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CHAPTER-01 

FIRE INSURANCE CLAIMS 

INTRODUCTION 

      Every business unit has to keep a sufficient quantity of stock and other 

assets in the business premises to meet the requirements of sale or 

manufacture of goods. 

       The stock and other assets kept in the business premises subject to 

various types of losses like loss from fire, earthquake, cyclone, flood, theft etc. 

Therefore to protect itself against such loss, a business unit tries to shift or 

transfer such risks to some other party through insurance policy. If any loss 

occurs business unit can recover such loss from insurer. 

Meaning of Insurance 

It refers to transfer of risk to other person or spreading of risk to many persons 

is called insurance. 

Meaning of Insurer 

Insurer is a person who undertakes the risk of another person, popularly 

known as insurance company. 

Meaning of Insured 

Insured is a person who transfers or shifts his risk to the other person (Insurer) 

Meaning of Premium 

Premium means it is an amount or money or consideration paid or given by the 

insured to the insurer for shifting of his risk. 

Meaning of loss of stock policy 

“A fire insurance policy which covers loss of stock by fire is known as loss of 

stock policy. In which insurance company undertakes to compensate the 

business unit for loss of stock by fire in consideration of a payment called 

premium”. 

Meaning of Salvage 

The term salvage refers to the realizable or realized value of the stock saved 

from the fire. It is that part of the stock which is saved from the fire accident. 
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Average clause  

It refers to a clause included in the insurance agreement for the purpose of 

discouraging under insurance of the stock or any other assets. 

        In other words, if the business man undertakes the policy less than the 

actual amount of loss of stock or goods destroyed by fire, then the average 

clause is applicable.  

𝐴𝑚𝑜𝑢𝑛𝑡 𝑜𝑓 𝐶𝑙𝑎𝑖𝑚 =
Value of Insurance Policy

Value of Stock on the Date of Fire
𝑋 Actual loss 

                                                                                                                  
Over Insurance  

If the insured amount is more than the actual value of the insurale property 

then it is said to be over-insurance. In such case, amount of claim should not 

exceed th4 value of property lost by fire. 

Under-Insurance  

If the Insured amount is less than the actual value of the insurable property 

then it is said to be under-insurance. 

Abnormal Items (Goods) 

Abnormal goods are those goods which are slow moving or which are damaged. 

They are also termed as poor selling line. 

Accounting treatment 

A) If part has been written off 

 If part of abnormal goods is written off the same has to be added to 

closing stock of previous year. 

B) If included in the current year opening stock 

If included in the current year opening stock that amount should be 

deducted and shown separately in the memorandum trading account. 

C) If any sale of abnormal goods in the current year 

If any sale of abnormal goods in the current year such sale should be 

deducted from sales and shown separately in memorandum trading 

account. 

ACCOUNTIG PROVISIONS 

      It consists of accounting provisions and procedures involved in calculating 

the amount to be claimed from the insurance company for the loss incurred on 

account of fire accident. 
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Claims for loss of stock 

      For calculating, the amount to be claimed from the insurance company for 

loss of stock in fire accident, the stock on the date of fire must ascertained. 

      If books of accounts are properly maintained and updated, if such books 

are not destroyed in the fire accident stock on the date of fire can be 

ascertained from the books of accounts itself. 

However, if books of accounts are not updated or if they are not available on 

account of being destroyed in fire accident, stock on the date of fire can be 

ascertained by preparing memorandum trading account. 

Steps to be followed to ascertain the fire insurance claims 

Step-01 :- Preparation of preceding year’s Trading Account 

Step-02 :- Calculation of rate of Gross Profit 

Step-03 :-  Preparation of Memorandum of Trading Account 

Step-04 :-  Ascertainment of actual amount of loss of stock 

Step-05 :- Ascertainment of fire insurance claims 

Step-01:- Preparation of preceding year’s Trading Account 

This account is prepared to ascertain the gross profit of the preceding years. 

Trading Account for the year ending……… 

Particulars Amount Particulars Amount 

To Opening Stock XXX By Sales                XXX   
''  Purchases                      XXX        Less: Returns      XX XXX 

     Less: Returns                  XX XXX  '' Closing Stock XXX 
 '' Wages XXX 

 

  

 '' Carriage inwards (Freight) XXX 
 

  
 '' Factory/ Production/ Mfg exp XXX 

 
  

 '' Coal, Gas, Water, Fuel XXX 

 

  

 '' Custom duties XXX 
 

  

 
  

 
  

 

  

 

  

 
  

 
  

 '' Gross Profit (bal fig) XXX 

 

  

 

XXXX 

 

XXXX 
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Step-02:- Calculation of rate of Gross Profit 

𝑅𝑎𝑡𝑒 𝑜𝑓 𝐺𝑟𝑜𝑠𝑠 𝑃𝑟𝑜𝑓𝑖𝑡 =
Gross Profit

Net Sales
X100 

Step-03:-  Preparation of Memorandum of Trading Account 

  Memorandum trading account is an account prepared by considering the 

expenses and incomes of the current year up to the date of fire accident to 

ascertain the loss of stock or goods on the date of fire accident. 

Memorandum Trading Account up to the date of fire accident 
Particulars Amount Particulars Amount 

To Opening Stock XXX By Sales (up to the 
date of fire accident) 

  
 ''  Purchases (up to the date of fire 

accident) 
  XXX 

XXX  ''  loss of stock / 
Goods on the Date of 

Fire(bal fig) 
 

 '' Wages XXX XXX 

 '' Carriage inwards (Freight) XXX 
 

  
 '' Factory/ Production/ Mfg exp XXX 

 
  

 '' Coal, Gas, Water, Fuel XXX 

 

  

 '' Custom duties XXX 
 

  
    

 

  

    
 

  
    

 
  

 '' Gross Profit  XXX 

 

  

  XXXX 
 

XXXX 

 

Step-04:-  Ascertainment of actual amount of loss of stock 

Computation of actual amount of loss of stock 

Particulars Amount 

Closing stock on the date of fire (Step-03 answer) XXX 

 Less: salvage or scrap value XXX 

  XXX 

Add: Expenses incurred in extinguishing fire  XXX 

Actual Amount of Claim       XXX 

 

 

 



For B.Com and BBM Courses 

www.gceducity.com                                 Advanced Financial Accounting  Page 5 

Step-05:- Ascertainment of fire insurance claims 

Calculation of claim amount depends upon the extent of insurance on value of 

stock. 

A) In case of over insurance 

When stock is properly insured or over insured the amount of claim will 

be the same as amount of loss. 

B) In case of under insurance ( Average Clause ) 

 

a) In case of entire stock is destroyed 

The policy amount would be the amount of claim. 

 

b) In case of only portion of stock is destroyed 

 

 

𝐴𝑚𝑜𝑢𝑛𝑡 𝑜𝑓 𝐶𝑙𝑎𝑖𝑚 =
Value of Insurance Policy

Value of Stock on the Date of Fire
𝑋 Actual loss 

                                                           

Computation of Gross Profit 

A) When Cost of Goods Sold is given 

a)  Percentage is on Cost 

 𝐺𝑟𝑜𝑠𝑠 𝑃𝑟𝑜𝑓𝑖𝑡 = Cost of Goods Sold ×
GPR

100
 

b) Percentage is on Sales 

 𝐺𝑟𝑜𝑠𝑠 𝑃𝑟𝑜𝑓𝑖𝑡 = Cost of Goods Sold ×
GPR

100−GPR
 

B) When Sales is given 

a) Percentage is on Sales 

 𝐺𝑟𝑜𝑠𝑠 𝑃𝑟𝑜𝑓𝑖𝑡 = Sales ×
GPR

100
 

b) Percentage is on Cost  

      𝐺𝑟𝑜𝑠𝑠 𝑃𝑟𝑜𝑓𝑖𝑡 = Sales ×
GPR

100+GPR
 

 

 


