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Zurich, the Swiss-based financial services group, yesterday revealed the terms of its Pounds 23bn 
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merger with the insurance and asset management arms of 


 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=20670607&div=0&FILE=../session/" \l "Hit4" 
[image: image8.png]



BAT Industries.

The deal will create Europe's second-biggest insurance company, but is expected to take nearly a year to clear regulatory hurdles and to obtain the necessary clearances from the tax authorities.

The 
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merger is expected to generate annual savings and tax benefits of Dollars 250m (Pounds 150m) within three years. The merged company - to be known as as 
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Zurich Financial Services Group, or ZF Group - will pay Pounds 500m in cash to 
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BAT and assume Pounds 800m of debt.
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Zurich shareholders will own 55 per cent of the new company, which will include Allied Dunbar, the UK life assurer, Eagle Star and Threadneedle Asset Management, as well as Farmers.

Two holding companies - 
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Zurich Allied, to be listed in 
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Zurich, and Allied 
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Zurich, listed in London - will own the combined operation.

For 
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BAT, the agreement is the end of a search for a suitable partner for its insurance business. For more than a year, it has sought ways to unlock the value of its insurance and tobacco interests.

The 8m customers of 
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BAT's Farmers, the third-largest personal lines insurer in the US, will be targeted by 
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Zurich's North American fund management businesses, Kemper and Scudder, Stevens & Clark.

'The system that we have in place in North America, the UK and continental Europe will provide access to a large customer base. It will open new markets,' said Rolf Huppi, 
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Zurich chief executive.

Lord Cairns, 
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BAT's chairman, said there would be an initial cut in the dividend for 
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BAT shareholders because of the lower payout rate from ZF Group.

Martin Broughton, chief executive of 
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BAT, said the British American Tobacco's separate listing would give UK investors their only opportunity to invest in a large tobacco group.

The tobacco company will be the third-biggest in the world, producing 700bn cigarettes a year covering 240 brands in 180 countries. Joining its non-executive directors will be Kenneth Clarke, the UK's cigar-smoking former chancellor of the exchequer.

After the demerger, 
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BAT's borrowings on a pro forma basis were put at about Pounds 4bn. It would have a 'prudent but more leveraged balance sheet' that could provide superior value to shareholders.

Interest payments would be covered 10 times at the net level, before taking into account the proposed Dollars 368.5bn US tobacco settlement, which it does not expect to be concluded this year.

Shares in 
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Zurich slipped Sfr14 to Sfr612. 
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BAT closed 8 1/2p lower at 592 1/2p. Moody's, the credit rating agency, yesterday put 
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Zurich under review for a possible downgrade from its Aa1 financial strength rating. Lex, Page 16 Complex construction, Page 23
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People: Clarke jazzes up his repertoire with BAT 
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He began by reassuring his audience that he was not looking for a new job - nor giving a party political broadcast. But Kenneth Clarke, the former chancellor, gave a polished performance in his latest role as a jazz presenter on BBC local radio yesterday.

On the day he secured his third new job since the general election - as deputy chairman of the demerged British American Tobacco - Clarke launched a new career in broadcasting with a two-hour slot in the East Midlands.

Clarke admitted to his listeners that he had found rather more time to indulge his 'habit' of jazz since leaving Downing Street five months ago. A famously fanatical jazz lover, he also revealed his admiration for his namesake, Kenny 'Klook' Clarke, the bebop drummer.

Clarke, a local MP in the Nottinghamshire seat of Rushcliffe, was approached by the BBC to stand in for its regular jazz presenter who is on holiday for two weeks. The BBC said the former chancellor was 'doing it for love, not money'.

In contrast, 
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BAT Industries said it was still in negotiations with the former chancellor over the pay and working hours for his new post as non-executive deputy chairman of B ritish American Tobacco.

Clarke will work closely with Martin Broughton, chief executive of 
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BAT, after yesterday's announcement of the creation of a separate company, 
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Zurich Financial Services Group, a 
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merger of 
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BAT's fi-nancial services business with 
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Zurich Insurance.

The non-executive post is Clarke's third since he was beaten for the Conservative leadership by William Hague in June. Last month he was appointed chairman of UniChem, the drugs distributor, working two days a week for the Pounds 120,000-a-year position.

He is also a non-executive director of Foreign & Colonial Investment Trust, where he earns Pounds 18,000 a year.

The BBC said the former chancellor had proved a great success as a disc jockey, and would be keen to repeat the show. But Antony Bellekom, managing editor of BBC Radio Nottingham, said: 'I am not sure that he would see himself doing a weekly programme on local radio. But if he could, we would be very interested.' Richard Wolffe

