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Problems in Evaluating Expected Profits in the Distant Future
as Terminal Value

Osamu Shintani

Abstract

Valuation models, such as DDM and DCEF, rely on calculating NPV methodology over an infinite
future period. In most cases, the distant future portion is calculated as Terminal Value (TV) based on
appropriate assumptions, but in practice, most of the value is often TV. These cases raise doubts about
whether detailed forecasts for the most recent period have any meaning in discounted present value
models such as the DCF methodology.

In this paper, we used DDM and two accounting valuation models, such as RIV and OJ, to simulate
how value accumulates using a simple model company. As a result, it was found that under the current
low interest rate environment, TV accounts for an extremely large proportion of the estimated values of
DDM and its similar model, DCF. It was also confirmed that there are various conditions for the use of
accounting valuation models. It was also suggested that when evaluating shareholder value, there is a

need to change the model depending on the relationship between ROE and cost of shareholder’s equity.

Keywords: DCF, DDM, RIV, OJ, TV, terminal value, ROE, cost of shareholders’ equity





