	Munich Re plans mammoth E3.8bn capital raising in Q4

	GERMAN reinsurance giant Munich Re has unveiled plans to raise at least E3.8bn ($4.4bn) of capital in the next month as it moves to boost its reserves and regain its leading credit rating.  It plans to issue more than 50m new shares at a price of at least E75 per share, which would increase its capital by more than 20%. The company reported total shareholders' equity of E15.1bn as of June 30, 2003.  The world's largest reinsurer said it plans to raise the cash in the form of a rights issue with the new shares to be offered to existing shareholders at a ratio of two new shares for every seven old Munich Re shares currently held.  Munich Re's board of management said in a statement that it would use the proceeds to take advantage of "selective growth opportunities".  Chairman of Munich Re Hans-Jurgen Schinzler said: "What our clients are looking for are not only competence and quality but also security and solidity.  "A broader capital base will enable us to take advantage of additional earnings opportunities and to finance selective growth in promising markets."  Dr Schinzler added in a telephone news conference that the capital increase was, proportionally speaking, possibly the biggest capital raising since the San Francisco earthquake of 1906.  Munich Re said the prevailing market environment, especially in reinsurance, is favourable, as the hign demand for risk assumption and reduced supply of capacity has led to better premiums and conditions.  Dr Heiner Hasford, member of the company's board of management, commented: "Munich Re is not only increasing its capital but also improving the quality of its capital. As a result of the rights issue, the company's capitalisation will become generally less dependent on external factors, such as fluctuations on the capital markets."  Munich Re said it had secured the support of its two largest shareholders insurer Allianz and HypoVereinsbank for the rights issue, with HVB participating fully and Allianz will subscribe for at least half of the new shares to which it is entitled.  However, the optimism was not completely shared by all investors, as Munich Re shares dropped by more than 2% following the announcement on Friday.  Ratings agency Standard & Poor's (S&P), which earlier this year incurred the reinsurer's wrath by downgrading its financial strength rating to A+ following its first half figures, said that the rights issue was in line with its expectations of the company.  It said that the issue would significantly improve the quantity and quality of the reinsurer's capital base when completed.  "The capital raising underlines the very strong financial flexibility enjoyed by the group and supports Munich Re's long-term strategy," commented S&P analyst Stephen Searby.  "It is also consistent with S&P's expectations that the group's capital adequacy ratio will be improved to the AA range by the end of 2004," he added.  Mr Searby said that, as well as the proposed issue, Munich's capitalisation would continue to benefit from its existing risk reduction initiatives.  Rival ratings agency Moody's affirmed its ratings of Munich Re, (insurer financial strength Aa3 and A2 subordinated debt) as well as those of American Re and other subsidiaries, on the announcement of the rights issue.  It said the prospective capital raising exercise would be "an important step in rebuilding Munich Re's capital base" which it noted had been significantly weakened since the year 2000 due to operating losses, capital markets effects, and reserve strengthening.  Offsetting the positives, Moody's noted that the other issue for Munich Re with regard to its capital is the volatility of its equity base related to changes in securities values, given the elevated levels and the concentration of shares relative to its capital base-over 100% before the impact of hedges and without the inclusion of the proceeds of the forthcoming rights issue.  Fitch said that while Munich Re's rights issue would help its already very strong capital position, concerns about the group's earnings remained. Its long-term and financial strength ratings of 'AA+' remain on negative outlook.  The agency said while the additional capital is clearly beneficial from a credit perspective, the agency's main concern remains the disappointing earnings that have been recorded over the last insurance cycle and particularly in 2001 and 2002.  Fitch was also concerned about Munich Re's inability during the last five-10 years to demonstrate a tangible outperformance from its superior franchise and underwriting skills.  In April this year the reinsurer successfully raised E3bn in debt through a euro and sterling bond issue. 
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