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StockMarket Review

The recent €40
million capital
raising exercise
by Middlesea
Insurance plc was
mainly intended
to provide further
funds to Progress.
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TheItalianjob:Finalact

O
n February 11Mid-
dlesea Insurance
plc issued a com-
pany announ-
cement and con-
vened an urgent

meetingwith stockbrokers and the
press. The early morning
announcement stated that follow-
ing a further detailed examination
of the preliminary unaudited data
for the fourthquarter of 2009which
indicated a marked deterioration
in claims at their Italian subsidiary
Progress Assicurazioni SpA, it was
established that Progress required
a furthermaterial capital injection
in order to continue in business in
conformity with Italian regula-
tions. It was further revealed that
theboardof directors ofMiddlesea
Insurance concluded that a fresh
capital injection, over and above
the €45million already injected in
2009, was not feasible.
As a result, Middlesea had

informed the Italian Insurance
Regulators (ISVAP) that it wished
to cease theoperationsof its Italian
subsidiary Progress Assicurazioni
SpA. Newly-appointedMiddlesea
chairman Joseph F X Zahra stated
that ISVAP were informed of this
decision on February 8 andwithin
48 hours, the Italian regulator
appointed a provisional adminis-
trator for Progresswith immediate
effect.
During the stockbrokers’ meet-

ing Mr Zahra explained that Mid-
dlesea’s Italian subsidiary had suf-
fered “an inexplicable spike in
claimsdespite the closing downof
a number of agents”.
During 2009, Progress required

capital injections on various occa-
sions. In theNovember 2009 rights
issue prospectus, it was revealed
thatMiddlesea Insurance injected
€4.9 million into Progress on Sep-
tember 8, 2009, a further €5.5 mil-
lion on September 28 and €4 mil-
lion on November 4, 2009.
Moreover, the recent €40 million
capital raising exercise byMiddle-
sea Insurance plc was mainly
intended to provide further funds
to Progress.
In fact a total of €26 million was

raised for further investment in
Progress Assicurazioni SpA: €21
million for purchasing reinsurance
cover to protect it from further
claims arisingwith respect to busi-
ness prior toDecember 31, 2008 as
well as to cover the costs relating to
the rightsizingof theoperationand
a further €5 million as fresh share
capital following the cancellation
of all existing shares as the accu-
mulated losses at Progress were
absorbed as part of its capital
restructuring exercise.

In the Press Release of February
11,Middlesea announced that the
2009 financial statementswill show
losses “well beyond” the estimated
loss of €41.75 million prepared at
the time of the November Rights
Issue.On thebasis of this estimate,
the net asset value per share of the
Middlesea Group as at December
31, 2009was expected tobearound
€0.681 per share.
However, following the revela-

tion that the losses incurred are
“well beyond” €41.75 million and
that Middlesea will also be
required to write-off its Italian
investment from its balance sheet,
thenet asset valueper share is very
likely to fall significantly below the
level of €0.681.
The overridingmessage ofMid-

dlesea’s new chairman was that
while shareholders are right to feel
angered at recent developments in
Italy, one now has to look at the
future of theMiddleseaGroupand
understand its current strengths.
Mr Zahra emphasised that Mid-
dlesea’s Malta operations were
profitable and there was potential
for growth at themanagement ser-
vice company IIMS. Furthermore,
Middlesea holds 50 per cent of a
very valuable asset – Middlesea
Valletta Life Assurance Co Ltd.

The chairman stated that MSV
will shortly be announcing its 2009
full-year results which will show a
very satisfactory financial perfor-
mance. He explained that MSV is
Malta’s leading provider of life
insurance, long-term savings and
retirement planning with share-
holders’ equity of close to €100mil-
lion and total assets approaching
the level of €1 billion.
However he also spoke of the

need to changemanagement style
within the group since there was a
belief thatMiddlesea still operated
within a monopolistic environ-
ment. The new chairman also
mentioned the need to improve
customer services.
An extraordinary general meet-

ingofMiddlesea is being convened
onMarch 16 to amend theMemo-
randumandArticles ofAssociation
and change the composition of the
board of directors to better reflect

thenewshareholding structure fol-
lowing theNovember rights issue.
Meanwhile the market price of

Middlesea shares has been very
volatile since the rights issue
announcement andpublicationof
the Prospectus on November 20
revealingmaterial financial losses
and ongoing problems with the
group’s Italian business activities.
In fact, during the rights issue
period in December last year, the
Middlesea share price declined to
a lowof €0.60. It recovered to touch
a high of €1.00 on January 11 and
has since traded back down to
around €0.75. Around 800,000
shares changed hands over the
past three months, indicating a
high level of trading activity.
This scenario of price volatility

andhigh trading activity is likely to
persist until the full extent of the
losses for 2009 and 2010 are ascer-
tained in themonths ahead.

Middlesea places Progress Assicurazioni into administration

An extraordinary general meeting of Middlesea is being convened on March 16 to amend the
MemorandumandArticles ofAssociationandchange the compositionof theboardof directors to better
reflect the new shareholding structure following the November rights issue.


