Ralph's Economic Depreciation





	At the end of year 0, Ralph is considering investing in one of two assets.  Assume perfect and complete markets, so in a competitive market each asset can be purchased or sold at an amount equal to the present value of future cash flows accruing to the new owner.  Asset A provides cash flows of $36, $23 and $11 at the end of Year 1, 2 and 3, respectively.   Asset B provides cash flows of $26, $24 and $22 at the end of Year 1, 2 and 3, respectively.





Required:


1.	Assume the market interest rate is 10%.  For each asset use the economic depreciation approach to arrive at the book value at dates zero through three and depreciation for periods one through three.  (Under an economic depreciation approach, we value the asset at its market value and compute the depreciation as the change in market value.)





2.	What type of historical cost depreciation is equal to economic depreciation for asset A?  For asset
