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Two heads are sometimes better than one. In corporate life, however, this can be a fleeting stage of evolution, as last week's decisions by two European banking groups, Dexia and MeritaNordbanken, to unify their structures illustrated.

Both plan to replace their two-headed structure with a single holding company. They were following the example of ABB, the engineering group, which this year ended more than a decade of having two Swedish and Swiss holding companies to make Switzerland its only home.

Management tensions within Reed Elsevier since the two-headed UK-Dutch publishing group was created in 1992, and the 1998 collapse of its merger talks with Wolters Kluwer, have also raised questions about the structure.

But the arrangement has proved durable in other cases. The Royal Dutch Shell/Shell Transport and Trading link has survived for 92 years so far, making another UK-Dutch combination, Unilever, look like a stripling at 69.

And a more recent creation, Fortis, the Belgian-Dutch financial services group, finds the form still gives it scope for growth. Fortis was able to modify its structure, without abandoning it, during its successful pursuit of Belgium's Generale de Banque last year.

Dual-company structures, moreover, are expected to be seen more often in European cross-border deals. They can be a useful way of balancing national interests, which seem more sensitive in banking than other sectors.

For example, AstraZeneca and Aventis, the Hoechst and Rhone-Poulenc combination, were created as unitary groups from the start.

Unitary structures are preferred because of their clarity, but there are often tax advantages and political reasons for dual companies, according to Terry Eccles of J.P. Morgan, which advised Alliance & Leicester, the UK mortgage bank, in its abortive merger talks with Bank of Ireland. They also can minimise "flow back" of shares in all-paper deals.

In almost all cases, dual-company structures are used as a "convenience to get a deal through, to postpone the inevitable", another banker said. "Stock markets will tolerate them, but they don't love them."

One reason is that the share prices of 50-50 companies can diverge for reasons unrelated to underlying business. Dexia Belgium, for example, traded at a premium to its French counterpart because it was a heavier constituent of the local share index and there was a small free float of its shares.

Dual listings can also mean shares do not get their full weighting within pan-European indices. They make capital raising difficult and the use of shares in acquisitions cumbersome. They require complex dividend-equalisation formulas that are hostages to sudden currency moves.

The 1988 deal that brought together Sweden's Asea and Switzerland's BBC Brown Boveri was an industrial success, but was particularly complex since both retained two classes of shares.

David Landman, a managing director at Morgan Stanley Dean Witter, which advised on the restructuring, said: "Over time, management and markets began to perceive the two-headed structure as something that was inefficient."

Over its lifetime, the Swiss and Swedish shares took turns at trading at a premium until the Swiss finally took the upper hand after the devaluation of the krona. The announcement of unification was rewarded by a 36 per cent outperformance over local indices in the following five months.

To succeed, unwinding a two-headed structure should be seen as a "win/win" proposition, Mr Landman said.

Shareholders in the country that is "surrendering" its company - France and Finland, respectively, in the cases of Dexia and MeritaNordbanken - are compensated because their shares are taken out at a premium. "When markets and the investment case are strong," Mr Landman added, "investors can absorb the friction of the take-out."

When they merged in 1997, Merita and Nordbanken had set a target date of no later than early 2001 for unifying their shares, but used last week's agreed bid for Norway's Christiania Bank as the occasion to bring it forward.

Dominique Lancksweert, Morgan Stanley's head of investment banking for Belgium, Luxembourg and Switzerland, said: "In the case of Dexia (created in 1996), they did not set a time limit, but the mindset was there."
Whether seen as temporary or permanent, a dual structure should not be allowed to camouflage problems, bankers warned. One said: "What really makes or breaks a company is the people, not the structure."

