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Preface

It gives me immense pleasure to bring forward this Self-Instructional Material (SIM)
for Accountancy Major Paper X (Corporétecounting Part 1V) for the students of B. Com.
[l (Sem.VI). As per the order and guidelines of the Government of Maharashtra, National
Education Policy 2020 is implemented for all the under graduate programmes of Shivaji
University from theédcademicyear 2024-25The syllabuses of various papers under various
courses for B. Com. lll are set considering the guidelines given in the NEP Document and
Government Resolutions in this regard and introduced from June 2026.

The subjecfccountancyespecially Corpora#&ccounting, occupies an important
place in the content of Commerce and Management Education. Its importance has been
arduously recognised by all types of business organisations in private and public limited
companies. Considering the need of the itberBoard of idies inAccountancy drafted
the syllabus of the subject incorporating Introduction to Insurance Business, Computation of
Insurance Claims and Finatcounts of Insurance Companies.

The main feature of this book is that the theory and illustrations of each topic are
presented in such a way that students can understandalgms of revised nature are
illustrated in a sufficient number in each unit with necessary working notes.

| am thankful to all the authors who have contributed to this SIM. | strongly appreciate
the sincere efforts taken by the authors to enrich the quality of the concerned units. Because,
this course is firstly introduced in the syllabus of the B. Com. Programme. | express my deep
sense of gratitude to Hovlice Chancellor Prof. (DrRajneesh Kamat, Hon. Praed
Chancellor Prof. (Dy Jyoti JadhawHon. In-chage Dean of the Faculty of Commerce and
Management Prof. (D/arsha Mainda@ji and Registrar DVilas Shinde for their supreme
support, guidance and encouragement. | especially thanks to the DiDéstance and
Online Education Centre for his keen interest in developing quality study material, cooperation
and assistance to produce the learning material. | am also thankfubtesBent Mane, Dr
Sachin Dethe, Mrsv. G Kapade and other concerned st#f CDOE who worked
continuously for preparation and publication of this learning material.

All your suggestions will be welcomed for the further improvement of the book.
Thank you all.

m Editor m

Prin. (Dr.) N. L. Kadam

Chairman, Board oft8dies inPAccountancy
Principal D. R. Mane Mahavidyalaya, Kadid). Kagal, Dist. Kolhapur
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Each Unit begins with the section 'Objectives’ -
Objectives are directive and indicative of :
1. What has been presented in the Unit and
2. What is expected from you

3. What you are expected to know pertaining to the specific
Unit once you have completed working on the Unit.

The self check exercises with possible answers will help you to
understand the Unit in the right perspective. Go through the possible
answer only after you write your answers. These exercises are not
to be submitted to us for evaluation. These are provided to you as
Study Tools to help keep you in the right track as you study the
Unit.
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Unit 1

Insurance companiesAccount-|

Intr oduction to Business of Insurance Companies - Meaning afgpes of
Insurance business, fire Insurance-Meaning, Nature and principles of firg
Insurance risks covered under fire Insurance, types of Policies under Firg

\1”4

Insurance.

Index -

1.0 Objectives

1.1 Introduction

1.2 Presentation of subject matter
1.2.1  Meaning of Insurance Business
1.2.2  Nature of Insurance Business
1.2.3  Types of Insurance Business

Progress-1 check your progress
1.2.4  Fire Insurance
1.2.5 Fire Insurance Meaning & Nature
1.2.6  Principles of fire Insurance
1.2.7 Risks covered under fire Insurance
1.2.8  Types of policies under fire Insurance
CheckYour Progress -l

1.3 Summary

1.4 Terms to Remember (Glossary)

15 Answers to check your progress

1.6 Exercise

1.7 Reference for further Study
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1.0 Objectives:
After studying this unit student will be able to understand
1. Types of Insurance Business

2. Nature of Insurance Business

3 Fire Insurance policies & principles

4 Risks covered under Fire Insurance
1.1 Introduction :

The Insurance business is a Financial service in which an Insurance company provides
protection against financial losses in exchange for a regular Financial payment Called a
premium. It helps individuals an organizations reduce the Financial impact of anexpected
events such as accidents, illness, theft, fire or death.

In modern Farm insurance may b Called as a contract between two parties Whereby
one party undertakes, in exchange For a fixed sum to pay the other party a Fixed amount
of money on the happening of a certain event (death or attaining a Certain age incase of human
life or to pay the amount of actual loss when it takes place through the risks insured. the party
who seeks protection against a Particular risk is called the insured, while the party undertaking
to protect the former is called the insuhdostly the insurers case insurance companies these
days.

The amount for which the risk is insured is called the insured amount of Policy money
cris also known as the fadalue of the policyThe amount which is Paid by the insured to
the insurer as a Consideration of the Insurance contract is termed the Insuran&/peticy
a person takes insurance on the same subject-wéitiemore than one insurdtis called
double in surance. when an insurer transfers a past of his risk on a particular Policy by insuring
it With some other insurgit is called re-insuran ce. It is a contract between two insurance
companies and the original insured is not affected by it. Some insurance companies. Conduct
only the business of reinsurance.

With the introduction o$pecialisation in all branches of commerce, insurance also
passed into the hands of experts and now it has become a highly specialised business. many
Insurance companies have sprung up which under-take to provide for the loss of human
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life and property in business caused by a Particular risk in exchange for a price Fixed in
advance.

In India, the InsurancAct of 1938 Controls the working and the activities of
Companies Carrying on insurance business. on 19th Jah9a6y life Insurance business
Was nationalised by the government and later on the Life Insurance corpbcatbh956
Was passed-his act now guverns the life insurance business in our coimfr963, the
Marine Insuranc@ct was passed to regulate the contracts of marine insurancdaarsd af
of marine insurance companies.

The general insurance lefire, marine and Miscellaneous business was stel set up to
guide and supervise the general insurers. Thus, all insurance business is came under the
complete ownership and control of the Insurance Business In India.

1.2  Presentation of subject matter :
1.2.1 Meaning of Insurance Business :

Insurance business is the business of providing Financial protection against specified
risks in exchange for a premium.

Definition of Insurance Business :

“Insurance business is the business of Undertaking, in return for premiums to compensate
or indemnify individuals or organizations for losses, damages or liabilities arising from
Specified uncertain events, according to the terms of an Insurance contract.”

“Insurance business is defined as a Conceptual arrangement where one party The
insurer undertakes the compensate another Party the insured for specified losses, damages
or uncertain events.”

“Insurance business is defined as a specilized Financial enterprise where an organize
assumes the financial risks of individuals or other businesses in exchange for a fee. It operates
as a system of risk Pooling and transfer

“Insurance Business as a dynamic, process-oriented, financial mechanism where
Companies pool capital from multiple entities (Policyholders) facing similar risks to
compensate. the few who &ifuncertain Losses”Institute of CostAccountants of
India (ICM Al)

3 )
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“Insurance business is the assumption of obligations by an insurance company to pay
a certain sum on the happening of a Particular event and includes re-insurance, the receipt
of proposals for or the issuing of policiedZinancial services Regulatory Commission

1.2.2 Nature of Insurance Business :

The insurance business is a financial service business in which an insurance company
provides protection against financial losses arising from uncertain events. In return for this
protection, customers (policyholders) pay a premium. The insurer collects premiums from
many policyholders and compensates those who suffer covered losses according to the terms
of the insurance policy

Nature (Characteristics) of Insurance Business explained with the help of
following points they are as under

1. Risk Sharing :

Insurance is based on the principle of sharing risk among a large number of people.
Many policyholders contribute premiums to a common fund, and the losses of a few are paid
from this fund.

2. Contractual Relationship :

Insurance is a legal contract between the insurer and the insured. The rights and
obligations of both parties are clearly mentioned in the insurance.policy

3. Financial Protection :

The main purpose of insurance is to provide financial security against unexpected
events such as accidents, illness, death, theft, fire, or natural disasters.

4. Payment of Premium :

The insured must pay a premium regularly or as agreed. The premium is the
consideration paid for the insurance coverage.

5. Compensation for Loss :

When an insured event occurs, the insurer compensates the insured according to the
terms and conditions of the polidy life insurance, the agreed sum assured is paid, while in
general insurance, the actual loss is usually compensated up to the policy limit.

C 2D
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6. Principle of Utmost Good Faith :

Both the insurer and the insured must disclose all important facts hoRaiise to
do so may result in rejection of the claim or cancellation of the policy

7. Based on Probability :

Insurance companies use statistical data and probability to estimate risks and determine
premium rates.

8. Large Number of Policyholders :

Insurance operates effectively because it covers a large number of people, allowing
risks to be spread over many policyholders.

9. SocialWelfare Function :

Insurance contributes to social welfare by reducing financial hardship and helping
individuals and businesses recover after losses.

10. Investment Function :

Insurance companies invest the premiums they collect in government securities, bonds,
stocks, infrastructure projects, and other investments. These investments support economic
development while generating income for the insurer

11. Service-Oriented Business :

Insurance is primarily a service industty objective is to provide financial security and
peace of mind, while also earning a reasonable profit.

12. Regulated Industry :

The insurance business is regulated by government authorities to protect policyholders,
ensure fair practices, and maintain the financial stability of insurance companies.
Objectives of Insurance Business :

1) To provide financial protection against risks.
2) To reduce uncertainty in business and personal life.
3) To encourage savings and investment (especially life insurance).

4) To promote economic growth through long-term investments.
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5) To provide peace of mind and financial security
1.2.3 Types of Insurance Business In India :
The insurance business in India can be divided into two broad categories
i) Life Insurance
i) General Insurance:
It includes
a) Fire Insurance
b) Marine Insurance
¢) Miscellaneous Insurance

i) Life Insurance : Life Insurers cando life Insurance business while general insurers
can transact the rest of the business. It may be noted that no composites ase permitted under
the law In other words, a firm cannot Combine life Insurance business with general Insurance
business.

The main players in the life Insurance business are as under
A) Life Insurers:

) Life Insurance corporation of India (LIC): Established under the life Insurance
companies of Indiact, 1956 and wholly owned by the Government of India. It
controls more than 90% of the life Insurance business in India.

i) Several private players have come into being in life Insurance busineggsihce
2000.

These private businesses are as under

a) HDFC standard Life Insurance Co. Ltd.
b) Max Life Insurance company Ltd

c) ICICI Prudential Life Insurance Co. Ltd.
d) Birla sun-Life Insurance co. Ltd

e) SBI Life Insurance Co. Ltd
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f) BajajAllianz Life Insurance co. Itd.

g) PNB Met Life India Insurance co. pvt.ltd.
h) Aviva Life Insurance co. India pvt.Ltd.

i) Exide Life Insurance

J) IDBI Federal Life Insurance

K) India first life Insurance company

l) peerless Group

m) Edelweisgokio Life Insurance

i) General Insurance corporation of India Conducting general insurance
business through its 4 subsidiaries.

a) oriented Insurance company Ltd.

b) The New IndigAssurance company Itd.

c¢) National Insurance Company L#hd

d) United India Insurance company Ltd. Howewecause of continued

Liberalization policy of the Government, the insurance business has now also been
opened to the private sectbine Insurance Regulatory and Developraerthority (IRDA)
has been constituted under IRBAt, 1999 passed by parliment to regulate the total
insurance business in the coun&y a corollary the Insuranéect 1938 has also been
amended by the enactment of Insurance (Amend&an2000.TheAct was further
amended by the Insurance Laws (Amendmécit) 2015 eflective from 26th Dec., 2014.

sinceApril 2000, several private general insurers have also entered insurance business.
They include the following:

a) Royal sundarailliance Insurance Co.Ltd
b) Reliance General Insurance Co. Ltd.
c) IFFCOTokio General Insurance Co. Ltd.

d) TataAlG General Insurance co.ltd.
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e) BajajAllianz General Insurance co.Ltd.

f) ICICI Lombard General Insurance co. Ltd.

g) Cholamandalam General Insurance co.Ltd.

h) Export credit Guarantee corporation Ltd.

i) HDFC-ERGO General Insurance co.ltd.

J) Agriculture Insurance company of India

k) Apollo Munich Health Insurance

1) BhartiAXA General Insurance

m) Export credit Guarantee corporation of India

n) L&T General Insurance

0) LibertyVideocon General Insurance

p) Reliance General Insurance

q) star Health andllied Insurance

r) Universal sompo General Insurance comphbuosgrance Repository
Insurance Repository :

on 16th september 2013, IRDA launched “Insurance repository” services in India. It
is a unique concept and first to be introduced in India

Thus, system enables policy holders to buy and keep insurance policies in dematerialised
or electronic Form. Policy holders can hold all their insurance policies in an electronic format
in a single account called Electronic Insuraficeount (EIA). Insurance Regulatory and
DevelopmenAuthority of India has issued licences to five entities to act as Insurance
Repository: CDSL Insurance Repository Limited (CDSLIR), SHCIL projects Limited,
karvy Insurance repository Limited. NSDL Database Management Limited, CAMS Repository
services Itd.

Insurance Regulatory And DevelopmentAuthority (IRDA)

IRDA has been established to regulate. and control insurance business.
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Composition of IRDA :

IRDA has been established under the Insurance Regulatory and Devehativerty
Act passed by parliament in 1999. The composition OF IRDA as per section 4 of the IRDA
Act is a under

1) A Chairman

i) Not more than five whole-time members

iif) Not more than four part-time members.

All the above officials are appointed by the Government of India.
Legal Framework :

The Insurance is a Federal subject in Indne primary legislations which daadith
various aspects. relating to accounts and audits of an insurance business are as under

1) The Insuranc@éct, 1938 (including Insurance Rules, 1939)
2) The Insurance Regulatory and Developrmerhority Act, 1999.
3) The Insurance Regulatory and Developmernhority Regulations 2002.
4) The companieAct, 2013 and
5) The General Insurance Business (Nationalizafat)1972
Financial statements of Insurance Business :

The following are some of the basic provisions relating to preparation of Financial
Statements of Insurance companies.

Application of Accounting Sandards:

Every Balance Sheet, Revenfiecount, Receipt and paymeAtcount and
PolicyholdersAccount) Receipt and paymekitcount (Cash Flow statement) and profit &
LossAccount (ShareholdesAccount) of the insurer shall be in conformity withAeeounting
Standards (AS) issued by the ITAo the extent applicable to the instreaming on general
insurance business except that

i) Accounting standard 3 (AS 3) - Cash flotat®ment shall be prepared only under
the Direct method.
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ii) accounting standard 13 (AS13ecounting for Investments shall not be applicable.

iif) accounting standard 17 (AS17) - segment Reporting shall apply irrespective of
whether the securities of the insurer are traded Publicity or not.

The ministry of corporatéffairs has notified &ndard (INDASs) For IFRS
convegence In IndiaThe IndianAss are being gradually applied from Aptil, 2016. to
companies incorporated in India. IRDFowever as regards insurance Companies Ltd.
Accounting standards shall apply as when it is so notified by the Insurance Regulatory
Developmeng@uthority (IRDA). Insurance company shall provide Agicompliant financial
statement data for the purposes of preparation of Consolidated Financial Statement by its
parent or investor or venturer as required by the parent or investor or venturer to Comply
with the requirements of these rules.

Progress - | Checkyour progress :
A) Multiple choice questions.

Select the must relevant alternative to fill in the blanks.

1. Is afinancial business service in which own provides protection against Financial

losses.
A. Hotel Business B. Insurance Business
C. Tourism Business D. All Above

2. General Insurance corporation of India conducting general insurance business

through its ......ccceevviiien subsidiaries .
A) 3 B) 2
C)4 D)5
3) Insurancéct was passed ........ccccccceveeeennnn.
A) 1961 B.). 193
C) 2014 D) 1999
R launched “Insurance repository” service In India.
A). IDBI B) ICICI
C) IRDA D) LIC
C 10D
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5) Insurance BUSINESS @S @ .......veeevvvereeeerennnns mechanism.

A). Dynamic B). Process-oriented
c) Financial D) All Above
6) Insurance companies COllects ..........cccceeveenee. from a large number of policyholder

and create a Common Fund.

A) Bonus B). Premium

C) Share D) NoneAbove
C) Match the pairs

‘A" Group. ‘B’ Group
1. Insurancéct A) 1972
2. IRDA B) 2013
3. Companiesct C) 1938

4.The General Insurance Businéss. D) 1999
1.2.4 Fire Insurance :
Introduction:

Fire insurance coverage is a financial safeguard that protects homes, offices, factories,
shops, and valuable assets against losses caused by fire and relat®¥dthskelia
witnessing thousands of fire incidents every ypaoperty protection has become more
important than eveRapid urbanization and electrical overloads continue to increase fire risks
in residential and commercial spadesvell-chosen fire insurance policy can help reduce
financial stress and support faster recovery after unexpected losses.

A fire insurance policy generally covers repaplacement, or reconstruction expenses
based on the policy terms and insured value. Depending on the insurer and plan selected,
coverage may also extend to lightning, explosions, storms, and other related risks.

Meaning of Fire Insurance :

Fire insurance is a type of property insurance that compensates policyholders for
damage or losses caused by fire and specified allied perils. It helps individuals and businesses
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recover financially if insured propergguipment, furniture, stock, or valuables are damaged
in a fire accident.

Definition of Fire Insurance :

Section 2(6) of the Fie InsuranceAct, defines,“Fire insurance business means the
business of &cting, otherwise than in evidenttp some other class of business, contracts
of insurance against loss by or incidental to fire or other assurance customarily included
among the risks insured against in fire insurance policies.”

1.2.5 Nature of Fire Insurance :

1.
2.

It is a means of security against risk of fire on any material or property
It is an indemnity contract.

The insurer undertakes to indemnity the insured against actual loss subject to the
maximum limit of sum insured.

It is a contract of utmost good faith, the insurer and the insured must disclose all
material facts relating to the subject matter of insurance.

A fire insurance policy is usually issued for one year only with the option to the
parties to renew it for a further period on payment of stipulated premium.

If the property is insured with more than one inswed on loss by fire, all the
insurers are called upon to contribute towards the claim.

The insurer is not liable for payment of any claim if the fire is caused deliberately

In British Law the fire insurance policies can be assigned only with prior permission
of the insurerbut under Indian Law the consent of the insurer is not necessary to
make valid assignment of poljeynly a notice of information is didient.

On occurrence of fire a notice of fire should be given to the insurer so that the
insurer may take prompt steps forthwith to safeguard his interests, in dealing with
salvage and also judge the cause and nature of fire, and the extent of the loss.

10. Itis the duty of the insured to act as a man of ordinary prudence to take necessary

steps to save the property from loss of fire, as in the absence of any insurance
against the property
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1.2.6

12.

13.

14.

15.

16.
17.

18.

19.

20.

Sometimes, the insurer issues a ‘Cover Note’ or ‘Interim Policy’ to the insured.
In the case of loss by fire before fiesolute Policy is issued, the claim is paid
in view of ‘Cover Note.’

The risk commences as soon as the insurer accepts the proposal, but the insurer
has the right to fix the date of commencement of risk at a future date also.

The rate of premium varies according to the degree of hazard or risk involved.

It is becoming very common in fire insurance policies insert a condition called the
‘average clause’ by which the insured is called upon to bear a portion of the loss
himself. The condition is called the pro-rata condition of average.

The insured must have insurable interest in the subject matter both at the time of
affecting the policy and at the time of the loss.

The word fire refers to “loss by fire.”

In consequential loss polidie insured is indemnified for the loss of profits which
he sustains through interruption or cessation of his business because of fire.

In case of loss by fire, is more than once, the indemnity can be claimed. However
the total claim shall not be more than the sum assured.

Fire insurance is also based upon certain principles, viz., insurable interest,
utmost good faith, and principle of indemnity etc.

Fire Insurance is different from life insurance and marine insurance. It is an
indemnity insurance whereas life insurance involved the elements of security and
investment. In marine insurance, insurable interest must be present at time of loss,
but in fire insurance- insurable interest must be present at the time of affecting the
policy as well as of the time of loss.

Principles of Fire Insurance :

Principles of fire insurance are;

1. Insurable Interest in Fire Insurance.

2. The principle of Good Faith in Fire Insurance.

C 13
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3.The principle of indemnity
4. The doctrine of Subrogation.
5.Warranties in Fire Insurance.
Bases on the type of fire insurance policy these 6
principles of fire insurance policies apply
Principles of insurance should be properly followed by
fire insurance to fulfill the objections.
1. Insurable Interest in Fire Insurance:

Insurable interest is the general principle of insurance without which an insurer cannot
lawfully be enforced for insurance unsupported by an insurable interest would be a gambling
transaction. Insurable interest will be there where the subject-matter should be in such a
position that the insured may suffer loss at the time of damage and may gain by its protection.
The insurable interest in fire insurance must be present at the time of contract continue
throughout its currency and at the time of loss. The insurance contract will be invalid if the
property is sold to another par§imilarly, if there is no insurable interest at the time of
insurance, the contract will be invalid.

The following conditions must be fulfilled to constitute an insurable interest.

)  There should be a physical object capable of being damaged or destroyed by
fire.

Il)  The object must be the subject matter of insurance.

[Il) The insured must stand in such a relationship as recognized by law where the
insured is benefited by the safety of the subject-matter or be prejudiced by its
loss.

The following persons have an insurable interest in the subject-matter concerned.

1. The owner of the property or asset whether fixed or current has as insurable interest
whether he is the legal owner or the equitable owiter owner may be a single or joint,
holder The partial owner can take a policy for full value as trustee of all the pr@pkifiy
tenant entitled to the use of the property during his lifetime only has an insurable interest.
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2.An agent has an insurable interest in the property of his principal.
3.A partner has an equitable interest in the frproperty
4.A creditor has an insurable interest in a property on which he has a lien for the debt.

5. An insurer has it in respect of risks underwritten by him for the purpose of
reinsurance. Where the subject-matter is mortgaged, the mortgagor has an insurable interest
in the full value thereof and the mortgagee has an insurable interest in respect of any sum due
to become due under the mortgage.

6.A bailee can ensure any article or property bailed, He may be a gratuitous bailee
or bailee for a reward.

7.A trustee has an insurable interest in the property put on trusteeship.
2. The principle of Good Faith in Fire Insurance :

The contract of fire insurance is one in which the observance of the utmost good faith
(uberrima files) by both the parties are of vital significance.

The utmost good faith in fire insurance has two aspects first, the disclosure of material
facts and second, preservation of the property insured. The insurer and the insured must
furnish detailed information regarding the subject-matter to be injured. The insured, since he
has more, information about the subject-mattest disclose all the information asked truly
and fully The assured is also required to disclose all the material information which are known
to him although it was not asked by the insurer; the material fact is one which influences the
decisions of the insurance.

The decision may be pertaining to the acceptance or declination or determination of
the premium. In the case of fire insurance, the examples of material facts are the construction
of buildings. If the assured has not observed good faith, the contract can be avoided by other
parties was immaterial to plead that the insured was unaware of the fact and could not
disclose. In each circumstance, it is expected from the insured to know all the material facts.
The insurer has also to disclose such material facts as are within his knowledge.

The second phase of good faith is the preservation of proffau; The observance
of good faith is necessary not only during the negotiations of the contract but throughout the
term of the policy and in making clainmdgy change after the commencement of risk must
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be communicated to the insurBne insured or his agents, as well as the insomest take

all such steps as may be reasonable for averting or minimizing loss. Since the insured is near
to the propertyhe must act to prevent fire and if a fire occurred, he must do his utmost to
extinguish it. In such cases, he must act as if he was not insured.

3. Principle of indemnity :

The doctrine of indemnity aims to compensate the insured for a loss sustained, and the
compensation should be such as to place him as nearly as possible in the same pecuniary
position after the loss as he occupied immediately before the occurrence.

The insured cannot claim anything more than the amount required to recoup tie actual
loss sustained’he insurers undertake to make good the insaitest by monetary payment
or by reinstatement or replacement so that the insured shall be fully indemnified, but this is
subject to the sum insured.

The law does not sanction any insurance which would enable the insured to profit from
the destruction of the thing destroyed. It will check the temptation to destroy the property
insured thereby to secure the moiide assured amount is not the measure of indemnity but
it sets an upper limit up to which the loss can be indemnified. The actual amount of indemnity
will be the market value of the subject- matter destroyed or damaged by fire at the time and
place of the occurrence of fire. It will never exceed the assured amount.

When the actual loss is more than the assured amount then only the insured sum
will be paid and nothing more is paid. But this principle does not hold well when the
policy is valued policyHere, the basis of indemnity will not be the actual cash value of
the property at the time of loss but the insured value which is named in the policy when
it was taken. In a valued policyo consideration is given to the actual Idsus, the
amount of claim may be greater or less than the actual loss at the time of the fire in case
of valued policies.

4. Doctrine of Subrogation :

Subrogation means the right of one person to stand in the place of another and to avalil
himself of the lattés rights and remedie€Bhe principle of subrogation is just a corollary to
the principle of indemnitylhe insured can realize only the actual value of the loss or damage
to the property according to the principle of indemnity and it follows that if the damaged
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property has any value left or the assured can recover the lost property or has any right
against the third party regarding that property

These must pass on to the insuféine assured is allowed to retain them, he shall have

realized more than the actual loss which is contrary to the indemnity principle. The
assured can proceed against the third phg so, desires, and if lie recovers damage the
insurer is relieved

of liability. If the insured has received the full amount of his loss any sums obtained from
the third party belong to the insurer up to the amount of their disbursement. The right of
subrogation is exercisable at common law after the insurer has paid the claim made against
him.

5.Warranties in Fir e Insurance:

The contents of the proposal form are expressly incorporated in the pdlici
forms warrantyWarranty is that by which the assured undertakes that some thing shall or
shall not be done, or that some conditions shall be fulfilled or whereby he affirms or negatives
the existence of a particular state of fagtarranties which are mentioned in the policy are
called express warranties and those warranties which are not mentioned in the policy are
called implied warranties.

The firstimplied warranty is that the property structure is not inferior e.g. kaccha house
should not be made of wooden roof of thatched leaves grass, hay or bamboo cloths,
etc.There is a second warranty that Fire Extinguisipmiiances should be fixed with the
propertyAnnual maintenance is essential. There should not be the possibility of silent risks i.e.
new construction addition. The special articles and property exposed to fire must be provided
to the safety senders against fire.

The subject-matter of insurance must exist when the contract is affected and should be
identified in the event of a loss.The identification is based on the lpoalitycipal number
surrounding and full description of the place, a breach of warranty enable the insurer to avoid
the claim.Vérranties must be complied with literally and tHecatfof a breach of warranty
is to render void the relevant item of the poleyen if no increase in risk is involved.Every
warranty to which the property insured or any item thereof is, or maybe, made subject, shall
from the time the warranty attaches apply and continue to be in force during the whole
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currency of the policies, and non-compliance with any such wawdmsher it increases the
risk or not, shall be a bar to any claim in respect of such property or item.

The condition states that every warranty is attached during the whole currency of the
policy and if during this period a warranty has not been complied with, the insured will not
entertain any claim in respect of the property or itelecétd. Howeverif the policy is
renewed and there was a breach of a warranty before the renewal date and not after it and
a loss occur after the renewal is affected, in such a case the claim can be made.

1.2.7 Risks Covered under Fire Insurance :
VariousTypes of Policies under Fire Insurance explained as.under
1) Valued Policy :

Under this policythe insurer assigns a predetermined value to an item or praperty
other words, the insurer fixes the value in advance at the time of policy purchase. This fire
insurance policy doesnvork on the indemnity principlé valued policy is designed for
properties whose actual value can’t be decided after their loss or damage.

2) Specific Policy :

As the name suggests, this policy offers a fixed compensation amount. For instance,
if the damages caused are worth Rs 3 lakhs and the paligrage is Rs 2 lakhs, you will
receive only Rs 2 lakhs as compensation. That said, you will get full compensation if the loss
amount is within the coverage amount.

3) Average Policy :

In an average fire insurance politlye compensation amount is proportionately
reduced if the policg value is less than the propestyalue. For instance, if your propesty’
value is Rs 10 lakhs and you set the insured value at Rs 5 lakhs, the compensation amount
will not exceed Rs 5 lakhs.

4) Floating Policy :

Through this fire insurance poliggou can secure more than one prop#rypu own
different properties in different cities, you can cover them all through a floating fire insurance
plan. This type of policy is more suitable for business owners who own multiple properties.
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5) Comprehensive Policy :

A comprehensive fire insurance policy offers extensive coverage. It not only covers
damages caused by fire but also natural and man-made calamities such as explosions,
lightning, riots, theft, etc. This policy covers multiple risks.

6) Consequential Loss Policy :

If vital business equipment or machinery is damaged in a fire, a consequential loss
policy offers the required compensation. It ensures that production doesn’t remain shut for
an extensive period due to the loss of critical machinery

7) Replacement Policy :

If your property is completely damaged by fire, this policy compensates you with the
depreciated value or the propestgctual value.

1.2.8 Risks Covered under Fire Insurance:
With help of scope risks cover under Fire Insurance.

The scope of fire insurance is much widéiis, can be understood from Section 2 of
Indian Insurancéct, 1938 According to this provision, the scope of fire insurance involves
the following types of risks:

1. The risks directly involved by fire.

2. The risks indirectly involved (that have been traditionally included within the fire
insurance policy

For the convenience of studire scope of fire insurance can be classified on the
following basis:

I. Ordinary Scope,

II. Special Scope, and

[1l. Comprehensive Scope.
I. Ordinary Scope :

Before May 2000 three types of fire insurance policies (A. B and C policies) were
issued in India. Therefore, the scope of fire insurance policies are classified on these criteria.

G




only single type of fire insurance policy is issued in India by fire insurance companies,
which is known as “@ndard and Special Peril Policyhe policy covers the following types
of risks/ perils: Risks/ Perils Covered under fire Insurance as.under

1. Loss caused by fire:

(a) Excluding loss, destruction or damage caused to the property insured by
(i) its own spontaneous fermentation of heating, or

(i) it undergoing any heating or drying process.

(b) Burning of property insured by order of any Puhlithority.

2. Lightening.

3. Explosion/Implosion: Excluding loss, destruction or damage caused to the property
insured by bursting of boilers (other than domestic boilers), economizers or other vessels in
which steam is generated, machinery or apparatus subject to centrifugal force.

4. Aircraft Damage: Loss, destruction or damage caused by aircraft, other aerial or
space devices and articles dropped there from excluding those caused by pressure waves.

5. Riot Srike, Malicious and'errorismVisible physical loss, destruction or damage
by external violent means caused to the property insured but excluding those caused by:

(1) Total or partial cessation of work or the retarding or interruption or cessation of
any process or operations or omissions of any kind,;

(2) Confiscation, commandeering, requisition or destruction by order of the
Government or any lawfully constitut@dthority;

(3) Permanent or temporary dispossess of any building or plant or unit or machinery
resulting from the unlawful occupation by any person of such building or plant
or unit or machinery or prevention of access to the same.

6. Sorm, CycloneTyphoon,Tempest, Hurricandornado, Flood and Inundation.

7. Impact Damage: Impact by any rail/road vehicle or animal by direct contact not
belonging or owned by

Fire Insurance.




(1) the insured or any occupier of the premises, or
(2) their employees while acting in the course of their employment.

8. Subsidence and Land slide including Rock slide: Loss, destruction or damage
caused by subsidence of part of the site on which the property stands or land slide/rock slide
excluding:

(1) the normal cracking, settlement or bedding down of new structures;
(2) the settlement or movement of made-up ground,;

(3) coastal or river erosion;

(4) defective desing or workmanship or use of defective materials; and

(5) demoalition, construction, structural alternations or repair of any property or
ground works or excavations.

9. Bursting and/or overflowing of water tanks, apparatus and pipes.
10. MissileTesting operations.

11. Leakage fromMAutomatic Sprinkler Installations: Excluding loss, destruction or
damage caused by:

(1) repairs or alterations to the buildings or premises;

(2) repairs, removal or extension of the sprinkler installation; and

(3) defects in construction known to the Insured.

12. Bush Fire: Excluding loss, destruction or damage caused Sorest fire.
Conclusions

The general conclusions arrived from the above description are that the losses arising
out of the following risks do not come under purview of the fire insurance:

1. Losses due to by the acts of the God/natural calamity
2. Losses arising out of war attacks (declared war or otherwise)
3. Loss/damage out of poultry effects.

4. Damage to goods stored in cold storage due to fluctuations in temperature, etc.
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Il. Special Scope :

Certain special kind of risks are also included in the fire paBgypaying extra
premium, the insured can include such special risks as given below within the scope of fire
insurance policy:

1.The fees paid to the architect, surveyor or consultant engireerh fees exceed
more than 3 per cent of the claim money

2. The expenses incurred in connection with removal of wastages from the construction
site, if that amount exceeds more than 1 per cent of the claim money

3. Loss to the goods kept in the cold storage due to fluctuations in electricity/power
but within the causes stated in the policy

4. Loss arising out of earthquake, fire or combustion.
5. Forest Fire.
6. Loss due to falling the goods from fork lifts, or from own vehicle of the insured, etc.
7. Loss due to spontaneous combustion.
l1l. Comprehensive Scope :

Almost all the insurable risks are included in the comprehensive scope of fire insurance.
It includes not only the ordinary and direct risks, but also the consequential losses. This way
the following risks are included within the comprehensive scope:

1. Risks of standard policies.

2. Special risks which can be insured by paying extra rate of premium.
3. Excluded perils in the standard palicy

4. Consequential losses or risks arising consequent to fire.

The first three types of risks have been discussed in the ordinary scope of fire insurance
and now the consequential losses/risks are discussed below:

Consequential lossesthe consequential losses/risks are those lave been created by
the fire. Such risks are also known as “Loss of Profit” M#en fire takes place in a factory
not only its assets/properties (machine, raw material, finished goods, building, etc.) are
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damaged or lost, but the production work in the factory also held up for a considerable time.
Consequentlythe profits from the factory Fire Insurance: Nature and Scope is stopped, but
burden of fixed costs and additional expenses also are to be borne. Thus, the following types
of losses are included in consequential losses:

() Loss of net profit.

() Loss of fixed expenses, e.g., salaries to employees, building rent, interest on
loans, etc.

(i) Increased cost on account of problems arising out of fire.

(v) Rent of the building taken on hire, till the time of getting the damaged building
repaired or renovated, etc.

All these types of losses can be included in the Comprehensive Scope of fire insurance
policy; the premiums of such policies are much higher than the ordinary policies. In this way
above risks / Perils Covered under fire Insurance policy
CheckYour Progress- I
A) Multiple choice questions.
select the most relevant alternative to fill in the blanks.

1) Coverage is a Financial Safeguard that protects homes, offices,
factories &Valuable assets against losses Caused by Fire.

A) Marine Insurance B) Life Insurance
C) Fire Insurance D) Motor Insurance
2) s Fire Insurance policy offers extensive coverage & multiple rises.
A) Floating B) Comprehensive
C) Replacement D) Average
3) e Losses/risks are those have created by the fire. such risks are als

known as “Loss of profit” Loss.

A) Excluded B) Consequential
C) Special D) NoneAbove
C 23 )
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4) Fire Insurance is Indemnity ....................

A) contract B) Agreement
¢) Combination D) All Above
5) e are general principles of fire Insurance.

A) Insurable Interest in fire Insurance
B) Good faith in fire Insurance

C) Principle of indemnity

D) All Above

5) TR means the right of one person to stand in the place of another and-
avail himself of the lattés rights & remedies.

A) subrogation B) Warranties
C) Indemnity D) Risk

7) If your property is completely damaged by fire, this policy compengateith
the depreciated value or the properigttual value this policy is ..........c.........

A) Comprehensive policy B) Replacement policy
C) Floating policy D) Average policy
8) policy is usually issued for one year only with the option to the

Parties to renew it for a further period on payment.
A) Fire Insurance B) Marine
C) Moter D) Life

B) Sate whethereach of the following is ‘“Tue’ or ‘false’.

1) A Fire Insurance policy generally Covers repaplacement or reconstruction
expenses based on polibyrms.

2) Fire Insurance is different from life Insurance and Marine Insurance.
3) The doctrine of subrogation is not included in the principles of Fire insurance.

4) Under Floting policy you can secure more than one praperty
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5) Explosion/Implosion loss or damage Caused to the property insured by bursting
of boilers covered under fire Insurance policy

C) Match the pairs

‘A" Group. ‘B’ Group
1) Insurable Interest a) Perils (risks covered under fire. Insurance
2) Aircraft Damage b) Fix CompensatioAmount
3) Fire Insurance c¢) Principle of Fire Insurance

4) specific policy
1.3 Summary :

In this unit, an attempt has been made to update & inculcate knowledge of Students
of Insurance Business, types, nature, Fire Insurance principles & Policies risks covered under
Fire Insurance policypecause Insurance is an important financial tool that protects individuals
and businesses against unexpected losses. fire insurance specifically safeguards property
against Fire and related risks. this unit helps to student easily Understanding above concepts.
specially this units helps students Understand how insurance provides financial security and
supports and economic stabiliipese theoretical parts will also helpftddnts to understand
Insurancé\ccounting after clearing these concepts students logically solve practical problems
in Insurance Busineggcounting.

1.4 Terms to Remember(Glossawy) :

1. Endowment policy -A policy which matures on the policy-holder reaching a
certain age or on his death, whichever is earlier

2. Insurance Policy -A format written documents Containing the terms of contract
of Insurance.

3. RevenueAccount: An Account Showing a profit or loss made by an insurance
business, during a particular periddseperate revenue account for each type of
insurance business is prepared.

4. Sprung -To jump or move suddenly Corollary matural result or consequence
of something, or a statement that follows logically from an already proven Fact.
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5. Reserve forunexpired Risk - A reserve Created by a General Insurance
company during an accounting year with respect to an insurance risk which may
mature in the nextear with respect to the policies issued during the current year

6. Subrogation: means the right of one person to stand in the place of another and
to avail himself of lattés rights and remedies.

1.5 Answer to CheckYour Progress
A)1-C,2-B,3-B,4A,5-D,6-A,7- B,8-A
B) 1 -True, 2 -True, 3 - False 4Frue, 5 -True,
C)1-d,2A 3-B4-C
1.6 Exercise :
Define fire Insurance & its nature briefly?
. Explain various policies under fire Insurance briefly?

. Explain principles of fire Insurance?

1.
2
3
4. Define Fire Insurance & write risks covered under fire Insurance?
5 Define Insurance Business & types of Insurance Business briefly?
6 Write meaning of Insurance business-Explain its nature?
7 Write short notes on
A) Nature of Insurance Business

B) Fire Insurance policy

C) Types of Insurance Business

D) Risks covered under fire Insuran

E) Principles of fire Insurance

F) Nature of Fire Insurance
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Unit 2

Insurance CompaniesAccount-l|

Computation of Insurance Claims under Fire Insurance Policy for Loss of
Sock, Assets and Poperty.

Index -

2.0 Objectives

2.1 Introduction

2.2 Presentation of Subject Matter:
2.2.1 Statement of claim
2.2.2 Average Clause
2.2.3  Practical Problems

Checkyour Progress- Section |
2.3 Summary

2.4 Glossary

2.5 Answers to check your progress
2.6 Exercise

2.7 References

2.0 Objectives:

After studying this unit, students will be able to

1. Calculate claims arising from loss of stock due to fire.

2. Determine the value of stock destroyed using the Gross Profit Percentage Method.
3. Compute claims under property and asset insurance policies.

4. Understand the application of average clause.
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5. Prepare statements for insurance claim.

2.1 Introduction :

Business enterprises generally maintain insurance policies to protect their stock, asset
and property against risks such as fire, theft, flood, and other unforeseen events. When stock
is damaged or destroyed by fire, the insured is entitled to claim compensation from the insurance
company for the loss dafed. Howevetthe exact amount of loss cannot always be determined
directly because the stock records may also be damaged in the accident.

The computation of claim for loss of stock is a systematic process used to ascertain the
value of stock lost and the amount recoverable from the insurance cofiitpamyolves
estimating the value of stock on the date of fire by preparing a MemoranalingAccount
and applying the gross profit rate based on past records. The value of any salvaged stock is
deducted from the estimated stock to determine the actual loss. If the stock is not fully insured,
theAverage Clause may be applied to calculate the proportionate claim payable by the insurer

Thus, the computation of claim for loss of stock is an important aspect of insurance
accounting, helping businesses recover financial losses and ensuring fair settlement of insurance
claims.

Following steps are followed to ascertain the stock on the date of fire:

1. Preparation of trading accounting for the last year or years to ascertain the gross
profit.

2. Calculation of Gross profit percentage to sales which will be used as a base to find
out stock on the date of fire.

3. Preparation of MemorandufnadingAccount up to the date of fire to ascertain
the stock on the date of fire by using the Gross profit percentage of previous year

2.2 Presentation of Subject Matter:
2.2.1 $atement of claim :

A Statement of Claim is a formal statement prepared to determine the amount of
compensation recoverable from the insurance company for the loss of stock caused by fire or
other insured risks. It summarizes the estimated value of stock at the date of loss, the value of
salvaged stock, and the amount of insurance coverage available. The statement helps in
calculating the final claim amount payable by the insurer and serves as an important document
for the settlement of insurance claims. Itis prepared in the following manner
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Satement of Claim

Particulars Amt.(%)
Stock on the date fire XXX
Less: Stock Salvaged XXX
Loss of stock that claimed XXX

2.2.2 Average Clause :

TheAverage Clause is a provision in an insurance policy that applies when the insured
value of stock is less than its actual value. It ensures that the insured bears a proportionate
part of the loss resulting from underinsurance. Under this clause, the insurance company pays
only that proportion of the loss which the policy amount bears to the actual value of the stock.
The purpose of thverage Clause is to encourage adequate insurance coverage and prevent
policyholders from insuring their stock for an amount lower than its actual value.

As per thé\verage clause

SumAssured

Claim = X Actual Loss of stock
Total stock on the date of fire

[llustration-1 :

Afire occurred on the premises of a Merchant on 15th June, 2025, and a considerable
part of the stock was destroyed. The value of the stock saved was Rs. 18,000.

The books disclosed that on Asfril, 2025, the stock was valued at Rs. 147000,
purchases to the date of the fire amounted to Rs. 419760 and sales to Rs. 626000. On
investigation, it was found that during the past five years the average gross profit on the sales
was 36%.

You are required to prepare a statement showing the amount the merchant should claim
from the insurance company in respect of stock destroyed by the fire.

Solution:

l. Preparation of MemorandumTrading Account to find out stock on the date of fie
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Dr. Memorandunrirading Account up to 18" June 2025 Cr

Particulars Amt.(%) Particulars Amt.(%)
To Opening &ck 147000 By Sales 626000
To Purchases 419760| By Stock 166120

To Gross Profit(36% on Sales) 225360

Total 792120 Total 792120

[I. Preparation of statement of claim

Satement of Claim

Particulars Amt.(%)

Stock on 13 June 2025 166120

Less: Stock Salvaged 18000

Amount of Claim 148120
Illustration -2 :

Fire occurred in the premises of Manish Company'@ctober 2025. From saved
books and records following information obtained:

Purchases for the year ended Bthrch 2025 Rs 30000
Sales for the year ended*March 2025 Rs 45000
Purchases from™Rpril 25 to I October 2025 Rs18000
Sales from 2April 2025 to ¥ October 2025 Rs. 25000
Stock on 31 March 2025 Rs. 16000

Stock on 31 March 2025 Rs. 22000

The stock salvaged valued at Rs.2000. Insurance policy was Rs. 10500 with average
clause.
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Calculate the amount of claim for loss of stock policy

Solution:

|. Preparation of trading account of previous year to find out Gross Profit :

Dr. Trading Account for the yearended 31 March 25 Cr
Particulars Amt.(%) Particulars Amt.(%)
To Opening ®ck 22000( By Sales 45000
To Purchases 30000( By Stock 16000
To Gross Profit 9000

Total 61000 Total 61000
[l. Calculation of Gross Profit Ratio
) _ Gross Profit
Gross Profitratio = —— x 100
Saltes
) _ 9000
Gross Profit ratio = X 100
45000
Gross Profitratio = 20%

lll. Pr eparation of MemorandumTrading account up to the date of fie :

Dr.  MemorandumTrading Account from I April 2025 to 1 October2025 Cr

Particulars Amt.(%) | Particulars Amt.(%)
To Opening ®ck 16000| By Sales 25000
To Purchases 18000| By Stock 14000
To Gross Profit (36% on Sal¢s) 5000
Total 39000 Total 39000
C 32
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IV. Preparation of statement of claim :

Satement of Claim

Particulars Amt.(%)
Stock on ¥ October 2025 (On the date of fire) | 14000
Less: Stock Salvaged 2000

Loss of stock 12000

As per the\verage clause

SumAssured
X Loss of stock

Claim =
Total stock on the date of fire

_ ) 10500
Gross Profit ratio = X 12000
14000
Gross Profitratio = Rs. 9000

lllustation-3;

Karam Chand ®res closed their books every year on 31st March. OnAR0ilh
2025 their premises and stock were totally destroyed by fire. From the books of account and
other records that were saved, the following information is available. The stock on hand has
always been valued at 10% less than cost.

Particulars 2022- 2023- 2024- | 2025To
2023 Rs.|[2024 Rs |2025 Rs.| 30/04/
2025 Rs.
Opening Stock as valued 135450 162000 180000 184500
Purchases Jess Returns 374500/, 400000 405000f 30000
Sales less Returns 600000 660000 700000, 60000
33 )
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Wages 87000{ 95000 104500, 10000
Closing Stock as valued 162000 180000 184500

Prepare a statement of claim for loss of stock.
Solution :
Working Note:
As the stock has been valued at 10% less than cost
The cost price of the stock is,
Opening stock:
2022-23 - 90: 135450: 100 = 150500 (Similarly for 2023-24, 2024-25 and so on.)
Closing Sock :
Last year closing stock is opening stock of next year
|. Preparation of trading account of previous years to find out Gross profit

Trading Accounts forthe years ended 31st Marh

Particulars | 2022-23 2023-24 2024-25 Particulars |2022-23|2023-24|2024-25

To Opening 150500| 180000 200000 By Sales | 600000 | 660000 | 700000

Stock (at
Cost)
To Purchases374500| 400000, 405000( By Closing| 180000 | 200000 | 205000
Stock (at
Cost)

ToWages | 87000 | 95000 | 104500

To Gross | 168000| 185000 195500
Profit

Total 780000| 860000| 905000 Total | 780000 | 860000 [ 905000
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Il. Calculation of Gross Profit Ratio :

_ ) Gross Profit
Gross Profitratio = ——7M—— x 100
Saltes

168000

2022-23 : ———— x 100 =28%
600000
168000

2023-24 . —— x 100 =28% App.
600000
168000

2024 -25 : — x 100 =28% App.
600000
28+ 28 + 28

2024 - 25 = 28% App.

3

1. Pr eparation of MemorandumTrading Account to find out stock on the date of fie:

Dr. MemorandunTrading Account from 1/04/2025 to 30/04/25 . Cr
Particulars Amt.(%) | Particulars Amt.(%)
To Opening &ck 205000| By Sales 60000
To Purchases 30000| By Stock 201800
ToWages 10000
To Gross Profit (28% on Salg¢s) 16800
Total | 2,61,800 Total | 2,61,800

TheAmount of claim is Rs. 201800.
lllustration-4 ;

Fire occurred in the premisesAgni Co. on ¥ Septembe2025 and records were
saved. The following information was obtained,
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Purchases for the year ended 31st March, 2025 was Rs. 170000
Sales for the year ended 31st March, 2025 was Rs. 275000
Purchases fronRpril, 2025 to ¥ September2025 was Rs 62500
Sales from 2April, 2025 to ¥ Septembei2025 was Rs. 90000
Stock on 31st March, 2024 was Rs. 75000

Stock on 31st March, 2025 was Rs. 85000

Further information is also given that the stock on 31st March, 2025 was over-valued
by Rs. 5000. Calculate the amount of the claim to be presented to the insurance company in
respect of the loss of stock.

Solution:

|. Preparation of trading account of previous year to find out Gross Profit

Dr. Trading Account for the yearended 3% Mar ch 25 Cr
Particulars Amt.(%) | Particulars Amt.(%)
To Opening ®ck 75000| By Sales 275000
To Purchases 170000 By Stock 85000
To Gross Profit 110000| Less: Overvaluation 5000 80000
Total | 3,55,000 Total | 3,55,000

Il. Calculation of percentage of Gross Profit:

] _ Gross Profit
Gross Profit ratio = X 100
Saltes
110000
Fortheyear2024-25 - X 100 =40%
750000
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[ll. Pr eparation of MemorandumTrading account up to the date of fie :

Dr. MemorandumTrading Account from 15t April 2025 to 1t October2025 Cr

Particulars Amt.(%) | Particulars Amt.(%)
To Opening &ck 80000| By Sales 90000
To Purchases 62500 By Stock 88500

To Gross Profit (40% on Salg¢s) 36000

Total 1,78,500 Total | 1,78,500

TheAmount of claim is Rs. 88500.
lllustration -5 ;

Water Fire Co. stéred loss of stock due to fire Angust 16, 2025. From the following
information, prepare statement showing the claim to be lodged.

Stock on F April, 2024 Rs. 7680
Purchases during the year ended 31st March, 2025 Rs. 32000
Sales during the year ended 31st March, 2025 Rs. 40520
Closing stock on 31st March, 2025 Rs. 6360
Purchases from®*April, 2025 toAugust 16, 2025 Rs. 10800
Sales from 2 April, 2025 toAugust 16, 2025 Rs. 12280

An item of stock purchased in 2023 at a cost of Rs. 2000 was valued at Rs. 1200 on
31st March, 2024. Half of this stock was sold in J2024 for Rs. 520; the remaining was
valued at Rs. 480 on 31st March, 2025. One-fourth of the original stock was sold in June,
2025 for Rs. 280. The remaining stock was considered to be worth 60% of the original cost.
Salvage was Rs. 2400. The amount of the policy was Rs. 6000. There was an average clause
in the policy

Solution;




|. Preparation of trading account of previous year to find out Gross Profit

Dr. Trading A/c for the yearended 3% March 2025 Cr
Particulars Amt.(%) | Particulars Amt.(%)
To Opening $ck 7680 6400| By Sales 40520 40000
LessValue of abnormal Less: Sale of half of abnormal
Stock 1240 items 520
To Purchases 32000( By Closing Stock 6360 5880
To Gross Profit 7400| LessValue of remaining
abnormal item 480
Total 45,880 Total 45,880

Il. Calculation of percentage of Gross Profit:

] _ Gross Profit
Gross Profitratio = ——7M—  x 100

Saltes
7400

= —— X100
40000

= 18.5%

lll. Pr eparation of MemorandumTrading account up to the date of fie :
Memorandum Trading Account up to 16" August 2025

Particulars Amt.(%) | Particulars Amt.(%)
To Opening ®ck 5880| By Sales 12280 12000
Less: Sale of abnormal
abnormal items 520
To Purchases 10800| By Closing Stock 6900
To Gross Profit (18.5% onsales) 2220( (on the date of fire)
Total 18,900 Total 18,900
Th
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Satement of Claim

Particulars Amt.(%)
Stock on 18 June 2025 (Normal Stock) 6900
LessAbnormal $ock 300
Total Sock 7200
Less: Stock Salvaged 2400
Loss of stock 4800

As per the\verage clause

) Sum Assured
Clam = X Actual Loss of stock

Total stock on the date of fire

6000
= X 4800

7200

Rs. 4000

lllustration-6 :

Fire occurred in the premises of Fireagent Company on 1st October 2025. From
saved books and records following information obtained:

Purchases for the year ended 31st March 2025 Rs 20000
Sales for the year ended 31st March 2025 Rs 27000
Purchases from 18pril 25 to 1st October 2025 R00
Sales from1sApril 2025 to 1st October 2025 Rs. 17000
Stock on 31st March 2025 Rs. 14550

Stock on 31st March 2024 Rs. 17500

The stock salvaged valued at Rs.2000. Insurance policy was Rs. 10500 with average
clause.
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Calculate the amount of claim for loss of stock policy

Solution:
Dr. Trading Account for the yearended 3% March 25 Cr
Particulars Amt.(%) | Particulars Amt.(%)
To Opening ®ck 17500| By Sales 27000
To Purchases 20000 By Closing Stock 14550
To Gross Profit 4050
Total 41,550 Total 41,550

Calculation of Gross Profit Percentage

] _ Gross Profit
Gross Profitratio = ——— x 100
Saltes
4050
= — X 100
27000
= 15%

Dr.  MemorandumTrading Account from 18t April 2025 to 1%t October 2025 Cr

Particulars Amt.(%) | Particulars Amt.(%)
To Opening ®ck 14550 | By Sales 17000
To Purchases 11900 | By Stock 12000
To Gross Profit (15 % on Sales) 2550
Total 29,000 Total 29,000
Statement of Claim
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Particulars

Amt.(%)

Stock on ¥ October 2025 (On the date of fire
Less: Stock Salvaged

Loss of stock

12000
2000

10,000

As per the\verage clause

) Sum Assured
Clam =
Total stock on the date of fire

10500

= X 10000
12000

= Rs. 8750

lllustration-7 :

From the following particulars ascertain the value of stock on the date of fire and prepare

Loss of stock

a statement of claim assuming average clause in the.policy

Particulars 2023 2024 2025 Upto the

Rs. Rs Rs. date of fire
Rs.

Opening Stock 60000 ? ? ?
Purchases Jess Returns 200000| 300000 360000 240000
Sales less Returns 240000 320000 520000 336000
Factory expenses 12000 20000 24000 16000
Closing Stock 80000 ( 160000 200000 ?

During the year 2025 closing stock included goods purchased but not recorded amounted
to Rs. 20000. The salvage is Rs. 44000. It is the practice of the firm to insure goods at 85%

of cost.
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|. Preparation of trading account of previous years to find out Gross profit

Dr. Trading Accounts forthe years ended 31st Marh Cr

Particulars | 2023 2024 2025 | Particulars | 2023 2024 2025

To Opening| 60000 80000 | 160004 By Sales |240000| 320000/ 520000
Stock

To Purchasg00000| 300000 | 38000( By Closing | 80000| 160000 200000

To Factory | 12000 20000 | 24000 Stock
Expenses

To Gross [480000| 80000 | 156000
Profit

Total |320000( 480000( 720000 Total [320000 [ 480000 | 720000

Il. Percentage of Gross Profit to sales :

] _ Gross Profit
Gross Profitratio = —— x 100
Saltes
12000
2023 = X 100 =20%
240000
80000
2024 = X 100 =25%
320000
156000
2025 = —— X 100 =30%
520000
20+ 25+ 30
TheAverage GP Percentage = X 100 =30%
520000
C 22D
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[ll. Pr eparation of Memorandum Trading Account to find out stock on the date of

fire:

Dr. MemorandunTrading Account up to the Date of Fie Cr
Particulars Amt.(%) | Particulars Amt.(%)
To Opening &ck 200000| By Sales 336000
To Purchases 240000| By Stock 204000
To Factory Expenses 16000
To Gross Profit(25% on Salels) 84000

Total 540000 Total 540000
Statement of Claim
Particulars Amt.(%)
Stock on the date of fire 204000
Less: Stock Salvaged 44000
Loss of stock 160000

As per the\verage clause

Sum Assured
X Loss of stock

Claim
Total stock on the date of fire

173400 (85% of stok)
= X 160000

204000

Rs. 136000

OR
As per théAverage Clause, 85% ofdgk is insured,
Hence, Claim = 204000%85%=Rs. 136000

Note: Closing stock of last year is opening stock of next.year
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[llustration -8 :

Aasha trader who had covered his stock by taking an insurance policy of Rs. 15000
had his stock partly destroyed by fire on June 18th, 2025. Ledgers were saved and the
accounts disclosed:

Particulars Rs.
Stock on 1sApril, 2024 15650
Purchases during 2024-25 39025
Carriage paid on above 1850
Wages paid during 2025-26 19905
Sales during 2025-26 92655
Stock on 31-3-2025 15055

Purchases from 1-4-2025 to 18-6-2025 7500
Wages paid from 1-4-2025 to 18-6-2025 3830
Sales from 1-4-2025 to 18-6-2025 12000

Additional Information :
()  Included in the stock on 1-4-2024 was the stock of stationery Rs. 250
@) Included in the stock at 31-3-2025 was the stock of stationery Rs. 310
(i) Wages owing during 2024-25 Rs. 1250.

(v) During 2024-25 plant purchased worth R&@and it was wrongly included in
purchases.

(v) Stock saved was Rs. 6000.

(vi) There was an average clause in the policy

(vii Goods sold of Rs. 200 wrongly included in stock on 31-3-2025.
Calculate loss of stock and claim on average basis.

Solution ;
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I. Preparation of trading account of previous years to find out Gross profit :

Dr. Trading Account for the yearended 31st Mach, 2025 Cr
Particulars Amt.(%) | Particulars Amt.(%)
To Opening $ck 15650, 15400( By Sale 92655
Less: Stationery Stock 250
To Purchases 390p5 37875| By Stock 1505% 14545
Less: Plant Purchased15D Less: Sales 200

Less: Stationery Stock 310
To Carriage Inwards 1890
ToWages 19905 21155
Add: Outstanding 1250
To Gross Profit 30880
Total 107200 Total 107200
II. Percentage of Gross Profit to sales :
_ ) Gross Profit
GrossProfitratio = ——  x 100
Saltes
30835
= ——— X 100
92655
= 33 1/3%

[ll. Pr eparation of Memorandum Trading Account to find out stock on the date of

fire

Dr. Memorandunirading Account from 1-4-2025 to 18-6-2025
Particulars Amt.(%) | Particulars Amt.(%)
To Sock 14545| By Sales 12000
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To Purchases 7500| By Stock 17875
ToWages 3830
To GP. (@ 33 1/3%) 4000
Total 29875 Total 29875
Satement of Claim
Particulars Amt.(%)
Stock on the date of fire 17875
Less: Stock Salvaged 6000
Loss of stock 11875
As per thé\verage clause
_ Sum Assured
Claim = X  Loss of stock

Total stock on the date of fire

15000
= ————— X 11875

17875
Rs. 9965

Computation of claim for loss of property or building
Average Clause undeloss of pioperty/building

lllustration 1: When property is fully insured

A building is insured fot 20,00,000A fire causes damage to the building amounting to
¥ 6,00,000Y0u are required to calculate the amount of claim.

Solution :

Sum insured 22000000

Loss of building 600000

Since the sum insured is more than the loss of building, the insurance company will pay
the actual loss.

Cas >




Claim =%6,00,000
lllustration 2: WhenAverage Clause is applicable

A factory building is worti¥50,00,000 but insured f@40,00,000A fire causes
damage 0¥10,00,000You are required to calculate the amount of claim.

Solution ;

As per the\verage clause

Sum Assured
X Loss of stock

Claim

Total stock on the date of fire

4000000
= X 1000000

5000000

¥ 800000

lllustration 3: When some part of property is salvaged.

A property valued a¥ 15,00,000 is insured fa¥ 15,00,000. Fire causes damage of
¥5,00,000.

Salvage realized i850,000. Calculate Claim.

Solution :

Satement of Claim
Particulars Amt.(%)
Loss of property due to the fire 500000
Less: Property Salvaged 50000
Actual Loss of Property 450000

Claim =34,50,000




lllustration 4 : Under-insurance with Salvage

A property valued a¥30,00,000 is insured f6¥24,00,000. Fire causes damage of

19,00,000.

Salvage realized i81,00,000. Calculate Claim.

Satement of Claim

Particulars

Amt.(%)

Loss of property due to the fire
Less: Property Salvaged
Actual Loss of Property

900000
10000
450000

As per thé\verage clause

Sum Assured

Clam =
Total stock on the date of fire

2400000
3000000

Claim = X 800000

Claim = % 6,40,000

lllustration 5: Complete Destruction

X Loss of stock

A warehouse valued &t18,00,000 is insured f&15,00,000. The warehouse is

completely destroyed by fire.
Solution :
ActualValue =%18,00,000
Sum Insured £15,00,000

Insurance company cannot pay more than the sum insured.

Claim =%15,00,000




lllustration 6 ;

A building was valued &80,00,000 and insured 160,00,000. Due to fire, damage
amounted t& 20,00,000. Salvage realiz&€2,00,000.

Satement of Claim

Particulars Amt.(%)

Loss of property due to the fire 2000000
Less: Property Salvaged 200000
Actual Loss of Property 1800000

As per the\verage clause

) Sum Assured
Clam = X Loss of stock

Total stock on the date of fire

_ 6000000
Claim = ——— x 1800000

8000000

Claim = ¥ 1350000
Check your progress:
A) Multiple Choice Questions (MCQs)
1. The value of stock on the date of fire is estimated by preparing:
A) Balance Sheet B) Cash Book
C) MemoranduniradingAccount D) Journal
2. Gross Profit Rate is generally based on:
A) Future estimates B) Previous yeas results
C) Cash balance D) Bank balance

3. The stock remaining after fire is known as:
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A) Opening Stock B) Closing Stock
C) Salvaged Stock D) Damaged Stock

. Loss of Stock is calculated as:

A) Stock at Date of Fire + Salvaged Stock

B) Stock at Date of Fire “ Salvaged Stock

C) Purchases — Sales

D) Sales — Purchases

. TheAverage Clause is applied when:

A) Stock is overvalued B) Stock is fully insured
C) Stock is underinsured D) There is no insurance
. The purpose of theverage Clause is to:

A) Increase claim amount B) Penalize overinsurance
C) Prevent underinsurance D) Reduce premium

. Under théAverage Clause, the insurer pays:

A) Full loss always B) Half the loss

C) Proportionate loss D) No loss

. Ifthe actual value of stock #&L,00,000 and the policy amoungi80,000, the
stock is:

A) Fully insured B) Overinsured

C) Underinsured D) Not insured

. The formula for Gross Profit Percentage is:

A) Gross Profit + Sales x 100  B) Sales + Gross Profit x 100
C) Net Profit + Sales x 100 D) Purchases + Sales x 100

10.The balancing figure in a MemoranddinadingAccount represents:

A) Sales B) Purchases C) Stock at Date of Fire D) Cash
C 500
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B) Match the Pair

) Column ‘A Column ‘B’
A. MemoranduniradingAccount 1. Remaining stock after fire
B. Salvaged Stock 2. Compensation payable by insurer
C.Average Clause 3. Estimate stock on date of fire
D. Gross Profit Rate 4.Applied in case of underinsurance
E. Insurance Claim 5. Gross Profit + Sales x 100
1)) Column ‘A’ Column ‘B’
A. Underinsurance 1. Principle of insurance
B. Stock Lost 2. Policy amount less than actual stock value
C. Indemnity 3. Stock at date of fire — Salvaged stock
D. Statement of Claim 4. Determines claim amount
E. Fire Insurance Policy 5. Protection against loss by fire

C) True or False

1.

o o o~ w N

~

A MemorandunTradingAccount is prepared to estimate the stock on the date of
fire.

Salvaged stock is added to the stock at the date of fire to determine stock loss.
Gross Profit Rate is usually based on past trading results.

TheAverage Clause applies when the stock is fully insured.

Underinsurance means the policy amount is less than the actual value of stock.

The Statement of Claim is prepared to determine the amount recoverable from the
insurer

The value of salvaged stock is deducted from the stock at the date of fire.
TheAverage Clause encourages adequate insurance coverage.

If there is no underinsurance, fheerage Clause does ndeat the claim amount.
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10.Fire insurance helps businesses recover losses caused by accidental fire.

2.3 Summary :

Computation of claim for loss of stock is an important aspect of fire insurance accounting.
When stock is damaged or destroyed by fire, the insured business can claim compensation
from the insurance compar8ince physical stock records may be destroyed in the fire, the
value of stock on the date of fire is estimated by preparing a MemoramnadimgAccount
using past gross profit ratédter deducting the value of salvaged stock from the estimated
stock at the date of fire, the actual loss of stock is determined. If the stock is underinsured, the
Average Clause is applied, and the insurer pays only a proportionate amount ofthe loss.
final claim amount is presented through a Statement of Claim and settled according to the

terms of the insurance policy

2.4 Glossary :

1. Fire Insurance: Insurance that provides protection against losses caused by fire.
2. Claim: The amount demanded from the insurance company for a loss suffered.

3. Loss of $ock: The value of stock destroyed or damaged due to fire.
4.

Average ClauseA clause that reduces the claim proportionately when stock is
underinsured.

2.5 Answers to check yourprogress :
Multiple Choice Questions (MCQs)
1-C, 2-B, 3-C, 4-B, 5-C, 6-C, 7-C, 8-C, 9-A, 10-C
Match the Pair
A-3 B-1 C-4 D-5 E-2
A-2 B-3 C-1 D4 E-5
2.6 Exercise:
1. Write a short note oiverage Clause
2. Explain the procedure for Computation of Claim for Loss of Stock.

3. Whatis Underinsurance? How does it affect the claim amount?
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Practical Problems :

1.

A fire occurred in the premises of a trader on 30th June, 2025, destroying the greater

part of the stock. The following information was ascertained from the books which were
saved.

Purchases from 1st Janug2925 to 30th June, 2025 Rs 45,500
Sales for the above period Rs. 56,600

Value of $ock as on 1st January 2025 Rs. 12,500
Purchases in 2024 Rs.1,50,000

Purchases in 2023 Rs. 1,40,000

Purchases in 2022 Rs.1,30,000

Salesin 2024 Rs.1,90,000

Salesin 2023 Rs.1,60,000

Sales in 2022 Rs. 2,50,000

Value of stock as on 1st Jany&®24 Rs.33,500
Value of stock as on 1st January 2023 Rs.21,500
Value of stock as on 1st January 2022 Rs. 66,500
Value of $ock Salvaged from fire Rs. 2,500

You are required to prepare a statement showing the amount to be claimed from

Insurance CompanyAns.: Claim Rs. 10,220)

2.

On 31st May2025, the premises and stock of a firm were totally destroyed bitee.
books of accounts, howeyerere saved. In order to make a claim on their fire policy
they asked your advice and you are able to obtain the following information. The stock
on hand has always been valued at 5 per cent below cost.

Particulars 2022 2023 2024 2025

Opening $ck asvalued 22800 30400 36100/ 39900

C 53 )
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Purchases Less Returns 91000 110000 [ 120000| 41000
Sales Less Returns 140000 170000 | 186000/ 75000
Wages 28400 31200 34200 12000
Closing Stock 30400 36100 39900 -

Prepare a statement for submission to the Insurance Company in support of your claim
for loss of stock. (Ans.: Claim Rs. 35,000)

3. The premises of Mumbai Sports House caught fire on 1st Feb.2025 and its stock was
damagedThe firm had made up accounts to 31st March eacheearfollowing
information is available.

1stApril, 2024 to 31st| 1stApril, 2025 to 1st
March, 2025 Feb.2026
Stock at commencement conventi- 105754 145992
onally Valued at 10 per cent abgve
cost
Purchases 452580 348270
Sales 520000 491700

In March, 2025 goods which can cost Rs. 10,000 were given away to Gymkhana
Secretaries of various colleges for advertisement purpose; no entry was made in the books.
During the same month salesman had misappropriated unrecorded cash sales of Rs. 4,000.
The rate of gross profit is constant. From the above, make an estimate of stock on hand on
the date of fire. (Ans. Stock Rs. 74,430)

4. Fire Caughtin the premises of Sundar Company®@&bber 2025. From the following
details prepare a claim to be made with insurance company

Purchases for the year 2024- 2025 Rs 65000
Sales for the year 2024- 2025 Rs 95000
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Purchases from™April 25 to 3F October 2025 Rs. 40000
Sales for same period Rs. 55000

Stock for the year ending 2025 Rs. 35800

Stock for the year ending 2024 Rs. 44000

It was practice of the company to value stock at 10% above cost. The stock salvaged
valued at Rs. 9000. Company Insured for Rs. 25000 and there was average clause.

Calculate the amount of claim to be presented to the insurance company for loss of
stock.

5. There was afire in the godown of M/s. Fire Fighting Equipments Ltd. on 1st Oct., 2025.
The entire stock was burnt with an exception of some goods costing Rs. 18,000. The
following information could be gathered from the records saved.

(@) The Company&#39;s average gross profit arrived at in accordance with its method
of valuation of stocks was 25% on sales.

(b) The stock as on 31st March, 2025, valued at 10% above cost as per the practice
of the companywas Rs. 55,000.

(c) The purchases and sales fromAlsil, 2025 to the date of fire were Rs. 75,000
and Rs. 170000 respectively

(d) The wages for that period amounted to Rs. 36,000. Prepare a Statement of fire
Insurance claim. (Ans.: Claim Rs. 17,000)

6. B &amp; Co. suffered loss of stock due to fire on May 16, 2025. From the following
information prepare a statement showing the claim to be lodged.

Stock on 1-1-2024 Rs.38,400

Purchase during 2024 Rs. 1,60,000

Sales during 2024 Rs. 2,02,600

Closing Stock on 31 st Mar 2024 Rs.31,800
Purchases fromApril 2024 to 15-5-2025 Rs. 54,000
Sales from 1 sipril 2025 to 15-5-2025 Rs.61,400
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An item of stock purchased in 2023 at a cost of Rs. 10,000 was valued at Rs. 6,000 on
31 st Mar 2024. Half of this stock was sold on 2024 for Rs. 2,600, the remaining was valued
at Rs. 2,400 on 2025. One fourth of the original stock was sold in June, 2025 for Rs. 1,400
and the remaining stock was considered to be worth 60% of the original cost. Salvage was
Rs. 12,000, the amount of the Policy was Rs. 30,000 and there Avassage clause in the
policy. (S. U.) (Ans.: Claim Rs. 20,000)

7. Atrader who had covered his stock by taking an insurance policy of Rs. 30000 had his
stock partly destroyed by fire on June 18th, 2025. Ledgers were saved and the accounts
disclosed:

Stock on 1sApril, 2024 Rs. 31300

Purchases during 2024-25 Rs.78050

Carriage paid on above Rs.3700

Wages paid during 2025-26 Rs.39810

Sales during 2025-26 Rs.185310

Stock on 31-3-2025 Rs.300

Purchases from 1-4-2025 to 18-6-2025 Rs.15000

Wages paid from 1-4-2025 to 18-6-2025 Rs.7660

Sales from 1-4-2025 to 18-6-2025 Rs.24000

Additional Information :

() Included in the stock on 1-4-2024 was the stock of stationery Rs. 500
@) Included in the stock at 31-3-2025 was the stock of stationery Rs. 620
(i) Wages owing during 2024-25 Rs. 2500

(v) During 2024-25 plant purchased worth Rs. 2300 and it was wrongly included
in purchases.

(v) Stock saved was Rs. 12000
(vi) There was an average clause in the policy
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(vii) Goods sold of Rs. 400 wrongly included in stock on 31-3-2025. Calculate

loss of stock and claim on average basis. (Claim —19930)

2.7 References :

1.
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Unit 3

Computation of Insurance Claim under Fire

Consequential Loss Policy

Computation of Insurance Claim under fire consequential loss policy

Index -

3.0
3.1
3.2

3.3
3.4
3.5

3.6
3.7

3.0

Objectives
Introduction

Presentation of Subject Matter:

3.2.1 Importanterms

3.2.2 Computation of Insurance Claim Under Consequential Loss Policy

3.2.3 lllustrations on ascertaining fire claim under Loss of Profit Policy
Checkvour Progress- Section |

Summary
Glossary
Answer to check your progress

Exercises for Self-Study
References for further study
Objectives :
After Studying this Unit you will be able to —
1) Identity the major risks to which a business is exposed.

2) Compute the amount of loss recoverable from the insurance company against a
policy for loss of profit.

3) Tocompensate for loss of profit &red due to interruption of business
following a fire or other insured peril.
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4) Toindemnify the insured for reduction in turnover (sales) caused by disruption of
normal business operations.

5) To maintain the financial stability of the business during the indemnity period until
normal operations are restored.

3.1 Introduction :

Itis also called loss of profit insurance paliiye purpose of any businesgamization
activity is to earn profit. When a fire occurs, it destroys not only the property of the firm such
as buildings, machinerstock etc. but is also destroys, or at least seriofisbtgfthe capacity
of the firm to do business till its properties are rebuilt. Inability to produce and sell naturally
results in loss of profits that could have been earned, the loss of profits is increased by the fact
that constant or standing charges cannot be recovered. In other words, in the event of fire, it
not only destroys the properties but also affects the earning capacity of the business for some
time due to decrease in the production rate, which leads to decrease in sales. Due to shortage
of sales the profit that would have been earned is also affected and the reduction in profit is
called loss of profit (consequential loss).

A loss of profit policy provides insurance coverage to the business against loss of
profit and to cover the standing charges (fixed expenses) that the business wishes to insure in
the event of disruption of business activity on account of fire or any other abnormal situations
that may cause interruption in business. Hence, loss profit policy covers both the type of
losses of standing charges due to its non-recovery of course, the losses are met by the company
subject to an average clause. Inaddition, the business has to pay its regular standing charges
(such as wages and salaries, rent and rates tec.) which cannot be re&igeerehay have
to bear increased cost of working to avoid reduction in turnover (such as rent temporary
premises hired). Thus, loss of profit by fire has three components viz.

a) Loss of profit due to reduction of turnover
b) Loss due to standing charges un-recoverable.
c) Loss onaccount of increased cost of working.

A loss of profit policy covers all these three types of losses called ‘Consequential Loss'.
Itis possible to take out a policy to cover such a loss arising out of a fire, the consequential
loss policy can be taken only if there is policy for the loss of property bjfirerdinary
policy on the property or stocks will not cover loss of profits, a separate policy will be necessary
andA special premium is chged for this policyBut no claim in respect of loss of profits is
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admitted unless there is also an admission of liability for loss of property or stocks. However
the amount of the consequential loss may not depend on the value of the property destroyed
—asmall damage may give rise to a rather big consequential loss if the dislocation of the
business s serious.

3.2 Presentation of Subject Matter
3.2.1 Important Terms
1) Indemnity Period —

The period during which the sales are expected to be affected due to fire is stated in the
policy. This period is known as indemnity periddhe period of time required to restore
business operations to its normal condition (prevailing prior to fire) is called as indemnity
period.This is also called as dislocation period or a period of claim. Howe&trex actual
period required to restore the original position of the business is less than the indemnity period
stated in the poligyhe sales of actual period are considered to ascertain the loss of profit and
not the indemnity period.

2) Sandard Sale orTurnover —

It refers to the sales or turnover affected in the previous year corresponding or parallel
to the indemnity period. Standard sales are defined as the sales during that period in 12
months immediately before the date of damage which corresponds which the indemnity period.
E. g. Fire occurred on 15-04-2025 and indemnity period is 5 months (from 16-04-2025 to
16-09-2025). In this case standard turnover is the sales during 16-04-2024 to 16-09-2024.

3)Annual Turnover —

It is also termed as actual sales. It is the turnover during the 12 months immediately
before the date of fire. E. 4nnual turnover will be the sales for the period forrhApril
2024 to 14 April 2025. If the indemnity period is 12 months, then the annual turnover and
standard turnover will be the same.

4) Short Sales —

Short sales are also known as reduced sales, in order to ascertain the reduction in sales
during the indemnity/ dislocation period. This is difference between Standard sales and the
Actual sales. The following equation is used to calculate short sale -

Short sale = $andard sale — Sales during\ctual indemnity period.

<>




5) Sanding Charges —

Standing charges it means fixed charges or constant expenses. Even business may have
stopped for certain period of time but these expenses remain coAlswthey do not
depend upon the volume of production or sale. Such expenses are generally Interest on
Debentures or loaiyages of Skilledorkers, Salary of Permanerta$, Rent, Rates,
insurance andlaxes (other than income tax), Directors féesljt fees, depreciation on fixed
assets.

6) Net profit —

Itis the net trading profit (exclusive of all capital receipts and accretions and all outlay
properly chargeable to capital) resulting from the business after due provisions for all standing
and other charges including depreciation.

7) Gross Profit —

The sum produced by adding to the Net Profit the amount of the Insured Standing
Charges, or if there be no Net Profit the amount of the Insured Standing Charges less such a
proportion of any net trading loss as the amount of the Insured Standing Charges bears to all
the standing charges of the business.

8) Increased in Cost of working —

When fire breaks out in the business and displaces it, there may be additional expenditures
incurred avoid further reduction in turnover of business. It is additional expenditure incurred
during the indemnity period. It must not exceed the gross profit on increased sales resulted by
this additional expenditure. Normally loss of profit policy contains a clause for indemnity to
cover such increase in the insured standing charges.

9) Saving in expenses —

Any saving in expenses will have to be deducted before arriving the claim for loss of
profit and increased working expenses.

10)Average Clause —

In order to discourage under insurance, fire insurance policies often include and average
clause. The effect of this clause is that if the amount of the policy is less than the value of the
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subject matter insured, the insurer will be liable only for that proportion of the loss which the
amount of policy bears to the total value of the subject méttezre the policy covers a
portion of the loss, this is ascertained by then allowing the claim only proportionately

_ Amount of policy
Loss of Profit X

Gross profit that would have been earned on sales for
12 months ending on the date of fire (adjusted)

Gross profit that would have been earned on sales for 12 months ending on the date of
fire (adjusted)
Check your Progress

A) Fillin the blanks and complete the following statements

1. Amount expected sales during indemnity periods over actual sales is called as

A. Gross Sales B. Net Sales
C. Short Sales D. None of the above
2. The standing charges covered under insurance policy is known as ....................
A. Fixed Charges B. Fluctuating Charges
C. Insured Standing Charges  D. Miscellaneous Charges
3. Average clause is applied in case Of ....................
A. Over Insurance B. Fair Insurance
C. Under Insurance D. None of the above

4. The period during which business activities are disorganized resulting in lower
salesisknown as ....................

A. Short Sales B. Indemnity Period
C. Locking Period D. Opening Period

5. The Fixed expenses incurred irrespective of the reduction in turnover are called
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10.

12.

A. Contingent Expenses B. Standing Charges
C. Fluctuating Charges D. All of the above
Which of the following is uninsured standing charge?

A. Wages of unskilled workers B. Salaries

C. Printing and Stationery D. None of the above

The turnover for the period corresponding with the indemnity period during the
preceding accounting year is called as ....................

A. Half yearlyTurnover B. Sandardlurnover
C.AnnualTurnover D. None of the above

The difference between standard turnover and actual turnover during the dislocation
period is ........cccceeenn.

A. Standard Sales B. Actual Sales
C.Total Sales D. Short Sales

. Standing charges specified in the policy in the case of an accident are called as

A. Insured Standing Charges  B. Standard sales
C. Uninsured Standing Charges D. None of the above

Standing charges not specified in the policy in the case of an accident are called
- S

A. Insured Standing Charges B. Standard sales

C. Uninsured Standing Charge®. None of the above

Additional expenses incurred to avoid reduction in sales is known as ....................
A. Increased cost of working  B. Fixed Expenses

C.Variable expenses D. Saving in Standing Charges

Claim for Loss of Profit= Short Sales X .........ccoe.......

C 63 )
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A. Gross Profit Ratio B. Indemnity Ratio
C. Lower of Gross Profit Ratio & Indemnity Ratio
D. Only Gross Profit Ratio

13. Saving in Insured standing charges are calculated for Indemnity period or
dislocation period whichever is ....................

A. Less B. More
C. Equal D. None of the above
14, i Clause is applicable in case of under insurance
A. Average B. Normal
C. Short Sales D. Indemnity Period
15 s policy cover loss of gross profit sustained as a consequence of
business interruption.
A. Loss of Profit B. Loss of Stocks
C.Average Clause D. Loss of Fixed\ssets

16. Insured standing charges are the ....................
A. Fixed Charges B. Variable Chages
C. Fluctuating D. Current Charges

3.2.2 Computation of Insurance Claim Under Consequential Loss Policy: -
In preparing a claim for consequential loss, it is necessary to take following steps —
Seps | — Calculate Shot Sale —

Standard Sale XXX
(Estimated or expected sales during the period of Indemnity Period)

Add/ Less —Increase or Decrease in sale XXX
XXX
Less -Actual Sales during the indemnity period XXX

Short Sale XXXX
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Seps Il — Calculate Earning orGross Pofit Ratio —

a) In case of Net Profit —

Net Profit+ Insured Standing Charges (Last trading year)
G P Ratio = X 100
Sales for last trading year (Accounting year)

b) In case of Net Loss —

Insured Standing Charges (Last trading year) - Net Loss
G P Ratio = X 100
Sales for last trading year

Seps lll — Calculate Indemnity Ratio —

_ _ PolicyAmount
Indemnity Ratio = X 100
Sales of last 12 months ending on the date of fire

Seps IV — Calculate Loss of Pofit —
Loss of Profit = Short sal® Lowest above two ratio
SepsV - Calculate Gross Claim —
Loss of Profit XXX

Add — Expenses incurred to recovers the loss /
Increase in working expenses XXX
Less — Saving the standing charges / fixed charges or Expenses  Xxx

Gross Claim XXXX

SepsVI - Calculate Net Claim —

Gross Claimx PolicyAmount
Net Claim =

Gross profit in Standard Sale
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Note :

1. “Ifadjustments regarding expenses and production are not givetilnstination
then in that case, calculate the net claim instead of calculating the gross claim.”

2. “Ifthe gross claim has not been calculated inlthstration then in the net claim
formula, the amount of loss of profit should be taken instead of the gross claim.”

3. While computing gross profit on standard sales, calculate it on the sales figure that
has been considered in the indemnity ratio based on the gross profit ratio.”

4. lllustratiors on ascertaining fire claim under Loss of Profit Policy -
3.2.3 lllustrations on ascertaining fire claim under Loss of Profit Policy

A fire occurred in factory premises of Mamnalal on®iMarch,2025The business
was insured for the loss of profits, the period of indemnity being nine months.

The following details are available:-

Particulars Amt.(%)

Net profit (after deducting standing charges Rs. 10,J00) 50,000
for the year ended 3Dec. 2024

Sales for the year ending on@&b. 2025 6,00,000
Sales the year ended*32ec. 2024 5,00,000
Sales for nine months aftet Warch 2025 85,000
Sales from ¥ March to 3@ Nov. 2024 3,75,000
Amount of the policy for loss of profit 60,000

Calculate the amount of the claim.
Solution -

1. Short Sales = Estimated Sale During Indemnity Period

(01-03-2004 to 30411-2004) 9 Months 375000

LessActual Sale indemnity period 85000

Short Sale 290000
C 66 )
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Net Profit+ Insured Standing Charges (Last trading year)
X

2. G P Ratio = 100

Sales for last trading year (Accounting year)

50000 x 10000
= x 100
500000

12 %

3. Indemnity Ratio =

PolicyAmount
Indemnity Ratio = X 100
Sales of last 12 months ending on the date of fire

60000
= X 100
6000000

= 12%

4. Loss of Profit = Short Sake Lowest of above two Ratio
290000% 10%
29000

5. Net Claim =

Loss of Profitx PolicyAmount
Net Claim =

Gross profit in Standard Sale

29,000x 60,000

6,00,000x 12%

29,000x 60,000

72,000

24000
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[llustration No. 2 :

Mr. Michel Jackson holds a loss of profit policy for Rs. 60,000, the indemnity period
being six months. His sales for the year ended 8ibdtember2024 were Rs. 9, 60,000
and net profits Rs. 1, 70,400 after deducting standing charges Rs. 62,400

A Fire occurred on 20January2025 and destroyed his premisEse following
particulars are available from the books which were saved.

1. The sales during the period of dislocation were Rs. 69,600 and for the corresponding
period in the preceding year were Rs. 2,13,600.

2. The expenses incurred to mitigate loss were Rs. 6,000.
3. The savings of the insured standing charges amounted to Rs. 3,600.
4. The sales for the 12 months before the fire were Rs. 3, 00,000.
- Prepare a claim for consequential loss.
Solution —
1. Short Sales = Estimated Sale During Indemnity Period 2,13,600
LessActual Sale During the indemnity period 69,600
Short Sale 1,44,000

Net Profit+ Insured Standing Charges (Last trading year)
2. GPRatio = X 100
Sales for last trading year (Accounting year)

170400 X 62400
= x 100
960000

24.25%

3. Indemnity Ratio =

PolicyAmount
Indemnity Ratio = X 100
Sales of last 12 months ending on the date of fire
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60000
= X 100
300000

=20%
4. Loss of Profit = Short Sake Lowest of above two Ratio

Short Sal Indemnity Ratio

144000x 20%

= 28800
5. Gross Claim =
Loss of Profit 28800
Add — Expenses incurred mitigate 6000
Less; Saving of Standing Charges 3600
Gross Claim 31200
6. Net Claim =
Gross Claimx PolicyAmount
Net Claim =

Gross profit in Standard Sale

31,200x 60,000

3,00,000x 24.25%

31,200x 60,000

72,750

25,732
lllustration No. 3 :

On ' November2025 a severe fire broke out in the premises of ILCK Co.
Ltd. The indemnity period lasted for four months during which the sales of the company were
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reduced to Rs. 2, 00,000 orlyne company closes its accounts on 30th June eachilyear
profit and los#\/C for the year ended 30th June, 2025 is given below:

Profit and lossAccount

(For the year ended 8Qune, 2024)

Particulars ® Particulars )
To opening stock 5, 00,000| Bysales 47, 50,000
To purchase 30, 00,000 By closing stock 2, 50,000
To variable exp. 7, 87,500
To standing chaes 3, 62,500
To net profits 3, 50,000
Total 50, 00,000 Total 50, 00,000

The company took a loss of profit policy for a sum of Rs. 6, 00,000. The sales of the
company for 12 months ending the date of fire were Rs. 50, 00,000 and for four months from
1*November2024 to the end of Februa®025 were Rs. 15, 00,000.

It was noted that sales for the first four months of the year under indemnity were 20%
higher than the previous year

- Compute the claim for loss of profit.
Solution :
1. Short Sales = Estimated Sale During Indemnity Period 15,00,600
(1%*November 2024 to 28-ebruary 2025)

Add: 20% Income 15000& 20% 3.00,000
18,00,000
Less: Actual Sale During the indemnity period 2,00,000
Short Sale 16,00,000
C 700
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Net Profit+ Insured Standing Charges (Last trading year)
X

2. G P Ratio = 100

Sales for last trading year (Accounting year)

3,50,000x 3,62400
= x 100
47,50,000

15%

3. Indemnity Ratio =

PolicyAmount
Indemnity Ratio = X 100
Sales of last 12 months ending on the date of fire

6,0,000
= X 100
50,00,000
= 12%
4. Loss of Profit = Short SakeLowest of above 2 Ratio

Short Sal Indemnity Ratio

16,00,000x 12%

1,92,000
5. Net Claim =

Loss of Profitx PolicyAmount
Net Claim =

Gross profit in Standard Sale

1,92,000x 6,00,000

50,00,000x 15%

1,92,000x 6,00,000

7,50,000

G




= 1,53,600
[llustration No. 4 :

A fire occurred in the premises of darling co. Itd. ®dune, 2025The company
has a loss of profit policy of Rs. 30,000. Sales fréduhe 2024 to 31May 2025 were
Rs. 2, 50,000. Similarly the sales frofhJline, 2024 to 30Sept. 2024, being Rs. 75,000.
During the indemnity period which lasted for 4 months, sales were Rs. 10,000. The company
closed its accounts on8BDecemberThe profit and loss a/c for 2024 is given below:

Particulars ® Particulars )

To opening stock 25,000| Bysales 2,37,500
To purchases 1,50,000| By closing Stock 12,500
To Manufacturing expenses 16,750
To selling exp. (variable) 22,625
To fixed expenses 18,125
To net profits 17,500

Total 2,50,000 Total 2,50,000

Comparing the sales of the first four months of 2025 with those of 2024, it was found
that sales were 10% higher in 2025.

- Determine the loss of profit.
Solution :

1. Short Sales = Estimated Sale During Indemnity Period 75,000
(2%t June 2024 to 30September 2024)

Add: 10% Income (75000) 7,500
82,500
Less: Actual Sale During the indemnity period 10,000
Short Sale 72,500
C 790
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Net Profit+ Insured Standing Charges (Last trading year)
X

2. G P Ratio = 100

Sales for last trading year (Accounting year)

1,75,400x 18,125
= x 100
2,37,500

15%

3. Indemnity Ratio =

PolicyAmount
Indemnity Ratio = X 100
Sales of last 12 months ending on the date of fire

30,000
= X 100
2,50,000

12 %

4. Loss of Profit = Short SakeLowest of above 2 Ratio
= 72,500% 12 %
= 8,700

5. Net Claim =

Loss of Profitx PolicyAmount

Net Claim =
Gross profit in Standard Sale

8,700x 30,000

2,50,000% 15%

8,700x 30,000

37,500

6,960
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[llustration No. 5 :

From the following particulars find out claim under the loss of profit policy

2) Date of fire 15t April, 2003
3) PoalicyValue Rs. 40,000
4) Indemnity period Four months.

5) Dislocation period upto 30.7.2003.
6) Sales for 2002 accounting year Rs. 1, 20,000. Net profit for 2002 Rs. 13,000.
Standing charges (all insured) Rs. 17,000.

7) Sales from 1.4.2002 to 31.3.2003 Rs. 1,60,000

8) Sales from 1.4.2003 to 30.9.2003 Rs. 20,000

9) Sales from 1.4.2003 to 1.8.2003 Rs. 15,000

10) Sales from 1.4.2002 to 30.9.2002 Rs. 35,000

11) Sales from 1.4.2002 to 1.8.2002 Rs. 50,000

- There is clear upward trend of 10% in the business.

Solution :
1. Short Sales = Estimated Sale During Indemnity Period 50,000
(2tApril 2002 to ® August 2002)
Add: 10% Income (50008 10%) 5,000
55,000
Less: Actual Sale During the indemnity period 15,000
Short Sale 40,000
Net Profit+ Insured Standing Charges (Last trading year)
2. GRRatio = X 100

Sales for last trading year (Accounting year)

13,000 x 17,000
= x 100
1,20,000
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= 25%

3. Indemnity Ratio =

PolicyAmount
Indemnity Ratio = X 100
Sales of last 12 months ending on the date of fire

40,000
= X 100
1,60,000

25 %

4. Loss of Profit = Short SakeLowest of above 2 Ratio
= 40,000% 25 %
= 10,000

5. Net Claim =

Loss of Profitx PolicyAmount
Net Claim =

Gross profit in Standard Sale

10,00x 40,000

1,60,000 X 25%

10,00x 40,000

40,000

10,000
lllustration No. 6 :

Mahesh has a loss of profit policy of Rs. 90,000 under which the period of indemnity
is three months. His accounts for the year ended 31.3.2002 show the sales at Rs.7, 00,000
and a net profit of Rs.70, 000. The standing charges debited in the accounts to arrive at the
profit figure amounted to Rs.3, 500.
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On 1.7.2002 a fire occurred which resulted in part suspension of his business activities.
He presents the following data regarding sales:

Year July August September October November
2001 (Rs.) 65,000 70,000 68,000 72,000 80,000
2002 (Rs.) 15,000 25,000 30,000 45,000 60,000

The sales for the twelve months ended 30.6.2002 are Rs.7, 50,000. It is estimated that
improved methods of production sirfgaril, 2002 would increase the profitability by 2.5%
on sales.

- Find out the claim under the loss of profit palicy

Solution :
1. Short Sales = Estimated Sale During Indemnity Period 2,03,000
LessActual Sale During the indemnity period 70,000
Short Sale 1,33,000
Net Profit+ Insured Standing Charges (Last trading year)
2. G P Ratio = X 100
Sales for last trading year (Accounting year)
70,000 x 3,500
= X 100
7,00,000
= 10.5%
Add : Increase the profitability by 2.5% on Sale
=10.5% + 2.5%
=13%
3. Indemnity Ratio =
PolicyAmount
Indemnity Ratio = X 100
Sales of last 12 months ending on the date of fire
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90,000
= ———— X 100
7,50,000

12 %

4. Loss of Profit = Short SakeLowest of above 2 Ratio

= 1,33,000x 12 %
= 15,960

5. Net Claim =

Loss of Profitx PolicyAmount

Net Claim =
Gross profit in Standard Sale

15,960x 90,000

7,50,000% 13%

15,960x 90,000

97,500

14,732.30

lllustration No. 7 :

From the following information, calculate the amount of claim under loss of profit

policy.

o o bk~ wDd PR

Date of fire ¥ April, 2010.

Period of indemnity: 4 months.

Policy amount Rs. 3, 00,000.

Sales from 1.1.2009 to 31.12.2009 Rs. 18, 00,000.
Sales from 1.4.2009 to 31.3.2010 Rs. 20, 00,000.

Net profit for the year ended 31.12.2010 Rs. 2, 00,000 and standing charges Rs.
2, 00,000. (out of which Rs. 40.000 were uninsured)
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7. Sales during the dislocation period Rs. 2, 00,880.during the corresponding

period in the last year Rs. 6, 00,000.
Solution :
1. Short Sales = Estimated Sale During Indemnity Period 6,00,000
LessActual Sale During the indemnity period2,00,000

Short Sale 4,00,000

Net Profit+ Insured Standing Charges (Last trading year)
2. G P Ratio = X 100
Sales for last trading year (Accounting year)

2,00,000x 1,60,00
= x 100
18,00,000

20%

3. Indemnity Ratio =

PolicyAmount
Indemnity Ratio = X 100
Sales of last 12 months ending on the date of fire

3.00,000
= — x100
20,00,000

15 %

4. Loss of Profit = Short SajeLowest of above 2 Ratio
= 4,00,000x 15%
= 60,000

5. Net Claim =

Loss of Profitx PolicyAmount
Net Claim =

Gross profit in Standard Sale
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60,000x 3,00,000
20,00,000x 20%

60,000x 3,00,000
4,00,000

45,000

lllustration No. 8 :

Mr. Sanjay holds a loss of profit polidyrom the following information calculate the
amount of claim under loss of profit policy

1. The accounts are prepared annually off Becember

2. The net profit plus insured standing aes for the year ended%]December
2000 amounted to Rs.50,000.

3. Afire occurred on 30April, 2001 the period of indemnity is 6 months.

4. The sales for the year ended'2ril, 2001 were Rs. 1, 40,00And for the
year ended 31December were Rs. 1, 25,000.

5. The sales during the period of dislocation were Rs. 20800.for the
corresponding period in the preceding year were Rs.45, 000.

6. The expenses incurred to mitigate loss were Rs. 2,000.
7. The saving in insured standing charges due to fire amounted to Rs. 500.

8. The amount of policy was Rs.40, 000.

Solution :
1. Short Sales = Estimated Sale During Indemnity Period 45,000
LessActual Sale During the indemnity period 20,000
Short Sale 25,000
Net Profit+ Insured Standing Charges (Last trading year)
2. GPRatio = X 100

Sales for last trading year (Accounting year)
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50,000
= ——F— X100
1,25,000

40%
3. Indemnity Ratio =

PolicyAmount
Indemnity Ratio = X 100
Sales of last 12 months ending on the date of fire

40000
= x 100
1,40,000

28.57 %

4. Loss of Profit = Short Sake Lowest of above two Ratio

Short Salx Indemnity Ratio

25,000 28.57%

= 7,1425
5. Gross Claim =
Loss of Profit 7,142.5
Add — Expenses incurred mitigate 2000

Gross Claim 8,642.5

6. Net Claim =

Gross Claimx PolicyAmount

Net Claim =
Gross profit in Standard Sale

8,642.5x 40,000

1,40,000% 40%
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8,642.5x 40,000

56,000

6,173.21

lllustration No. 09 :

Form the following particulars of Dada Compaiglhapur find out under the loss of
profit policy:

Date of fire : 15 April,2021

Policy amount : Rs. 4,000.

Indemnity Period : Four Months

Dislocation Period : From F'April, 2021 to 30-09-2021

Net profit for the year ended on*3{larch, 2021 was Rs. 33,000: sanding charges
(allinsured) Rs. 22,000.

Sales from 1-4-2020 to 31-3-2021 1,76,000
Sales from 1-4-2019 to 31-3-2020 1,60,000
Sales from 1-4-2021 to 30-9-2021 20,000
Sales from 1-4-2021 to 31-7-2021 15,000
Sales from 1-4-2020 to 30-9-2020 35,000
Sales from 1-4-2020 to 31-7-2020 50,000

There is clear upward trend of 10% in the business.

Solution :
1. Standard Sale (Sales from 1-4-2020 to 31-7-2020 50,000
Add: 10% increase in Business (500000%) 5,000
Adjusted Standard Sale 55,000
Less: Sale During indemnity period 15,000
Short Sale 40,000
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Net Profit+ Insured Standing Charges
2. Calculation of Gross Profit Ratio = X 100
Sales for last Financial year

33,000 x 22,000
= x 100
1,76,000

31.25%

3. Loss of Profit = Short Salx G P Ratio
= 40,000% 31.25 %
= Rs.12,000

4. NetClaim=

Loss of Profitx PolicyAmount
Net Claim =

Gross profitin Standard Sale

12,500x 40,000

1,76,000% 31.25%

12,500x 40,000
55,000

9,091
[llustration No. 10

Form the following information, find the claim under a Loss of Profit Policy:

Particulars ® Particulars )
Sales in 2020 1,00,000( Net Profitin 2023 10,000
Salesin 2021 1,20,000( Date of Dislocation 1-1-2024
/8_2\
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Salesin 2022 1,44,000| Period of Dislocation 3 Months
Salesin 2023 1,72,800| Indemnity Period 9 Months

PolicyValue 50,000

All (Insured) Standing Charges in 2023 = Rs. 7,280.
Sale from 1-1-2023 to 31-3-2023 = Rs. 43,200
Sales from 1-1-2024 to 31-3-2024 = R5,840

The was no reduction in Standing Charges during the dislocation period, nor were
there may additional costs.

Solution :
1. Sales during period of dislocation i.e. form 1-1-2024 to 31-3-2024 A<
2. Standard Sales i.e. Sales from 1-1-2023 to 31-3-2023 = Rs. 43,200
3.Trend of increase in Sales per annum:
2020 : 1,00,000
2021 : 1,20,000
2022 : 1,44,000

Rs. (1,00,000 + 20,000) = 100% + 20%
Rs. (1,20,000 + 24,000) = 120% + 20%

Thus from 2020 to 2022 there is clear increase of 20% on the sales of immediate
previous year

4.Adjusted $andard Sales:
Rs. 43,200 + 20%

Rs. 43,200 + 8,640
51,840

5. Short Sales =
Adjusted Standard Sales 51,840
Less - Salesduring dislocation 11,840
Short Sales = 40,000
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6. Gross Profit for Claim Purpose:

Net Profit+ Insured Standing Charges
= x 100
Sales of Previous Financiéaar

= 10%
7.Amount of Claim :
= Rate of Gros« Profit Short Sales

10% x Rs. 40,000

Rs. 4,000

Check your Progress :
B) Fill in the blanks and complete the following statements.

1. If the indemnity period is 12 months, Standard Sale is Rs. 50,000, Sales during
indemnity period is Rs. 10,000, then Short Sales amount will be

A. Rs.50,000 B. Rs.40,000
C. Rs.30,000 D. Rs.42,000

2. If the indemnity period is 6 months, a standard sale is Rs.5,00,00¢uahsale
during indemnity period is Rs.2,00,000 then short sales amount will be

A. 3,00,000 B. 4,00,000
C. 4,20,000 D. 3,00,000

3. Standard sales is 50,000, Upward trend is 5,A6ial sales during indemnity
period is 15,000, then short sales amount will be

A. 20,000 B. 40,000
C. 50,000 D. 70,000

4. Standard sales is 15,00,000, Upward trend is 3,000€0al sales during
indemnity period is 2,00,000, then short sales amount will be

A. 22,20,000 B. 42,00,000
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C. 16,00,000 D. 20,00,000

. Under loss of profit method, for calculating gross claim how much will be saving
in insured standing charges, if the yearly saving in insured standing charges are
Rs.2,100 and period of Indemnity is 4 months?

A. Rs.300 B. Rs.400
C. Rs.700 D. Rs.800

. Under loss of profit method, for calculating gross claim how much will be saving
in insured standing charges, if the yearly saving in insured standing charges are Rs.
9,000 and period of Indemnity is 4 months?

A. Rs.9,000 B. Rs.6,000
C. Rs.3,000 D. Rs.4,500

. If Sales of last year is Rs. 6,00,000 and sales of corresponding current year is
Rs.2,00,000 then Short sales will be ...............

A. 4,00,000 B. 5,00,000
C. 2,50,000 D. 2,56,000
. If Net Profit is Rs. 2,00,000

Insured Standing Charges is Rs. 1,60,000
Sales of The Previous year is Rs. 18,00,000
Gross Profit Rate will be............

A. 20% B. 30%

C. 40% D. 45%

. If Net Profit is Rs. 4,00,000

Insured Standing Charges is Rs. 3,20,000
Sales of The Previous year is Rs. 36,00,000
Gross Profit Rate will be............

A. 20% B. 30%




C. 50% D. 65%

10. If Gross profit rate is 20% and Short Sales is Rs. 8,00,000, then Loss of Profit
on Sales willbe ...........

A. Rs. 1,60,000 B. Rs. 1,00,000
C. Rs. 80,000 D. None of the above

11. If Gross profit rate is 25% and Short Sales is Rs. 4,00,000, then Loss of Profit
on Sales willbe ...........

A. Rs. 1,00,000 B. Rs. 2,00,000
C. Rs. 1,50,000 D. None of the above

12. |If Sales of last year is Rs. 5,00,000 and Sales of corresponding current year is
Rs.1,00,000 then Short sales will be ...............

A. Rs.4,00,000 B. Rs.5,00,000
C. Rs.3,00,00 D. None of the above
C) Sate whethereach of the following statement isiie or False.
1) An ordinary fire insurance policy covers loss of profits automatically

2) The main purpose of a Loss of Profit Policy is to compensate for business
interruption losses.

3) Standing charges are also known as fixed or constant expenses.
4) Rent and salaries are examples of standing charges.

5) The indemnity period is the period required to restore the business to its normal
condition.

6) Short sales are calculated by subtracting actual sales from standard sales.
7) Standard turnover refers to sales made after the date of fire.

8) Annual turnover means the turnover during the 12 months immediately before the
date of fire.

9) Increased cost of working is never covered under a Loss of Profit.Policy
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10) Saving in expenses is added while calculating the insurance claim.

11) Gross Profit in a Loss of Profit Policy includes net profit and insured standing
charges.

12) A Loss of Profit Policy can be taken without a Fire Insurance Policy
13) TheAverage Clause discourages uAdsurance.

14) A separate premium is clgad for a Loss of Profit Policy

15) Loss of profit due to reduction in turnover is covered under the policy
16) Directors’ fees and audit fees are examples of standing charges.

17) The amount of consequential loss always depends only on the value of the
property destroyed.

18) Gross Claim is calculated after deducting savings in standing charges from the
total loss and increased cost of working.

19) The policy compensates only for damage to property and not for business
interruption.

20) Loss of Profit Policy is also known as Consequential Loss Policy
3.3 Summary:

Consequential Loss Policgiso known as Loss of Profit Insurance Policgtects a
business against financial losses arising from interruption of business due to fire or other
insured events. Fire may damage buildings, machinery and stock and also reducesthe firm’
capacity to produce and sell goods, resulting in loss of profit. The policy generally covers
three major components: (a) loss of profit due to reduction in tugrfbytass arising from
unrecovered insured standing charges, and (c) increased cost of working incurred to maintain
sales. Important terms include Indemnity Peritah@rdrurnoverActual/AnnualTurnover
Short Sales,t8nding Chages, Gross Profit, Increased CostMairking, Saving in Expenses,
andAverage Clausd@.heAverage Clause applies when the business is insiered, and
the consequential loss policy is generally taken along with a policy covering physical loss or
damage by fire.




3.4 Terms to Rember:

1.

10.

Indemnity Period : The period required to restore the business to its normal position
after the fire.

. Sandard Turnover : The turnover of the corresponding period of the previous year

during the indemnity period.
Actual Turnover : The actual sales achieved during the period of business interruption.
Short Sales. The diference between adjusted standard turnover and actual turnover

Sanding Charges: Fixed expenses that continue even when business operations
are reduced or stopped.

Insured Sanding Charges: Sanding chages specifically covered under the
insurance policy

Gross Profit Ratio : The percentage of gross profit to sales used for calculating loss
of profit.

Incr eased Cost diVorking : Additional expenses incurred to prevent or reduce the
fallin turnover

Average ClauseA clause applied in cases of undeurance, reducing the claim
proportionately

Loss of Profit : The profit lost because of reduced turnover during the indemnity
period; generally calculated as Short Sales x lower of Gross Profit Ratio and Indemnity
Ratio.

3.5 Answer to check yourprogress :

A) 1) Short Sales, 2) Insured Standing Charges, 3) Under Insurance, 4) Indemnity

Period 5) &anding Chages, 6)Wages of unskilled workers, 7}eé®dard
Turnover 8) Short Sales, 9) InsurethB8ding Chages, 10) Uninsured&hding
Chages, 1) Increased cost of working, 12) Lower of Gross Profit Ratio &
Indemnity Ratio, 13) Less, 1Ayerage, 15) Loss of Profit, 16) Fixed Gies.

B) 1) Rs.40,000, 2) Rs.4,00,000, 3) Rs. 40,000, 4) Rs. 16,00,000, 5) Rs.700, 6)
Rs.3,000, 7) Rs.4,00,000, 8) 20%, 9) 20%, 10) Rs. 1,60,0Q0R4.
1,00,000, 12) Rs.4,00,000
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C) 1) False, 2Jrue, 3)True, 4)True, 5)True, 6)True, 7) False, 8)rue, 9) False,
10) False, 1) True, 12) False, 13rue, 14)True, 15)True, 16)True, 17)
False, 18)rue, 19) False, 20jrue
3.6 Execises forSelf-Sudy :
3.6.1 Short Notes —
1. Short Sales
2. Indemnity Ratio.
3.Average Clause
4. Standard Sales
5. Consequential Loss Policy or Loss of Profit Policy
6. Dislocation Period
7. Standard Charges

3.6.2 Shot Answer Question —

1. Explain the necessity of Loss of Profit Policy?

2. How to calculate claims under Loss of Profit Policy?

3. Explain the steps involved in calculation of claims under Loss of Profit Policy
3.6.3 Exercise - Practical lllustrations for self-study —
lllustration No. 1

Mr. Shrinath had taken a loss of profit policy for Rs. 60,000 the period of indemnity
being six months after the fire. On theé"May, 2005, his dfce premises were destroyed
by the fire. The following information is available from his books:

Particulars Amt.(%)

Net profit for 2022 36,000
Standing charges for 2022 12,000
Turnover for 2022 7,20,000
Turnover from the year ending on"lday, 2023 7,50,000
Turnover from 18 May to 15' Nov. 2022 4,50,000
Turnover from 186 May, 2005 to 15 Nov. 2023 1,50,000

(89 )

~—



- Calculate the amount recoverable from the insurance company

[llustration No. 2 :

Mr. Arnold holds a loss of profit policy for Rs. 50,000, the indemnity period being six
months. His sales for the year ended chC¥cember2024 were Rs. 8, 00,000 and net
profit Rs. 1, 42,000 after deducting standing charges Rs. 52,000.

A fire occurred on 20tApril, 2025 and destroyed his premis&he following
particulars are available from the books which are saved.

1.

2.
3.
4.

The sales during the period of dislocation were Rs. 58,000 and for the corresponding
period in the preceding year were Rs. 1, 78,000.

The expenses incurred to mitigate the loss were Rs. 5,000.
The saving of the insured standing charges amounted to Rs. 3,000.

The sales for twelve months before fire were Rs. 2, 50,000.

- Prepare a claim for consequential loss.

[llustration No. 3

A business holds a loss of profit poliEyom the following information prepare a claim
for consequential loss:

1.

The accounts are prepared annually to 31st Decentigemet profit plus insured
standing chages for the year ended 31st DecemB@24 amounted to Rs. 2,
00,000.

A fire occurred on 30tApril, 2025.The period of indemnity six months.

The sales for the year ended 38¢hil, 2025 were Rs. 5, 24,000 and for the year
ended 31 December2024 were Rs. 5, 00,000.

The sales during the period of dislocation were Rs. 80,000 and corresponding
period in the preceding year were Rs. 1, 80,000.

The expenses incurred to mitigate loss were Rs. 8,000.

The saving on insured standing charges due to fire amounted to Rs. 2,000.
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7. The amountinsured was Rs. 1, 57,000.
lllustration No. 4 :

On 1st OctobeR025 a severe fire broke out in the business ofdiucky Ltd.
The indemnity period lasted for four months during which the sales of the co. were reduced
to Rs. 2, 40,000The company closes its books off 3dne every yeafhe profit and loss
accounts for the year ended"3une, 2025 is as under

Particulars (9] Particulars ®
To opening stock 6,00,000| By sales 57,00,000
To purchases 36,00,000[ By closing Stock 3,00,000
To variable expenses 9,45,000
To fixed expenses 4,35,000
To net profits 4,20,000
Total 60,00,000 Total 60,00,000

The company took a loss of profit for a sum of Rs. 7, 20,000. The sales of the
company for the 12 months ending the date of fire were Rs. 60, 00,000 and for the
four months from thes1October 2024 to the end of Januad025 were Rs. 18,
00,000.

It was noted that the sales for the first four months for the year under indemnity were
20% higher than the previous year

- Compute the claim for loss of profit.....
lllustration No.5:

Mr. Jayantilal was insured under a loss of profit for Rs. 42,000. He closes his books
of accounts on 31December every yeak considerable damage was caused to his
premises onsLJuly, 2000.The following further information is available to you from his
records




Particulars Amt.(%)

1) Turnover from 1.7. 2000 to 30. 9. 2000 20,000

2) Turnover in the corresponding period of 1999 1,20,000

3) Turnover during the year ending 31. 12. 1999 4,00,000

4) Turnover during the year ending3lune 2000 4,80,000

5) Standing charges during the year ending 31. 12.{19924,000

6) Net Profit during the year ending 31. 12. 1999 16,000

It has been ascertained that the business.afayantilal has consistently shown an
increase of 25% in the turnover in the months preceding the fire over the corresponding
period of the previous year

- Show amount of claim.....

lllustration No. 6 :
From the following particulars find out the amount of claim for loss of profit:

Date of fire 30, 06, 2000
Period of indemnity six months
Amount of policy Rs. 40, 000
Net profit for the accounting year ended' &iarch, 2000 Rs. 12, 500
Sales for the year ended 30.6.2000 Rs. 2, 00,000
Standing charges for the accounting year ended 31.3.2000 Rs. 28, 500
Turnover for the year ending 31.3.2000 Rs.1, 98,000
Turnover for the indemnity period from 1.7.2000 to 31.12.200Rs.56, 000
Turnover for the period from 1.7.1999 to 31.12.1999 Rs.1, 10,000

The turnover for the year 2000.2001 had shown a tendency of increase of 10% over
the turnover of the preceding year




lllustration No. 7 :

Mr. Shastri had taken a loss of profit policy for Rs.1, 20,000 period of indemnity
being 6 months after the fire. On"Mday 2018 his office premises were destroyed by fire.
The following information is available from his books.

Net profit for the year ended 2017 72,000
Standing charges for the year ended 2017 24,000
Sales for the year ended 2017 14, 40,000
Sales from the year ending ort"Ibay 2018 15, 00,000
Sales from 18may to 1% nov. 2017 9, 00,000
Sales from 186may to 1% nov. 2018 3, 00,000

- Calculate the amount of fire claim.

lllustration No. 8 :

A businessman took out a loss of profit policy for Rs.90, 000 with an indemnity period
of six months. His net profit for the last financial year was Rs. 56,000 after deducting standing
charges of Rs. 14,000 and the sales for that period was 2, 80,000.

A fire occurred on 3imarch, 2019. His turnover for six months immediately following
the fire was Rs. 1, 80,008s compared with the turnover of corresponding months in the
previous yearit was short by Rs. 3, 20,000. His turnover for 12 manthimediately
preceding fire was Rs. 4, 50,000.

- Calculate the amount of claim lodged with insurance company

lllustration No. 9 :

Mr. PatilTraders are insured under loss of profit policy for Rs. 1, 26]0@d. books
of accounts are closed on>3December each yedihe fire occurred in the premises of the
business on 1.7.2018. The record saved disclosed the following information:

Particulars Amt.(%)
Sales during the year ended 30.6.2018 14,40,000
I Th
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Sales during the year ended 31.12.2017 12,00,000

Sales from 1.7.2018 to 30.9.2018 60,000

Sales in the corresponding period from 1.7.2017 to 30.9/2013,60,000

Standing charges for the year ending 31.12.2017 72,000
Net profit for the year ending 31.12.2017 48,000
Period of indemnity 3 months

It has been ascertained that the business has consistently an increase of 25% in sales
in the month preceding the fire over corresponding period of the previous year

- Calculate the amount of claim.

[llustration No. 10 :

The fire occurred on the premises of Haaland ltd *cluie 2025 and the business
was disoganized up to 30November2025. Following information was extracted from the
books of accounts.

Actual turnover from $July, 2025 to NovembeR025 30,000
Turnover from ¥ July to 30" November2024 1,00,000
Net Profit for the last financial year 45,000
Insured Standing Charges for the last financial year 30,000
Turnover for the last financial year 2,50,000
Turnover for the year ending on'8une, 2025 2,75,000
Total standing Chges for the year 36,000

The company holds a Loss of Profit policy for Rs. 1,65,000 having an indemnity
period of 6 months.

The company incurred additional expenses amounting Rs. 9,000; which reduced the
loss of turnoveiThere was also a saving, during the indemnity period, of Rs. A8
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has been a considerable increase in trade and it has been agreed that an adjustment of 20%
is to be made in respect of upward trend in turnover

3.7

Compute claim under Loss of Profit Insurance.
References for further study :

e Advancediccounts/ Corporat&ccounting -M. C. Shukla, T. S Grewal, M. P.
Gupta& B. M. Agarwal — S. Chand Publishing

e AdvancedAccountancy -S. N. Maheshwari & S. K. Maheshwari — Vikas
Publishing House

e AdvancedAccountancy R. L. Gupta& M. Radhaswamy — S. Chand & Sons
e AdvancedAccountancy -S P.Jain & K. L. Narang — Kalyani Publishers




Unit 4

Insurance CompaniesAccount

Final Accounts of General Insurance Companies Regulatgrframework
and the preparation of specific financial statements, set by IRDAI (Insurance
Regulatory and DevelopmenAuthority of India)

Index -

4.0 Objectives
4.1 Introduction

4.2 Presentation of Subject Matter:
4.2.1  Important Basiderminologies
4.2.2  General Insurance
4.2.3  Types of General Insurance
4.2.4  FinalAccounts of General Insurance
4.2.5  Important point while preparing annual accounts of General Insurance
Companies
4.2.6 Practical problems

4.3 Summary

4.4 Glossary Important terms to Remember
4.5 Answers to ChecKour Progress 1,2,3
4.6 Exercise

4.7 References to Further Study

4.0 Objectives:

After studying this unit you will be able to understand Final accounts of general insurance
companies and regulatory framework and the preparation of specific financial statements set
by IRDA.
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4.1 Introduction :

IIn the previous three units, we gained a comprehensive understanding of the general
insurance business and the methods of calculating insurance claims. Unit | introduced the
concept of insurance, explaining its meaning, nature, principles, and various types of insurance,
with particular emphasis on fire insurance. Unit Il focused on the computation of insurance
claims under fire insurance policies for loss of stock and loss of assets and properties, enabling
students to understand the practical methods of claim settlement. Unit 11l extended this
knowledge by explaining the computation of insurance claims under fire consequential loss
(loss of profit) policies, Building upon this foundation, Unit IV shifts the focus from insurance
operations and claim calculations to the financial reporting and accounting practices of general
insurance companies. Every general insurance company is required to prepare its financial
statements in accordance with the Insurakate 1938, the Insurance Regulatory and
Developmeniuthority of India (IRDAI)Act, 1999, and the regulations issued by the Insurance
Regulatory and Developmethority of India (IRDAI).These regulatory provisions ensure
uniformity, transparengyaccountabilityand financial discipline in the insurance sector

This unit explains the regulatory framework governing the preparation of final accounts
of general insurance companies and introduces the specific financial statements prescribed by
IRDAI. Unlike ordinary business organizations, general insurance companies prepare
specialized financial statements such as the Rexenaant, Profit and Logsccount, Balance
Sheet, and accompanying schedules in the prescribed format. These statements provide
information regarding underwriting performance, investmentincome, reserves, liabilities, assets,
and the overall financial position of the insurer

A sound understanding of these financial statements is essential for students of commerce,
accounting, and insurance because they reflect the financial health, s@weraperational
efficiency of insurance companies. By studying this unit, students will be able to understand
the legal requirements, accounting procedures, and reporting standards applicable to general
insurance companies and appreciate the significance of financial reporting in maintaining public
confidence and regulatory compliance.

4.2 Presentation of Subject Matter :

This topic contains the various terminologies related to General insurance business,
various types of insurance, insurance provisions according to the Inghcah©a8, 1999,
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2002 and Insurance (Amendmefatt 2015. It also presents the accounting treatment for
general insurance business etc.

4.2  Presentation of Subject Matter
4.2.1 Important Basic Terminologies:
The following are some of the basic terminologies which help in insurance business.

1. RevenuéAccount: The Revenue account has to be prepared in all types of insurance
business in the form prescribed by IRDA. This account discloses the profit or loss made by an
insurance business during a particular period.

2. Reseve for unexpired Risk: Every year Insurance companies close their books of
accounts on 31st March but the risks under varied policies expire on that date is not
closedAs a result, unexpired liability may occur during the remaining term of the policy
therefore a provision for unexpired risks is madeper the Insurandkct, the provision

for unexpired risks at 50% for fire, marine cargo & miscellaneous busiess except marine
Hull is at100%.

According to the section 44 of Rule 5 of the first schedule (6E), the insurance companies
are allowed a deduction of 50% of net premium income in case of Fire & 183 Miscellaneous
and 100% of the net premium income relating to the Marine Insurance business. The reserves
are created under the IncoifaxAct.

3.Additional Reserve forUnexpired Risk: This additional provision is shown separately
asAdditional Reserve. It shows when:

1. Thistype of reserve for unexpired risk is only provided if the management may
feel. Itis debited to the Reveniie.

2. Incase of normal reserve for unexpired risk, the balance will be shown in the
balance sheet while it will be transferred to the credit side of Reséninghe
nextyears.

4. Claim : In case of General Insurance, the claim arises only when the loss occurs as stated
events in the policyhe calculation of claim or claim due/outstanding at the end is calculated
in following situations:

a) Claimintimated and accepted but not paid
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b) Claim intimated but not accepted and paid.

Claim = Claim intimated + Survey Fees + Medical Expenses — Claims
received on insurance.

5. Bonus in Reduction of Premium:Generally in case of general insurance most of the
policies are taken for one year and after the maturity it is renewed with the same company or
may be fresh policy by other compalhis the practice of insurance company that the company
grants a reduction in premium at the prescribed rate if the insured or the policyholder does
not claim about policyl his rate of reduction gets increased every year usually for three years
is the policyholder fails to make any claim year after.year

The General Insurance Company of India allows the following rates of reduction for a
Motorbike; which is bonus in reduction in premium :

1stYear - 15%
2ndYear - 25%
3rdYear - 30%

6. Re-insurance:lf the insurer is unable to bear the whole risk of a patieyll reinsurance

a part of risk with some other insurierthis case the insurer is said to have ceded a part of its
business to other insurérmeans the risk of the insurance is being underwritten by another
insurance companiReinsurance business is an agreement between the ceding company and
the Reinsurettinvolves to cede (give) and to accdjpterefore, the other company accepts

the risk against the share of premidtthe time of claim, itis divided into two companies
(insurers) in the agreed proportion of the risk. It is nothing but the passing of some risk to the
other insurer if it is not borne by the earlier insurer fulligelps in reducing the risk of the
insurer itself.

a) Coinsurance: Itis the concept of division of large risk between the insurers. One
insurance company offers the contract with the other company to the certain
percentage of sum insured and transfer some risk. It reduces the burden of risk of
one insurer and they can bear the risk togetherfirst insurer serves as a leader
and acts on behalf of the others.
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b) Ceding Company: The ‘Ceding Company’ is an insurance company which shifts
part or all of the risk to another insurance company

¢) Reinsurer: The ceding company shares the premium that has received to cover the
risk with another insurer called ‘Reinsurém such as case, in return Reinsurance
company pays commission to the ceding company for giving a business.

d) Commission on Re-insurance accepted / ceded: Commission on Reinsurance
accepted is needed to be paid and as such itis added in commission which paid
and debited to RevenAé. Commission on Reinsurance ceded is received and it
is credited to Revenuec.

7. Insurance Regulatoy and DevelopmentAuthority (IRDA) Regulations, 2002 :
IRDA, after consultation with the Insurarsdvisory Committee, in exercise of the powers
conferred by Sec. 18 A of the InsurancAct 1938 (4 of 1938) published the Insurance
Regulatory and Developmehtithority (Preparation of financiat&ements andluditors
report guidelines are revised and new guidelines are set for vide notification dated 30th March,
2002 As per IRDAguidelines, the insurance business shall comply with the requirements
given in schedule “Aor Life Insurance Business and SchedulddBGeneral Insurance
Business. The report of the auditors shall be in conformity with the requirements of schedule
‘Cl.
8. Sructur e of Schedule B and CThe following are the structure of schedule B given
under IRDAAct, Regulations. 2002

Schedule B : For General Insurance Business :

Schedule C: (See Regulation Buditors Report :

Here we are going to study about only Schedule no. B

Schedule B : For General Insurance Business :

Part | ‘Accounting Principles for preparation of financial statements. Part |1 :

Disclosures forming part of financial statements

Part Il : General Instructions for preparation of financial statements. Part IV :

Contents of Management Report
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Part V : Preparation of Financial Statements

Form B — RA Revenuéccount (Policyholdera/c.) Form B — PL: Profit and Loss
Alc

Form B - BS : Balance Sheet and 15 Schedules forming part of financial statements.

9. Contents of the IRDA Regulations, 20021. Preparation of financial statements,
management report and auditors report :

a) Aninsurer carrying on Life Insurance Business, after the commencement of these
regulations, shall comply with the requirements of Schédule

b) Aninsurer carrying on General insurance business, after the commencement of
these regulations, shall comply with the requirements of Schedule B. Provided that
this sub regulation shall apptgutatis mutandis, to reinsurers until separate regulations
are made for them.

c) The report of the auditors on the financial statements of every insurer and reinsurer
shall be in conformity with the requirements of Schedule ‘C’ or as near thereto as
the circumstances permit.

Schedule C :(See Regulation 3Auditors Report The auditors shall express their
opinion about whether the balance sheet, Rev&au®rofit and Loss/c, Receipt and
Paymen#\/c, true and fair for the financial ye@he auditor should comply other provisions
as stated in IRDR002, regulations. (Ref&nnexure | for details about Insurance Companies
Regulation, 2002)

10.Provisions of the Insurancé\ct, 1938 and Insurance (Amendmenthct 2015:

The General Insurance Business is governed in India by the Insicat888; which
is related to British Insuranéet. On May 1971 the government nationalized the General
Insurance business by an ordinance and passed the General Insurance

(Nationalisationjct, 1972 There were 63 domestic and 44 foreign insurance

companies operating in India. General Insurance Companies is a holding company and
having subsidiaries in all four zones of country i.e. the Oriental Fire and General Insurance
Company Ltd.The New IndigAssurance Co. Ltd., the National Insurance
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Company Ltd. (Oriental Insurance Co.) and the United India Insurance Company
4.2.2 General Insurance :

A general insurance company is a business that provides protection against financial
losses arising from risks such as fire, theft, accident, marine lagganpand other unforeseen
events. It helps individuals and organizations transfer risk to the insurance company in exchange
for a premium, so that they can recover from unexpected losses mor&easihal insurance
mainly covers propertiability, health, travel, motpand commercial risks. Unlike life insurance,
it does not relate to human life protection for a long period, but it offers compensation for
specific losses that may happen during the policy period.

In simple words, a general insurance company works as a financial safeguard for people
and businesses. It collects premiums from policyholders, creates reserves for future claims,
and settles genuine claims according to the terms and conditions of the policy

4.2.3Types of General InsuranceGeneral Insurance is classified as:

Types of General Insurance

+

General Insurance

+

v v v

Fire Marine Misclileneious

Fire Insurance: Fire insurance policy is to be taken for the safety against the risk of loss of
property due to the fire broke out in the business by the uncertain causes. Fire insurance is an
agreement between the two parties that one party undertakes to indemnify the other party for
a consideration and agreed amount against the financial loss of property or good in further
period due to fire.

TR
(102 )




Marin e Insurance:Marine insurance is taken by the ship or cargo owners against risk such as
sinking of ship/cargo, loss by stealing etc. There are three types of marine insurance as follows:
Cargo Insurance, Hull Insurance and Freight Insurance. The persons who insure cargo, hull or
freight are known as underwriters. Marine losses are classified into total loss and partial loss.
Total loss is divided into actual total loss and constructive total loss, while partial loss is divided
into general average loss and particular average loss.

Miscellaneous InsuranceMiscellaneous Insurance policies are included the following various
types of policies: miscellaneous insurance relates to motor vehicle, fickeldit, buglary,
loss of profit, workmers compensation etc to be considered.

Check your progress -1
A) Multiple Choice Questions:

) The General Insurance Business is governed in India by the Inséeince

a) 1972 b) 1938
c) 2015 d) 2002
) Schedule................... is related to General Insurance Business.
a)A b) B
c)C d) None of these
i) The ... Company’ is an insurance company which shifts part or all of

the risk to another insurance company
a) Ceding b) general
c) life d) Marine

V) Miscellaneous Insurance policies are include........

a) Motor vehicle b) loss of profit
c) burglary d)All of the above
(103
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v) General Insurance Companiesisa......... company
a) Holding b) Liquidator
c) National d) None of these

B) Sate whetherTrue or False:

)) Fireinsurance policy is to be taken for the safety against the risk of loss of property
due to the fire broke out in the business by the uncertain causes.

i) General Insurance Companies is a holding company and having subsidiaries in all
four zones of country
i) Balance Sheet and 15 Schedules forming part of financial statements.

V) As per the Insurandect, the provision for unexpired risks at 25% for fire, marine
cargo & miscellaneous business.

V) The Revenue account has to be prepared only General insurance business.
4.2.4 FinalAccounts of General Insurance Companies :
Forms/Financial statements of General Insurance Business
The following are the forms of financial statements of General Insurance Business
FORM B-RA
Name of the Insurer.............
Registration No and Date of Registration with the IRDA.....

REVENUE ACCOUNT FORTHE YEAR ENDED 31STMARCH, 20__ .

Particulars Schedule| Current | Previous
Year Year
(’000) (’000)

1. Premium earned (Net) 1

2. Profit/Loss on sale/Redemption of
Investment
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3. Others (to be specified)

4, Interest, Dividend & Rent Gross

TOTAL (A)

1. Claims Incurred (Net) 2
2. Commission 3

3. | Operating Expenses related to insurange 4
Business

TOTAL (B)

Operating Profit/(Loss) from fire/Marine
Miscellaneous Business C= (A - B)

APPROPRIATIONS
Transfer to Shareholdefstcount
Transfer to Catastrophe Reserve

Transfer to Other Reserves (to be
specified)

TOTAL (C)

Note: See Notes appended at the end of Form B-PL
FORM B-PL

Name of the Insurer.......
Registration No and Date of Registration with the IRDA....
PROFIT AND LOSSACCOUNT FORTHE YEAR ENDED 31STMARCH, 20__

Particulars Schedule| Current | Previous
Year Year
(’000) (’000)

1 | OPERATING PROFIT/(LOSS)
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(a) Fire Insurance
(b) Marine Insurance
(c) Miscellaneous Insurance

INCOME FROM
INVESTMENTS

(a) Interest, Dividend & Rent — Gross
(b) Profit on sale of investments
Less: Loss on sale of investments

OTHER INCOME (D be specified)

TOTAL (A)

PROVISIONS (Other than taxation)
(a)For diminution in the value of investme
(b) For doubtful debts

(c) Others (to be specified)

OTHER EXPENSES

(a) Expenses other than those related 1
Insurance Business

(b) Bad debts written off

(c) Others (d be specified)

nts

(0]

TOTAL (B)

Profit BeforeTax
Provision forTaxation

APPROPRIATIONS

(@) Interim dividends paid during the yed

(b) Proposed final dividend

(c) Dividend distribution tax

(d) Transfer to any Reserves or Other
Accounts (to be specified)
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Balance of profit/ loss brought
forward from last year

Balance carried forward to
Balance
Sheet

Notes: to Form B-RA and B- PL

(@)

(b)

(©

(d)

©)
®

@

(")

Premium income received from business concluded in and outside India shall be
separately disclosed.

Reinsurance premiums whether on business ceded or accepted are to be brought
into account gross (i.e. before deducting commissions) under the head reinsurance
premiums.

Claims incurred shall comprise claims paid, specific claims settlement cost wherever
applicable and change in the outstanding provision for claims at the year-end.

Items of expenses and income in excess of one percent of the total premiums
(less reinsurance) or Rs.5,00,000 whichever is highall be shown as a
separate line item.

Fees and expenses connected with claims shall be included in claims.

Under the sub-head “Others” shall be included items like foreign exchange gains
orlosses and other items.

Interest, dividends and rentals receivable in connection with an investment should
be stated as gross amount, the amount of income tax deducted at source being
included underadvance taxes paid and taxes deducted at source”..

Income from rent shall include only the realised rent. It shall not include any notional
rent.

FORM B-BS
Name of the Insurer......

Registration No and Date of Registration with the IRDA....
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BALANCE SHEET ASAT 31STMARCH, 20__ .

Schedulel Current | Previous
Particulars Year Year
(’000) (’000)
Sources of Funds
Share Capital 5
ReserveAnd Surplus 6
FairValue ChangAccount
Borrowings 7
Total
Application of Funds
Investments 8
Loans 9
FixedAssets 10
CurrentAssets 1n
Cash and Bank Balances
Advances and Oth@sssets 12
Sub-Total (A)
Current Liabilities 13
Provisions 14
Sub-tal (B)

Net CurreniAssets (C) = (A B)
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Miscellaneous ExpendituredThe 15
Extent NotWritten off Or adjusted)

Debit Balance in Profit and Lo&scount

TOTAL

CONTINGENT LIABILITIES

Current | Previous
Particulars Year Year
(’000) (’000)
Partly paid-up investments
Claims, other than against policies, not acknowledged
as debts by the company
Underwriting commitments Outstanding (in respectqf
shares and securities)
Guarantees given by or on behalf of the Company
Statutory demands/liabilities in dispute, notprovided for

Reinsurance obligations to the extent notprovided f
in accounts

Others (to be specified)

Total

SCHEDULES FORMING PART OF FINANCIAL STATEMENTS
SCHEDULE - 1 PREMIUM EARNED [NET]

Particulars

Current
Year
(’000)

Previous
Year
(’000)

Premium from direct business written
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Add: Premium on reinsurance accepted
Less : Premium on reinsurance ceded
Net Premium

Adjustment for change in reserve for unexpired risk

[72)

Total Premium Earned (Net)

Note: Reinsurance premiums whether on business ceded or accepted are to be brought
into account, before deducting commission, under the head of reinsurance premiums.

SCHEDULE -2 CLAIMS INCURRED [NET]

Sr. Current | Previous

No. Particulars Year Year
(’000) (’000)

Claims paid

DirectAdd : Re-insurance accepted
Less :Re-insurance Ceded
Net Claims paid

Add :Claims Outstanding at the end of thalf

Less :Claims Outstanding at the beginning

Total Claims Incurr ed

Notes:

a) Incurred But Not Reported (IBNR), Incurred but not enough reported [IBNER]
claims should be included in the amount for outstanding claims.

b) Claims includes specific claims settlement cost but not expenses of management
c) The surveyor fees, legal and other expenses shall also form part of claims cost.

d) Claims cost should be adjusted for estimated salvage value if there is a sufficient
certainty of its realisation.

TR
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SCHEDULE- 3 COMMISSIONS

Current | Previous
Particulars Year Year
(’000) (’000)
Commission paid

DirectAdd: Re-insuranc&ccepted
Less: Commission on Re-insurance Ceded

Net Commission

accepted or Re-insurance ceded figures.

SCHEDULE -4 OPERATING EXPENSES RELATED

TO INSURANCE BUSINESS

Note: The profit/ commission, if anyare to be combined with the Re-insurance

Particulars

Current
Year
(’000)

Previous
Year
(’000)

© © N o g k~ w0 NP

Employees’ remuneration & welfare benefits
Travel, conveyance and vehicle running Expenses
Training expenses

Rents, rates & taxes

Repairs

Printing & stationery

Communication

Legal & professional charges

Auditors’ fees, expenses etc
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N




(a) as auditor
(b) as adviser or in any other capacity , in respect pf
(i) Taxation matters

(i) Insurance matters

(i) Management services; and
(c) in any other capacity

10.| Advertisementand publicity
11.| Interest & Bank Charges

12.| Others (to be specified)

13.| Depreciation

TOTAL

Note: Items of expenses and income in excess of one percent of the total
premiums (less reinsurance) or 5,00,000 whichever is higlstall be shown as a
separate line item.

SCHEDULE -5 SHARE CAPITAL

Current | Previous
Particulars Year Year
(’000) (’000)
1. | Authorised CapitalEquity Shares of Rs ......... each
2. Issued CapitalEquity Shares of ......... each

3. | Subscribed Capital
Equity Shares of ......... each

4, Called-up Capital

Equity Shares of ......... each

Less : Calls unpaid

Add : Equity Shares forfeited (Amountoriginally




paid up)

Less : Pavalue of Equity

Shares bought back

Less : Preliminary Expenses

Expenses including commission or brokerage on
Underwriting or subscription of shares

TOTAL

Notes:
() Particulars of the different classes of capital should be separately stated.
(b) Theamount capitalised on account of issue of bonus shares should be disclosed.

(¢) Incaseany part of the capital isheld by a holding company, the same should
be separately disclosed.

SCHEDULE - 5A SHARE CAPITAL PATTERN OF SHAREHOLDING

[As certified by the Management]

Shareholder Current Previous
Year Year

Number % of Number of | % of
of Shares| Holding | Shares Holding

Promoters

Indian

Foreign

Others

TOTAL
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SCHEDULE - 6 RESER/ESAND SURPLUS

Particulars

Current
Year
(’000)

Previous
Year
(’000)

H wonhpoE

Capital Reserve
Capital Redemption Reserve
Share Premium

General Reserves
Less: Debit balance in Profit and Légsount

LessAmount utilized for Buy-back
Catastrophe Reserve

Other Reserves (to be specified)
Balance of Profit in Profit & Los&ccount

TOTAL

Note: Additions to and deductions from the reserves should be disclosed under

each of the specified heads.

SCHEDULE - 7 BORROWINGS

H W dpoE

Current | Previous
Particulars Year Year
(’000) (’000)
Debentures/ Bonds

Banks
Financial Institutions

Others (to be specified)

TOTAL
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Notes: The extent to which the borrowings are secured shall be separately
disclosed stating the nature of the security under each sub-head.

a) Amounts due within 12 months fromthe date of Balance Sheet should be shown
separately

SCHEDULE -8 INVESTMENTS

Current | Previous
Particulars Year Year
(’000) (’000)

LONG TERM INVESTMENTS

[@N

1. Government securities and Government guarantee,
bonds includingreasury Bills

2. | OtherApproved Securities
3. Other Investments

(@) Shares

i) Equity

ii) Preference

(b) Mutual Funds

(c) Derivative Instruments

(d) Debentures/ Bonds

(e) Other Securities (to be specified)
(f) Subsidiaries

(9) Investment Properties-Real Estate

4. Investments in Infrastructure and Social Sector
5. Other tha\pproved Investments

SHORI TERM INVESTMENTS

[®N

1. Government securities and Government guarantee,
bonds includingreasury Bills

TN
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2. OtherApproved Securities

3. Other Investments

(a) Shares

i) Equity

ii) Preference

(b) Mutual Funds

(c) Derivative Instruments

(d) Debentures/ Bonds

(e) Other Securities (to be specified)
(f) Subsidiaries

(9) Investment Properties-Real Estate

4, Investments in Infrastructure and Social Sector

5. | Othertha\pproved Investments

TOTAL

Notes:

(@ Investments in subsidiary/holding companies, joint ventures and associates shall
be separately disclosed, at cost.

() Holding company and subsidiary shall be construed as defined in the Companies
Act, 1956:

()  JointVenture is a contractual arrangement whereby two or more parties undertake
an economic activityvhich is subject to joint control.

(@)  Joint control - is the contractually agreed sharing of power to govern the financial
and operating policies of an economic activity to obtain benefits from it.

(i) Associate - is an enterprise in which the company has significant influence and
which is neither a subsidiary nor a joint venture of the company

(v) Significant influence (for the purpose of this schedule) - means participation in the
financial and operating policy decisions of a comphuagnot control of those
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(b)

(©
(d)

©)

®

policies. Significant influence may be exercised in several ways, for example, by
representation on the board of directors, participation in the policymaking process,
material inter-company transactions, interchange of managerial personnel or
dependence on technical information. Significant influence may be gained by
share ownership, statute or agreenfeitegards share ownership, if an investor
holds, directly or indirectly through subsidiaries, 20 percent or more of the voting
power of the investee, it is presumed that the investor does have significant
influence, unless it can be clearly demonstrated that this is not the case. Conversely
if the investor holds, directly or indirectly through subsidiaries, less than 20 percent
of the voting power of the investee, itis presumed that the investor does not have
significant influence, unless such influence is clearly demonstatatistantial

or majority ownership by another investor does not necessarily preclude an
investor from having significant influence.

Aggregate amount of compasyhvestments other than listed equity securities
and derivative instruments and also the market value thereof shall be disclosed.

Investments made out of Catastrophe reserve should be shown separately

Debt securities will be considered as “held to maturity” securities and will be
measured at historical cost subject to amortisation.

Investment Property means a property [land or building or part of a building or
both] held to earn rental income or for capital appreciation or for both, rather
than for use in services or for administrative purposes.

Investments maturing within twelve months from balance sheet date and investments
made with the specific intention to dispose of within twelve months from balance
sheet date shall be classified as short-term investments

SCHEDULE -9 LOANS

Current | Previous
Particulars Year Year
(’000) (’000)

SECURITY¥WISE CLASSIFICAION

Secured
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(a) On mortgage of property

i) In India

ii) Outside India

(b) On Shares, Bonds, Govt. Securities
(c) Others (to be specified)

Unsecured

TOTAL

2. BORROWER-WISE CLASSIFICA TION

(a) Central and State Governments
(b) Banks and Financial Institutions
(c) Subsidiaries

(d) Industrial Undertakings

(e) Others (to be specified)

TOTAL

3. PERFORMANCE-WISECLASSIFICANON

(a) Loans classified as standard

i) In India

ii) Outside India

(b) Non-performing loans less provisions
i) In India

ii) Outside India

TOTAL

4. MATURITY-WISE CLASSIFICAION

(a) ShorfTerm
(b) LongTerm

TOTAL

Notes:

(@) Short-term loans shall include those, which are repayable within 12 months from

T
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the date of balance sheet. Long term loans shall be the loans other than short-
term loans.

(b) Provisions against non-performing loans shall be shown separately

(c) The nature of the security in case of all long term secured loans shall be specified
in each case. Secured loans for the purposes of this schedule, means loans secured
wholly or partly against an asset of the company

(d) Loans considered doubtful and the amount of provision created against such loans
shall be disclosed.

SCHEDULE - 10 FIXEDASSETS

Particular Cost/Gross Block Depreciation Net Block

Open| Additi | Dedu|Closi |Upto [For |On |To [Asat|Pre
ing |ons |ctions| ng [Last |The [Sales|Date |year |vious
Year |Year |Adjus end | Year
tments

Goodwill
Intangibles
(specify)

Land-
Freehold

Leasehold
Property
Buildings
Furniture &
Fittings
Information

Technology
Equipment
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Vehicles
Office
Equipment
Others

(Specify
nature)

TOTAL

Work in
progress

Grand Total

PREVIOUS
YEAR

Note:Asses included in land, building and property above exclude Investment
Properties as defined in note (e) to Schedule 8.

SCHEDULE- 11 CASHAND BANK BALANCES

Current | Previous
Particulars Year Year
(’000) (’000)

1. Cash (including cheques, drafts and stamps)
2. Bank Balances

(a) DeposiAccounts

i) Short-term (due within 12 months)
ii) Others

(b) CurrenAccounts

(c) Others (to be specified)

3. Money at Call and Short Notice
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(a)With Banks
(b) With other Institutions

4 Others (to be specified)

TOTAL

Balances with non-scheduled banks included in 2ahd
3 above

Note : Bank balance may include remittances in transit. If so, the nature and
amount should be separately stated.

SCHEDULE - 12ADVANCESAND OTHER ASSETS

Current | Previous
Particulars Year Year
(’000) (’000)

ADVANCES

Reserve deposits with ceding companies
Application money for investments
Prepayments

Advances to Directors/Officers

o & W bdPRF

Advance tax paid and taxes deducted at source (INet
of provision for taxation)

6. Others (to be specified)

TOTAL (A)

OTHERASSETS

1. Income accrued on investments

2. Outstanding Premiums
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3. | Agents’ Balances
4. ForeignAgencies Balances

5. Due from other entities carrying oninsurance busingss
(including reinsurers)

6. Due from subsidiaries/ holding

7. Deposit with Reserve Bank of India [Pursuant to
section 7 of Insurandect,1938]

8. Others (to be specified)

TOTAL (B)

TOTAL (A+B)

Notes:

(a) The items under the above heads shall not be shown net of provisions for
doubtful amounts. The amount of provision against each head should be
shown separately

(b) The term ‘oficer’ should conform to the definition of that term as given
under the Companieéct, 1956.

(c) Sundry Debtors will be shown under item 9 (others)

SCHEDULE - 13 CURRENT LIABILITIES

Current | Previous
Particulars Year Year
(’000) (’000)

Agents’ Balances
Balances due to other insurance companies

Deposits held on re-insurance ceded

> W

Premiums received in advance
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5. Unallocated Premium
6. Sundry creditors
7. Due to subsidiaries/ holding company
8. | Claims Outstanding
9. Due to Officers/ Directors
10.| Others (to be specified)

TOTAL

SCHEDULE - 14 PROVISIONS
Current | Previous
Particulars Year Year
(’000) (’000)

1. Reserve for Unexpired Risk
2. For taxation (less advance tax paid and taxes

deducted at source)
3. For proposed dividends
4. For dividend distribution tax
5. Others (to be specified)

TOTAL

SCHEDULE - 15 MISCELLANEOUS EXPENDITURE
(To the extent not written of or adjusted)
Current | Previous
Particulars Year Year
(’000) (’000)

1. DiscouniAllowed in issue of shares/Debentures
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2. Others (to be specified)

TOTAL

Notes:

(@ Noitem shall be included under the head “Miscellaneous Expenditure” and carried
forward unless:

1. some benefit from the expenditure can reasonably be expected to be received
in future, and

2. the amount of such benefit is reasonably determinable.

(b) The amountto be carried forward in respect of any item included under the head
“Miscellaneous Expenditure” shall not exceed the expected future revenue/other
benefits related to the expenditure.

4.2.5 Important point while preparing annual accounts of General Insurance
Companies:

1.A general insurance company may engage itself in more than one insurance business,
e.g. fire; marine, miscellaneous etc. for each type of business, a separate revenue account, at
the end of each calendar year will have to be prepared in the form “B-P&L” as prescribed by
IRDA.

2. Reserve for unexpired risks is to create at 50% of the net premium income in case of
fire and other insurance businesses and at 100% of the net premium income in case of marine
insurance businegsprudent insurance company may make additional reserve in case of fire
and miscellaneous insurance business, if it considers it necessary

3.A Profit and Loss account, incorporating appropriating also, is prepared at the end
of each period in the prescribed form “B-P&L” as discuss eaklmymbined balance sheet
is also prepared in the form “B-BS” as prescribed by IRDA.

4. Commission on polices effected through insurance agents cannot exceed 5% of the
premium in respect of fire and marine business and 10% in case of miscellaneous business. In
case of policies effected through principal agent the maximum limits are 20% for fire and
marine policies and 15 % in case of miscellaneous business less any commission payable to
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an insurance agent with respect to the policy concerned. Certain concessions are available in
the respect to principal agents having a foreign domicile.

4.2.6 Practical problem :
lllustration No. 1 :

From the following particulars of Ocean Marine Insurance Limited for the year ending
3I*March 2024, find out the :

i) Net premium earned
ii) Net Claims incurred

Particulars Direct Business| Re-Insurance
Premium:

Received 440000 376000
Receivable 01/04/2023 220000 18000
Receivable 01/04/2024 189000 16000
Paid 305000
Payable 01/04/2023 14000
Payable 01/04/2024 9000
Claims:

Paid 345000 277000
Payable 01/04/2023 45000 8000
Payable 01/04/2024 48000 6000
Received 101000
Receivable 01/04/2023 20000
Receivable 01/04/2024 19000
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Solution:

SCHEDULES FORMING PART OF FINANCIAL STATEMENTS

SCHEDULE - 1 PREMIUM EARNED [NET]

Current
Particulars Year
(’000)
Premium from direct business 440000
Add: Receivable as 31.3.2024 189000
Less : Receivables as 01.04.2023 220000 409000
Add: Premium on reinsurance accepted 376000
Add: Receivables as 31.3.2024 160000
Less : Receivables as 01.04.2023 18000 518000
Less: Premium on reinsurance ceded 305000
Add: Payable as 31.3.2024 9000
Less: Payable as 01.04.2023 14000 300000
Total Premium Earned (Net) 6,27,000

SCHEDULE -2 CLAIMS INCURRED [NET]

Current | Previous
Particulars Year Year
(’000) (’000)
Claims paid 345000
DirectAdd : 277000
Re-insurance outstanding as 31.3.2024 6000
Less :Re-insurance outstanding as 31.3.2023 8000 | 275000
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Less : Claims Received from re-insurance 101000

Add: Receivables as 31.3.2024 19000

Less : Receivables as 01.04.2023 20000( 100000
520000

Add : Outstanding direct claims at the end of year 48000

Less : Outstanding direct claims at the beginning 568000

of the year 45000

Net Claims Incurred 5,23,000

lllustration No. 2 :

From the following information of Fire Insurance division of a General Insurance
Companycalculate the amount of claim to show in the RevAcuaeunt for the year ended
31st March, 2025

Particulars Direct Business| Re-Insurance
Claim paid during the year 23,35,000 350,000
Claim Payable — 1#tpril, 2024 3,81,500 43,500
31st March, 2025 4,06,000 26,500
Claims received - 1,15,000
Claims Receivable— 1&pril, 2024 - 32500
31st March, 2025 - 56,500
Expenses of Management 1,15,000 -
(includes Rs.17,500 Surveysfee and

Rs.22500 Legal expenses for settlement of

claims)
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Solution :
General Insurance CompanyAmount of Claim

Particulars Amt.(%)
Claims paid - Direct (23,35,000 + 17500 + 22500) 23,75,000
Add: Re-insurance accepted (3,50,000 + 26500 - 43,500) 333000
Total 2708000
Less : Re-insurance ceded (1,15,000 + 56,500 - 32,50D) 139000
Total 2569000
Add : Claims outstanding at the end of the year 4,06,000
Total 29,75,000
Less : Claims outstanding at the beginning of the year 3,81,500
Total claims incurred 25,93,500

Note: “claims incurred during the year” includes expenses incurred on
settlement of claim- surveyarfee ( 17,500) and legal expenses (22,500).

[llustration No. 3:

A Fire Insurance Co. Ltd. commenced its business on 1.4.2023. It submits you the
following information for the year ended 31.3.2024:

Particulars Amt.(%)
Premiums received 60,00,000
Re-insurance premiums paid 4,00,000
Claims paid 28,00,000
Operating Expenses 4,00,000
Commission paid 200,000
Claims outstanding on 31.3.2024 4,00,000
Create reserve for unexpired risk @50%

e
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Prepare Revenue account for the year ended 31.3.2024.

Solution:
Form B —RA
Name of the Insueer: A Fire Insurance Co. Ltd.

RevenueAccount for the yearended 31st Mach, 2024

Schedule | Curr entYear
Particulars ended 31st
March 2024
1. Premium earned (Net) 1 28,00,000
Total (A) 28,00,000
Claims incurred (Net) 2 24,00,000
Commission 3 2,00,000
Operating Expenses related to insurance business 4 4,00,000
Total (B) 30,00,000
Operating Profit/(Loss) from Fire Insurance (2,00,000)
Business [C =(A - B)]
Schedule 1
Premium earned (Net)
Particulars Amt.(%)
60,00,000
Premium received from direct business written 4,00,000
Less: Premium on re-insurance ceded 56,00,000
Adjustment for change in reserve for unexpired risk Net 28,00,000

Premium Earned
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Schedule 2
Claims incurred (Net)

Particulars Amt.(%)
Claims paid — Direct 28,00,000
Add: Claims outstanding on 31.3.2015 4,00,000
Total claims incurred 24,00,000
Schedule 3
Commission
Particulars Amt.(%)
Commission paid 2,00,000
Net commission 2,00,000

[llustration No. 4

From the following figures app earing in the books of fire insurance division of a General
Insurance Companghow the amount of claim as it would appear in the Revauaoeint
for the year ended SMarch 2025.

Direct Business Re-
insurance

Claim paid during the year 9340000 1400000
Claim Payables1April 2024 1526000 174000
31march 2025 1624000 106000
Claims Received 460000
Claims Receivable="April 2024 - 130000
3Imarch 2025 - 226000

Expenses of Management 460000

(Includes Rs. 70000 Surveyors fee and Rs. 45000 legal expenses of claims)

T
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Solution :
General Insurance Company

Fire Revenud\ccount (Extracts)

For the year ended 3% March 2025

Schedule| Current | Previous
Particulars Year Year
('000) ('000)
Claims Incurred (Net) 2 10374000, NIL
SCHEDULE -2 CLAIMS INCURRED [NET]
Current | Previous
Particulars Year Year
('000) (’000)
Claims paid
Direct Business 9340000
Add :Re-insurance accepted 1400000
Add: Surveyor fee 70000
Legal Expenses 90000
Less :Re-insurance 460000
Net Claims paid 10440000
Add :Claims Outstanding at the end of Ytear 1504000
11944000
Less : Outstanding claim at the beginning of the year 1570000
Total Claims Incurred 10374000
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Working
Claims outstanding at 31at March 2025

Direct Business 1624000
Re-insurance 106000
1730000

Less : claim received from re-insurance 226000

1504000
Outstanding claim at 'April 2024
Direct Business 1526000
Re-insurance 174000
1700000

Less : claim received from re-insurance 130000

1570000

[llustration No. 5;

From the following information prepare the revenue account of Fire Insurance company

Itd. for the year 3lMarch 2024.

On Direct On On
Particulars Business| Reinsurance | Reinsurance
Ceded Accepted
a) | Total Premium 1500000 500000 1000000
In India 80% 80% 80%
b) | Totalclaim 300000 100000 200000
Outside India 20% 20% 20%
c¢) | Commission 150000 50000 100000
(132)
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d) Expencess & Others :

Particulars Amt.(%)
Employees remuneration & welfare benefits 115500
Managerial Remuneration 100000
Travel conveyance 29500
Rent & Rates 15000
Policy Stamp 1500
Medical fees 3500
Printing & Stationery 5000
Repairs 10000
Interest & Bank charges 2500
Audit fees 4000
Legal & Professional charges 3000
Communication Exp. 2500
Advertisement 3000
Furniture & Fixture ( cost Rs. 50000) 29000
Depreciation on furniture 10% on original cost

Provision for unexpired risk ( 1.4.2023) 500000
Additional provision for risk (1.4.2023) 50000
Bad debts 2500
Indian & foreign taxes 47500
Interest & Dividend received 45000
TDS 5000
Profit on sale of motor car 2500
Income tax refund 7500
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Accounting policy regarding additional unexpired risk: 50% of net premium and 5%
additional unexpired risk of the year

Solution :
FORM B-RA
Name of the Insurer Fire Insurance Company Ltd.
Registration No and Date of Registration with the IRDA.....

REVENUE ACCOUNT FORTHE YEAR ENDED 31STMARCH, 2024

Sr. Schedule| Current | Previous
No. Particulars Year Year
(’000) (’000)

1. Premium earned (Net) 1 2000000

2. Profit/Loss on sale/Redemption of

Investmenta)
a) Profit on sale of motor ca 2500
b) Income tax refund 7500

3. Others (to be specified)

Provision for unexpired risk 550000
(500000+50000)
4, Interest, Dividend & Rent Gross 50000
TOTAL (A) 15,10,000
1. | ClaimsIncurred (Net) 2 400000
2. Commission 3 200000
3. Operating Expenses related to insuran¢e 4 300000
Business

4, Other expenses
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Bad debts 2500
Indian & foreign taxes 47500

TOTAL (B) 950000
Operating Profit/(Loss) from fire/Marine 560000

Miscellaneous Business C= (A - B)
APPROPRIATIONS

Transfer to Shareholdefstcount
Transfer to Catastrophe Reserve

Transfer to Other Reserves (to be
specified)

TOTAL (C)

SCHEDULE - 1 PREMIUM EARNED [NET]

Sr. Current | Previous
No. Particulars Year Year
(’000) (’000)
Premium from direct business written 1500000
Add: Premium on reinsurance accepted 1000000
Less : Premium on reinsurance ceded 500000
Net Premium 2000000
Premium income from business affected inindia | 1600000
80% on 2000000
20% Outside india 400000
Total Premium Earned (Net) 20,00,000
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SCHEDULE -2 CLAIMS INCURRED [NET]

Sr. Current | Previous
No. Particulars Year Year
(’000) (’000)

Claims paid

Direct 300000

Add :Re-insurance accepted 200000

Less :Re-insurance Ceded 100000

Net Claims paid 400000

Claim paid to claimant

In India 80 % on 400000 320000

In Outside india 20% 80000

Total Claims Incurred 4,00,000

SCHEDULE- 3 COMMISSION
Sr. Current | Previous
No. Particulars Year Year
(’000) (’000)

Commission paid

Direct 150000

Add: Re-insurancéccepted 100000

Less: Commission on Re-insurance Ceded 50000

Net Commission 2,00,000
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SCHEDULE -4 OPERATING EXPENSES RELATED
TO INSURANCE BUSINESS

Sr. Current | Previous
No. Particulars Year Year
('000) (’000)
Employees’ remuneration & welfare benefits 115000
Managerial remuneration 100000
Travel, conveyance and vehicle running Expenses 29500
Policy stamp 1500
Medical fee 3500
Rents, rates & taxes 15000
Repairs 10000
Printing & stationery 5000
Communication 2500
Legal & professional charges 3000
Auditors’ fees, expenses etc 4000
Advertisement and publicity 3000
Interest & Bank Charges 2500
Depreciation 5000
TOTAL 3,00,000
Working note :

Changes in Provision for unexpired Risks
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No. Particulars Rs. Rs.

1. Minimum provision @50 % on 2000000 1000000
2.Add:Additional provision @5% on 2000000 100000
1100000

Less Opening balance of provision

Minimum provision 500000
Additional provision for unexpired risk 50000 550000
Changes in Provision for unexpired Risks 550000

lllustration No. 6 :
Following information are provided by the National Beema Company for the year
ended 31 March 2025.

) On BApril 2024, the unexpired risks reserve was in respect of marine insurance
business Rs. 52.50 crore in respect of the fire insurance business Rs. 55 crore in
respect of miscellaneous insurance business Rs. 12.50 crore.

I) Itisthe practice of the company to create reserve at 100% of net premium income
in respect of marine insurance policies and at 50% of net premium in respect of fire
and miscellaneous insurance policies.

[1) During the year 2024-25 the following business was conducted.

(Rs. incrore)

No. Particulars Marine | Fire | Miscellaneous
Premium collected from:
1. Insurance in respect of policies issued 57 125 30
2. Other insurance companies inrespectof 17.5 | 12.5 10
risks undertaken
Premium paid/payable to other insurang¢e
companies on business ceded. 21.50 (16.50 8.50
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You are required :

I) Pass Necessary journal entries relating to unexpired risks reserve.

i) Show unexpired risks reserve account for the year endedd@th 2025

Solution :
National Beema Company
Journal (R incrore)
Date Particular Dr.X Cr
31.03.2025| Marine Revenuél/c ............ Dr 0.50
To Unexpired risk Reservdc 0.50
(Being provision made for unexpired risk$
reserve on marine business is (53-52.50)
31.03.2025| Fire Revenué/c............ Dr 5.50
To Unexpired risk Reservgc 5.50
Being provision made for unexpired risks
reserve on fire business is (60.5-55)
31.03.2025| Miscellaneous Revendéc ............ Dr 3.25
To Unexpired risk Reservgc 3.25
(Being provision made for unexpired risk$
reserve on fire business is (15.75-12.50
Unexpired risk ReserveA/c
(R incrore)
Date |Particular| Marine|Fire | Misc.| Date |Particular |Marine |Fire [Misc.
01.04.24 | ToRevenug 52.50 |5500( 12.50| 01.04.24 | To Bal.b/d|52.50 |55.0012.50
Alc
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31.3.29To Bal.c/d 53.00 |6050 |15.75% 31.03.25 | ByRevenue|53.00 |60.5015.75
Alc
Total 105.50( 115.5(28.25% 105.50 | 115.5028.25

Working Notes :

Computation of Account of unexpired Risks Reserve as on 31.03.2025

Particulars Marine Rs. | Fire Rs. Misc. Rs.
Marine Rs. Fire Rs. Misc. Rs.

Premium collected from policyholdefs 57 125 30
Add: Premium collected from other 17.5 12.5 10
insurance company

Total 74.5 137.5 40
Less: Premium collected from other 215 16.5 8.5
insurance company
Net Premium 53 121 31.5
Required % to create reserve 100 50% 50%
Amount of reserve will be on 31.03.2025 53 60.5 15.75
Less: Opening Balance of Reserve 52.5 33 12.50
on 01.04.2024
Additional Reserve to be made 0.50 5.50 3.25

[llustration No. 7 :

The following figures have been extracted from the books of Ideal Insurance Company
Ltd. in respect of their Marine Business for the year 2022-23
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Particulars

Amt.(%)

Direct Business Income received

Reserve for unexpired risks as on 1.4.2022
Claims outstanding as on 1.4.2022 (net)

Bad debts

Commission paid on Direct Business

Expenses of Management

Income tax deducted at source

Income from investments & dividends (Gross)

Rent received from propert

Investment in Government Securities as on 1.4.2022
Investment in Shares as on 1.4.2022

Profit & LossAccount (Cr) balance as on 1.4.2022
Other expenses

Reinsurance premium receipts

Outstanding claims as on 31.3.2023 (net)

Direct claims paid (Gross)

Reinsurance claims paid

25,00,000
30,00,000
10,00,000
5,00,000
2,50,000
2,50,000
1,50,000
5,00,000
2,50,00
50,00,000
20,00,000
5,00,000
62,500
2,50,000
15,00,000
12,50,000
2,00,000

Prepare a Revenecount and Profit & Losa/C for the year after taking into account
the following further information

I) MarketValue of investments as on 31st March, 2023 is as follows :

a) Government securities 52,50,000 , b) Shares 9,00,000

ii) All direct risks are reinsured for 20% of the risk.

iii) Provide 25% commission on reinsurance accepted.
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iv) Provide 65% for Income tax

v) Claim a commission of 25% on reinsurance ceded.

Solution :
Form B — RevenuéAccount
RevenueAccount for the yearended 31st Mach, 2023
Sr. Schedulel Current | Previous
No. Particulars Year Year
1. Premium earned (net) 1 30,00,00d
2 Profit/ Loss on Sale / redemptionof -
investment
3. | Other -
4 Interest, Dividend & Rent 7,50,000
(Gross) (5,00,000 + 2,50,000)
Total (A) 37,50,00(4
Claims incurred (Net) 2 17,00,00d
Commission 3 3 1,87,500

Operating expenses related toinsurance business 8,12,500

Total (B) 27,00,004
Operating Profit/ Loss fromMarine 10,50,000
Business A-B

Appropriations -

Transfer to shareholdekéc - -

Transfer to Catastrophe Reserve -

Transfer to other Reserves -

Total (C) 10,50,00(
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Form B — Profit & Loss A/c

For the year ended 31st March, 2023

Sr. Schedule| Current | Previous

No. Particulars Year Year
1. Operating Profit from Marinelnsurance 10,50,000
2. Income from investments -
3. | OtherIncome

Total A 10,50,000
4. Provision (other than taxation)Diminutior

in the value of investmentin shares 100000

Less : investment in the value of

Govt. Securities 250000 | (150000)
5. Other expenses

Total (B) (1,50,000

Profit before tax (A—B) i.e.

[10,50,000 — (-1,50,000)] 12,00,00(

Less : Provision for taxation(10,50,000 (6,82,500

x 65%

5,17,500

5. | Appropriations

Balance of profit / Loss broughtforward 5,00,000

from lastyear

Total 10,17,500
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Schedule 1. Premium earned (Net)

Particulars Current Previous

Year Year

Premium from direct business 25,00,000

Add : Premium on reinsurandecepted 2,50,000
27,50,000

Less : Premium on reinsurance ceded (5,00,000)

Net Premium 22,50,000

Adjusted for change in reserve for 7,50,000

unexpired risk [opening — closing][

30,00,000 — 22,50,000]

Premium Earned (Net) 30,00,000

Schedule 2. Claims incurred (Net)
Particulars Current Previous

Year Year

Claims paid Direct 12,50,000

Add : Reinsurance accepted 2,00,000
14,50,000

Less: Reinsurance Ceded (2,50,000)

Net claims paid 12,00,000

Add : Claims outstanding at the end of the year ~ 15,00,000
27,00,000

Less : Claims outstanding of thebeginning of the year(10,00,000)

Total claims incurred 17,00,000
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Schedule 3. Commission

Particulars Current Previous
Year Year
Commission paid : Direct 2,50,000
Add : Reinsurance accepted 62,500
3,12,500
Less : Commission on reinsurance Ceded (1,25,000)
Net Commission 1,87,500
Schedule 4. Operating Expenses
Particulars Current Previous
Year Year
Expenses & Management 2,50,000
Bad debts 5,00,000
Other expenses 62,500
Total 8,12,500
W. Notes : Povision forincome tax :
Income (excluding revaluation) 9,00,000
Add : Tax deducted at source 1,50,000
10,50,000
Provision @ 65% of 10,50,000 6,87,500
Less Tax deducted of source 1,50,000
5,37,500
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Check in Progress 2 :
Q. 1.A) Multiple choice questions

1. A general insurance company may engage itself in more than one insurance

business.........
A)fire B) marine
C) miscellaneous D)All of the above

2. Which regulatory authority prescribes the format of financial statements for General
Insurance Companies in India?

A) Reserve Bank of India (RBI)

B) Securities and Exchange Board of India (SEBI)

C) Insurance Regulatory and Developnfarthority of India (IRDAI)
D) Ministry of Corporaté\ffairs (MCA)

3. Which of the following is NOT a financial statement prepared by a General
Insurance Company?

A) Revenug\ccount B) Profit and Los#&ccount
C) Balance Sheet D) TradingAccount
4. The Revenuéccount of a General Insurance Company is prepared separately
for:
A) Each branch office B) Each class of insurance business
C) Each financial year only D) Shareholders only

5. Which of the following appears on the liabilities side of the Balance Sheet of a
General Insurance Company?

A) Investments B) Cash and Bank Balance

C) Outstanding Claims D) Furniture and Fixtures
B) Sate whethertrue or false

1. Premium earned (net) is one of the major income items shown in the Revenue
Account of a General Insurance Company
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2. Claims incurred (net) are treated as an expense in the Rederwent of a
General Insurance Company

3. The Balance Sheet of a General Insurance Company shows both shareholders’
funds and policyholders’ liabilities.

4. The Profit and Los&ccount of a General Insurance Company is prepared before
the Revenuéccount.

5. Expenses of management are recorded as operating expenses in the final accounts
of a General Insurance Company

4.3 Summary:

The final accounts of a General Insurance Company are prepared at the end of every
financial year to show the compasyinancial performance and financial positibhese
accounts are prepared according to the rules of the Insurance Regulatory and Development
Authority of India (IRDAI), the Insuranc&ct, 1938, and the Compani@st, 2013.The
main financial statements include the Revefsaeount, Profit and Los&ccount, and
Balance SheeA separate Revenéecount is prepared for each type of insurance business,
such as fire, marine, and miscellaneous insurance. It records income from premiums and
investment income, as well as expenses like claims, commission, and management expenses.
The Profit and Los&ccount shows the overall profit or loss of the company for the year
The Balance Sheet presents the comgaassets, liabilities, shareholdéusids, reserves,
investments, cash balance, and outstanding claims. These financial statements help the
company measure its profitabilifjnancial strength, and ability to meet future claifiey
also provide useful information to shareholders, policyholders, investors, and government
authoritiesTherefore, the preparation of final accounts is essential for maintaining trangparency
legal compliance, and sound financial management in a General Insurance Company

4.4 Glossary :
IMPORTANT TERMS
1. Revenue accournt

The revenue account has to be prepared in all types of insurance business in the form
specified by IRDA. The account discloses the profit and loss made by an insurance business
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during a particular period of course, in the case of life insurance business, the situation is
different since the profit or loss is ascertained only every alternatd lgeaxcess of the
revenue income over the revenue expenditure is not profit, but only a reserve termed as the
“life assurance fund”, to be carried forward for comparing with the net liability as per actuarial
valuation for ascertaining the profit or loss made by the life insurance business.

2. Reserve for Unexpired Risks or Insurance Fund:

Every year Insurance companies close their books of accounts on 31st March but the
risks under varied policies expire on that date is not cldsedkesult, unexpired liability may
occur during the remaining term of the polithyerefore a provision for unexpired risks is
madeAs per the Insurandsct, the provision for unexpired risks at 50% for fire, marine
caigo & miscellaneous business except marine Hull is at 18686rding to the section 44
of Rule 5 of the first schedule (6E), the insurance companies are allowed a deduction of 50%
of net premium income in case of Fire & 183 Miscellaneous and 100% of the net premium
income relating to the Marine Insurance business. The reserves are created under the Income
TaxAct.

3. Additional Reserve for Unexpired Risk :

This additional provision is shown separateldditional Reserve. It shows when:

1. Thistype of reserve for unexpired risk is only provided if the management may
feel. Itis debited to the Reveniik.

2. In case of normal reserve for unexpired risk, the balance will be shown in the
balance sheet while it will be transferred to the credit side of Rexéniurethe
nextyears.

4. Catastrophe Reserve

Such areserve is created to meet any loss due to natural catasrtitybe created in
accordance with the norm, of any prescribed by the IRDA. Investment of funds out of
catastrophe reserve shall be made in accordance with the prescription of the authority

4.5 Answerto Check yourProgress :
Check your Progress-1
Q.1A) i) b ii) ¢ i) a iv) d v)a

e
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B) i)True i) True iii) Trueiv) False v) True
Check your Progress-2
Q.1A) 1) D 2) C 3)D 4) B 5)C
B) 1) True 2) True 3) True iv) False v)True

4.6 Exercises :

A) Write Short Notes
1) Marine Insurance
2) Fire Insurance
3) Miscellaneous Insurance
4) IRDA act
5) Types of general insurance
6) Revenue account
7) Unexpired risk reserve
8) Provision under insurance act

B) Problems for practice

1.From the following figures app earing in the books of fire insurance division of a
ABC Insurance Companghow the amount of claim as it would appear in the Revenue
Account for the year ended<8Warch 2026.

Direct Business Re-insurance

Claim paid during the year 2335000 350000
Claim PayableApril 2025 381500 43500
3march 2026 406000 26500
Claims Received - 115000
Claims Receivable="April 2025 - 32500
31march 2026 - 56500

Expenses of Management 115000

(Includes Rs. 17500 Surveyors fee and R250
legal expenses of claims)

TN
(149 )




2. From the following information prepare the revenue account of Fire Insurance company
Itd. for the year 3lMarch 2025.

Particulars On Direct On On
Reinsurance| Reinsurance
Business Ceded Accepted
a) Total Premium 3000000 1000000 2000000
In India 80% 80% 80%
b) Total claim 600000 200000 400000
Outside India 20% 20% 20%
¢) Commission 300000 100000 200000

d) Expenses & Others:

Particulars Amt.(%)
Employees remuneration & welfare benefits 231000
Managerial Remuneration 200000
Travel conveyance 59000
Rent & Rates 30000
Policy Stamp 3000
Medical fees 7000
Printing & Stationery 10000
Repairs 20000
Interest & Bank charges 5000
Audit fees 8000
Legal & Professional charges 6000
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Communication Exp. 5000
Advertisement 6000
Furniture & Fixture 58000

Depreciation on furniture 10% on original cost

Provision for unexpired risk ( 1.4.2024) 1000000
Additional provision for risk (1.4.2024) 100000
Bad debts 5000
Indian & foreign taxes 95000
Interest & Dividend received 90000
TDS 10000
Profit on sale of motor car 5000
Income tax refund 15000

3.From the following particulars of Ocean Marine Insurance Limited for the year ending
3I*March 2026, find out the :

i) Net premium earned
ii) Net Claims incurred

Particulars Direct Businesg Re-Insurance

Premium:

Received 880000 752000
Receivable 01/04/2025 440000 36000
Receivable 01/04/2026 378000 32000
Paid 610000
Payable 01/04/2025 28000
Payable 01/04/2026 18000
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Claims:

Paid 690000 554000
Payable 01/04/2025 90000 16000
Payable 01/04/2026 96000 12000
Received 202000
Receivable 01/04/2025 40000
Receivable 01/04/2026 38000

4. Prepare Revenuecount and Profit & Losa/C for Fire Insurance business for
the year ended 31st March, 2023 from the following.

Profit & LossA/C bal. 1.4.2022 1, 25,000
Reserve for unexpired risk 1.4.2022 82,500
Fire Insurance premium 2,00,000
Interest & dividend (Cr) [Fire Insurance Fund) 5,000
Sunday general expenses 6,000
Interest & Dividend Less income tax (Cr) 12,500
Dividend to Shareholders 25,000
Transfer fees 15

Fire Insurance claim paid & outstanding 1,05,000

Fire Insurance commission 4,000

Fire Insurance expenses of management 42,500
Fire Insurance contribution to fire brigades 1,400
Additional fire insurance reserve 1.4.2022 77,500

The provision for unexpired risk on the basis of 50% of the fire premium income &
carry forward the additional reserve.
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(153)




