
Car insurance is a contractual agreement where you pay a premium to an insurance 

company in exchange for financial protection against vehicle accidents, theft, or damage. It 

works by pooling risks among many drivers, using those funds to pay for claims—up to 

policy limits—when you are at fault or experience a covered loss. 

 

Here is a breakdown of how it works: 

1.Coverage Types 

 Liability: Mandatory in most states; pays for damages/injuries you cause to 
others. 

 Collision: Covers repairs to your car, regardless of fault. 
 Comprehensive: Covers damage from non-collision events (e.g., theft, fire, hail). 
 Personal Injury Protection (PIP) / MedPay: Covers medical expenses for you and 

your 
 passengers. 
 Uninsured/Underinsured Motorist: Protects you if you are hit by a driver without 
 insurance. 

2. Key Financial Terms 

 Premium: The amount you pay (usually monthly or annually) to keep the policy 
 active. 
 Deductible: The amount you pay out-of-pocket before insurance covers a claim 
 (usually applies to collision/comprehensive). 
 Policy Limits: The maximum amount an insurer will pay for a covered loss. 

3. The Claims Process 

 If an accident occurs, you report it to your insurer. 
 If you are at fault, your liability coverage pays for the other party’s damages. 
 If you have collision/comprehensive, the insurer pays for your repairs minus your 
 deductible. 
 If your car is totaled, the insurer pays the Actual Cash Value (ACV)—the value before 
 the crash, not the cost to replace it. 

 

 



4. How Rates Are Set 

 Insurers determine your premium based on risk factors, including your driving 
record, age, location, and the type of vehicle you drive. 

5. State Regulations 

 Car insurance laws vary by state. Most require minimum liability coverage, while 
some are "no-fault" states, where your own insurance covers injuries regardless of 
who caused the accident. 


