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The reason for
the sharp
deterioration
within Progress
is mainly due

to the changes
introduced

by the Italian
government.

Middlesea’s first loss in 27 years has been mostly due to the Italian subsidiary.

TheItalian job

Although the title to this weeK's arti-
cle refers to the American movie
released in 2003, I am not attempt-
ing to write a film review but I am
reviewing the results of Malta’s
largest insurance company, Mid-
dlesea Insurance plc. Many might
wonder why I chose this title. In my
view this gives an immediate insight
into the main reason behind the
substantial loss of €20.6 million
incurred by this insurance group of
companies in the last financial year.

While many observers would
have rightly expected the Middlesea
Group to suffer during 2008 due to
the dependence of an insurance
company's financial results on the
performance of global stock mar-
kets, the extent of this year's loss (the
firstin Middlesea's 27-year history)
is mostly due to the Italian sub-
sidiary, Progress Assicurazioni SpA.
The initial investment in the Italian
insurance company through an
acquisition of shares from Corpora-
cion Mapfre was made in August
2000 and was completed five years
later. In the interim, Mapfre
acquired a 21 per cent shareholding
in Middlesea Insurance.

During a meeting convened for
stockbrokers shortly after the publi-
cation of the full-year results on April
28, Middlesed's chairman and CEO
Mario Grech together with the heads
of the main operating companies
delved into great detail on the 2008
performance and strategy going for-
ward. Although Mr Grech initially
explained that the fact that Progress
had registered a loss was not a sur-
prise to the company and this had
also beenreiterated to shareholders
during the Annual General Meeting
held in June 2008, the extent of the
loss was unexpected and surely
much larger than anticipated by the
market and the various sharehold-
ers of Middlesea.

The reason for the sharp deterio-
ration within Progress is mainly due
to the changes introduced by the
Italian government (the ‘Card sys-
tem’) with the ultimate objective of
creating a more efficient system for
third parties. Although this new sys-
tem was introduced in 2007 and the
Middlesea Board of Directors was
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aware that this would lead to a neg-
ative impact on the Italian company
(hence the warning during the June
2008 AGM), the extent of the losses
suffered by the new system seem to
have caught everyone by surprise.
Asaresult of the introduction of the
Card system, Progress suffered a loss
of €9 million. Moreover, during the
second half of the year a detailed
exercise was undertaken by Progress
on all large outstanding claims and
this exercise revealed that the com-
pany's reserves needed to be
increased by €8 million.

Also, in view of the loss ratio
which amounted to 114 per cent,
Progress was required to set aside a
further €4.6 million. The Italian
insurance company incurred an
overall loss of €19.1 million during
theyear, even though it took advan-
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to remove the motorcycle class of
business from its portfolio and has
also taken steps to significantly
downsize the agency network of the
company, especially the activities
of two of the largest agents in the
most problematic region. Apart
from the setback following imple-
mentation of the new system, the
Italian insurance market is cur-
rently entering a downturn and in
this respect both Middlesea's chair-
man and CEO as well as the head of
Progress hinted that the perfor-
mance of Progress is unlikely to
return to the levels seen in recent
years, despite a number of hikes in
premium rates which started in
November 2008 and expected to
follow in June 2009 and in the final
quarter of the year. Apart from the
serious issues within the Italian
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tage of the Anti-Crisis Decree
enacted in Italy which enabled it to
value its investment portfolio as at
June 30, 2008 rather than December
31. The change in the date of valua-
tion helped the company not to
account for €4.9 million in unre-
alised losses on its investment port-
folio. These unrealised losses in
Progress investment portfolio were
mostly as a result of its small overall
exposure to international equities.
The head of the Italian company
confirmed that Progress holds a very
conservative portfolio with an 89%
exposure to fixed income securities.

Following the serious setbacks
suffered in Italy, Mr Grech
announced to stockbrokers that
Progress is conducting a manage-
ment restructuring exercise and
creating five business units as well
as effecting a number of changes to
the business strategy. Since the new
recovery system put in force had a
very negative effect on the motor-
cycle business, Progress is seeking
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company, the Middlesea Group
reported reassuring figures from its
Malta & Gibraltar operations con-
ducted through Middlesea Insur-
ance plc as well as the life specialist
Middlesea Valletta Life (MSV) and
also the management service com-
pany International Insurance Man-
agement Services (IIMS).

One of the most positive aspects
that emerged from the stockbrokers’
meeting is that within the various
investment portfolios managed by
the Group on behalf of MSI, MSV and
Progress, there were no exposures to
the toxic assets or other “sub-prime”
investments. The largest portfolio
within the Group (that managed by
MSV amounting to circa €800 mil-
lion), had a 28.8 per cent allocation
to cash at the year-end as equity posi-
tions were reduced and new premi-
ums maintained in cash. With regard
to IIMS, the contribution to the
Group results improved from €0.67
million in 2007 to €0.98 million in
2008, mainly following an increase in
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the company's international base.
The head of IMSreported during the
meeting that 30 per cent of the com-
pany's revenue is from third-party
business.

In reply to questions from the
floor, Mr Grech argued against the
need for a fresh capital injection into
Middlesea as a result of the excess
capital retained over the years.
Instead, he re-iterated the intention
to conduct an overall restructuring
exercise with the ultimate aim of
segregating the operational activity
of Middlesea from the current pub-
lic company.

Essentially, the holding company
of the Group will be listed on the
Malta Stock Exchange and in turn
this will hold the shares in a new
operating company conducting the
insurance activities in Malta and
Gibraltar (which are currently being
conducted by Middlesea Insurance
plc), together with the investments
in the Italian company as well as the
life company. This will enable Mid-
dlesea to consolidate the Maltese
market by partnering some of the
established companies without
bringing MSV and Progress into the
equation.

The change in fortunes for the
Middlesea Group from operating
within a very controlled and domi-
nant position on the local market to
seeking international business
opportunities outside Malta shows
the risk being undertaken by some
companies which seek to branch out
into other territories (sometimes
complex and relatively unknown).

While maintaining a local pres-
ence may not achieve the desired
objective of improving sharehold-
ers returns over the medium to
long term, the potential losses that
may be suffered from companies
operating in larger markets may
often be very meaningful and dif-
ficult to absorb by a local com-
pany.

This is not only true for the few
listed companies which have ven-
tured outside our shores but also for
the many private companies and
individuals that have moved in that
direction, some with almost fatal
consequences.

the reliability of the information
contained in this report.
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