricity assets 

such as nuclear plants 

6. From 1 January 2010 onwards, E.ON will inform the CNE on its investment 

plans on regulated gas and electricity activities and strategic gas and electricity 

assets.  

7. E.ON must maintain the useful life of Endesa´s ordinary generation plants as 

is currently scheduled 

8. E.ON will have to guarantee gas natural supply to the Spanish market, at 

least, in the same amount included in the supply plans submitted by Endesa to 

the CNE  

9. E.ON will transfer the management of the nuclear plants in which Endesa is 

currently a shareholder to the other shareholders. In the nuclear plants, E.ON 

will sell the nuclear plan Asco 1, wholly owned by Endesa. 

10. E.ON must sell the electricity assets in the Balearic and Canary Islands, 

Ceuta and Melilla 

11. E.ON must also sell the national coal plants, Compostilla and Complejo Mi-

nero Eléctrico de Teruel and Endesa's stake in Anllares, co-owned with Union 

Fenosa 

12. The sale of the assets mentioned in conditions 9, 10 and 11 will have to be 

authorized by the CNE 

13. Divestitures referred to in conditions 9, 10 and 11 must be completed within 

a period still to be fixed by the regulator  
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14. Any acquisition of a stake in excess of 10% in Endesa must be approved by 

the regulator.  

15. E.ON must not prioritize its own interests if that could affect adversely to 

the gas and electricity supply in Spain 

16. Any breach of the conditions set in the present resolution may result in the 

current CNE authorization being withdrawn, voting rights attached to the Ende-

sa's shares owned by E.ON being suspended and E.ON selling its stake in Ende-

sa within a 12 months period 

17. If a third party acquired a stake in excess of 50% in E.ON within the next 10 

years, the CNE may force E.ON to sell its stake in Endesa.  

18. The CNE may call on the government to intervene to guarantee compliance 

with the present resolution.  

19. All these conditions have essential character. 

 

B. Resolution from the Ministry of Industry against the conditions imposed by 

the CNE to E.ON’s Offer (November 4th) 

On November 4th, the Ministry of Industry resolved to cancel i) all the condi-

tions imposed by the CNE to E.ON’s offer related to mandatory disposals (con-

ditions 9-13) and ii) condition 19, based on which all the conditions imposed by 

the CNE qualified as essential and therefore, allowed the Spanish Government i) 

to revoke the authorisation granted to E.ON for the acquisition of Endesa in the 

event that any of the them was unfulfilled and to ii) force the sale of any shares 

of Endesa acquired by E.ON based on such authorisation. 

This decision is not completely aligned with the European Commission willing 

that demands the removal of all the remaining conditions by the Spanish Gov-

ernment. 

 


