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Abstract 
Z Company has been steadily expanding both internal and external sales year by year 
since its inception. Z Company, which just got a reprieve from the trade war between 
China and the United States, experienced the impact of the epidemic in 2020, but at the 
beginning of the second half of the year, Z Company bucked the trend and started the 
road to IPO. However, the audit adjustment opinion of the accounting firm and the 
company's opinion produced many differences. The significant difference in gross 
margin of the same product sold to different merchants, coupled with the choice of 
revenue recognition point for exported products, the auditors began to suspect the 
management of accounting manipulation, and asked it to make accounting adjustment 
of revenue recognition point and make explanation of business model. Through the 
analysis of Company Z's business model of internal and external sales, combined with 
the criteria for determining the point of recognition of sales under the new revenue 
standard and the unique features of VMI agreement sales and guidelines, this case guides 
students to understand and master the judgment of the point of recognition of revenue 
under the new revenue standard, and improve their ability to apply and analyze the new 
revenue standard. 
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1. Introduction 

Company Z is a national high-tech enterprise that provides interconnect products such as 
precision connectors, connecting wires and precision structural parts to customers with R&D 
design and precision manufacturing as the core, and its products mainly include data storage 
interconnect products and components, consumer electronics interconnect products and 
components, and new energy precision structural parts according to application fields. 
Since its establishment, the company has been pursuing the development concept of "Create a 
beneficial society and connect the world", adhering to the customer-centric and technology-
driven development strategy, and continuously enhancing cooperation with well-known 
companies in the electronics industry, such as Bull, Molex, Flextronics, StarTech, and Anker 
Innovation. The company has been highly focused on the innovative development of high-speed 
interconnect products to consumer electronics, 5G communications and other fields, while 
reaching the technical level of international first-class manufacturers in the field of data storage. 
After years of experience in precision manufacturing and production, the company has 
mastered the core technology in the field of connectors. With the service concept of excellence 
for customers and efficient R&D and design capability, advanced precision manufacturing 
process, and good quality control, the company has established a professional and high-quality 
corporate image in the industry. As a result, the company has achieved continuous performance 
growth in the past 3 years. 
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The company has reached a certain stage of development, the pace of expansion has accelerated, 
there is an obvious capital gap, the company's precision connector and cable construction 
project and the construction project of the technology center are in urgent need of capital 
investment. As considered and approved by the Company's 2019 annual general meeting and 
the first extraordinary general meeting in 2020, the Company intends to apply for an initial 
public offering of RMB ordinary shares (A shares), and the amount of funds to be raised will be 
determined based on market conditions and the results of inquiries from investors. 
After that, the listing was officially on the agenda, and the accounting firm was formally 
stationed in the company to start the pre-listing preparation, but the process of listing the 
company was exceptionally tortuous. 

2. Doubtful Timing of Revenue Recognition 

Company Z's business model consists of two main categories: domestic sales and export sales. 
Export transaction mode includes direct export, export to the relevant bonded park customer 
escrow warehouse and trans-factory export. 
The domestic sales transaction model includes the VMI model as well as the non-VMI model, 
where the revenue recognition methods under the non-VMI sales model include revenue 
recognition by signing and reconciliation, and revenue recognition by signing. 
The external auditor hired by the company found that the gross profit margin and revenue 
recognition point of Z company's products were abnormal, why the same products sold to S 
company revenue recognition point was the fastest? Even the goods shipped out on the same 
day were recognized as revenue on the same day, without even the intermediate signing time, 
so the operating income was suspected of accounting manipulation. 
Hearing this, the sales department of Company Z thought that the audit department did not 
understand its own business model, and explained that the company actually classified revenue 
recognition methods into: signed reconciliation revenue recognition, signed revenue 
recognition, and VMI agreement model based on sales contracts, historical trading habits of 
customers, and industry practices. 
The first two are collectively referred to as the non-VMI agreement model, and I'm sure there 
is no objection to these two revenue recognition points. The main point is that this VMI 
agreement, through an agreement between Company Z and Company S, allows the supplier to 
place the product in a warehouse designated by the customer, and in that month the customer, 
based on production, requests the company to deliver the VMI goods from the designated 
warehouse to its designated factory, and then the customer completes payment for the 
shipment. 
In the field of supply chain management, since VMI is between the purchaser and the supplier, 
it eliminates unnecessary inventory and reduces capital tied up and backlog, so revenue can be 
recognized immediately after the goods are delivered to the designated warehouse of Company 
S. 

3. Doubtful Timing of Revenue Recognition 

In this area of foreign sales, Company Z also has a busy and diverse business, but the timing of 
revenue is not clearly accounted for. The problem is particularly evident in the focus on direct 
export trade. 
In fact, in the foreign sales business completed by direct export, the business model of Z 
companies are relatively similar. If carefully classified, the specific processes can be divided 
into four types as follows. 
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FOB, or Free On Board. When the goods cross the ship's rail at the designated port of shipment, 
Company Z will complete the delivery and the customer will bear all the risks of loss or damage 
of the goods from then on. Of course, the company also needs to be responsible for all kinds of 
procedures related to the export of goods. 
FCA, i.e. goods delivered to the carrier, Z company just needs to deliver the goods to the carrier 
designated by the customer, the place of transaction is also determined by the customer. Same 
as FOB, the company needs to handle the export customs clearance. 
DAP, or delivery at destination. All that is required is for Z to deliver the goods to the destination 
specified by the customer, and not even be responsible for unloading the goods, just hand them 
over to the customer. 
Finally, there is DDP, or Delivery Duty Paid at Destination. It means that Company Z only should 
clear the import at the destination specified by the customer, and then hand over to the buyer 
to complete the delivery, again without unloading the goods from the means of transport." 
The four processes cited by Company Z may sound complicated, but the company's finance 
department has been strictly following the accounting standards, judging the important terms 
of the sales contract one by one and classifying them reasonably, and recognizing revenue only 
after the goods have been declared and cleared for export according to the customs declaration. 
The audit then raised a question: For the two settlement methods, FOB and FCA, there is 
nothing wrong with recognizing revenue as soon as the customs declaration is received. But for 
the latter two settlement methods, is it not a bit hasty to use the same as the revenue 
recognition point? In fact, Company Y and Company C, which have a similar business model to 
Company Z, recognize sales revenue only after the products have been shipped out of the 
warehouse, declared for export, and delivered to the destination and signed for by the customer, 
through the DAP and DDP methods. 
Company Z is prepared for such a challenge: first of all, our customers are stable and consistent 
in their trading and settlement methods. If you look at the transactions that choose to use DAP, 
DDP and other settlement methods, almost all of them are concentrated in the three customers 
H, S and D. The two sides have always maintained cooperation and have the conditions of trust, 
and have always taken this confirmation point of time. 
Secondly, the delivery cycle of our products is short, especially the above-mentioned several 
customers who use DAP, DDP and other settlement methods are concentrated in Hong Kong 
and Malaysia, which are closer to the company's location in Shenzhen. The company's delivery 
to Hong Kong is generally by truck, which can be delivered on the same day after the completion 
of export customs declaration. The company's delivery to Malaysia is mainly by air transport, 
and its delivery cycle is generally controlled in 1-2 days after the export customs declaration. 
The audit does not agree with this interpretation, because according to the current accounting 
standards, we should take the transfer of risk as an important basis for revenue recognition. 
However, according to the contract terms just described, it is obvious that under the DAP and 
DDP delivery methods, even if the export declaration is completed and the customs declaration 
is obtained, the control of the product is not completely transferred. Therefore, Company Z's 
recognition of revenue at the point of obtaining the customs declaration is not in compliance 
with the relevant provisions of the ASBE. 
However, Company Z believes that based on historical experience, the company's direct export 
business has always recognized revenue based on the customs declaration after the goods have 
been declared and cleared for export. the company's products under DAP, DDP and other 
settlement methods have also been signed for by customers after being declared for export and 
have not been returned again. 
Moreover, due to the short transportation time, the timing of revenue recognition does not have 
much impact on the revenue of our company in each period. the finance department of Z has 
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also made a calculation, and the amount of revenue affected in the last three years is only 0.14% 
at most, which is not very different. Therefore, the company believes that it is reasonable to 
recognize revenue based on the customs declaration in accordance with the principle of 
substance over form. 

4. Transfer of Control Model & Risk and Reward Transfer Model 

The criteria for revenue recognition are mainly divided into the control model and the risk-
reward model. Under the old revenue standard, revenue was recognized based on the "transfer 
of risk reward" model, i.e., the risk reward model. A transfer of risk reward occurs when the 
loss of a good is not borne by the enterprise and the economic benefit from the good is not 
owned by the enterprise. Since the transfer of risk reward cannot be reasonably quantified, the 
reliability of financial information cannot be guaranteed.[1]. 
The control model means that revenue is recognized when there is a "transfer of control" of the 
goods or services, i.e., when the promised goods or services are delivered to the customer, at 
which point the goods and services are treated as assets transferred to the customer on the 
basis of property rights theory. Control is essentially the right to make decisions about the 
goods and services in practice, i.e., not only to prevent others from using them, but also to derive 
economic benefits from them[2]. It can be seen that under the control model, revenue is 
realized from the fact that control of the assets promised to the customer has been transferred 
to the customer. In contrast to the risk-reward model, the control model eliminates the need to 
quantify the degree of transfer of control and allows direct evaluation of whether goods or 
services are transferred. At the same time, the control model can reflect the asset-liability view, 
therefore, the control model is more effective in providing accounting information and ensuring 
the truthfulness of accounting information. 

4.1. The Transfer of Control Requires Consideration of the Following Six 
Signs[3]: 

1) The enterprise has a present right to receive payment for the merchandise, i.e., the customer 
has a present obligation to pay for the merchandise. 
2) The company has transferred legal ownership of the goods to the customer, i.e., the customer 
has legal ownership of the goods. 
3) The enterprise has physically transferred the merchandise to the customer, i.e., the customer 
has taken physical possession of the merchandise. 
4) The enterprise has transferred the main risks and rewards of ownership of the goods to the 
customer, i.e., the customer has acquired the main risks and rewards of ownership of the goods. 
5) The customer has accepted the item. 
6) Other indications that the customer has acquired control of the commodity. 

4.2. Differences between the Control Model and the Risk-Reward Model 
1) The control model is a balance sheet view and the risk and reward model is an income 
statement view. Under the control model, goods and services are viewed as assets transferred 
to customers, although the service is not recognized as an asset because it is consumed 
immediately before it is acquired. In contrast, the definition of an asset is based on control to 
determine whether the asset is recognized or derecognized. Thus, revenue is realized from the 
fact that control of the asset promised to the customer has been transferred to the customer[4]. 
2) The control model is used to evaluate whether goods or services are transferred, yielding 
more consistent results. When the subject retains some of the risks and rewards of the goods 
or services, it is difficult to reasonably determine the extent to which the risks and rewards 
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associated with ownership of the goods or services have been transferred, and the conclusions 
reached may vary. 
Shenzhen Z's main business is the domestic sales and export sales of electronic parts and 
components. In accordance with the requirements of the new revenue standard, revenue is 
recognized when the user obtains control of the goods. The timing of revenue recognition is 
mainly based on whether the performance obligation belongs to a certain point in time or a 
certain period. For performance obligations performed at a certain point in time, the Company 
recognizes revenue at the point when the user obtains control of the relevant goods. In 
determining whether the user has acquired control of the goods or services, the Company 
considers the following indications: first, the Company has a present right to receive the goods 
or services; second, the Company has physically transferred the goods to the user; the Company 
has transferred the legal title or the main risks and rewards of ownership of the goods to the 
user; third, the user has accepted the goods or services, etc. 
Therefore, the timing of revenue recognition for Company Z's major operations is judged as 
follows[5]. 
1) Whether the physical transfer of the goods has been made to the user under the foreign sales 
FOB, FCA, DAP, DDP model; whether the enterprise has transferred the legal title or the main 
risks and rewards of ownership of the goods to the user and whether the user has accepted the 
goods or services. 
2) Whether the goods have been physically transferred to the user under the domestic sales 
VMI model; whether the enterprise has transferred the legal title or the main risks and rewards 
of ownership of the goods to the user and whether the user has accepted the goods or services. 

5. The Essence of the VMI Sales Model and the Key Elements of its 
Implementation 

5.1. The Essence of the VMI Model[6] 
VMI (Vendor Managed Inventory) is a new form of supply chain organization that essentially 
places the inventory of a downstream manufacturer or retailer under the control of an 
upstream supplier. The American Production and Inventory Control Society (APICS) suggests 
that VMI is a way for suppliers to optimize the performance of supply chain operations by 
obtaining inventory data from their customers and being responsible for maintaining their 
inventory levels. Disney and Mashua showed that VMI can play a positive role in promoting 
information sharing, mitigating the bullwhip effect, and improving supply chain efficiency. This 
approach is increasingly being applied by companies. Essentially, it turns a multi-level supply 
chain problem into a single-level inventory management problem. The transfer of ownership 
of inventory is usually completed when it is shipped or actually used. Compared to the 
traditional practice of replenishing inventory according to orders issued by users, VMI is a 
solution to market demand forecasting and inventory replenishment with actual or forecasted 
consumer demand and inventory levels, i.e., demand information is obtained from sales data, 
and suppliers can plan more effectively and respond more quickly to market changes and 
consumer demand. 

5.2. Key Elements of VMI Model Implementation 
The initiative of VMI model replenishment decision lies with suppliers, and the prerequisite for 
timely replenishment by suppliers is to obtain accurate demand information. Therefore, 
adequate information sharing is the core of VMI implementation. In the actual operation of VMI, 
the following three types of information are usually shared. 
1) The manufacturer's market sales information, know the manufacturer's market sales 
information can be predicted in advance of the manufacturer's future material demand 
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situation, the manufacturer's demand to make relatively accurate forecasts. Sales information 
is especially important for urgent orders and large sales orders, the sooner we can grasp it, the 
sooner we can prepare for the production so as to meet the manufacturer's demand in time. 
2) The manufacturer's material requirements plan, material requirements information is the 
most accurate and specific, it specifies when the need for what type and what amount of 
materials, for the supplier production plan and replenishment plan to provide reference. 
3) Inventory information, which provides information about the manufacturer's inventory 
consumption, allows suppliers to develop appropriate replenishment strategies by analyzing 
the status of inventory consumption. Information sharing involves the issue of confidentiality, 
and therefore the level of information sharing must be considered for what type of suppliers. 
Generally speaking, for strategic suppliers, the three types of information can be shared due to 
the high level of interconnection and trust. For important partners, it is usually appropriate to 
share material requirement plan and inventory information because they provide parts with 
longer procurement time or higher value, and need to arrange distribution plan and control 
inventory quantity reasonably. For general partners, only inventory information can be shared. 

6. Conclusion 

6.1. Is The Timing of Revenue Recognition Reasonable for Company Z's 
Different Models of Outbound Sales? 

6.1.1. Differences between the Company's Revenue Recognition from External Sales 
and Comparable Listed Companies in the Same Industry 

The company's export revenue is divided into three categories: direct export, export to the 
relevant bonded park customer escrow warehouse and trans-factory export. Under the direct 
export model, the company does not distinguish between specific settlement methods. For FOB 
(Free On Board), FCA (Fulfillment of Goods to Carrier), DAP (Delivered at Destination) and DDP 
(Delivered Duty Paid at Destination) settlement methods, revenue is recognized based on the 
customs declaration after the goods have been processed and cleared through customs 
clearance. 
Under the direct export model, the specific method of revenue recognition for export sales of 
the Company and comparable listed companies is basically the same. The specific method of 
revenue recognition for export sales when the company adopts the two settlement methods of 
FOB and FCA is consistent with that of H and D. The specific method of revenue recognition 
under the settlement methods of DAP and DDP differs to some extent from the above two 
companies, and the comparable listed companies H and D confirm the sales revenue after the 
products are shipped out of the warehouse and go through customs clearance for export, and 
the delivery arrives at the destination and is confirmed by the customer's signature. 
6.1.2. Recognizes Revenue based on the Customs Declaration after the Goods 
Under the settlement methods such as DAP and DDP, the company recognizes revenue based 
on the customs declaration after the goods have been declared and cleared for export, mainly 
for the following reasons. 
(1) Stable customers and stable trading and settlement methods. 
During the reporting period, the major customers using the settlement methods such as DAP 
and DDP were M (located in Malaysia), T (located in Malaysia, a subsidiary of S), Z (located in 
Hong Kong) and R (located in Malaysia), and the above four customers have been using the 
settlement methods such as DAP and DDP for transactions. During the reporting period, the 
total sales revenue of the above four customers accounted for 82.43%, 89.05%, 90.85% and 
93.31% of the sales revenue under the settlement methods of DAP and DDP, respectively. The 
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Company has stable and consistent transactions and settlements with customers using DAP, 
DDP and other settlement methods. 
(2) Shorter product delivery cycle. 
The distribution of customers using DAP, DDP and other settlement methods are mainly 
concentrated in Hong Kong and Malaysia, which are closer to the company's location in 
Shenzhen. The company's delivery to Hong Kong generally adopts truck transportation, which 
can be delivered on the same day after the completion of export customs declaration. As 
customers generally place orders according to production requirements and have strict 
requirements on product delivery time, and the company's products are small in size, the 
delivery of products is mainly by air transport, supplemented by sea transport. The delivery 
cycle of air transportation is usually 1-2 days after the export customs declaration, and the 
delivery cycle of sea transportation is about 2 weeks after the export customs declaration. 
(3) Consistent implementation of accounting policies. 
For a long time, for direct export, the company has been using to recognize revenue according 
to the customs declaration after the goods have been declared and cleared for export, 
maintaining consistency in the implementation of accounting policies. During the reporting 
period, under the settlement methods such as DAP and DDP, the Company's products were 
signed by customers after they were declared and exported. 
Measurement Impact. 
Under the settlement methods such as DAP and DDP, if the revenue is recognized based on the 
customs declaration after the goods have been declared and cleared for export instead of 
recognizing revenue according to the customer's signature, the amount of impact on the results 
of the reporting period is minimal (see Table 1). 
 
Table 1. Impact of foreign sales data measurement in the last three years (Unit: RMB million) 

Projects January-June 
2020 

2019 
Annual 

2018 
Annual 

2017 
Annual 

Operating income impact number - 50.67 -11.52 -39.15 
Operating cost impact number - 24.61 -5.21 -19.4 

Total profit impact number - 22.97 -5.59 -17.38 
Operating income impact number 19737.46 44063.51 36773.26 28199.97 

Total profit impact number 3631.42 7398.31 4652.24 3962.87 
Operating income impact number as a percentage of 

operating 
Percentage of industry revenue 

- 0.12% -0.03% -0.14% 

Total profit impact as a percentage of profit 
Total profit ratio - 0.31% -0.12% -0.44% 

 
The settlement method of recognizing revenue based on the customs declaration after the 
goods have been declared and cleared for export is consistent with the actual operation of the 
Company and will not have a significant impact on the analysis, judgment and investment 
decisions of the users of the financial statements based on the financial statement data. 
In summary, according to Incoterms 2010, DAP refers to the seller's delivery at the designated 
destination, only need to be ready for unloading without unloading that is to complete the 
delivery. DDP refers to the seller at the designated destination, after import customs clearance 
procedures, the goods not yet unloaded on the delivery vehicle to the buyer to complete the 
delivery. 
According to the risk-bearing provisions of trade terms, under the DAP and DDP delivery 
methods, the risk reward related to the product has not been fully transferred at the point of 
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completing the customs declaration, and the revenue recognition at the point of obtaining the 
customs declaration does not fully comply with the provisions of the ASBE. Enterprises are 
required to make adjustments to their statements to make them comply with the new revenue 
standard. 

6.2. Under the VMI Sales Model, Company Z's Treatment of its Revenue 
Recognition Point is Reasonable 

According to the VMI agreement signed between Company Z and Company S, when the 
company delivers and delivers the specified quantity of the specified goods to the VMI depot 
requested by Company S at the specified time according to the customer's requirements, the 
physical goods and the risks and rewards of ownership have been transferred to Company S. 
Therefore, Company S can already dominate the use of the goods and derive almost all the 
economic benefits from them. Therefore, when Company Z delivers the goods to Company S's 
factory, it has acquired the right to receive payment now. 
In summary, according to the terms of the VMI agreement with Company S, Company Z 
recognized revenue as soon as the goods were delivered from the HUB warehouse to the factory 
designated by Company S. This is in line with the content of the VMI agreement and the relevant 
provisions of the revenue standard, and the above revenue recognition is reasonable. 

6.3. Impact of Adopting VMI Sales Agreement on the Existence of Company Z 
The framework agreement is the institutional guarantee for the operation of VMI, which 
stipulates and regulates the way of cooperation between the two parties and clarifies their 
respective rights, responsibilities and obligations. the VMI framework agreement generally 
contains the following parts. 
1) Inventory ownership and transfer mode: This content is an important premise to stipulate 
the rights and obligations of both parties, so it must be clearly defined in the agreement, 
otherwise it is impossible to determine the division of responsibility in case of errors. However, 
if both parties agree that once the inventory is released from the warehouse or used in 
production, the loss caused will be borne by the manufacturer after the transfer of ownership 
of the inventory is completed. 
2) Price determination and adjustment mechanism: In a market economy, price fluctuations are 
inevitable. One of the advantages of the VMI model is that it automates and institutionalizes the 
otherwise complicated issue of price agreement, greatly reducing the complexity of 
management and improving transaction efficiency. The terms and conditions of the agreement 
specify how the supply price is to be determined when the environment changes. When the 
conditions for price changes are met, adjustments are made directly in accordance with the 
agreed mechanism. 
3) Order processing and fund settlement process: When VMI is implemented, it necessarily 
involves the processing of various orders. Under the traditional procurement model, the 
manufacturer issues orders to suppliers, the suppliers deliver the goods, the manufacturer 
accepts and issues relevant documents such as arrival orders, and the suppliers go to the 
finance office for settlement with the arrival orders and invoices. In the VMI model, the supplier 
takes the initiative to replenish the goods, and the process involved is different from the past. 
Therefore, the process of order processing and financial settlement needs to be re-agreed. 
4) Inventory level setting and replenishment mechanism: The objectives of VMI model include 
reducing the inventory level of the supply chain and improving the order response and order 
fulfillment rate. 
Level of the supply chain, improve the order response speed and order fulfillment rate. 
Therefore, it is necessary to set a reasonable inventory level that can to meet the manufacturer's 
requirements on order response speed and order fulfillment rate, and also to minimize the 
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inventory levels should be set at a level that meets the manufacturer's requirements for order 
responsiveness and order fulfillment while minimizing inventory costs. Typically, inventory 
levels and replenishment mechanisms are negotiated between supply and demand. 
The inventory level setting and replenishment mechanism is usually determined by negotiation 
between the supply and demand sides. 
5) Material distribution and inventory storage methods: How to distribute and store materials 
is also required to be agreed by both parties Content. Considering the traffic conditions and the 
capacity of the unloading plant in the factory, the manufacturer will have special requirements 
on the time and manner of distribution. 
For example, some manufacturers may require the supplier to deliver the goods only at the 
factory. Some manufacturers may require suppliers to deliver only on certain days of the week 
or in the morning or afternoon. In addition, different parts may require special storage 
conditions, which must also be specified in the framework agreement. 
This must also be specified in the framework agreement to avoid unnecessary disputes in the 
future. 
6) Unexpected situation handling mechanism: In the daily operation of VMI model, unexpected 
events are likely to occur. It is not worthwhile to affect the production if the incident is not 
properly solved. Therefore, a contingency plan is set up for possible situations. When an 
emergency situation occurs, it is resolved as soon as possible in the agreed manner to avoid 
further damage. 
Z has classified the revenue recognition methods for domestic and overseas sales revenue 
based on AS 14 - Revenue and taking into account sales contracts (agreements), historical 
transaction habits of customers and industry practices. In detail, the reasons and bases for the 
three methods of revenue recognition for domestic sales revenue during the reporting period 
are based on the sales contracts (agreements) signed between the Company and its customers, 
and domestic sales are classified into VMI sales model and non-VMI sales model, where the 
revenue recognition methods under the non-VMI sales model include signing and reconciling 
revenue recognition and signing revenue recognition. The breakdown is as follows.  
1) VMI sales model Where the VMI sales model is specified in the sales contract (agreement), 
Company Z classifies the revenue recognition method corresponding to such sales model as 
revenue recognition upon delivery of VMI goods to the customer's designated factory. During 
the reporting period, the customers who recognized revenue under this mode included only 
Company S. 
2) Non-VMI sales model According to the sales contract (agreement), the customer's historical 
transaction habits and industry practices, the revenue recognition method is divided into 
revenue recognition by signing and reconciliation and revenue recognition by signing. If 
reconciliation is explicitly required in the sales contract (agreement) or is not explicitly 
required in the sales contract (agreement) but is required according to the customer's trading 
habits, Company Z and the customer will reconcile the goods issued and signed for in the 
previous month or the current month, and the main risks and rewards of ownership of the 
goods will be transferred (or control will be transferred) after the reconciliation is correct, and 
the company will recognize the sales revenue according to the amount that is correct in the 
reconciliation. Company Z classifies this type of revenue recognition as revenue recognition by 
signing and reconciliation. In contrast, if there is no agreement on reconciliation in the sales 
contract (agreement) and the customer does not have a reconciliation transaction habit, the 
company ships the products to the customer's designated delivery location according to the 
order, the customer signs for the goods, and the company recognizes revenue based on the 
amount signed by the customer. the sales revenue of the top five customers of Company Z for 
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domestic sales in the past three years and the gross margin of customer sales are shown in 
Table 2. 
 

Table 2. Sales revenue and gross margin of the top five customers for domestic sales in the 
past three years (Unit: RMB million) 

Customer Name 
January-June 2020 2019 2018 

Amount Gross margin Amount Gross margin Amount Gross margin 
Company S 4030.85 46.52% 6337.07 41.53% 3583.20 30.92% 
Company H 1,573.17 13.99% 7005.11 10.80% 3569.59 6.38% 
Company D 690.43 16.38% 2490.13 17.04% 44.59 31.33% 
Company M 2982.48 38.90% 211.19 31.06% 2982.48 38.90% 
Company H 462.79 26.20% 1867.91 27.40% 1386.48 18.76% 

 
It should be noted that although several of the above customers have long-standing good 
trading relationships with Company Z, the products they sell are not identical to each other, so 
the comparison of sales data between the top five customers of Company Z may not be fully 
justified, and it is therefore necessary to compare the comparative gross margin of Company 
Z's sales of similar products in the same field to be more convincing (see Table 3). 
 

Table 3. Comparison of average gross margin of products in the same field of Company Z 
(Unit: RMB million) 

Category January-June 2020 2019 2018 
S Corporation after the VMI agreement 46.52% 41.53% 40.92% 

Average in consumer electronics 20.32% 19.27% 18.98% 

 
As you can see from the picture above, Company Z relies on this agreement to build an efficient 
supply chain system due to the steady progress of the VMI sales model. Using big data to 
coordinate production, inventory activities and sales activities, in addition, the supplier is able 
to make forecasts of demand based on data at the point of sale, and is able to determine order 
lots more accurately, reducing forecast uncertainty and thus reducing safety stock levels, with 
smaller storage and supply costs, while the supplier is able to respond more quickly to user 
demand and improve service levels, resulting in lower inventory levels for users as well. As a 
result, Z's related gross margins are higher than the average gross margins for products in the 
same field, and the results are significant. In addition, this timely and early revenue recognition 
also resulted in higher gross margins compared to the non-VMI sales model where physical 
receipt is the point of recognition for the transfer of control of goods. 
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