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Enersis: a turbulent capital increase (B)
The role of communication in financial operations

Claudio Capdeville Pérez

Yago de la Cierva

OnJuly 25, 15 years after Endesa’s controversial entry into the Chilean electricity market, Enersis
was preparing to defend the biggest financial operation ever carried out in the country. The
operation was proposed and designed by Endesa and had not been agreed with any of the
holding company’s stakeholders.

The Extraordinary Shareholders’ Meeting (ESM) would have to approve or reject a pre-defined
capital increase. The subscription formula, the valuation of the assets to be contributed, the
price, and the use of the fresh funds that the minority shareholders would inject had already
been determined by Endesa. The rest of the shareholders would have little or no say.

The Enersis communications team knew that the operation would receive significant media
attention for at least five months. The publication of the material event notice reporting the
capital increase (July 25), the Extraordinary Shareholders’ Meeting (September 13), the
preferential subscription period and the announcement of the closing of the transaction (around
mid-December) would all attract coverage.

The capital increase would amount to $8.02 billion, making it the most significant financial
operation in the Chilean market. All eyes would once again be on the actions of Endesa and
Enersis, and the Chispas case would draw renewed attention.

It was essential for the company to provide the market with as much information as possible.
Every effort had to be made to ensure that Enersis controlled how the transaction was framed
in the media and that the framing was favorable to the capital increase.

However, all the expectations and plans came to nothing in the first two days. It was decided that
Enersis would provide brief information in a material event notice, that no press release would be
issued, and that a little more information would be provided the following day during the Half-
Year Results Conference Call to be held by Enersis’s finance and investor relations teams.
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Endesa had reportedly decided that Enersis should defend the operation, but without offering
any arguments apart from those contained in the material event notice and set out in the
presentation that the investor relations team would make to analysts.

Since it was a proposal that Endesa made to the Board of Directors of Enersis, very few people
in the company’s management knew about the capital increase operation before the afternoon
of July 25. The communications team, like many other departments, would find out practically
at the same time that the material event notice was published by the SVS.

Brief notice

The material event notice published on July 25, 2012 was brief, and no additional information
was provided to key stakeholders such as pension fund administrators, brokerage firms,
insurance and mutual fund companies, investors and business groups.

The only information available was that the Board of Directors of Enersis had decided to call an
Extraordinary Shareholders’ Meeting for September 13 to deal with the following matters:

e A share capital increase of up to $8.02 billion or the amount determined by the ESM, in
the form of cash and/or non-cash assets.

e Presentation of all non-cash contributions eligible for capitalization and their respective
expert valuations, conducted by Eduardo Walker Hitschfeld, which amounted to
$4.862 billion.

e Agree the placement price of the shares corresponding to the capital increase.
e Amend the corporate bylaws in accordance with the resolutions adopted.

e Adopt all necessary resolutions for the finalization and implementation of the decisions
adopted by the ESM.

e Information on resolutions pertaining to transactions with related parties referred to in
Title XVI of Law No. 18,046 (Exhibit 1).*

Financial analysts and the media reacted to the announcement with some skepticism. They did
not believe in the merits of the operation or in the valuation of the assets that Endesa would
contribute: There was no clear equity story to support the proposal.

The next day, Enersis’s share price fell 13.06% on the Santiago Stock Exchange, the largest drop
in the last decade. Enersis lost around $1.6 billion in market capitalization and dragged the entire
Chilean market down with it.

At the close of Friday, July 27, the electricity company’s shares were down 16%, with a total loss
of $1.85 billion.

1 The material event notice also stated that the shareholders would be able to obtain a full copy of explanatory and
supporting documents related to the matters submitted for resolution at the ESM fifteen days prior to the date of the
meeting. Walker Hitschfeld’s expert valuations were also made available on Enersis’s website. Enersis. For more
information: “Hecho Esencial Ger. Gen. N° 80/2012.” Inicio - CMF Chile - Comisién Para el Mercado Financiero Chile (portal).
Last modified July 25, 2012.
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Not even the most pessimistic person at Enersis had anticipated such a radical rejection. The
reaction was so negative that even government ministers and regulators felt compelled to take
a position. Several senators and congressional deputies demanded the immediate intervention
of the SVS and the Superintendency of Pensions to protect the pension savings of more than
9.2 million Chilean workers.?

The explanations begin

The next day, July 26, a conference call between executives from Enersis’s finance and investor
relations departments and analysts from investment banks and brokerage firms was scheduled
to report on the results for the January—June 2012 period.

Predictably, the analysts’ attention was not focused on the half-year results but on the proposed
capital increase. During the call, which lasted more than two hours and included a Q&A session
with the analysts, the Enersis team provided some background information on the capital
increase. The key points were as follows:

e Endesa would contribute the shares it directly and indirectly controlled in 12 companies
present in the South American business, both in subsidiaries already controlled by
Enersis and in companies in which Enersis was not a shareholder.

e The other shareholders would be able to subscribe to the capital increase in cash in
proportion to their holdings.

e When a capital increase provides for the possibility of receiving contributions in kind,
Chilean law requires that the non-liquid assets to be contributed be valued by an
independent expert appraiser and that the valuation be approved by the ESM.

e Thevalue of the assets to be contributed by Endesa was $4.862 billion, which meant that
the minority shareholders would have to contribute $3.158 billion in cash.

e The Board of Directors of Enersis had not made any judgment concerning the content of
the report prepared by the independent appraiser that it had appointed.

e Enersis and Chile would strengthen their position as Endesa’s investment center for the
group’s growth in South America.

e After the capital increase, Enersis would be able to allocate between $15 billion and
$20 billion to M&A transactions, greenfield power generation projects and the purchase
of minority interests in companies it controlled.'

The new information generated more doubts and resistance in the market. In the opinion of the
AFPs and investment funds, it was not clear how the more than $3 billion in cash to be
contributed by the minority shareholders would be used, or why the other shareholders could
not also subscribe to their portion in shares or in kind. Moreover, the Walker Hitschfeld report
was an expert assessment, not a valuation, and the AFPs indicated that they intended to
commission their own valuations."

2n Chile, unlike most European countries, pensions are managed by private funds. There is no public social security system. These
private pension administrators (AFPs, for their Spanish acronym) invest workers’” money in financial instruments, typically
profitable shares, but above all those with stable prices. Any fluctuation in share prices can put workers’ pensions at risk.

|IESE Business School-University of Navarra



