Ralph's Different Dividends





	At the end of year 0, Ralph is considering investing in one of two firms.  Each firm will receive positive cash inflows for two years (and zero thereafter).  Assume perfect and complete markets, so in a competitive market each firm's asset would be purchased at its present value. The interest rate is 10%.  Firm A provides cash flows of $2,300 and $1,100 at the end of Year 1 and 2, respectively.   Firm B provides cash flows of $1,410 and $2,200 at the end of Year 1 and 2, respectively.





Required:





1.	Assume for each firm the only dividend payment is upon liquidation.


a.	For each firm use the discounted cash flow valuation rule to prepare balance sheet at dates zero (when the firm begins), one (just after receiving the first cash inflow) and two (just after receiving the second cash inflow but before liquidaating the firm) and income statements for Years one and two.


b.	In each year, is the firm income number higher for the better firm?





2.	Assume firm A follows the same dividend policy as in 1 above.  However, firm B pays dividends of $310 at the end of Year one and a liquidating dividend immediately after Year two.


a.	For each firm use the discounted cash flow valuation rule to prepare balance sheet at dates zero, one and two and income statements for Years o
