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Dual listing

Reed Elsevier NV (Netherlands) and Reed Elsevier Plc (U.K.)

Overview

Reed Elsevier came into existence in January 1993 when Reed International (“Reed”) and Elsevier NV (“Elsevier”) merged. The two companies agreed that the merger would take place on equal terms and so they created an equalisation agreement to ensure that shareholders of both Reed and Elsevier would enjoy substantially equivalent dividend and capital rights with respect to their ordinary shares. In addition, both companies retained their separate legal and national identities and both preserved their local stock exchange listings.

The relationship between the shares of both companies is governed by the equalisation ratio whereby one Elsevier ordinary share is, in broad terms, intended to confer equivalent economic interests to 1.538 Reed ordinary shares.

From April 22nd 2002 the two companies began trading under new names, Reed Elsevier Plc and Reed Elsevier NV, however, for the purposes of this note we shall continue to refer to Elsevier Plc as Reed and Elsevier NV as Elsevier.

Structure

The merger was structured so that Reed and Elsevier would each hold a 50% interest in the combined entity. However, in view of Reed’s larger market capitalization, Elsevier had to issue shares to Reed. This left Reed with an equity interest in Elsevier and as a consequence, Reed’s shareholders gained a 52.9% economic interest in Reed Elsevier with Elsevier’s shareholders controling the residual 47.1%. 
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Reed Elsevier Plc operates the publishing and information businesses of Reed International Plc and Elsevier NV whilst Elsevier Reed Finance BV manages the group’s finance activities.

Dividends

The boards of both companies agreed to recommend equivalent gross dividends (including with respect to the dividend on Reed ordinary shares, the associated UK tax credit), based on the equalisation ratio.

A Reed International ordinary share pays dividends in sterling and is subject to UK tax law with respect to dividends and capital rights. An Elsevier ordinary share pays dividends in euros and is subject to Dutch tax law with respect to dividend and capital rights.

Share Data

	
	Elsevier Plc
	Elsevier NV

	Shares Outstanding
	1,260m
	738m

	Average Daily Volume (1 Year)
	11.4m
	3.2m

	Beta (local index)
	1.12
	0.79

	Yield
	2.3%
	2.6%


Explanation of the Price Relationship

The share prices of Reed International and Elsevier have not, historically, reflected the equalisation agreement between the two firms. In 1993 and 1994 Reed sold for more than Elsevier whilst the reverse was true for the period 1995 – 1998. Since 1999, however, Reed has traded at a premium. There are a number of possible explanations for this anomaly.

· Perhaps the most plausible explanation for the existence of this gap is the effect of exchange rate volatility (sterling/euro). However, in practice this factor has demonstrated little correlation with the spread.

· For some time Reed’s discount was due in part by the tax credit attached to UK dividends. Since this tax credit has been phased out Reed’s dividend flow may have become less unattractive to certain types of investors (i.e., gross funds); though this factor should have precipitated a convergence in the spread, not a reversal.

· Another factor that may influence the discount/premium is the performance difference between the exchanges that these companies are quoted on. Relative to their respective indices, Reed International (FTSE 100) has a beta of 1.12 against a beta of 0.79 for Elsevier (AEX); thus conformity to the local index appears to favour Reed over Elsevier. 

· Although the shares of both companies share the same fundamental characteristics they are not fungible – an Elsevier share can be bought relatively cheaply, but it cannot be sold at the Reed price.

· The market currently places a higher value on Reed’s cash flows than those of Elsevier. On price/earnings (143 vs. 121) and price/book (5.63 vs. 5.16) measurements, Reed is valued at a premium.

Bloomberg Custom Index Expression

(REN NA Equity / EUBP Currency) / (REL LN Equity / 100 * 1.538)

Premium of Reed International Plc over Elsevier NV – 2 Years
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Source: Bloomberg
Premium of Reed International Plc over Elsevier NV – 6 Months
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Source: Bloomberg
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