Student exercise – 5
The Omega is a firm of business advisors. It offers two services to its clients: tax advice (TAS) and business management advice (BMS). The sales revenue from these each of these activities is expected to be £3,000,000. Omega is considering changing from its traditional costing system to an activity-based method. Details of its existing costs and profit are illustrated in Table 1, and its potential cost divers are shown in Table 2
Table 1
	
	TAS
	BMS

	
	£
	£

	Direct labour
	300,000
	400,000

	Overheads
	3,000,000
	2,000,000

	Total costs
	3,300,000
	2,400,000

	Sales revenue
	3,000,000
	3,000,000

	
Profit/ (loss)

	(300,0000)
	600,000


 
Table 2
	
	£
	
	Cost drivers

	
	
	
	TAS
	BMS

	Marketing
	500,000
	Number of client lunches
	500
	3,500

	Client meetings
	1,000,000
	Number of clients
	9,000
	1,000

	Data input 
	1,500,000
	Computer hours
	10,000
	5,000

	Analysis of research
	1,500,000
	Research hours
	5,000
	10,000

	Training and development
	500,000
	Number of staff
	1,000
	1,000




Required

1. Calculate the profit or loss for both services, before and after the change to ABC

2. Comment on the different profit percentages for Omega before and after the shift to ABC
