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The course of true corporate love never did run smooth. Melding together two companies the size of SmithKline Beckman and Beecham involves far more than just deciding that the businesses complement each other. 

The structure of the combined group is vital in overcoming regulatory and legal problems and in persuading shareholders of both companies they are receiving maximum value, allowing for tax. 

Friendly international mergers on the scale of the SmithKline/Beecham tie-up are still comparatively rare. When the two parties and their advisers sat down to discuss how the combined company should be established, the most obvious examples were the Anglo-Dutch combines Unilever and Royal Dutch/Shell. But those groups are essentially structured as two separate operating businesses with a small holding company. If SmithKline Beecham was to achieve real synergistic benefits, such a divided structure would be inappropriate. 

Both sides are keen to argue that this is a merger, not a takeover, and a completely new company seemed to be the most convincing way of demonstrating the fact. Thus the decision to use "SmithKline Beecham" as the takeover vehicle, rather than have one company formally absorb the other. 

The choice of location revolved around three options: the UK, the US and some "neutral" country. A third country was quickly ruled out as it was likely to complicate the tax positions of investors in both the UK and the US. 

In the end the UK was chosen - perhaps because Beecham was effectively the stronger partner of the two; perhaps because the deal would be easier to sell to UK institutional investors; perhaps because of easier merger accounting treatment; perhaps because it kept the merged group within the confines of the European Community. 

The principle behind the financial structure of the deal is to divide the new group's equity equally between SmithKline and Beecham shareholders. Unfortunately, the issue was complicated by the different tax needs of UK and US investors and by the desire of both companies to make disposals before the merger. 

Under UK law, tax is automatically deducted from the dividend payment before it is sent to the investor. In the US, dividends are paid gross and investors taxed on the proceeds. 

If dividends were paid straight from the UK to the US, American investors would initially receive the net payment, after UK tax; they could claim part of that back under double taxation treaties; then they would pay US tax on the proceeds. 

So the decision was taken to create two classes of shares - the A shares would be offered to Beecham holders and would be conventional ordinary shares. The B shares, which would be offered to SmithKline holders would have a preference share attached in a so-called "stapled unit," which could not be split and traded separately. 

The dividend payment on the preference share would be set at a level so that the effective income streams from the A and B shares would be the same. Also, both sets of shares would have equal rights. 

Although the two sets of shareholders will each end up with 50 per cent of SmithKline Beecham, the value of the remuneration packages will not be the same. Beecham shareholders will receive loan stock, which since it is underwritten, can quickly be exchanged for cash. 

SmithKline investors will receive allocations of shares in Allergan and Beckman Instruments, the two companies that are being spun off from SmithKline. The uncertain financial effects of the spin-offs makes putting a value on the deal for SmithKline shareholders so difficult - although analysts were guessing at Dollars 62.50 to Dollars 64.50 per share yesterday. 

Mr Bob Bauman, the Beecham chairman who will be chief executive of the merged group, was keen to emphasise that the disposals were not designed to avoid monopoly difficulties, although the deal obviously faces approval under both US Hart-Scott-Rodino and UK Monopolies Commission rules. 

The main regulatory problem, besides tax, was accounting. UK GAAP is relatively straightforward in its treatment of mergers but there will still be the question of how to present the combined group's figures in the US under its accounting rules. Given the haste with which the merger was put together, that was one of the issues remaining to be settled. 

Given the current enthusiasm for cross-border corporate links, there will be more than one major company watching to see whether the two companies' sets of advisers (Kleinwort Benson and Wasserstein Perella for Beecham; Goldman Sachs and J P Morgan for SmithKline) have successfully surmounted all the technical problems.
