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Best Mix of Earnings Model and Book Value Model
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This study considers the best mix of two opposite accounting models to estimate en
terprise value. One is "Book Value Model,® in which net assets represents enterprise value to be presumed
based on both market value and the estimates of management. The other is "Earnings Model,® in which earnin
gs as a proxy variable of the permanent (sustainable) income are most useful for investors. This study exa
mines these two models historically, theoretically and empirically and proposes the two solutions. One is
"a mixture model as one of the book value models® and the other is "a mixture model as one of the earnings

models. Both are based on the same goal hypothesis. The former is theoretically unclear, but it is practi
cally feasible. On the other hand, the latter is theoretically clear, but it is difficult to practice due
to the difficulty in identifying the existence of internally generated goodwill in fair valuation.
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