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At present, the index of gross profit margin is overestimated in China. However, this problem has not attracted enough attention.
,is paper explores the theoretical limitations of the current revenue that lead to the overestimation of the gross profit margin.
,en, we present the concept of revenue to correct the limitations of the current revenue. Moreover, we test the impact on the
information content of gross profit margin under revenue caliber. ,e findings are as follows: (1) ,e current revenue includes
some unrealized items such as in-price tax, so it is not completely consistent with the definition of revenue from the perspective of
accounting, which will lead to the overestimation of gross profit margin. ,erefore, the current revenue should exclude the in-
price tax, bad debt loss, and cash discount in order to obtain the revenue.,e gross profit margin based on the revenue can reflect
the profitability of the company’s basic business more objectively. (2) ,e empirical test shows that the gross profit margin based
on the revenue has higher information content compared with the gross profit margin based on the current revenue. (3) ,e
current gross profit margin is overestimated by 1.36 percentage points because of the limitations of the current revenue.

1. Introduction

Gross profit margin is the most commonly used index to
evaluate the profitability of enterprise’s basic business
performance. Gross profit is the difference between revenue
and cost of sales [1, 2]. Gross profit margin is the proportion
of gross profit to revenue. Gross profit margin is the starting
point index to analyze the profitability of enterprise. It is of
great significance to use it to investigate the market com-
petitiveness of enterprise’s products horizontally and the
stability and development trend of enterprise’s operation
vertically. If the gross profit margin calculated based on the
current revenue cannot reflect the real basic business
profitability of enterprise, it will mislead the decision-
making of stakeholders and reduce the usefulness of ac-
counting information. ,e existing literature on gross profit
margin mainly focuses on enterprise performance evalua-
tion and prediction and pays less attention to the problems
of gross profit margin itself [3, 4]. ,e research goal of this
paper is to analyze the limitations of the current gross profit

margin and explore how high the gross profit margin of the
company listed in China is.

On March 29, 2019, Kweichow Moutai (A-shares code:
600519) released its 2018 annual report, which shows that
the annual revenue reached 73.639 billion yuan in 2018 and
the gross profit margin was 91.14%. However, the most
important reason that leads to the high gross profit margin is
the in-price tax. ,e in-price tax includes the excise tax,
urban construction tax, and education surcharge, and the
total in-price tax for Kweichow Moutai is up to 10.648
billion yuan in 2018, accounting for 14.46% of the revenue
and 94.32% of the total in-price tax. If the in-price tax is
excluded, the gross profit of Kweichow Moutai will drop by
10.648 billion yuan, and the gross profit margin will decrease
by 1.5 percentage points. As a tax included in the revenue, it
essentially belongs to the “money collected by an enterprise
on behalf of a third party.” Although it is collected together
with the revenue, it does not lead to an increase in the
owner’s equity, which does not meet the definition of rev-
enue. Similarly, in the 2018 annual report, another A-share
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firm, Tianhe Defense (A-shares code: 300397), shows that
the revenue was 175 million yuan, and the gross profit
margin was 33.71%. However, the bad debt loss of Tianhe
Defense in 2018 was 107 million yuan; that is to say, 107
million yuan of revenue was not received. If 107 million
yuan of uncollected bad debt loss is excluded from the
revenue, the gross profit margin will be −11.46%. ,e bad
debt loss is due to the uncollectible accounts receivable sold
on credit, and the recognized revenue corresponding to the
bad debt loss has not been realized. ,erefore, the bad debts
that cannot be recovered should not be included in the
revenue. From the above two typical examples, it is shown
that if the in-price tax, bad debt loss, and other items account
for a high proportion of the revenue, it will have a great
impact on the gross profit margin.

,is paper contributes to the existing literature in several
ways. On the one hand, although the gross profit margin is
one of the most widely used financial indicators in practice,
there are few literature studies on the limitations of the gross
profit margin. ,is paper is committed to analyzing the
limitations of the gross profit margin and providing the
improvement method in theory, which fills the blank of the
theoretical research of the gross profit margin. On the other
hand, this paper empirically tests the negative impact of
overestimation of current revenue on information content of
gross profit margin, which provides support for the theo-
retical analysis and supplements the empirical research on
the gross profit margin. Our findings also have implications
for various stakeholders in corporate financial reporting.
,is paper can help us to recognize the limitations of gross
profit margin. ,en, it can help us to get rid of the mis-
understanding of relying too much on gross profit margin.

,e remainder of the paper is organized as follows:
Section 2 reviews the literature and develops our hypothesis.
Section 3 describes our data and methods. Section 4 presents
our tests, results, and discussion. Section 5 concludes the
paper.

2. Literature Review and
Hypothesis Development

2.1. ,e ,ree Limitations of Current Revenue. ,ere is a
debate on the definition of the concept of revenue in aca-
demia, and there is also a difference in the application of the
concept in practice. Scholars who advocate a wide range of
revenue in academic circles believe that revenue includes not
only economic benefits from operating activities, but also
economic benefits from nonoperating activities such as
nonoperating benefits or investment benefits [5, 6]. ,e
international accounting standards that support the wide
range of revenue are mainly reflected in the fact that income
is regarded as an independent accounting element, which
includes revenue and profits. ,e scope of revenue includes
not only the main revenue, but also other revenue and
investment gains (such as interest and dividend). Scholars
who advocate narrow revenue in academic circles believe
that revenue is only the economic benefit obtained by op-
erating activities, which means that the economic benefits
obtained by nonoperating activities should not be included

in the category of revenue [7–10]. China’s Accounting
Standards (CAS) and US Generally Accepted Accounting
Principles (GAAP) support narrow revenue caliber, which is
mainly manifested in the fact that revenue is regarded as an
independent accounting element, which generally refers to
the economic benefits obtained from daily operation, ex-
cluding nonoperating benefits. What is more, other revenue
which is not belonging to the core operating activities is
excluded from the revenue category by the US GAAP. Al-
though the definition and application of the concept of
revenue can be divided into broad and narrow dimensions in
academic and practical circles, both of them claim that the
revenue is the inflow of economic benefits that the enterprise
really obtains, which will lead to the increase of owner’s
equity and have nothing to do with the owner’s investment.
,e difference mainly lies in whether the economic benefits
obtained come from operating activities.

We argue that, due to various reasons, the revenue in
China’s current practice is not consistent with the concept of
revenue. Revenue refers to the total inflow of economic
benefits formed in the daily operating activities of enterprise,
which will lead to the increase of owners’ equity. From the
perspective of accounting practice, revenue mainly includes
four aspects: firstly, the inflow of economic benefits gen-
erated by the production and operation activities of enter-
prise such as selling products and providing services;
secondly, the inflow of economic benefits arising from the
production and operation activities such as sales of products
and provision of services by enterprise (i.e., in-price tax);
thirdly, the inflow of unearned economic benefits arising
from the enterprise’s production and operation activities
such as selling products and providing services (i.e., bad debt
loss); fourthly, the preferential discount given to the buyer to
recover the payment as soon as possible (i.e., cash discount).
,e above four parts are included in the accounting revenue
account when the revenue is recognized. However, in ad-
dition to the first part, the latter three parts should not be
recognized as revenue, because they do not lead to the in-
crease of owners’ equity and are not really realized. ,e
essence of the deduction of revenue is different from that of
expenses. Only by correctly distinguishing the deduction
items of expenses and revenue can the users of financial
statements obtain the real useful information.

2.1.1. ,e First Limitation: In-Price Tax Transferred to the
Government. ,eoretically speaking, revenue refers to the
total inflow of economic benefits formed in the daily op-
erating activities of enterprise, which will lead to the increase
of owners’ equity and have nothing to do with the capital
invested by owners. However, part of the current revenue is
not completely consistent with the theoretical definition.
,is is because the current revenue contains a certain
proportion of in-price tax, which means excise tax, urban
maintenance and construction tax, and education sur-
charges. From the basic attributes, in-price tax has the nature
of “tax,” which needs to be handed over to the tax de-
partment in a mandatory, free, and timely manner. It is the
inflow of economic benefits accompanied by the production
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and operation activities of enterprise such as selling products
and providing services. Although this part of the in-price tax
flows into the enterprise together with the economic benefits
generated by the enterprise’s production and operation
activities such as selling products and providing services,
because the ownership of this part of in-price tax belongs to
the government in essence, it will not increase the owner’s
equity of the enterprise and cannot be used to make up for
the costs. No matter whether the enterprise is profitable or
not, as long as the taxable behavior of selling goods and
providing services occurs, it needs to pay the tax payable to
the government in time.

Some scholars and regulations have proposed that the
revenue should not include in-price tax.,e nature of tax is
different from that of expenses. Expenses are incurred to
obtain revenue, and tax payment is the legal obligation of
enterprise. ,erefore, the tax payment of enterprise does
not conform to the matching principle and should not be
included in the process of determining profits and losses
[9, 10]. ,e MFPRC (Ministry of Finance of the People’s
Republic of China) issued the Accounting System for
Enterprise on December 9, 2000, which stipulates in Article
84 the following: “Revenue refers to the total inflow of
economic interests generated by enterprise in their daily
activities such as selling commodities, providing services
and transferring the right to the use of assets, including
revenue from main business and revenue from other
business. Revenue does not include money collected on
behalf of third parties or customers”. OnMay 9, 2016, FASB
issued a new revenue standard to update “customer con-
tract revenue (topic 606).” In the five-step revenue rec-
ognition model of the new revenue standard, the third step
requires enterprise to determine the transaction price of the
contract. Transaction price refers to the amount that an
enterprise is expected to have the right to receive due to the
transfer of goods or the provision of services to customers,
excluding the money collected on behalf of a third party
(such as certain sales taxes). At the same time, it is allowed
that the transaction price does not include the payment
collected on behalf of the third party as an accounting
policy choice.

,is paper holds that the essence of the in-price tax in-
cluded in the current revenue is the same as that of the value-
added tax (VAT) calculated outside the price. Both of them
are the taxes that the enterprise obtains from customers
through the pricing mechanism and then transfers to the
government. Although the corresponding economic benefits
are collected simultaneously by the enterprise when selling
products and providing services, they will not form the equity
of the enterprise. ,e enterprise cannot use them to make up
for the costs, let alone increase the owner’s equity, so they
should not be included in the category of revenue. ,e
government is an uninvited third party. ,e collection of
turnover tax is a direct participation in the distribution in the
process of enterprise sales. ,e corresponding in-price tax
with the nature of circulation, such as the excise tax, urban
maintenance and construction tax, and education surcharges,
has tax obligation when the revenue is realized. Because the
turnover tax is transferable, this part of the in-price tax with

the nature of circulation is essentially the tax collected by the
enterprise from the customers on behalf of the government in
the past transactions. When it comes into being, the own-
ership belongs to the government, which forms a current
obligation for the enterprise to repay in the future. In order to
reflect the nature of the in-price tax, the enterprise should
recognize it as a liability. In the current accounting treatment,
enterprises usually take this part of the tax collected as a part
of the revenue first and then as a part of the expenses to be
deducted from the revenue, resulting in the virtual increase of
the revenue and expenses at the same time. According to the
basic principle of matching revenue and expenses, the result
of matching the revenue with the expenses incurred to obtain
the revenue should be the business results of the enterprise,
but the in-price tax is regarded as both the revenue and the
expenses. ,e final matching result is zero, which obviously
losses the significance of matching [13–9]. Although it does
not affect the calculation of net profit, it causes the gross profit
margin to be overestimated, which makes it difficult to ac-
curately reflect the profitability of basic business. ,erefore,
the in-price tax included in the current revenue cannot be
used to cover costs or to increase the owner’s equity. In
addition, the in-price tax is not in line with the matching
principle. As a result, the in-price tax in the current revenue
leads to the overestimation of the revenue, which is the first
limitation of the current revenue.

2.1.2. ,e Second Limitation: Bad Debt Loss. Bad debt loss
mainly refers to the part of the revenue which has been
recognized by the enterprise but cannot be recovered finally.
,e recognized revenue, especially in the case of credit sales,
usually cannot recover all the credit sales funds. Usually,
there is a certain degree of bad debt loss. In essence, bad debt
loss is the inflow of unearned economic benefits caused by
the production and operation of enterprise such as selling
products and providing services. ,e economic benefits
corresponding to bad debt loss do not flow into the en-
terprise finally. ,e inflow of economic benefits and the
increase of owners’ equity are the basic conditions for the
recognition of revenue. Since the bad debt loss fails to flow
into the enterprise in the form of economic benefits, it
cannot be regarded as a part of the revenue. Some scholars
have pointed out that bad debt loss should be regarded as an
offset item of revenue rather than expenses item. Hen-
drikson [9] pointed out that the bad debt loss is traditionally
treated as expenses, but it was more reasonable to classify it
as offsets of revenue than as expenses. ,is was because the
bad debt loss did not mean the consumption of goods or
services, but the reduction of the amount that can be col-
lected by the exchange [9]. Only by correctly distinguishing
the offsetting items and expenses items of revenue can the
users of accounting information get the real useful infor-
mation. Because the bad debt loss is the revenue that the
enterprise fails to realize, rather than the expenses incurred
to obtain the revenue, the bad debt loss is essentially the
offset item of the revenue rather than the expenses item.

In the practice of accounting, the basic processing
method of credit business is as follows: debit: accounts
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receivable, credit: revenue. ,e two completely correspond
to each other. However, the accounts receivable listed in the
balance sheet are listed according to the net amount of
accounts receivable minus the provision for bad debts. At
this time, accounts receivable and revenue do not corre-
spond in quantity. From the phenomenon, it seems that the
accounts receivable has not been collected, but the essence is
that the revenue has not been realized. Since the revenue has
not been realized, it is necessary to write down the revenue
accordingly, instead of including the unrealized revenue into
the expenses, which will lead to the overestimation of both
revenue and expenses. From the perspective of revenue-
expenses matching, it is similar to the in-price tax. In
practice, the bad debt loss does not directly offset the revenue
but is taken as revenue at first and then deducted from the
revenue as an expenses.,ematching result between the two
is zero, which results in losing the significance of revenue-
expenses matching. Although the final calculation of net
profit is the same, but it leads to the overestimation of
revenue. Under the same cost of sales, it will naturally lead to
the overestimation of gross profit margin.,erefore, the bad
debt loss does not directly offset the current revenue. It is
recognized as an expense, which leads to overestimating the
revenue. ,is is the second limitation of current revenue.

2.1.3. ,e,ird Limitation: Cash Discount. Cash discount is
a kind of preferential payment given by the seller to the
buyer in order to encourage the buyer to speed up the
payment. In the practice of accounting, the total price
method of cash discount is the basic accounting treatment
method: when cash discount occurs, it is included in fi-
nancial expenses and accounts receivable, respectively.
,eoretically, the cash discount under the total price method
is the unrealized revenue of the seller or the transfer of the
revenue to the buyer. Cash discount is an act of transferring
revenue generated by the operating activities to the buyer, so
the corresponding revenue has not been realized.

From the accounting treatment of cash discount by the
total price method, it can be seen that the economic benefits
corresponding to the part of cash discount do not flow into
the enterprise in fact, which does not meet the recognition
conditions of revenue. Because the cash discount is not
directly deducted from the revenue, but included in the
financial expenses, the actual revenue and financial expenses
are overestimated at the same time. Similar to in-price tax
and bad debt loss, although the final calculated net profit is
the same, the revenue is overestimated, which leads to
overestimating the gross profit margin when the cost of sales
remains unchanged. Hendrikson [9] also pointed out that
sales discounts are traditionally treated as expenses, but it
was more reasonable to classify them as offsets of revenue
than as expenses. Because sales discounts did not represent
consumption of goods or services, a small portion of such
discounts may represent monetary discounts or interest
equivalent to waiting for the required costs without un-
certainty. However, if such a discount was obtained, the net
price represents the price of the goods; the discount should
be the reduction in revenue rather than the cost of

borrowing funds [9].,erefore, the cash discount should not
be included in the scope of revenue. Including cash discount
within current revenue will lead to the overestimation of the
gross profit margin.

,erefore, the cash discount does not directly offset the
current revenue, but as an expenses deduction method from
the current revenue, which leads to overestimating the
revenue. ,is is the third limitation of current revenue. To
sum up, in the current accounting practice of China, the in-
price tax transferred by the enterprise to the government, the
bad debt loss, and the cash discount are not considered as the
unrealized revenue, but as the expenses incurred under the
premise of the realized revenue. ,erefore, these items do
not directly offset the revenue but are included in the ex-
penses, resulting in the virtual increase of the revenue, which
leads to the overestimation of the gross profit margin.

2.2. Redefinition of Revenue. ,erefore, we believe that the
current revenue has the above three limitations, which
means it includes the economic benefits that the enterprise
has not really obtained, namely, in-price tax, bad debt loss,
and cash discount. It is these limitations of the current
revenue that lead to the unrealized revenue being regarded
as the realized revenue, which leads to the overestimation of
the revenue. ,erefore, items such as in-price tax, bad debt
loss, and cash discount should be eliminated from the
current revenue, so that the revenue can truly become the
inflow of economic benefits obtained by the enterprise
through the sales of goods and the provision of services and
really conform to the definition of revenue made by the
Enterprise Accounting Standards. Only by eliminating the
economic benefits that enterprise has not really obtained,
such as in-price tax, bad debt loss, and cash discount, can the
current revenue conform to the original meaning of revenue,
so that the revenue realized by the enterprise can really be
used to make up for the costs, create profits, and increase the
owner’s equity. ,erefore, this paper classifies the revenue
into current revenue and revenue.,e revenue is the current
revenue excluding in-price tax, bad debt loss, and cash
discount.

Although the accounting scope of in-price tax subject
changed in 2016, the property tax, land use tax, vehicle and
ship tax, and stamp tax originally included in the man-
agement expenses subject were incorporated into the in-
price tax subject, but the in-price taxes such as excise tax,
urban maintenance and construction tax, and tax of edu-
cational surcharges were still the main components of the in-
price tax. For the sake of simplification and convenient data
acquisition, taxes and surcharges items are used to ap-
proximate the in-price tax. At the same time, when the bad
debt loss and cash discount actually occur, the corre-
sponding revenue may occur in the previous year’s ac-
counting period, so there is a problem of offsetting the
current revenue or the previous period revenue. ,is paper
believes that offsetting current revenue is a feasible and
reasonable method. ,e reasons are as follows: (1) although
offsetting the current revenue of previous periods has better
matching effect theoretically, the accounting treatment of
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offsetting the current revenue of previous periods will
eventually become the direct adjustment of the profits and
losses of the previous years, which is difficult to see as the
offset of the current revenue of the previous period; (2) if the
business status and collection policy are stable, the bad debt
loss and the cash discount between years should also be close
to each other; (3) the processingmethod of directly offsetting
the current revenue is convenient for data acquisition, which
is relatively simple and feasible.

Based on the above analysis, the revenue can be rede-
fined and expressed as follows:

Revenue � current revenue − in − price tax

− bad debt loss − cash discount.
(1)

,e following question is whether it is of practical sig-
nificance and necessity to calculate the gross profit margin
based on the revenue for the enterprise stakeholders, which
means whether the gross profit margin calculated by the
revenue caliber has higher information content than the
gross profit margin calculated by the current revenue caliber,
or whether the difference between the two has unique in-
formation content. ,erefore, using the data of China’s
A-share listed companies from 2007 to 2019 and adopting
the price model and the return model, we test whether the
information content of the gross profit margin calculated by
the revenue caliber is higher than that calculated by the
current revenue caliber. In addition, after excluding the in-
price tax and other items in the current revenue, the cor-
responding gross profit margin will also be reduced.
,erefore, it is necessary to further test whether the reduced
gross profit margin has unique information content, so as to
demonstrate the practical significance and necessity of using
the revenue caliber to calculate the gross profit margin.
Based on the above analysis, the basic hypothesis of this
paper is put forward:

H1: the gross profit margin calculated by the revenue
caliber has higher information content than the gross profit
margin calculated by the current revenue caliber.

3. Research Design

3.1. Data. ,e data source is China Stock Market & Ac-
counting Research Database (CSMAR). In the calculation of
the future returns of the adjusted stock, the trading day
before the annual report of listed companies is published to
the trading day before the publication of the first quarterly
report is selected as the calculation period. ,erefore, it is
necessary to exclude the listed companies for which the
annual report and the quarterly report are published on the
same day, and the listed companies with no trading day
between the publication date of the annual report and the
first quarterly report. At the same time, if some listed
companies pay dividends during this period, it is easy to
reduce the comparability between the stock prices of other
listed companies and the future returns of adjusted stocks,
and there are fewer listed companies paying dividends
during this period. ,erefore, the samples of listed com-
panies that pay dividends between the date of annual report

and the date of first quarter report are excluded. Other
excluded samples include financial listed companies, ST
listed companies, and data missing companies. ,e data
period is 2007–2019, in which the period of calculating asset
growth rate and GDP growth rate is 2007–2018; the period of
stock price and adjusted future stock returns data is
2009–2019, because the annual report and first quarter re-
port are generally published before the end of April of the
next year in the reporting year; the data period of other
variables is 2008–2018. Finally, 2906 listed companies and
16234 observations were obtained. In order to avoid the
influence of extreme value, Winsor tailing is performed on
the main continuous variables except stock price at the level
of 1%.

3.2. Methods. In the empirical test, we face three main
challenges: (1) to choose price model or return model to test
the information content of gross profit margin based on
revenue and current revenue; (2) how to define the future
stock price in the price model and the future stock returns in
the return model; (3) how to determine the year when the
data starts. In view of these three challenges, we make the
following countermeasures: (1) Considering the advantages
and disadvantages of price model and return model in the
literature, we adopt both price model and return model to
make the conclusion more robust. (2) Considering the
special institutional environment in China, the quarterly
report must be disclosed after the annual report, so there is a
window period. We select the period after the disclosure of
the annual report and before the disclosure of the first
quarterly report as the calculation range of the future stock
returns and determine the future stock price as the closing
price of the stock on the trading day before the disclosure of
the first quarterly report. (3) Considering that China began
to implement the new accounting standards that converge to
the international accounting standards on a large scale in
2007, 2007 is selected as the starting year of the data.

Generally, the information content of a specific ac-
counting figure means that it can be transmitted to the stock
price after it is published, which means it has value rele-
vance. Ball and brown [10] first conducted an empirical
study on the value relevance of accounting earnings.
According to the actual accounting data and stock prices, it
verified that accounting earnings had value relevance, which
means it had unique information content [10]. Since then, a
large number of studies have focused on whether accounting
earnings have information content, and developed a variety
of theoretical and empirical models, among which the
empirical test model mainly included price model and return
model. Kothari and Zimmerman [17] discussed the differ-
ences between the price model and the returnmodel in detail
on the basis of previous studies. ,ey thought that the price
model was more likely to produce heteroscedasticity in
measurement, and the model setting was biased, but the
deviation of the estimation coefficient was small. ,erefore,
they advocated using the price model and the return model
at the same time, so as to make the test more effective [17].
Based on Fama and French’s research in 2015, this paper
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constructs a price model and a return model to test the
impact of revenue on the information content of gross profit
margin [18].

,e price model is shown in the following formulas:

ln Pricei,t+1  � α0 + α1Gross cui,t + αnControli,t + εi,t,

(2)

ln Pricei,t+1  � β0 + β1Grossi,t + βnControli,t + δi,t, (3)

ln Pricei,t+1  � c0 + c1 Gross cui,t − Grossi,t 

+ cnControli,t + θi,t.
(4)

In (2)–(4), ln(Pricei,t+1) represents the logarithm of the
closing price of the stock on the trading day before the
publication of the first quarter report of the i-th listed
company in the year t + 1. According to Article 5 of “,e
Rules for Information Disclosure of Companies Offering
Securities to the Public No. 13—Content and Format of
Quarterly Reports” (revised in 2016) (Notice of China Se-
curities Regulatory Commission [2016] No. 33), the dis-
closure time of quarterly report of the first quarter shall not
be earlier than the annual report of the previous year.
,erefore, there is a period between the annual report and
the first quarter report of listed companies in China, which
means the disclosure time of annual report is generally
earlier than that of the first quarter report. ,erefore, in
order to avoid the influence of the quarterly report on the
information of the annual report, the closing price (loga-
rithm) of the stock on the trading day before the publication
of the quarterly report is selected as the explained variable of
the price model. Gross cui,t refers to the gross profit margin
of the i-th listed company calculated according to the
current revenue caliber in the year t, and Grossi,t refers to the
gross profit margin of the i-th listed company calculated
according to the revenue caliber in the year t.

According to the existing accounting information
content research literature, combined with the research
background of this paper, this paper determines the cor-
responding control variables. Gross cu yi,t refers to whether
the i-th listed company has a loss based on the gross profit
calculated according to the current revenue caliber in the
year t.Gross yi,t is whether the i-th listed company has a loss
based on the gross profit calculated according to the revenue
caliber in the year t. Asseti,t is the total assets at the end of the
year of the i-th listed company. Dividendi,t is the cash
dividend per share issued by the i-th listed company in the
year t. B mi,t is the book-to-market ratio of the i-th listed
company in year t. Levi,t is the year-end asset-liability ratio
of the i-th listed company in the year t. Asgroi,t is the growth
rate of the total assets of the i-th listed company in the year t.
Ret mi,t+1 is the monthly average return of the stock of the i-
th listed company from January to April in the year t + 1.
Change mi,t+1 is the monthly average turnover rate of the i-
th listed company from January to April in the year t + 1.,e
reason why we choose the monthly average return rate and
turnover rate from January to April as the control variables is
that the China’s A-share listed companies’ annual report and

the first quarter report are generally published between the
beginning of January and the end of April of the next year.
Noei,t refers to the nature of equity of the i-th listed company
in the year t. As the stock market is greatly affected by
macro-economy and monetary policy, the GDP growth rate
in the year t (G dpt), the money supply in the year t (M2t),
and the Purchasing Managers’ Index in the year t (Pmit) are
controlled at the same time. We focus on coefficients α1, β1,
and c1. First of all, if α1 is significant, this means that the
gross profit margin calculated by the current revenue caliber
has value relevance, which means it has unique information
content; if β1 is significant, this means that the gross profit
margin calculated by revenue caliber also has unique in-
formation content; if c1 is significant, this means that the
difference between the gross profit margin calculated by the
current revenue caliber and the gross profit margin calcu-
lated by the revenue caliber has a unique information
content, which means it is meaningful to calculate the gross
profit margin using the revenue caliber. Secondly, because
the gross profit margin is a positive indicator to measure
enterprise performance, which means the higher the gross
profit margin, the better the enterprise performance, it is
expected that α1 and β1 are significantly positive, which
means that the higher the gross profit margin, the better the
enterprise performance, and then the higher the stock price.
At the same time, because the gross profit margin calculated
by using the revenue caliber eliminates the items that do not
meet the definition of revenue in the current revenue, it also
squeezes out the “moisture” in the gross profit margin, thus
improving the information content of the gross profit
margin to a certain extent, so the estimated coefficient β1 is
expected to be greater than the coefficient α1. ,is means
that the information content of gross profit margin calcu-
lated by revenue caliber is higher than that calculated by
current revenue caliber. Finally, (Gross cui,t − Grossi,t) in-
dicates the extent to which the gross profit margin is
overestimated. ,e higher the gross profit margin is over-
estimated, the worse the actual performance of the enterprise
is, and the lower the corresponding stock price is. ,erefore,
the coefficient c1 is expected to be significantly negative.

,e return model is shown in the following equation:
Ret adji,t+1 � α0 + α1Gross cui,t + αnControli,t + εi,t, (5)

Ret adji,t+1 � β0 + β1Grossi,t + βnControli,t + δi,t, (6)

Ret adji,t+1 � c0 + c1 Gross cui,t − Grossi,t 

+ cnControli,t + θi,t.
(7)

In (5)–(7), Ret adji,t+1 is under the industry adjusted
stock holding return of the i-th listed company from the
publication of the annual report to the first quarterly report
in the t + 1 year. In order to avoid the superimposed in-
fluence of information disclosure in the first quarter report
and find out a cleaner stock return, the period from the
publication of the annual report of listed companies to that
before the publication of the first quarter report is selected as
the calculation period of future stock returns. At the same
time, in order to avoid the influence of industry factors, the
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industry adjusted stock holding return is obtained by
deducting the industry average value from the stock holding
return of the listed company during the period, which is used
as the proxy variable of future stock return (Ret adji,t+1).,e
explanatory variable of the return model is the same as that
of the price model, and the verification idea is the same. ,e
difference is that the explained variable is changed from the
stock price to the adjusted future return of the stock.
,erefore, the same attention is paid to whether the coef-
ficients α1 and β1 are significantly positive, whether the
coefficient β1 increases relative to α1, and whether the co-
efficient c1 is significantly negative. ,e detailed definitions
are presented in Table 1.

4. Results and Discussions

4.1. Summary Statistics. ,e results of descriptive statistics
show that the average closing price of listed companies on
the trading day before the publication of the first quarter
report is 14.913 yuan, the minimum value is 2.940 yuan, and
the maximum value is 63.220 yuan; the average value of the
adjusted future stock return from the publication of the
annual report to the first quarter report of listed companies
is 0.7%, the minimum value is −21.6%, and the maximum
value is 40.5%. ,e average value of gross profit margin
calculated by the current revenue caliber of listed companies
is 27.6%, and the average value of gross profit margin cal-
culated by revenue caliber is 26.1%. ,e former is 1.5 per-
centage points higher than the latter, as shown in Table 2.

4.2. Correlation Analysis. Before the regression analysis, the
correlation analysis of the main variables was carried out.
First of all, we investigate the correlation coefficient between
the gross profit margin calculated by the current revenue
caliber, the gross profit margin calculated by the revenue
caliber, and the stock price, which means the main variable
of the price model. From the Pearson correlation coefficient,
the correlation coefficient between the gross profit margin
and the stock price (logarithm) calculated by the current
revenue caliber is 0.304, which is significant at the 1% level;
the correlation coefficient between the gross profit margin
and the stock price calculated by the revenue caliber is 0.325,
which is higher than the correlation coefficient under the
current revenue caliber, and it is also significant at the 1%
level. ,e correlation coefficient between the difference
between the gross profit margin calculated by the current
revenue caliber and the gross profit margin calculated by the
revenue caliber, and the stock price is −0.171, which is
significant at the 1% level. From the Spearman correlation
coefficient, the correlation coefficient between the gross
profit margin calculated by the current revenue caliber and
the stock price is 0.302, which is significant at the level of 1%;
the correlation coefficient between the gross profit margin
calculated by the revenue caliber and the stock price is 0.323,
which is also higher than the correlation coefficient under
the current revenue caliber, and it is significant at the 1%
level. ,e correlation coefficient between the difference
between the gross profit margin calculated by the current

revenue caliber and the gross profit margin calculated by the
revenue caliber, and the stock price is −0.139, which is
significant at the level of 1%, as shown in Table 3.

Secondly, we investigate the correlation coefficient be-
tween the gross profit margin calculated by the current
revenue caliber, the gross profit margin calculated by the
revenue caliber, and the adjusted future stock return, which
means the main variable of the return model. From the
Pearson correlation coefficient, the correlation coefficient
between the gross profit margin calculated by the current
revenue caliber and the adjusted future stock return is 0.012,
which is not significant; the correlation coefficient between
the gross profit margin calculated by the revenue caliber and
the adjusted future stock return is 0.016, which is higher than
the correlation coefficient under the current revenue caliber,
and the correlation coefficient is significant at the 5% level.
,e correlation coefficient between the difference between
the gross profit margin calculated by the current revenue
caliber and the gross profit margin calculated by the revenue
caliber, and the adjusted future stock return is −0.021, which
is significant at the 1% level. From the Spearman correlation
coefficient, the correlation coefficient between the gross
profit margin calculated by the current revenue caliber and
the adjusted future stock return is 0.019, which is significant
at the level of 5%; the correlation coefficient between the
gross profit margin calculated by the revenue caliber and the
adjusted future stock return is 0.023, which is also higher
than the correlation coefficient under the current revenue
caliber. ,e correlation coefficient between the difference
between the gross profit margin calculated by the current
revenue caliber and the revenue caliber, and the adjusted
future stock return is −0.028, which is significant at the level
of 1%, as shown in Table 3.

4.3. Regression Results. Based on the results of Pearson
correlation coefficient and Spearman correlation coefficient,
it can be found that the correlation between gross profit
margin calculated by revenue caliber is higher than that
calculated by current revenue caliber, and the difference
between gross profit margin calculated by current revenue
caliber and revenue caliber has a significant negative cor-
relation with both stock price and adjusted future stock
return. ,is result shows that the information content of
gross profit margin calculated by revenue caliber is higher
than that calculated by current revenue caliber. ,e higher
the degree of gross profit margin being overestimated, the
lower the corresponding stock price and the adjusted future
stock return, which means the information content of gross
profit margin is improved by adopting revenue caliber.

Furthermore, regression analysis is used to investigate
the influence of revenue on the information content of
gross profit margin. From the perspective of the price
model, the coefficient of gross profit margin calculated by
the current revenue caliber is 0.578, which is significant at
the level of 1%. ,e coefficient of gross profit margin
calculated by the revenue caliber is 0.590, which is higher
than that calculated by the current revenue caliber, and is
significant at the level of 1%. ,e coefficient difference
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between the two (P value) is 0.086, which indicates that
the coefficient of the gross profit margin based on the
revenue caliber is significantly higher than that based on

the current revenue caliber. ,erefore, the information
content of the gross profit margin calculated by the
revenue caliber is higher than that calculated by the

Table 1: Variable definitions.

Variable type Name Code Variable description

Explained
variable

Stock price Price ,e closing price of a stock on the trading day prior to the release of
the first quarterly report

Future stock returns Ret ,e stock holding return from the publication of the annual report
to the first quarterly report

Future stock returns of industry Ret_sic Industry average (manufacturing subdivided into secondary
industries)

Adjusted future stock returns Ret_adj Ret − Ret_sic

Explanatory
variables

Gross profit margin calculated by
current revenue caliber Gross_cu (Current revenue − cost of sales)/current revenue ∗ 100%

Gross profit margin calculated by
revenue caliber Gross (Revenue − cost of sales)/revenue ∗ 100%

Control variable

Profitable or not
Gross_cu_y Whether the company has a loss based on the gross profit calculated

according to the current revenue caliber

Gross_y Whether the company has a loss based on the gross profit calculated
according to the revenue caliber

Scale Asset Logarithm of total assets at the end of the year
Book-to-market rate B_m Year-end net assets/year-end market value

Cash dividend Divide Cash dividends per share
Asset liability rate Lev Year-end total liabilities/year-end total assets
Asset growth rate Asgro Year-end total assets/last year-end total assets − 1

Average rate of return Ret_m Monthly average stock return from January to April
Average turnover rate Change_m Monthly average turnover rate of stocks from January to April

Nature of equity Noe Whether it is a state-owned enterprise or not
GDP growth rate Gdp GDP growth rate over the last year
Money supply M2 Money supply

Economic prosperity Pmi Manufacturing Purchasing Managers’ Index for December

Table 2: Descriptive statistics of main variables.

Variable Sample size Mean Minimum Maximum Standard deviation
Price 16234 14.913 2.940 63.220 11.208
Ret_adj 16234 0.007 −0.216 0.405 0.105
Gross_cu 16234 0.276 0.000 0.814 0.170
Gross 16234 0.261 −0.039 0.819 0.169
Asset 16234 22.122 15.418 28.509 1.364
B_m 16234 1.005 0.094 5.433 0.973
Divide 16234 0.111 0.000 0.800 0.150
Lev 16234 0.449 0.052 0.927 0.211
Asgro 16234 0.204 −0.276 3.214 0.439
Ret_m 16234 0.027 −0.168 0.571 0.073
Change_m 16234 0.487 0.000 268.575 2.156

Table 3: Correlation analysis of main variables. Definition of variables is given in Table 1.

ln (price) Ret_adj Gross_cu Gross Gross_cu-gross
ln(price) 1 0.076 ∗∗∗ 0.302 ∗∗∗ 0.323 ∗∗∗ −0.139 ∗∗∗
Ret_adj 0.094 ∗∗∗ 1 0.019 ∗∗ 0.023 ∗∗∗ −0.028 ∗∗∗
Gross_cu 0.304 ∗∗∗ 0.012 1 0.984 ∗∗∗ 0.228 ∗∗∗
Gross 0.325 ∗∗∗ 0.016 ∗∗ 0.981 ∗∗∗ 1 0.129 ∗∗∗
Gross_cu-gross −0.171 ∗∗∗ −0.021 ∗∗∗ 0.123 ∗∗∗ −0.016 ∗∗ 1
∗∗∗, ∗∗, and ∗ indicate 1%, 5%, and 10% significance, respectively. Pearson correlation coefficient is at the bottom left, and Spearman correlation coefficient is
at the upper right.
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current revenue caliber. ,e coefficient of the difference
between the gross profit margin calculated by the current
revenue caliber and the gross profit margin calculated by
the revenue caliber is −1.961, which is significant at the
level of 1%. ,e higher the degree of overestimation, the
lower the corresponding stock price, which further proves
that the gross profit margin calculated by the current
revenue caliber distorts the actual basic business profit-
ability of the enterprise, and the information content of
the gross profit margin is significantly improved by using
the revenue caliber.

According to the return model, the coefficient of gross
profit margin calculated by the current revenue caliber is
0.012, which is significant at the level of 5%.,e coefficient of
gross profit margin calculated by the revenue caliber is 0.013,
which is higher than the coefficient calculated by the current
revenue caliber, and is also significant at the level of 5%. ,e
coefficient difference between the two (P value) is 0532. ,e
coefficient of the difference between the gross profit margin
calculated by the current revenue caliber and the gross profit
margin calculated by the revenue caliber is −0.085, which is
significant at the level of 10%. ,is shows that the higher the
gross profit margin is overestimated, the lower the adjusted
future stock return is. ,at is to say, the gross profit margin
calculated by the current revenue caliber distorts the actual
basic business profitability of the enterprise, and the infor-
mation content of the gross profit margin is improved by
using the revenue caliber. Although in the return model there
is no significant difference between the gross profit margin
coefficient calculated by the current revenue caliber and the
gross profit margin coefficient calculated by the revenue
caliber, the coefficient of the difference between the two “gross
profit margins” is significantly negatively correlated with the
adjusted future stock return, which also shows that the gross
profit margin calculated by the current revenue caliber dis-
torts the actual basic business profitability of the enterprise to
a certain extent.,at is to say, it is of practical significance and
necessity to calculate gross profit margin under the revenue
caliber.

Based on the empirical results of the price model and the
return model, we can draw the following basic conclusions:
the information content of the gross profit margin is im-
proved after the in-price tax and other unrealized items in
the current revenue are removed, which means the infor-
mation content of the gross profit margin is improved by
using the revenue caliber, as shown in Table 4.

4.4. Further Discussion. On the basis of the above analysis,
we try to answer the question of how high is the gross profit
margin of China’s listed companies. Taking the gross profit
margin of listed companies in 2018 as the analysis object, the
samples of ST listed companies are excluded because their
operating conditions may be abnormal. Due to the partic-
ularity of the financial industry and the less application of
gross profit margin, the samples of financial listed compa-
nies are excluded. ,e industry classification standard
adopts the industry standard revised by China Securities
Regulatory Commission in 2012, and the data source is

CSMAR database. Finally, 3281 listed companies in 17 in-
dustries are obtained. ,e gross profit margins calculated by
the current revenue caliber and revenue caliber of different
industries and the whole industry are calculated,
respectively.

As a whole, in 2018, the total current revenue of the
sample listed companies was 11628.318 billion yuan, the
total cost of sales was 9092.284 billion yuan, and the cor-
responding gross profit was 2536.034 billion yuan. ,e total
in-price tax was 146.304 billion yuan, and the total bad debt
loss was 52.901 billion yuan. If we make the calculation
according to the revenue caliber, which means the current
revenue minus in-price tax and bad debt loss, the total
revenue is 11429.113 billion yuan, and the corresponding
gross profit is 2336.829 billion yuan, which means that the
gross profit is reduced by 1992.205 billion yuan compared
with the current revenue. From the above analysis, it can be
seen that the gross profit calculated by the current revenue
caliber is higher than that calculated by the revenue caliber.
Based on the above data, it can be calculated that in 2018 the
gross profit margin of China’s listed companies calculated
according to the current revenue caliber was 21.81% and that
the gross profit margin calculated by revenue caliber was
20.45%, with a difference of 1.36 percentage points.,at is to
say, in 2018, the gross profit margin of China’s listed
companies was overestimated by 1.36 percentage points
under the influence of in-price tax and bad debt loss. If the
cash discount has been considered, the overestimation will
exceed 1.36 percentage points.

From the perspective of different industries, the gross
profit margin of manufacturing listed companies based on
the current revenue caliber is 22.47%, and the gross profit
margin calculated by revenue caliber is 21.31%, which means
that the gross profit margin of manufacturing listed com-
panies as a whole is overestimated by 1.16 percentage points.
,e industry with the highest degree of overestimation of
gross profit margin is comprehensive industry. ,e gross
profit margin of the industry as a whole is 31.05% based on
the current revenue caliber and 27.12% based on the revenue
caliber. ,e gross profit margin is overestimated by 3.93
percentage points. ,e industry with the lowest degree of
overestimation of gross profit margin is accommodation
industry.,e gross profit margin of the industry as a whole is
78.36% based on the current revenue caliber and 78.06%
based on the revenue caliber. ,e gross profit margin is
overestimated by 0.3%, as shown in Table 5.

Table 5 presents the overestimation of gross profit
margin of listed companies by industry in 2018. ,e unit is
billion yuan. ,e industry classification standard revised by
CSRC in 2012 is adopted. ,e current gross profit margin
refers to the gross profit margin calculated according to the
current revenue caliber.,e calculationmethod is as follows:
(current revenue-cost of sales)/current revenue. Gross profit
margin refers to the gross profit margin calculated according
to the caliber of revenue. ,e calculation method is:
((current revenue – in-price tax – bad debt loss) – cost of
sales)/(current revenue – in-price tax – bad debt loss); the in-
price tax is approximately replaced by taxes and surcharges.
As the listed companies generally do not disclose the cash
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discount, we cannot exclude the cash discount when we
calculate the gross profit margin in the revenue caliber.

Gross profit margin is the most widely used performance
evaluation index in practice and academia. ,e existing re-
search on gross profit and gross profit margin mainly focuses
on enterprise performance evaluation and prediction. ,e
research of enterprise performance evaluation usually takes
gross profit and gross profit margin as the basic indicators to
reflect enterprise performance, studies the factors affecting
enterprise performance, and explores new enterprise per-
formance evaluation methods on this basis [4, 19–30]. ,e
research on enterprise performance prediction also takes
gross profit and gross profit margin as the indicators to reflect

the basic profitability of enterprises. On this basis, it studies
how to better predict the future performance level of en-
terprises [3, 31–41]. ,erefore, in the literature context of
enterprise performance evaluation and enterprise perfor-
mance prediction, gross profit and gross profit margin are
usually used as indicators to evaluate the basic performance
level of enterprises, and less attention is paid to the possible
problems of the indicator itself. ,is paper is devoted to
analyzing the defects and improvement of the gross profit
margin itself, so the research conclusion on gross profit
margin overestimation of Chinese listed companies com-
plements and perfects the relevant research on enterprise
performance evaluation and prediction of gross profitmargin.

Table 4: Regression results.

Dep.� ln(price) (price model) Dep.�Ret_adj (return model)
(1) (2) (3) (4) (5) (6)

Constant 1.445∗∗∗ 1.432∗∗∗ 1.696∗∗∗ −0.106∗∗∗ −0.108∗∗∗ −0.096∗∗∗
(11.722) (11.855) (14.039) (−4.028) (−4.199) (−3.801)

Gross_cu 0.578∗∗∗ 0.012∗∗
(22.440) (2.241)

Gross 0.590∗∗∗ 0.013∗∗
(22.903) (2.439)

Gross_cu-gross −1.961∗∗∗ −0.0850∗
(−8.508) (−1.759)

Gross_cu_y 0.119∗∗∗ 0.007
(3.309) (0.850)

Gross_y 0.148∗∗∗ 0.010∗
(5.171) (1.708)

Asset 0.010∗∗∗ 0.010∗∗ 0.013∗∗∗ 0.000 0.000 0.000
(2.613) (2.401) (3.292) (0.168) (0.065) (0.239)

B_m −0.255∗∗∗ −0.255∗∗∗ −0.269∗∗∗ −0.002∗ −0.002∗ −0.003∗∗
(−43.177) (−43.266) (−45.183) (−1.744) (−1.740) (−2.008)

Divide 1.504∗∗∗ 1.494∗∗∗ 1.607∗∗∗ 0.008 0.007 0.010∗
(56.583) (56.219) (60.595) (1.412) (1.323) (1.786)

Lev 0.258∗∗∗ 0.267∗∗∗ 0.137∗∗∗ 0.008∗ 0.009∗ 0.006
(10.917) (11.301) (5.864) (1.672) (1.837) (1.207)

Asgro 0.245∗∗∗ 0.242∗∗∗ 0.261∗∗∗ −0.002 −0.002 −0.002
(29.370) (28.986) (30.894) (−1.111) (−1.218) (−0.968)

Ret_m 2.128∗∗∗ 2.122∗∗∗ 2.144∗∗∗ 0.839∗∗∗ 0.839∗∗∗ 0.840∗∗∗
(29.031) (28.998) (28.825) (53.898) (53.880) (53.900)

Change_m 0.004∗∗ 0.004∗∗ 0.003 −0.001∗ −0.001∗ −0.001∗
(2.120) (2.133) (1.629) (−1.859) (−1.857) (−1.908)

Noe −0.016∗ −0.014∗ −0.028∗∗∗ 0.001 0.002 0.001
(−1.939) (−1.744) (−3.318) (0.817) (0.875) (0.698)

Gdp 0.004 0.005 0.006 0.000 0.000 0.000
(0.562) (0.604) (0.730) (−0.026) (−0.024) (0.004)

M2 0.011 0.010 0.005 0.000 0.000 −0.000
(1.354) (1.302) (0.571) (−0.031) (−0.038) (−0.122)

Pmi 0.003 0.003 0.001 −0.003 −0.003 −0.003
(0.264) (0.291) (0.109) (−1.377) (−1.374) (−1.395)

Year Control Control Control Control Control Control
Industry Control Control Control Control Control Control
Obs. 16234 16234 16234 16234 16234 16234
Adjusted R2 0.524 0.526 0.510 0.160 0.160 0.159
F value 416.9 419.8 403.9 72.70 72.81 74.341
Difference (P value) 0.086 / 0.532 /
∗∗∗,∗∗, and∗ indicate 1%, 5%, and 10% significance, respectively.
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5. Conclusion

,e calculation of gross profit margin involves two elements:
revenue and cost of sales. ,ere is no controversy over the
definition of cost of sales in academia, which means the
production cost of manufacturing enterprise (i.e., materials,
labor, and manufacturing overhead) or the purchase cost of
commodity circulation enterprises [42]. However, there are
different understandings of the concept of revenue [43, 44].,e
main reason is that the current revenue includes the in-price
tax, bad debt loss, and cash discount. ,e in-price tax will be
transferred to the government after the sale finishes. ,e bad
debt loss is the sales fund that the enterprise fails to receive
actually. ,e cash discount is the enterprise’s concession to the
sales amount receivable from customers. None of the three
items is actually conducted, which means that they cannot
bring economic benefits for the firms, and they can neither be
used to cover costs nor increase the owners’ equity [45–47].
Because the revenue includes the above three items, the gross
profit margin of enterprise is overestimated, and then the real
basic business profitability of enterprise cannot be reflected.

,e revenue should reflect the economic benefits ob-
tained from customers by selling goods and services. ,ese
economic benefits can increase the owner’s equity but have
nothing to do with the capital invested by the owners.
However, the current revenue actually includes some
unrealized items such as the in-price tax, bad debt loss, and
cash discount. In essence, the in-price tax included in the
current revenue is similar to the value-added tax calculated
outside the price, both of which are benefit distribution
participated by the government in the circulation link.
Enterprise passes on the in-price tax with the nature of
circulation to customers through the pricing mechanism,
which is actually collecting taxes from downstream cus-
tomers on behalf of the government. ,erefore, this part of
the in-price tax included in the current revenue has not
been realized, nor is it the price paid by the enterprise to

obtain revenue. ,erefore, it does not conform to the basic
definition of revenue and the basic connotation of ex-
penses. ,e economic benefits corresponding to the bad
debt loss and cash discount failed to flow into the enterprise
finally, which also could not lead to the increase of owner’s
equity, so they do not conform to the definition of revenue
in Enterprise Accounting Standards. ,erefore, the current
revenue which includes in-price tax, bad debt loss, and cash
discount cannot be regarded as the revenue of the enter-
prise, let alone using the current revenue to calculate the
gross profit margin. If we turn a blind eye to the above three
limitations existing in the current revenue, this will in-
evitably lead to the overestimation of the gross profit
margin, then lead to the overestimation of the basic
business profitability of the enterprise, and finally mislead
the enterprise stakeholders. In order to improve the ac-
curacy and the scientific of the gross profit margin index
and give full play to its role, the in-price tax, bad debt loss,
and cash discount should be excluded from the current
revenue when calculating the gross profit margin. In other
words, the gross profit margin calculated under the revenue
caliber can reflect the profitability of the basic business of
the enterprise accurately.

In this paper, we propose to eliminate in-price tax, bad
debt loss, and cash discount from the current revenue, so as
to obtain the revenue, and then calculate the gross profit
margin. Based on the existing literature and theory, using the
data of China’s listed companies from 2007 to 2019 and
using the methods of theoretical analysis, empirical test, and
actual measurement, this paper explores the theoretical root
and practical countermeasures of overestimation of gross
profit margin caused by the limitations of current revenue.
,e regression results show that whether the price model or
return model is used, the information content of gross profit
margin calculated based on revenue caliber is higher than
that of current revenue caliber. ,is result supports and is in
line with the research hypothesis H1.

Table 5: Overestimation of gross profit margin of listed companies by industry in 2018.

Industry N Current
revenue

Cost of
sales

In-price
tax

Bad debt
loss

Current gross profit
margin (%)

Gross profit
margin (%)

Difference
(%)

Education 3 4.64 3.105 0.03 0.007 33.08 32.54 0.54
Accommodation 9 21.892 4.738 0.274 0.018 78.36 78.06 0.29
Health 9 17.935 10.684 0.053 0.128 40.43 39.82 0.61
Comprehensive 23 19.078 13.154 0.572 0.458 31.05 27.12 3.93
Scientific 40 34.447 24.035 0.215 1.011 30.23 27.65 2.57
Environment 41 46.448 30.087 0.599 0.725 35.22 33.32 1.90
Agriculture 44 91.418 76.239 0.339 0.766 16.60 15.58 1.02
Lease 46 210.139 176.436 1.233 1.601 16.04 14.89 1.15
Culture 53 94.507 64.373 0.843 1.985 31.89 29.78 2.10
Mining 75 625.004 493.543 13.924 1.541 21.03 19.03 2.00
Transportation 90 526.725 427.949 2.72 0.979 18.75 18.18 0.57
Construction 99 642.845 542.393 7.828 3.7 15.63 14.09 1.54
Electric 103 536.333 417.755 7.535 0.967 22.11 20.85 1.25
Real estate 124 755.614 517.299 35.411 2.668 31.54 27.91 3.63
Wholesale 161 1371.223 1171.261 8.803 2.601 14.58 13.87 0.72
Software 241 353.6 252.883 2.433 5.18 28.48 26.91 1.57
Manufacturing 2120 6276.47 4866.35 63.492 28.566 22.47 21.31 1.15
Whole industry 3281 11628.318 9092.284 146.304 52.901 21.81 20.45 1.36
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,e conclusions are as follows: (1) ,ere are three unre-
alized items in the current revenue, namely, the in-price tax
transferred to the government, the bad debt loss, and the cash
discount transferred to customers. Consequently, in the ac-
counting practice, the current revenue cannot be used to make
up for the expenses, nor can it increase the owner’s equity. At
the accounting theory level, the current revenue does not fully
conform to the definition of revenue, resulting in the conflict
between the revenue caliber in the profit statement framework
and the revenue concept defined by the basic standards.
,erefore, the gross profit margin calculated by the current
revenue will inevitably lead to the overestimation of the gross
profit margin. In order to get the revenue, it is necessary to
eliminate the in-price tax, bad debt loss, and cash discount
from the current revenue and calculate the gross profit margin
based on the revenue to reflect the actual basic business
profitability of the enterprise. (2) ,e empirical test shows that
compared with the gross profit margin based on the current
revenue, the gross profit margin based on the revenue has
higher information content. (3) In 2018, the gross profitmargin
of China’s listed companies calculated according to the current
revenue caliber was 21.81%, and the gross profit margin based
on the revenue caliber was 20.45%, which means that the gross
profit margin was overestimated by 1.36 percentage points due
to the limitations of current revenue.

In a word, the current revenue includes the economic
benefits that the enterprise has not really obtained, such as
the in-price tax, bad debt loss, and cash discount, which
leads to the overestimation of the gross profit margin. It is
suggested that the gross profit margin should be calculated
by the revenue excluding in-price tax, bad debt loss, and cash
discount from the current revenue, so as to eliminate the
limitations of the current revenue and give better play to the
important role of the gross profit margin index in evaluating
the profitability of the basic business of enterprise.
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