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Management: Double identity - Following this month's RTZ-CRA merger, David Lascelles looks at the benefits of dual listed companies 
By DAVID LASCELLES
(No. of words: 1019) 

Dual listed companies are a small but select group consisting of names such as Royal Dutch Shell, Unilever and Reed Elsevier. By the end of the year they should be joined by RTZ- CRA, the world's largest mining group.

Dual listed companies (DLCs) are corporate entities whose shares are traded not as a single group but through two separate publicly quoted companies. They are held together by various binding agreements between the quoted companies and usually operate with combined management.

The two longest established models are the Anglo-Dutch combinations Royal Dutch Shell and Unilever. Of the two, Unilever is the more tight-knit: its Dutch and British component companies have their own shareholders, but their boards are identical and their management is unified.

At Royal Dutch Shell, two parent companies, one Dutch, one British, own the group's operating companies. But the parent companies are more distinct, having their own boards of directors.

Both these groups have stood the test of time, with more than 150 years between them. And the trend towards DLCs seems to be growing. As well as Reed Elsevier, formed in 1993, recent examples include the Swedish-Swiss combination Asea Brown Boveri and even the Anglo-French Eurotunnel.

The reasons which move companies to go for dual listing fall into two broad areas: asset sharing and tax. The DLC structure allows companies effectively to merge, but to retain their local identities to preserve tax advantages.

These considerations lay behind both the Royal Dutch Shell and Unilever link-ups, though over time other, less tangible benefits have emerged, such as the complementary nature of the British and Dutch national characters. 'You initially do it for the 'hard' values,' says Stephen Williams, the company secretary at Unilever. 'The 'soft' ones come later. But these are the ones you have to watch because they make it all work.'

At RTZ- CRA, tax was an important consideration in planning the get-together. A merger which resulted in CRA being owned by a non-Australian company would have cost its Australian shareholders a valuable 'franking credit' - a local tax break on dividends. From the RTZ point of view, a merger could have resulted in Pounds 750m of additional UK advance corporation tax, an area which has been problematical for it because it makes most of its money outside the UK.

An outright takeover which valued CRA at a premium would also have been expensive for RTZ, and might have crystallised capital gains for CRA shareholders. Hence the appeal of the DLC route.

According to Bob Wilson, RTZ's chief executive, neither Shell nor Unilever provided the perfect model because RTZ-CRA needed a simple, streamlined structure for its highly 'opportunity-driven' style of business.

Unlike Shell and Unilever, it does not have to run highly visible consumer brands in dozens of countries; instead it manages a constantly changing portfolio of mining projects, most of which are run through subsidiaries which will not be affected by the 'merger'.

The two companies wanted a structure which brought the core of the company as close as possible to an outright merger. The Royal Dutch Shell structure was too loose and could have resulted in costly duplication of effort. Shell has also had to embark on a significant internal restructuring to reduce top-heavy management and streamline decision-making.

The Unilever approach with its identical boards and closely unified management came closer to what RTZ- CRA wanted. The fact that Sir Derek Birkin, RTZ's chairman, is an advisory director of Unilever was also a factor. (Not that the Shell model lacks adherents. Reed Elsevier is also built around two quoted holding companies, Reed International and Elsevier, which jointly own the operating companies.)

But Wilson thinks RTZ- CRA will be a tighter unit than any other DLC. It will have only one head office, in London, and the management organisation will be 'exactly as if this was a single enterprise'. Another key feature will be a joint voting agreement for the two companies' shareholders. This means that although shareholders will vote in their RTZ or CRA capacities, their votes will be for the group as a whole rather than for the individual companies. As well as creating more unity, this arrangement conforms to newly fashionable views on corporate democracy because it means that the unifying drive will come from the shareholders rather than the board and management.

Wilson says that the combination should also produce other advantages. The group will have much more flexibility to locate assets at the most suitable place within the overall structure. Management will also be able to draw on a wider pool of individual talent.

The two companies will produce unified accounts and will pay identical dividends which, as in other DLCs, will be backed by a financial equalisation agreement. This means each company will ensure that the other always has enough cash to fund its pay-out. So there is, technically at least, no reason why the two share prices should perform differently. However, they could diverge because of local market conditions or movements between sterling and the Australian dollar.

Shares in other DLCs do occasionally drift apart, but there are plenty of arbitragers in the market looking for trading opportunities, and any gap quickly gets pushed together again, according to stock analysts. Initially, though, the novelty and complexity of the RTZ- CRA arrangement could mean shares do not trade exactly as they should.

One possible drawback in the arrangement is that CRA shareholders will be locked in as a 23.5 per cent minority, so if their interests diverge from those of RTZ shareholders they would have difficulty getting things changed. However, RTZ's advisers say it is hard to envisage a situation where this would be a significant problem, and the group will have no dominant shareholders.

