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GKN, the UK engineering group, yesterday revealed it was in talks over merging its industrial services division with 
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Brambles, the Australian logistics company.

The discussions were seen as a step towards floating off the combined business, which analysts predict will have a market capitalisation of about Pounds 7bn.

Investors have been lobbying both groups to build on the success of their joint ventures in industrial services: Chep, which operates the world's biggest stock of pallets for transporting goods, and Cleanaway Europe, a waste management business.

The talks come just two months after 


 INCLUDEPICTURE "http://ft.chadwyck.co.uk/images/hit.gif" \* MERGEFORMATINET 
[image: image7.png]




 HYPERLINK "http://ft.chadwyck.co.uk/noframes/quick/fulltext?ACTION=byoffset&warn=N&OFFSET=652271144&div=0&FILE=../session/" \l "Hit4" 
[image: image8.png]



Brambles, previously one of Australia's most highly rated companies, surprised the market with a profits warning. Investors have also been unsettled by poor succession planning, with 
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Brambles' chief executive due to retire at the end of March and the departure of the finance director last year.

Analysts yesterday said the Australian company's woes may have paved the way for a deal. "Perhaps the departure of senior management at 
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Brambles has created the opportunity to do what is logical and desirable," said Mike Monkton at UBS Warburg, 
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GKN's broker.

Paul Compton at Collins Stewart said: "The 50-50 joint ventures had previously prevented a separate flotation because both sides were worried about losing control. Something has given and it's been on the 
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Brambles side."

Both companies revealed the talks over a nil premium 
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merger in statements in Sydney and London yesterday, but added: "Legal, structural, financial, governance and regulatory issues in Australia and the UK will need to be resolved before any agreement can be concluded." It is thought a separately-quoted company would have a dual listing in both countries.

Chep, which stands for Commonwealth Handling Equipment Pool, has been one of 
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GKN's best performing businesses, growing more than 30 per cent in the US and 16 per cent in Europe in 1999. Expansion in the US was buoyed after Wal-Mart advocated its use for its 17,000 suppliers.
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GKN's industrial services division accounts for a quarter of the group's operating profits and, if a flotation is successful, the group will be left with automotive and aerospace interests.

The talks fall part way through restructuring at 
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Brambles to focus the group on its Chep, Cleanaway, records management and steel services operations. Two-thirds of 
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Brambles' earnings are derived offshore. The company blamed the recent profits warning on the poor performance of its international equipment rental division, a business it is trying to sell.

Its shares closed yesterday at ADollars 41.60, up 10 cents, but have fallen sharply from ADollars 52.19 before the warning. Shares in 
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GKN closed up 41p at 802p. Lex, Page 22

