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P9-4A Last year (2005) Calway Condos installed a mechanized elevator for its tenants. 
The owner of the company, Cab Calway, recently returned from an industry equipment 
exhibition where he watched a computerized elevator demonstrated. He was impressed 
with the elevator's speed, comfort of ride, and cost efficiency. Upon returnin g from the 
exhibition, he asked his purchasing agent to collect price and operating cost data on the 
new elevator. In addition, he asked the company's accountant to provide him with cost 
data on the company's elevator. This information is presented below. 

	

Old Elevator	 New Elevator 
Purchase price	 $120,000

	
$180,000 

Estimated salvage value	 0	 0 
Estimated useful life	 6 years	 5 years 
Depreciation method
	

Straight-line	 Straight-line
Annual operating costs 

other than depreciation: 
Variable	 $ 35,000	 $ 12,000 
Fixed
	

23,000	 8,400 

Annual revenues are $240,000, and selling and administrative expenses are $29,000, 
regardless of which elevator is used. If the old elevator is replaced now, at the beginning 
of 2006, Calway Condos will be able to sell it for $25,000. 

Instructions 
(a) Determine any gain or loss if the old elevator is replaced. 
(b) Prepare a 5-year summarized income statement for each of the following assumptions: 

(1) The old elevator is retained. 
(2) The old elevator is replaced. 

(c) Using incremental analysis, determine if the old elevator should be replaced. 
(d) 4" 	 111_ Write a memo to Cab Calway explaining why any gain or loss should be ig-

nored in the decision to replace the old elevator. 

-----)ew C----ertra -;9- 5A	 is Manufacturing Company has four operating divisions. During the first 
ffer of 2005, the company reported aggregate income from operations of $176,000 

and the following divisional results.

Division

Compute gain or loss, and 
determine if equipment 
should be replaced. 
(SO 6) 

(6)(2) NI $698,000 
(c) NI increase $33,000 

Compute contribution mar-
gin and prepare incremental 
analysis concerning elimina-
tion of divisions. 
(SO 7) 

I II III 

$250,000 $200,000 $500,000 $400,000 
200,000 189,000 300,000 250,000 

65,000 60,000 60,000 50,000 
$ (15,000) $ (49,000) $140,000 $100,000 

Sales 
Cost of goods sold 
Selling and administrative expenses 
Income (loss) from operations 

Analysis reveals the following percentages of  variable costs  in each division. 

H	 III	 IV 

Cost of goods sold 70% 90% 80% 75% 
Selling and administrative expenses 40 70 50 60

Discontinuance of any division would save 50% of the fixed costs and expenses for that 
division. 

Top management is very concerned about the unprofitable divisions (I and II). Con-
sensus is that one or both of the divisions should be discontinued. 

Instructions 
(a) Compute the contribution margin for Divisions I and II.	 (a) I $84,000 
(b) Prepare an incremental analysis concerning the possible discontinuance of (1) 

Division I and (2) Division II. What course of action do you recommend for each 
division? 

(c) Prepare a columnar condensed income statement for Lewis Manufacturing, assum- (c) Income III $133,850 
ing Division II is eliminated. Use the CVP format. Division II's unavoidable fixed costs 
are allocated equally to the continuing divisions. 

(d) Reconcile the total income from operations ($176,000) with the total income from 
operations without Division II. 

Decially prepared for d03163306 on 29 Mar, 2009


	Page 1

