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1. FM Ltd. is in a competitive market where every company offers credit. To maintain the 
competition, FM Ltd. sold all its goods on credit and simultaneously received the goods on 
credit. The company provides the following information relating to current financial year:  

Debtors Velocity 3 months 

Creditors Velocity 2 months 

Stock Turnover Ratio (on Cost of Goods Sold) 1.5 

Fixed Assets turnover Ratio (on Cost of Goods Sold) 4 

Gross Profit Ratio 25% 

Bills Receivables ` 75,000 

Bills Payables ` 30,000 

Gross Profit  ` 12,00,000 

 FM Ltd. has the tendency of maintaining extra stock of ` 30,000 at the end of the period 
than that at the beginning.   

 DETERMINE: 

(i) Sales and cost of goods sold 

(ii) Sundry Debtors 

(iii) Closing Stock 

(iv) Sundry Creditors 

(v) Fixed Assets 
Ans:Ans:

 (i)  Determination of Sales and Cost of goods sold: 

Gross Profit Ratio  = 
Gross Profit

× 100
Sales

 

Or, 
25

100
 = 

` 12,00,000

Sales
 

Or, Sales  = 
12,00,00,000

25
 = ` 48,00,000 

Cost of Goods Sold  = Sales – Gross Profit  

  = ` 48,00,000 - ` 12,00,000 = ` 36,00,000 

(ii)  Determination of Sundry Debtors: 

Debtors’ velocity is 3 months or Debtors’ collection period is 3 months,  

So, Debtors’ turnover ratio = 
12months

3months
= 4 

Debtors’ turnover ratio = 
Credit Sales

Average Accounts Receivable
 

  = 
` 48,00,000

Bills Receivable + Sundry Debtors
 = 4 

Or, Sundry Debtors + Bills receivable      = ` 12,00,000 
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 Sundry Debtors = ` 12,00,000 – ` 75,000  = ` 11,25,000  

(iii)  Determination of Closing Stock  

Stock Turnover Ratio = 
Cost  of  Goods  Sold

Average  Stock
=

` 36,00,000

Average Stock
=1.5 

So, Average Stock = ` 24,00,000 

Now Average Stock =
Opening Stock+ Closing Stock

2
 

Or 
Opening Stock + (Opening Stock + ` 30,000)

2
= `  24,00,000 

Or 2 Opening Stock +  ` 30,000= `48,00,000 

Or 2 Opening Stock = `47,70,000 

Or, Opening Stock = ` 23,85,000  

So, Closing Stock   = ` 23,85,000 + ` 30,000 = ` 24,15,000  

(iv) Determination of Sundry Creditors:  

 Creditors’ velocity of 2 months or credit payment period is 2 months.  

 So, Creditors’ turnover ratio =
12 months

2  months
= 6   

Creditors turnover ratio  = CreditPurchases*

AverageAccountsPayables
 

=
` 36,30,000

Sundry Creditors + Bills Payables
 = 6 

So, Sundry Creditors + Bills Payable   = ` 6,05,000 

Or, Sundry Creditors + ` 30,000   = ` 6,05,000 

Or, Sundry Creditors = ` 5,75,000  

(v)  Determination of Fixed Assets 

Fixed Assets Turnover Ratio = 
Cost ofGoodsSold

FixedAssets
= 4 

Or, 
` 36,00,000

Fixed Assets
 = 4 

Or, Fixed Asset = ` 9,00,000  

Workings: 

*Calculation of Credit purchases: 

Cost of goods sold = Opening stock + Purchases – Closing stock 

` 36,00,000 = ` 23,85,000 + Purchases – ` 24,15,000 

Purchases (credit) = ` 36,30,000 

Calculation of credit purchase also can be done as below: 

Or Credit Purchases =Cost of goods sold +Difference in Opening Stock 

Or Credit Purchases =36,00,000 +30,000=` 36,30,000 
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