In July 2020 Topaz entered into a two-year contract with a large chain of distributors to the building sector. The annual value of the contract was to be a minimum of £15 million and, consequently, committed the customer to purchases of at least £30 million over the term of the contract.

The contract provided for Topaz to make a non-refundable payment of £1.2 million at the inception of the contract. This was to compensate the customer for changes to its distribution outlets it will be required to make to accommodate Topaz’s products.

Topaz made the payment of £1.2 million to the customer on 31 July 2020.

In the period up to 30 September 2020, Topaz transferred products with a sales value of £4 million to the customer and invoiced for that amount.

Required:

Advise Topaz on how the above transactions should be recorded in its financial statements for the year ended 30 September 2020.

