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QUESTION 2                                                                                                      42 marks 
 
Rexelor Partnership (‘Rexelor’) is an audit firm that provides assurance, tax advisory and 
compliance, consulting, corporate advisory, business risk and support services. Rexelor offers 
its services to private and public sector clients. The firm’s sole office is situated in Polokwane, 
Limpopo Province, and it employs a total of 80 people.  
 
Rexelor was founded three years ago by Mr Brian Sekula after he had spent ten years working 
at a major auditing firm in Johannesburg. Mr Sekula asked two of his university friends, Mr 
Lefa Mbotya and Mr Thabo Sehume, to join him and they remain the only partners in the firm. 
Mr Sekula is the managing director of the firm and also the head of the consulting division, 
which provides corporate advisory, consulting, business risk and support services. Mr Mbotya 
is in charge of the assurance division and Mr Sehume is the head of the tax division. Each 
partner works solely within his allocated division. This applies to other professional staff as 
well, each of whom is dedicated to his or her operational division. 
 
Rexelor generated revenue of R31 181 700 in the financial year ended 31 December 2014 
(‘FY2014’). The divisional revenue performance is summarised below: 
 

Year ended  
31 December 2014 

Assurance 
division 

Consulting 
division 

Tax 
Division 

Total 

Revenue R15 590 850 R9 354 510 R6 236 340 R31 181 700 

Percentage of total 50% 30% 20% 100% 

 
1 Assurance division revenue performance, FY2014 
 
The division provides mainly external audit services to clients in both the public and private 
sectors. Rexelor’s audit approach is risk based to ensure the audit process is efficient and 
effective, and also to add value to clients. The division employed four managers and 11 
trainee accountants throughout FY2014. The assurance division’s billings for FY2014 are set 
out in the table below: 
 

Client Notes 
Billed 
rand 

Total hours 
billed 

Recovery 
% 

Tranter 1.3 12 342 000 10 200 80% 

Quake 1.4 2 940 300 2 430 90% 

Lazier 1.5 72 600 60 110% 

Vhakuni 1.6 145 200 120 60% 

Nthakeni 1.7 90 750 75 50% 

  15 590 850 12 885  

     

 
Notes 
 
1.1 The division charges standard rates per hour depending on the seniority of staff. In 

FY2014 these rates were as follows: 
 

Staff category Hourly rate 

Partner R2 800 

Manager R1 600 

Trainee accountant R750 
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1.2 The recovery percentage is calculated as hours billed versus hours actually worked on 
each assignment. Rexelor budgeted for the following mix of time spent on each 
assignment during FY2014: 

Staff category Time spent 

Partner 10% 

Manager 30% 

Trainee accountant 60% 

 The actual time spent reflects the budgeted mix of time spent. 
  
1.3 Tranter is a state-owned enterprise with a March financial year end. Rexelor accepted 

the engagement as external auditor of Tranter in FY2013 and performs the majority of 
audit work between February and May each year. Rexelor expects to achieve a 90% 
recovery on the Tranter audit in FY2015. 

 
1.4 Quake is a platinum mining operation, and has been a client of Rexelor since Rexelor’s 

incorporation. Quake has a June year end and the majority of the external audit work is 
performed in July and August annually. During FY2014 Rexelor provided a once-off 
agreed-upon procedure assignment to Quake. The billing on this assignment was 200 
hours, which represented a 100% recovery of time spent. 

 
1.5 Lazier is a small pension fund and became a client in FY2013. The majority of audit work 

is done during May each year. The excellent recovery percentage on the assignment is 
largely due to the audit manager’s significant prior experience with pension fund audits. 
The recovery percentage is expected to continue for at least the next two years. 

 
1.6 Vhakuni is an investment holding company with a September year end. Vhakuni became 

a client in FY2014 and Rexelor estimates that it can improve the recovery percentage to 
75% in FY2015. 

1.7 Nthakeni is a newly established supermarket in Polokwane. Rexelor audited the results 
for the six months ended 30 September 2014 during November of the same year. 
Rexelor expects to retain the engagement for the year ending 30 September 2015 and 
expects the billable hours to double and the recovery percentage to improve to 80%. 

 
2 Assurance division profitability in FY2014  
 
At their most recent partners’ meeting Mr Mbotya was questioned about the division’s financial 
performance in FY2014. The assurance division was budgeted to generate revenue of 
R15 200 000 and make an operating profit of R2 million in FY2014. The division exceeded the 
revenue target but was significantly below the operating profit target. Mr Mbotya explained that 
most of the firm’s overheads are allocated to his division and suggested that the allocation 
basis be revised.  
 
The draft results of the assurance division for FY2014 are summarised in the table below: 

Assurance division – operating profit for FY2014 Notes R 

Revenue  15 590 850 

Direct salaries 2.1 (5 595 000) 

Rental of information technology (IT) equipment 2.2 (133 000) 

Allocated overheads 2.3 (7 947 000) 

Partner’s salary 2.4 (1 500 000) 

  415 850 
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Notes 

2.1 The audit manager is paid R650 000 per annum. The average annual salary of a trainee 
accountant was R245 000 during FY2014. All professional staff (managers and trainee 
accountants) are expected to work a target of 1 600 hours per annum on client 
assignments. The division employs two support staff to assist the team with 
administrative matters. The total salary cost of support staff was R300 000 in FY2014. 

2.2 Rexelor rents laptops that professional staff members use in the performance of their 
duties. Support staff at Rexelor each receive desktop computers and these are also 
rented. 

2.3 Rexelor’s total indirect overheads for FY2014 were as follows: 
 

 Rexelor total indirect overheads 2014 

 R 

Premises rental 5 040 000 

Depreciation of office furniture and equipment 650 000 

IT expenses 958 000 

Office supplies, stationery and printing 860 000 

Finance and administration salaries 7 730 000 

Water and electricity 456 000 

Other overheads 200 000 

 15 894 000 

  

2.4 The three partners of Rexelor are each paid R1 500 000 per annum before their share of 
the firm’s profits. 

 
3 Assurance division forecast revenue for FY2015 
 
Mr Mbotya has been asked to table a revenue budget for the assurance division for FY2015 at 
the partners’ next meeting. Based on his discussions with the audit managers, the following is 
expected during FY2015: 

 Billable hours in respect of clients who do not have a change of scope are expected to 
remain the same.  

 Rexelor does not anticipate any once-off or special assignments from its existing clients 
during the year. 

 The division is hoping to sign up a new audit client, Excelsior, in March 2015. The 
estimated hours to be spent on the assignment in FY2015 are 400 hours. However, 
because this is a new client, the expected recovery percentage is 60%. 

 Existing staff are to remain employed throughout FY2015 and no new staff are to be 
employed. 

 The mix of partner, manager and trainee accountant time on assignments will be the 
same as in FY2014. 

 Hourly charge-out rates of the audit managers and trainee accountants are forecast to 
increase by 8% in FY2015 and the partner charge-out rate is to be increased by 4%. 
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4 Allocation of Rexelor indirect overheads 
 
Mr Mbotya mentioned at the most recent partners’ meeting that the current basis of allocating 
indirect overheads to divisions is blatantly unfair. His staff are rarely at the office as they spend 
most of their time on audit work at client premises. In contrast, the other divisions spend most 
of their time at the Rexelor offices and hence should bear a higher portion of the infrastructure 
costs of the firm. Mr Mbotya further stated that the assurance division only occupied 20% of 
the total Rexelor office space yet 50% of these costs was allocated to it. 
 
The partners agreed to re-evaluate the allocation of indirect overheads to divisions. They 
tasked Mr Mbotya with investigating this further and tabling an alternative proposal at their 
next meeting. 
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INITIAL TEST OF COMPETENCE, JUNE 2015 
 

PROFESSIONAL PAPER 1 
 
 

QUESTION 2 – REQUIRED 
Marks 

Sub-
total 

Total 

(a) Critically analyse and discuss the operational and financial performance 
(including staff utilisation) of the assurance division in FY2014. Provide 
calculations to support your discussions. 
  
Communication skills – clarity of expression 

 
 

23 
 

1 

 
 
 
 

24 

(b) Calculate the expected revenue to be generated by the assurance 
division in FY2015. 

 

9 

 

9 

(c) Analyse the indirect overheads of Rexelor and make recommendations 
for a more appropriate allocation of individual expense items to the 
assurance, consulting and tax divisions. 
 
Communication skills – logical argument 

 
 

8 
 

1 

 
 
 
 

9 

Total   42 

 


