Minerva entered into a contract in the current year with a customer to supply two new machines with a total sales value of £4 million. Minerva designed the machines in consultation with the customer but sub-contracted their manufacture to a third – party supplier as they did not have the production capacity. The supplier delivered the machines directly to the customer’s premises. Minerva paid the supplier directly and invoiced the customer with the selling price of £4 million, which was based on cost plus a mark - up of 20%. Rectification of any defects with the machines will be the responsibility of Minerva.

The directors of Minerva are unsure whether they should account for this transaction as the principal or as an agent given that they did not actually manufacture the machines.

Required:

Discuss, with relevant calculations, how the above matters should be accounted for in the financial statements for the year ended 30 September 2018

