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BAT's share price reflected the warm response which analysts gave proposals to merge its financial services division with 
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Zurich.

Most said the structure of the combined group and having 
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Zurich as a partner would benefit 
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BAT shareholders considerably. Some even argued that the 45 per cent share 
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BAT financial services arm would have was generous.

'Shareholders will be getting an interest in the strong growth potential of 
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Zurich and it should make quite a good deal. The logic of building an insurance business out of tobacco profits fell out of the window long ago,' said one analyst.

Merrill Lynch raised its target price for the stock from 680p to between 710p and 720p. The shares gained 58p to 609p.

Analysts said 
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Zurich would be able to use 
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BAT's Farmers subsidiary, the third largest personal lines general insurer in the US, to distribute products developed by its recently acquired fund management businesses, Chicago-based Kemper Group and Scudder, Stevens & Clark.
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Zurich would also bring new capabilities to Eagle Star in the UK, which has yet to build a strong presence overseas and has focused primarily on personal lines insurance. With 
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Zurich, it would have access to a global network and new types of products in financial reinsurance which more companies are using to smooth the impact on balance sheets of future losses.

In addition, demerging Allied Dunbar, Farmers and Eagle Star from 
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BAT first and then merging them with 
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Zurich in a new holding company was a more tax-efficient restructuring than a pure demerger or trade sale, analysts said.

However, some suggested 
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BAT could achieve greater synergies by finding a UK-based composite insurer with which to merge. But there are only a few such partners. Commercial Union was approached and turned down such an offer last year.

At least one analyst suggested the 
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merger terms were too generous to 
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BAT. Applying the same conservative accounting policies used by 
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Zurich to the 
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BAT businesses gave them a value of just over Pounds 9bn, compared with the Pounds 10bn-Pounds 12bn which analysts had calculated based on the new group's structure.

