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[bookmark: _Toc39389705]Executive Summary

This consultancy paper is to serve the purpose of addressing the issues and problems Target is facing and to provide suggestions to develop the right business strategies to improve the performance so that Target Insurance can turnaround the result and gain profit going forward. 
[bookmark: _Toc39389706]Company background and overview

Target Insurance Company, Limited (“Target Insurance”) is a Hong Kong incorporated company wholly owned by TIHL. The principal activities of Target Insurance are   accepting general insurance policies including motor insurance in Hong Kong. Target Insurance (Holdings) Limited thereafter “TIHL” is a public listed company in Hong Kong with stock code “6161”. 
Before 2016, Target Insurance just have had the class licenses for Motor, Accident, Road Liability and Goods in Transit. Therefore, before 2016, Target Insurance focused to accept Motor Insurance especially Taxi and Public Light Bus. After Anglo Starlite Insurance Co. Ltd. was ordered to go liquidated on 8 May 2009 following an investigation of the Hong Kong Insurance Authority. Most of the Taxi and Public Light Bus insurance of Anglo Starlite was picked up by Target and hence the substantial growth of Target since then.  The premium income of motor insurance has been increased substantially then and was ranked “number one” with its motor insurance premium income in 2010, and thereafter it was able to maintain the top three position in these years. Subsequently, Target Insurance become the market leader of the Taxi insurance book which is occupying around 55% of the market share in terms of gross premium written by year end of 2019.
Target is striving to diversify the book of business since they are listed in the Stock Market in Hong Kong as stated in their prospectus for IPO.  In Jan 2017, Target applied and successfully obtained the all other classes licenses and developed the non-motor business e.g. Property, Third Party Liability, Accident and Health, Employee’s Compensation & etc. This was to diversify the business book of business which was concentrated on Taxis and Public Light business. 



[bookmark: _Toc39389707]Project Area (Problem to be addressed and Opportunity to develop) 

[bookmark: _Toc39389708]Problem(s)

The performance of Target Insurance turned into deficit / marginal profit since 2016 and they just announced the profit warning that Target Insurance will record a significant loss before tax by 54% approximated by HKD193 million for the year 2019 as compared with loss before tax of HKD125 million for the last corresponding year 2018. The loss was due to the substantial increase in net insurance claims and loss adjustment expenses of approximately HKD116 million. (TIHL, Annual Results Announcement for the year ended 31 Dec., 2019). Please see below chart showing the growing trend of the gross premium income and the deficit position of the TIHL from 2014 to 2019. 
[image: ]
[bookmark: _Toc39389709]Opportunities and Objectives of this consultancy study

1. To bring Target Insurance to breakeven position for the year 2021 and profit in 2022 & onwards. 
2. To increase the competitiveness of Target amongst the other market players
3. To diversify the services and products and geographic scope of Target in the next three years 
4. To bring up the brand name of Target in the market

[bookmark: _Toc39389710]Consultancy Framework 

We are using the Case Study Approach - Problem-oriented method to identify the issues and problem Target is facing. With the finding we then apply the appropriate Consultancy frameworks: SWOT Analysis to derive recommendations and suggestions for the resolution. 
SWOT analysis is basically used to derive an organization to plan for business strategies by identifying the Strength (S) and Weakness (W) from an internal perspective of the organization and Opportunity (O) and Threat (T) from an external perspective. From there, we can categorize and weight all the important factors to formulate the strategies to be implemented for the success of the organization. 
[bookmark: _Toc39389711]Findings 

[bookmark: _Toc39389712]TIHL’s Annual Report 2017 to 2019

Please see below the breakdown of gross premium by classes from 2017 to 2019. (TIHL, Annual Report 2019). The taxi book of business as show below around HK$245 million still remains the main truck of the total book of business. Although the new products (other than taxi i.e. the grey and yellow bars) also growing rapidly from HK$72 million to HK$111 million on the other motor vehicles as well as other classes from HK$2 million to HK$96.8 million from 2016 to 2019. 
This demonstrates that the growth of the new products needed to be accelerated to catch up the premium volume of Taxi so that the adverse result of Taxi will be diluted more prominently to help out the current situation. 


Please see below for the chart showing the trending movement of the net insurance claims by classes of business / type of vehicles. (TIHL, Annual Report 2019)
We can see that the loss generator is the insurance book of Taxi business (the Liner (Taxi) in blue colour) as the Net Insurance Claim increased significantly from less than HK$200 million in 2017 to more than HK$300 million in 2019. 
The net insurance claims and loss adjustment expenses for the year ended 31 December 2019 is approximately HK$512 million, in which approximately HK$128 million additional provision is made based on independent actuarial preliminary review of motor and employees’ compensation/employers’ liability business insurance as at 31 December 2019 of which around 77% is caused by the anticipated increase of claims frequency and claims severity on third party bodily injury claims of our taxi motor insurance business. (TIHL, Profit Warning and Provision of Loan by Connected Persons, March 2020).
The additional provision of HK$128 million is projected by the independent actuarial preliminary review and this is only the estimation due to the past loss experience namely IBNR (page 121 of the 2019 annual report) 

[bookmark: _Toc39389713]Hong Kong General Insurance Market Overview  

Hong Kong is the world's 43rd largest non-life market. In 2019, Hong Kong has 91 pure General Insurers and 21 composites (with both GI and Life licences) insurers. The market is largely foreign-owned. The leading non-medical insurers are AXA General, China Taiping and Zurich. Market concentration is unusually diffuse, giving the top five insurers a collective share over 40% in 2019. 
For 2019, the performance of Hong Kong’s general insurance market, gross and net premiums were at HK$55.7 billion increased by 3.9% and HK$37.7 billion increased by 6.8% respectively as compared to 2018. As there was no major typhoon in 2019, the overall underwriting profit rose 93.3% to reach HK$1.1 billion mainly supported by property damage insurance book of business.  
As of December 31, 2019, the gross and net claims incurred by Hong Kong’s authorised insurers due to the recent social unrest was at HK$1.3 billion and HK$411 million respectively and but there will be upward adjustment of claims reserves to affect the underwriting performance in 2020.
For reinsurance inward business, gross and net premiums were HK$13.3 billion decreased by  12.5% and HK$8.2 billion decreased by 18.4% as compared to 2018 respectively. The IA attributed it to the general liability business, where gross premiums dropped by 48% to HK$1.9 billion, partly offset by property damage business, where gross premiums increased by 8.5% to HK$5.3 billion.
The underwriting profit of 2019 has been decreased by 10.5% to HK$283 million as general liability business deteriorated from a profit of HK$177 million in 2018 to a loss of HK$255 million. This contrasted with the property damage business, which reaped a profit of HK$725 million (up by 217.2%) due to better claims experience. (Olano,2020. Insurance Business Asia)
Recent Market Development
· The second commencement date of the Insurance Companies (Amendment) Ordinance 2015 was 26 June 2017. This was the date when the Independent Insurance Authority took over as the insurance regulator and when the Insurance Companies Ordinance was renamed the Insurance Ordinance (AXCO, 2018, Insurance Market Repot, Hong Kong: Non-Life (P&C))
· On 29 September 2017 the Insurance Authority launched two pilot schemes to facilitate the development of "insurtech" in Hong Kong. "Insurtech Sandbox" and "Fast Track" speed up the development of new applications and the authorisation of digital-only insurers respectively. (AXCO, 2018, Insurance Market Repot, Hong Kong: Non-Life (P&C))
· Since IA’s establishment in June 2017, there have been a significant volume of regulatory developments in Hong Kong insurance market. The three main areas of focus were:
1. Developing the new risk-based capital (“RBC”) regime for Hong Kong.
2. Implementing the new direct licensing regime for insurance intermediaries.
3. Working with industry stakeholders in facilitating the implementation of the new policyholders’ protection scheme.
· Insurance Authority welcomes the introduction of the amendment bills to strengthen Hong Kong’s position as a global risk management centre and regional insurance hub. (Hong Kong Insurance Authority, March 2020)
· Insurance Authority are promoting Hong Kong Insurance company to develop insurance-related initiatives announced in the Outline Development Plan for the Guangdong-Hong Kong-Macao Greater Bay Area. (Hong Kong Insurance Authority, February 2019)

Taxi Insurance in Hong Kong
There are around 19,000 taxis in HK, of which 16,000 are urban taxis (red), 2,900 are New Territories taxis (green) and 100 are Lantau taxis (blue). The average daily taxi patronage is near 1 million. Target Insurance Company, Ltd. (TICL) has insured 9,815 out of 19,000 almost 52% of the total taxi and we can consider ourselves market leader. 
The overall underwriting loss of taxi for 2019 was amounting to HK$118,647,000 not even including year-end IBNR. (Hong Kong Insurance Authority, Quarterly Release of Provisional Statistics for General Business, 2019). Please see below table to illustrate the business figures of Taxi from Jan to December 2019. [image: ]
Below table shows the accident involving taxi when comparing with all motor vehicles in Hong Kong. (Hong Kong Transport Department, Road Traffic Accident Statistics, 2018).  In 2018, there were 4,436 taxi involved in accident and 23,661 all motor vehicles involved in accident.  Hence almost 20% of the total number of accidents involved taxi but the total number of taxis was only 2% of the total number of all motor vehicles.  
[image: ]
To illustrate the performance of the Taxi Insurance, please see below tables extracting from the Quarterly Release of Provisional Statistics for General Business, 2019 to 2013.
[image: ]
The above table shows that the number of taxis insured are almost the same throughout the year i.e. around 19,500. 
[image: ]
The above table shows that the total gross premium for taxi insured has been increasing since 2013 to 2019.  
[image: ]
The above table shows the average premium has not been changed much except 2014 (hence the better result for 2014) across the years and some years even with reduction due to serve competition. 
[image: ]
The above table shows the Net Claims Incurred amounts are increasing from HK$212 million in 2013 to HK$412 million in 2019. The amount has almost doubled in a period of 7 years. 
[image: ]
The above table shows the combined ratio (combined ratio over 100% is deficit to insurance company) from 2013 to 2019. The performance of taxi insurance book has been deteriorating since 2017 and even worse in 2019.  






What are reasons of this high accident rate involved taxis? Taxi industry is ageing? 

The average age of city’s taxi drivers rises to 58.4 years, while there is no set retirement mark and official data shows more motorists above 60 have been involved in accidents as reported 
by South China Morning Post in March 2019. The concerns are in line with a rise in the number of accidents across the city involving older drivers. According to the Transport Department, by the end of last year, 49.5 per cent of the city’s 210,524 licensed taxi drivers were aged 60 or above, with most between 60 and 69. The average age of taxi drivers crept to 58.4 years this month, up from 58 in 2016. Only 4.3 per cent, or 9,101 cabbies, were aged between 30 and 39. The minimum age for taxi drivers in Hong Kong is 21 and there is no retirement age. (SCMP, 2019)
[image: ][image: ]
Source: Transport Department 
It has been discussed that older drivers should conduct more detailed and frequent health assessments. There is no upper age cap for driving in Hong Kong, all motorists must submit a medical certificate when they renew their driving licence beyond the age of 70.  
Taxi drivers in Hong Kong usually work 12-hour shifts that start either at 6am or 5pm. As they are free-lancer or self-employee in a way so they can work no matter how old they are even over 70. 
It is non arguable that the health condition of taxi driver is the main concern on the driving quality and government should work with association of taxi or taxi owner to work out the mechanism on the health assessments for all taxi drivers.
Finally, it is concluded that the main reasons (not exhaustive) are as follows: 
1. The increased number of accidents and claims amount increase particularly the legal costs. 
2. Lack of taxi drivers and hence the requirement of being a taxi driver is not as strict as before. It is observed that the ageing of taxi driver is a serious problem. Over 49.5 percent of the licensed taxi drivers are over 60. The direct impact is the driving quality.  
3. As most of taxis are controlled by the taxi management company / taxi owners which revenue is mainly derived from the rental income of the taxi. There is a trend of not requiring deposit from the taxi drivers and this will reduce the responsibility to take care of the taxi, passengers and all other road users. 
4. The concept of risk management – fleet manager is very weak and usually not incorporated in the operation of the taxi management company as they are relying on the insurance company to provide insurance protection. 
5. The common use of mobile phone is another important factor affecting driving behaviour. As a passenger, it is very common for you to observe the taxi driver has a numbers mobile phone to be displayed in the driving seat panel and the taxi driver is operating as a co-ordinator to distributing order to other taxi drivers. This is very distracting and the taxi driver cannot focus in driving. 
[bookmark: _Toc39389714]Discussion 

To summarize the findings, it is suggested to address the following major issues/problems: 
1. To address the loss generating book of Taxi business and provide suggestion 
2. To speed up the diversification 
3. To develop more customers’ need driven products with added value services e.g. risk management consultancy.







[bookmark: _Toc39389715]Conclusion and Recommendations

There are a lot of findings about the company - Target Insurance, the insurance industry and taxi industry.  We need to utilize this information and analyse them by using SWOT analysis as mentioned earlier to derive the right business strategy for Target Insurance to follow and implement. 
SWOT Analysis for Target Insurance 
	Strengths
	Weaknesses

	* Target Insurance is the local leader on Taxi Insurance business occupying 55% market share 
	* The Taxi Insurance business is the main trunk business of Target Insurance and the overall result depends on the result of Taxi book. 

	* Target Insurance has obtained the license of other classes of business and can develop other new products 
	* The openness and buy-in of different stakeholders regarding the change management suggestion

	* Target Insurance as a local insurer with Head office in Hong Kong can react instantly to changes and provide advices promptly
	* There are silos within the company due to the conflict between the new and traditional culture. 

	* Target Insurance has good talents with relevant expertise and experienced staff on General Insurance Industry and nurtured with good team spirit since 2017. 
	* The allocation of resource for the diversification, new products, new distribution channels e.g. online B2B platform and other new Insurtech technology 

	* Target Insurance as a public-listed company can obtain additional capital easier than the privately owned company
	 

	* Target Insurance has strong support from international reinsurers in terms of new product development, technical and capacity.
	 

	* Target Insurance has a well performing Customer Services Team with good reputation. 
	 

	* Clients can purchase personal insurance via Target Insurance Online platform - Travel Insurance, Home insurance and Domestic Helpers Insurance 
	 

	Opportunities
	Threats

	* HK Government via HK Insurance Authority is promoting Insurtech for both new products and operational efficiency. 
	*The uncertainly of the current coronavirus epidemic stays for how long and hence the economic down turn due to the coronavirus and social unrest currently occurring in Hong Kong

	*  Insurance Authority is promoting Hong Kong to develop insurance-related initiatives as part of the Outline Development Plan for the Guangdong-Hong Kong-Macao Greater Bay Area. (Hong Kong Insurance Authority, February 2019)
	*  The vigorous response of the Taxi Industry in Hong Kong regarding the suggestion of Target Insurance to improve the performance of Taxis. 

	* There are not much players in the market accepting Taxi Insurance business and all players should be losing money these years. Any measurement proposed by Target Insurance will be adopted and push the Taxi Industry to the right track.
	* The Government's policy toward Taxi Industry in Hong Kong vs Uber Services

	* New methodology and technology to deal with fleet management e.g. telematics to track the driving hours, route and behaviours and detail analysis can be done to generate output for the formulation of risk management actions. There are also devices could provide warnings to drivers if certain high-risk activities or situations happened. 
	* The resistance of taxi management company & / or owner to adopt the new methodology and technology for the fleet management 

	* Bearing the current COVID-19 epidemic, there are some good chance to recruit more talents to join the company with lower cost and to develop new insurance products to protect individuals and SME before another wave of new epidemic to come
	* No new driver will join the industry as the earning is low when comparing with other occupations and ageing is still a problem can't be easily solved. 



Proposed Strategy – Short term actions in 2020
1. To increase the premium to be charged on the taxi insurance and more stringent terms and conditions of the insurance policy. 
2. To communicate with the Taxi Management Companies, Taxi Association and Taxi Owner why we are pushing for the measurement and their agreement to improve the taxi fleet management and the driving quality. 

Proposed Strategies – Mid to Long term action 2021 to 2023
· Taxi fleet management utilizing telematics /Insurtech to improve the driving experience and behaviour & hence the performance - supported by Munich Re – Global Consulting Unit. Please visit its website for the services to be provided. https://www.munichre.com/en/solutions/reinsurance-property-casualty/global-consulting.html , for example to provide reinsurance protection to off- load the loss burden, collect the big data of Taxi Driver for the analysis so as to address the quality of the taxi drivers, deriving monitoring tools for safe driving, scoring card for taxi owners & etc.   
· Insurance Authority lobbying in terms of policeman’s involvement on fraudulent claims, other regulations to improve the driving safety, Uber’s legitimacy e.g. forbidden use of mobile phone panel & etc and local adaption of the UK’s Civil Liability Act 2018 on Whiplash – Tariff of predictable damages (this new act will be effective in April 2020 fundamentally looking ways to reduce the compensation for claimants and cap solicitors’ fees/charges for minor bodily injury claims (whiplash injury claims).  Please refer https://www.lexisnexis.co.uk/blog/dispute-resolution/civil-liability-act-2018-bad-news-for-claimants-and-their-lawyers for the details.) 
· Expedite the diversification for Target Insurance Company, Ltd.  
1. To stay put or even reduce the business volume of the Taxi and Public Light Bus Insurance
2. To increase the business volume of other motor vehicles e.g. private cars, motor cycle and other good carrying vehicles. 
3. To develop more customers’, need driven products with added value service e.g. risk management advisory / consultancy. For personal products such as medical insurance, home comprehensive insurance and commercial products such as Small Medium Enterprise Insurance package, Director and Officer’s Liability, Interior Decoration package insurance & etc.   
4. Partner with other insurance companies to develop inward reinsurance business of other countries. 


[bookmark: _Toc39389716]Implementation

Milestones of the planned action plans developed according to the recommendations 

1. March 2020, Proposal to resolve problematic Taxi book of business submit to the Board of Directors and kick off the study and research for new products development addressing customer’s needs as well as extend geographic spread of business to overseas markets. 
2. April 2020, to form a taskforce to implement agreed action points of the proposal
3. June 2020, review the response from the stakeholders for the implementation of the action points and the results. 
4. July 2020, draw conclusions on the product development and ways to develop business overseas including but not limited to work with overseas reinsurance partners. 
5. Nov 2020, review the implementation status and the results. From there to fix any violation of the action plans. 
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Net Insurance Claim 2017, 2018 and 2019 by Classes

Taxi	2017	2018	2019	181116	265255	344677	Public Light Bus	2017	2018	2019	57492	36293	60701	Other Motor Vehicles	2017	2018	2019	58380	85664	63792	Others Classes 	2017	2018	2019	380	8579	43368	Total 	
2017	2018	2019	297368	395791	512538	



Gross Premium Written Growth

2014	
HK$'000	339891	2015	
HK$'000	373536	2016	
HK$'000	385981	2017	
HK$'000	408211	2018	
HK$'000	452262	2019	
HK$'000	527743	



Gross Premium 2017, 2018 and 2019 by Classes in HK$'000)

Taxi	
2017	2018	2019	249046	246820	244131	Public Light Bus	
2017	2018	2019	85229	82375	75745	Other Motor Vehicles	
2017	2018	2019	71876	98800	111025	Others Classes 	
2017	2018	2019	2060	24267	96842	Total 	
2017	2018	2019	408211	452262	527743	

Gross  Premium in HK$'000
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Comp. TP Total 

No. of Vehicles 2013 1,777                16,803                18,580         

No. of Vehicles 2014 3,091                15,697                18,788         

No. of Vehicles 2015 4,773                14,324                19,097         

No. of Vehicles 2016 6,004                13,482                19,486         
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No. of Vehicles 2018 8,167                11,513                19,680         

No. of Vehicles 2019/12 7,769                11,666                19,435         
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All amounts in HKD Million

Year

Comp. TP Total 

Gross Premiums 2013 43                    316                    359             

Gross Premiums 2014 81                    320                    400             

Gross Premiums 2015 127                   287                    413             

Gross Premiums 2016 156                   262                    418             

Gross Premiums 2017 186                   237                    423             

Gross Premiums 2018 209                   222                    430             

Gross Premiums 2019/12 218                   238                    455             
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Age distribution of taxi drivers in Hong Kong in 2018
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