
ITC January 2016 6 © SAICA 2016 
Paper 2 Question 2 

QUESTION 2                                                                                                               58 marks 
 
Ignore value-added tax (VAT) 
 
Mr Sizwe Umakhi is a 28-year old entrepreneur who has worked part-time in various 
positions, including as an Ubex driver, a professional model and a real-estate agent. Mr 
Umakhi has managed to save R350 000 for starting his own business. He plans to acquire 
ten used vehicles and form partnerships with various Ubex drivers to generate income for 
himself and the drivers. 
 
Ubex is a global software group that allows users registered with it to use its mobile 
application (‘app’) to request transportation from registered Ubex private drivers. The Ubex 
app is available free of charge and can be downloaded onto most cell phones. Having 
registered as a user with Ubex and downloaded the app, you can request a driver to collect 
you at a specified location or use your phone’s global positioning system (GPS) to enable 
the driver to locate you. When registering with Ubex as a user, you are required to provide 
your credit or debit card details. This enables Ubex to collect and process payment for the 
fare due to drivers for transporting you to your desired destination. Ubex retains 20% of the 
fare and pays the rest to the driver. Ubex does not own vehicles nor does it employ drivers. 
The fares chargeable vary according to the type of service requested. The most commonly 
available services are UbexBLACK (luxury vehicles such as Mercedes Benz, BMW and Audi 
vehicles) and UbexX (lower cost vehicles). Ubex sets the fares for rides based on a base fee 
(minimum fee irrespective of time or distance travelled) plus charges per kilometre and/or 
minute. When travelling faster than a certain speed, the fare is charged per kilometre. 
Otherwise the fare is determined per minute travelled.   
 
The following are the key benefits to Ubex users: 

 Ease of use – users simply open the Ubex app on their cell phones and request a 
driver; 

 Visibility – users can track where drivers are located using the Ubex app and the 
estimated time of their arrival is also displayed; 

 Transparency – users can access details of the driver, including his/her name, vehicle 
registration number and rating; 

 No cash transactions – fares are deducted via registered debit or credit cards and 
users do not have to have any cash on them; and  

 Record keeping – Ubex emails details of the trip and fare to users after they have used 
the service. 

 
Mr Umakhi was a registered Ubex driver for two years and is intimately aware of the benefits 
to drivers. These include the following: 

 Flexibility – drivers choose their own working hours and areas to operate in; 

 Guaranteed payment – Ubex collects and remits amounts owing for trips;  

 No negotiation – Ubex fares are standard (except in peak hours when premium fares 
are charged) and users are unable to negotiate lower prices; 

 Information – Ubex provides regular statistical and informational reports to drivers; and 

 Networking – Ubex drivers meet a variety of different people daily. 
 
Vehicle fleet 
 
Mr Umakhi has negotiated the purchase of ten used Volkswagen Polo vehicles from a motor 
dealership in Sandton. All the vehicles are in excellent condition and have near identical 
mileage. The purchase price is R170 000 per vehicle which includes a 50 000km service 
plan for each vehicle (Mr Umakhi does not have to pay for regular services to vehicles for 
the next 50 000 km travelled). 
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Each Volkswagen Polo vehicle acquired is to be used by Ubex drivers for the next four 
years. At the end of the four-year period, it is estimated that the vehicles could be sold for 
R51 000 each. 
 
Mr Umakhi procured bank financing for the ten vehicles on the following terms: 

 A 20% deposit per vehicle (R34 000 each); 

 Equal monthly repayments in arrears for 48 months; and 

 A fixed nominal annual interest rate of 10%. 
 
Arrangements between Mr Umakhi and the drivers 
 
Mr Umakhi has identified 20 drivers who are prepared to work in partnership with him. All 
drivers have the necessary credentials, including professional driving permits, to act as Ubex 
drivers. The intention is that each vehicle will be shared by two drivers. Each driver will have 
the use of a specific Volkswagen Polo for 12 hours daily to ensure maximum utilisation of 
vehicles. The agreed terms between Mr Umakhi and the drivers include the following: 

 Mr Umakhi will pay for all the monthly operating costs of the vehicles, including fuel, 
tyre replacement, service and maintenance costs, and insurance; 

 Drivers will collect and return vehicles to Mr Umakhi’s home in Sandton on a daily 
basis. There is an outside office at his home that drivers can use should they wish to, 
to take a break or where they can get refreshments (tea, coffee, water, sandwiches 
and fruit); 

 Drivers have agreed that Ubex will pay the fares directly into a separate bank account 
established and controlled by Mr Umakhi for the venture; 

 Drivers will enter the times that they collect and return vehicles (together with the 
kilometre readings from the vehicle’s odometer at these times) into a log book which is 
kept at Mr Umakhi’s outside office; and 

 Mr Umakhi will pay drivers amounts owing to them on a monthly basis as per the 
agreed profit-sharing arrangement. 

 
Mr Umakhi and the drivers have agreed to a profit-sharing arrangement whereby Mr Umakhi 
will collect amounts owing to them from Ubex and deduct the following expenses before 
paying the net amount to drivers: 

 Vehicle operating costs (fuel, tyre replacement, service and maintenance costs and 
insurance); 

 Costs for usage of vehicles (this is equivalent to the monthly vehicle loan repayment 
amount); 

 An ‘office’ fee of R1 000 per month per vehicle in the first year to recover costs of 
parking at Mr Umakhi’s home, use of the outside office, refreshments and monthly 
administration; and 

 A fixed ‘profit share’ fee of R2 000 per month per vehicle payable to Mr Umakhi in the 
first year, which amount will escalate by 8% per annum thereafter.  

 
Mr Umakhi suggested the above profit-sharing arrangement based on his experience as an 
Ubex driver. Mr Umakhi estimates that receiving R2 000 per vehicle per month, in addition to 
recovering incurred costs, will be sufficient to generate a reasonable return on assets. 
Drivers will therefore be incentivised to maximise revenue (fares paid for their driving 
services). 
 
Mr Umakhi has agreed to provide drivers with a monthly report, which summarises the 
revenue, operating costs, vehicle usage charges, office fee and Mr Umakhi’s profit share fee 
per vehicle. Drivers will share the net profit due to them based on the revenue each of them 
has generated from their designated vehicle. 
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Forecast revenue per vehicle 
 
The Volkswagen Polo vehicles to be acquired will operate as UbexX vehicles. The forecast 
revenue per vehicle below in the first year of operation is based on Mr Umakhi’s insights and 
knowledge of acting as an Ubex driver in the Sandton and surrounding areas of 
Johannesburg. 
 

Annual revenue forecast per vehicle in year 1  

Average hours annually that vehicle is operated by drivers 4 410 hours 

Average number of trips per operational hour 0,8 

Average fare per paid trip R100 

Average kilometres travelled per paid trip 10 km 

 
Vehicle operating costs 
  
The forecast costs of operating each vehicle in the first year of operations is set out in the 
table below. The Volkswagen Polo vehicles use diesel and are expected to be fuel-efficient. 
 

Forecast vehicle operating costs in year 1  

Fuel costs  

Average annual total distance to be travelled per vehicle 50 000 km 

Average number of litres to be used per each 100 km travelled 5,5 litres 

Average cost per litre of diesel during the year R12,25 

Tyres  

Cost of replacing all four tyres per vehicle after every 25 000 km R3 200 

Insurance costs  

Average annual insurance premium per vehicle R11 760 

 
Service and maintenance costs were not included in the above table as these will be 
covered by the service plan to be obtained when purchasing the vehicles. It is estimated that 
the cost of servicing each vehicle in the first year of operations, had the service plan not 
been obtained, would have amounted to R6 800, on the assumption that each vehicle needs 
to be serviced after every 25 000 km travelled. 
 
Monthly reporting and variance analysis 
 
Mr Umakhi aims to provide the drivers with useful information in the monthly reports. Certain 
vehicle costs, such as insurance costs, vehicle repayments and Mr Umakhi’s profit share per 
vehicle, are expected to remain fixed during the year. As a result, providing variance 
analysis on these expenses would be a fruitless exercise. 
 
Mr Umakhi would like to provide drivers with an analysis of deviations from forecast revenue 
and from expected costs, which vary according to distance travelled.  
 
Potential returns from venture 
 
Mr Umakhi is not a finance expert but would like an indication of the expected internal rate of 
return (IRR) and net present value (NPV) of his investment in the Volkswagen Polo vehicles 
and the proposed venture with the Ubex drivers. Mr Umakhi’s required return on investment 
is 20% pre tax. 
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QUESTION 2 – REQUIRED 
Marks 

Sub-
total 

Total 

(a) Calculate the estimated net profit per vehicle that will be available to 
be shared by the two drivers allocated to each specific vehicle in the 
first year of operation. Base your calculation on Mr Umakhi’s 
estimates for the first year of operation. 

 
 
 

10 

 
 
 

10 

(b) Estimate the monthly gross revenue that each vehicle needs to 
generate in the first year of operation in order to cover the fixed 
monthly operating costs of that vehicle. Assume that Mr Umakhi’s 
estimates for the first year of operation are accurate.  

 
 
 

10 

 
 
 

10 

(c) Identify the monthly variances that Mr Umakhi could calculate to 
provide useful feedback on each vehicle and on each driver’s 
performance. Explain the usefulness to Mr Umakhi and/or the drivers 
of each variance identified.  
 
Communication skills – clarity of expression 

 
 
 

14 
 
1 

 
 
 
 
 

15 

(d) Estimate the potential IRR and NPV that Mr Umakhi could realise 
over a four-year period from investing in the proposed venture with 
the Ubex drivers. 

 
 

7 

 
 

7 

(e) Identify and discuss the key business risks that Mr Umakhi faces from 
investing and participating in the proposed venture with the Ubex 
drivers. 
 
Communication skills – logical argument; clarity of expression 

 
 

14 
 
2 

 
 
 
 

16 

Total   58 

 
 
 


