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BAT Industries, the UK tobacco and insurance conglomerate, and 
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Zurich, the Swiss financial services group, confirmed yesterday that they were discussing a Pounds 23bn 
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merger which would create one of the world's biggest insurance groups.

The deal would combine 
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Zurich with 
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BAT's financial services operations, which include Eagle Star and Allied Dunbar in the UK and Farmers in the US.

The combined group, which would split from 
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BAT's tobacco activities, could rank as Europe's second-biggest insurer by market value, behind Germany's Allianz. 
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Zurich has a market capitalisation of about Pounds 12bn. Analysts value 
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BAT's financial services activities at Pounds 10bn-Pounds 12bn.

In a joint statement yesterday, 
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BAT and 
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Zurich said discussions were at an advanced stage, but an agreement had still to be finalised. 
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Zurich shareholders would hold 55 per cent of the merged operating company and 
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BAT shareholders the balance. The operational headquarters would be 
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Zurich, with shares listed in 
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Zurich and London.

Analysts expect news of the planned demerger to be warmly welcomed by investors this morning, because 
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BAT has long been valued at less than the sum of its parts. Its shares have risen by just 27 per cent in the last five years, while the market has doubled.

The discussions come eight years after the late Sir James Goldsmith failed in a Pounds 13bn takeover attempt that would have broken up 


 INCLUDEPICTURE "http://ft.chadwyck.co.uk/images/hit.gif" \* MERGEFORMATINET 
[image: image46.png]




 HYPERLINK "http://ft.chadwyck.co.uk/noframes/quick/fulltext?ACTION=byoffset&warn=N&OFFSET=21969706&div=0&FILE=../session/" \l "Hit17" 
[image: image47.png]



BAT, and less than a year after 
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BAT tried to merge its financial activities with Commercial Union.

'It is a chronicle of a death foretold,' said Trevor Petch, European insurance analyst at Robert Fleming.

British American Financial Services - the part being merged - had premium income last year of Pounds 10bn and Pounds 47bn of funds under management.

A deal would give 
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BAT the global stature and continental European presence it has long sought in financial services, but it would not gain the critical mass or cost savings in the UK which would have come from a 


 INCLUDEPICTURE "http://ft.chadwyck.co.uk/images/hit.gif" \* MERGEFORMATINET 
[image: image55.png]




 HYPERLINK "http://ft.chadwyck.co.uk/noframes/quick/fulltext?ACTION=byoffset&warn=N&OFFSET=21969706&div=0&FILE=../session/" \l "Hit20" 
[image: image56.png]



merger with CU.

A 
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BAT insider commented: 'The businesses are outstandingly complementary in the US and the UK. This is about growth, not cost-cutting.'

Analysts said a deal would be driven by the logic of combining the two groups' US operations. 
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Zurich owns Kemper, a US fund management group, and is buying another - Scudder, Stevens & Clark - for Dollars 1.76bn. Their products could be sold through Farmers' 14,000-strong agency force.

Some analysts were sceptical about the implications for the UK businesses. Bob Yates, head of research at Fox-Pitt, Kelton, said: 'It's opportunistic, but 
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Zurich is not the optimal partner for Eagle Star and Allied Dunbar because it doesn't have a huge operational base in UK composite insurance. A 
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merger with another UK group would have generated more economies.'

Rolf Huppi, 
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Zurich's chairman, would be chairman and chief executive of the combined group, but there would be executive board roles for Sandy Leitch, chief executive of British American Financial Services, and Marty Feinstein, Farmers' chief executive. 
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BAT's tobacco operations would remain under the aegis of Martin Broughton, 
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BAT chief executive.

The 
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merger is not expected to be completed before the middle of next year.

Goldman Sachs and Lazards are jointly advising 
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BAT on the deal. Morgan Stanley is advising 
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Zurich.

