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Introduction

The Chinese electric vehicle (EV) market is witnessing
rapid growth, propelled by government support and

incentives.

This presents both opportunities and

challenges for insurance companies looking to tap into
this blooming market.

1.

Insurance Opportunities:

Coverage for Battery-Related Risks: As EV
adoption increases, there's a growing need for
insurance coverage tailored to battery-related risks,
including damage, malfunction, and degradation.

. Charging Infrastructure: Insurance products can

be developed to cover risks associated with EV
charging infrastructure, such as accidents at
charging stations or damage to charging equipment.
Specialized Policies for Ride-sharing and Fleet
Management: With the rise of ride-sharing and fleet
management services utilizing EVs, there's a
demand for specialized insurance policies to
address the unique risks faced by these businesses.

Electric car sales, 2018-2023
(in Millions)
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Source: International Energy Agency (IEA) analysis based on EV Volumes.
https://www.iea.org/data-and- isti harts/electri les-2016-2023

Risk Factors Associated with New Energy Vehicles

‘'spontaneous
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Higher Maintenance
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Challenges for (re)insurers:

. Lack of Historical Data: Limited historical data on

EV accidents poses challenges for risk assessment
and pricing, necessitating innovative approaches to
underwriting.

. Impact of Technological Advancements:

Technological advancements in EVs, such as
autonomous driving and vehicle-to-grid (V2G)
technology, could disrupt traditional insurance
pricing models, requiring insurers to adapt quickly.

. Regulatory Landscape: Navigating the regulatory

landscape, including policies promoting the growth
of the EV insurance market in China, requires a
thorough understanding of evolving regulations and
compliance requirements.

Summary

Embrace Innovation: Insurance companies should invest in innovation through Research and Development to develop
flexible and adaptive insurance products tailored to the evolving needs of the Chinese EV market.

Collaborate with Industry Stakeholders: Collaboration with EV manufacturers, charging infrastructure providers, and
regulators can help (re)insurers stay ahead of market trends and regulatory changes.

Enhance Risk Management: Robust risk management practices, including data analytics and scenario modelling, are
essential for insurers to effectively assess and manage risks in the dynamic Chinese EV market.
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China has firmly established itself as the world's largest EV market. In 2024, the
market is expected to reach $521 billion and continue growing at a compound annual
growth rate (CAGR) of 16.29%, reaching $1.29 trillion by 2030. If we look at the graph
below: according to the International Energy Agency (IEA), more than 50% of the
world’s electric cars are sold in China in 2023. Compared to other countries and
regions, such as Europe, United States and the rest of the world, China is growing at
an unprecedented speed. This remarkable growth is driven by strong government
incentives and support, increasing consumer demand, and significant investments in
infrastructure. The government has set aggressive targets for EV adaptions, in order
to target environmental concerns, reduce reliance on fossil fuels and dominate the
new technologies. Amongst 130 brands of EV manufacturers, BYD (short for Build
Your Dreams) and Tesla dominate the market, with BYD holding nearly 33% market
share and Tesla over 8%. The market is characterized by a wide variety of EV
models, from compact city cars to luxury sedans, catering to diverse consumer
preferences.

With the large scale of new electric vehicles and growing figures, insurers and
reinsurers can grow their premiums through various strategies:

As EV adoption increases, one of the most critical areas for insurers to focus on is
battery-related risks. The battery is the most expensive component of an EV, and
issues such as damage, malfunction, and degradation can be costly to repair or
replace. Insurers can develop specialized policies that cover these risks, providing
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peace of mind to EV owners. This includes offering coverage for battery replacement
costs, protection against battery fires, and warranties that extend the life of the
battery. As more consumers adopt EVs, the demand for such tailored insurance
products will only grow. This might include the product liability, product recall,
extended warranty and other lines of business.

Another significant opportunity lies in developing insurance products for EV charging
infrastructure. As the network of charging stations expands across China, so does
the need for coverage against potential risks. Accidents at charging stations, damage
to charging equipment, and liability issues are all areas where insurance can play a
vital role. By providing comprehensive insurance solutions for charging infrastructure,
insurers can support the growth of this essential component of the EV ecosystem
while mitigating risks for operators and users alike. This also includes home charging
units, which are becoming increasingly common as more consumers install personal
charging solutions.

The rise of ridesharing and fleet management services utilizing EVs presents another
lucrative opportunity for insurers. These services operate under different conditions
compared to privately owned vehicles, often involving higher mileage, diverse driver
behaviors, and more frequent use. Insurers can develop specialized policies that
address the unique risks faced by these businesses, such as coverage for vehicle
wear and tear, liability for passenger safety, and protection against loss of income
due to vehicle downtime. Additionally, fleet operators can benefit from usage-based
insurance (UBI) products that leverage telematics to monitor driving behavior and
adjust premiums accordingly. This approach not only helps in managing risks better
but also promotes safer driving practices among ride-sharing drivers.

One of the primary challenges is the limited historical data on EV accidents.
Traditional vehicles have decades of data that insurers use to assess risk and set
premiums. However, EVs, being relatively new, lack this extensive history. This data
gap makes it difficult to accurately predict risks and determine appropriate premiums.
To overcome this, insurers must adopt innovative underwriting approaches. This
could involve leveraging data from other markets with more mature EV adoption or
using real-time data collection from EVs themselves. Partnerships with EV
manufacturers and technology companies can also help insurers gather and analyze
data more effectively, providing a more accurate risk assessment. While we don't
have a sufficient database, as shown on the graph above, it is estimated that
maintenance costs for EVs are 65% higher than those for traditional internal
combustion engine cars. This increase is due to higher battery costs, the special skills
and tools needed, and a lack of alternatives in terms of repairs. Although fire risks
are actually lower for EVs—estimated at around 0.03%, which is much lower than
the 0.15% probability of petrol/diesel cars catching fire—the consequences and
severity of EV fires require special handling and expertise for claims adjusting.
Additionally, EV usage differs from typical private use. Many owners utilize EVs for
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ride-sharing activities, leading to higher mileage, more wear and tear, and a greater
likelihood of being involved in accidents.

Technological advancements in EVs present another significant challenge.
Innovations such as autonomous driving and vehicle-to-grid (V2G) technology have
the potential to disrupt traditional insurance pricing models. Autonomous vehicles, for
example, may reduce the frequency of accidents, but the complexity of determining
liability in the event of a crash increases. Similarly, V2G technology, which allows
EVs to supply power back to the grid, introduces new risks related to battery
degradation and grid interactions. Insurers must stay abreast of these technological
changes and adapt their pricing models accordingly. This requires continuous
monitoring of technological trends and close collaboration with tech developers to
understand the implications of these advancements on vehicle safety and
performance.

Navigating the regulatory landscape is another critical challenge. The regulatory
environment for EVs in China is evolving rapidly, with policies designed to promote
the growth of the EV market. These include incentives for EV adoption, standards for
charging infrastructure, and regulations on vehicle safety and emissions. Insurers
need a thorough understanding of these regulations to ensure compliance and to
anticipate future changes that could impact their business. Staying informed about
regulatory developments requires active engagement with government agencies and
industry associations. Additionally, insurers should consider lobbying for regulations
that support the development of comprehensive insurance products tailored to the
unique needs of the EV market.

Firstly, insurance companies should invest in innovation through robust research and
development (R&D). The EV market is evolving quickly, with new technologies and
consumer behaviors emerging regularly. To stay ahead, insurers need to develop
flexible and adaptive insurance products tailored specifically to the needs of EV
owners. This includes specialized coverage for battery degradation, cyber risks
associated with connected vehicles, and usage-based insurance (UBI) models that
leverage telematics data. By prioritizing innovation, insurers can create products that
not only meet current demands but also anticipate future trends and challenges.

Secondly, collaboration with industry stakeholders is crucial. Insurers should work
closely with EV manufacturers, charging infrastructure providers, and regulatory
bodies. Such partnerships can provide valuable insights into emerging market trends
and regulatory changes, allowing insurers to adapt their offerings proactively. For
instance, collaborating with EV manufacturers can help insurers understand the
technical intricacies of new EV models, while partnerships with charging
infrastructure providers can facilitate the development of insurance products for
charging stations. Engaging with regulators ensures that insurers stay compliant with



evolving policies and can even influence regulatory frameworks to support
comprehensive EV insurance solutions.

Lastly, enhancing risk management practices is essential. The dynamic nature of the
EV market demands robust risk assessment and management strategies. Insurers
should leverage advanced data analytics and scenario modeling to better understand
and predict risks. This involves collecting and analyzing data on EV usage patterns,
accident rates, and repair costs. By integrating these insights, insurers can refine
their underwriting processes and pricing models, ensuring they accurately reflect the
risk profile of EVs. Additionally, scenario modeling can help insurers prepare for
potential future risks, such as widespread adoption of autonomous driving technology
or significant shifts in regulatory policies.

The EV market in China presents a wealth of opportunities for insurers and reinsurers
willing to adapt to its unique challenges. By developing specialized products,
leveraging technology, and forming strategic partnerships, insurers can effectively
tap into this growing market and support the transition to sustainable mobility.

Discussion

e What are the challenges associated with providing extended warranties for EVs
given the limited data for underwriting?

Extended warranties for EVs in China pose a challenge due to the lack of
historical data needed for accurate underwriting. Traditional motor underwriting
strategies may not be effective in this new setting. For instance, BYD, holding
33% of the market share, accounts for approximately 7 million vehicles. This
substantial market presence necessitates a mechanism to mitigate risk, such as
profit-sharing or loss-sharing agreements on an annual basis. Insurers and BYD
can partner together to pool data, share profits or losses, and refine the
underwriting process as more data becomes available.

e Why is the growth of EV replacements significant in the context of China's overall
vehicle growth strategy?

The growth of EV replacements is significant because it aligns with China's
broader strategy to reduce air pollution and lead the transition to a more
sustainable future. As the number of vehicles on the road increases, the shift
towards EVs is crucial for achieving environmental goals. With continued
innovation and infrastructure development, China aims to enhance green
transport options while fostering economic growth. This dual focus on
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sustainability and economic expansion underscores the importance of increasing
the share of EVs in the overall vehicle market.

¢ Are we paying adequate premiums for EVs considering the overall environmental
benefits?

This is a pertinent question. While the environmental benefits of EVs are
substantial, determining adequate premiums requires a nuanced approach.
Premiums must account for the higher initial costs, specialized repair needs, and
potential risks such as battery-related incidents and cybersecurity threats.
Additionally, insurers must consider the long-term environmental benefits and
potential regulatory incentives. Balancing these factors ensures that premiums
are fair, reflecting both the immediate and future advantages of adopting EVs.

In summary, the challenges and opportunities in underwriting and insuring EVs in
China are complex. Collaborative efforts between insurers, manufacturers, and
regulators are essential to address these challenges and fully realize the benefits
of the growing EV market.
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