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Benjamin	graham	security	analysis	summary.

Alphabet	Ben	Graham	Formula	Example	EPS	=	34.47g	=	15.8%Y	=	3.56%Graham	Formula	CalculatorThe	resulting	Graham	formula	gives	a	value	of	$971.36	An	important	point	to	keep	in	mind	is	that	when	Graham	provided	this	equation,	it	was	to	simulate	a	growth	stock	based	on	the	concepts	of	value	investing.	Stock	Valuation	=	Past	and	Current
Numbers	+	Future	Narrative	With	the	examples	I	provide	today,	it’s	important	to	understand	that	the	final	stock	value	will	vary	based	on	your	assumptions.	Put	those	together	and	you	have	just	valued	a	stock.	Corporate	Bond	Rate	I	currently	have	the	Old	School	Value	analyzer	and	Grader	set	up	to	use	the	AA	corporate	rate	which	is	currently	2.41%.
One	of	which	is	to	buy	at	a	great	margin	of	safety.	Saving	a	Google	Sheets	Graham	Formula	Spreadsheet	Important:	DO	NOT	request	to	share	the	spreadsheet.	Confronted	with	a	like	challenge	to	distill	the	secret	of	sound	investment	into	three	words,	we	venture	the	following	motto,	Margin	of	Safety.-Benjamin	Graham	The	Benjamin	Graham	Formula
Overview	Ben	Graham	formula	is	as	follows:	V	is	the	intrinsic	value	EPS	refers	to	earnings	over	a	period	of	years	and	not	just	the	previous	or	current	year.	There	are	a	couple	of	sites	that	already	do	this	online,	but	I	wanted	something	where	I	have	control	and	be	able	to	make	adjustments.	Final	Adjusted	Benjamin	Graham	Formula	So	by	making	the
adjustments,	the	new	formula	is	now	Benjamin	Graham	Adjusted	FormulaTesting	the	Adjusted	Ben	Graham	Formula	Let’s	test	this	across	several	different	companies	and	industries.	Disclosure	No	positions	at	time	of	writing.	He	employed	and	mentored	Warren	Buffett	and	taught	for	years	at	UCLA.	A	quick	quote	to	start	things	off.	With	the	extremely
popular	free	Ben	Graham	stock	spreadsheet	I	offer,	the	stock	valuation	method	deserves	a	closer	look.	I	like	to	use	the	20yr	AA	corp	bond	rate	as	the	denominator	since	the	AA	rate	is	slightly	higher	than	the	AAA	and	will	give	a	slightly	conservative	number.	Just	make	a	copy	yourself.	This	provides	a	slightly	more	conservative	intrinsic	value	than	the
AAA.	However,	this	formula	was	later	revised	as	Graham	included	a	required	rate	of	return.	The	4.4	references	Graham’s	desired	rate	of	return.Graham’s	Formula	is	not,	however,	a	magic	wand	to	screen	for	value	stocks.	In	the	premium	stock	value	spreadsheet,	growth	rate	is	user-defined.	The	spreadsheet	no	longer	requires	manual	inputs	for	the
required	data	and	attempts	to	automatically	pull	the	information	in	from	Google	Finance	and	FRED.	The	paintbrush,	canvas,	and	paints	are	tools	and	are	the	equivalent	of	the	quantitative	side	of	valuation.	Caterpillar	Graham	Formula	Calculation	ExampleEPS	is	3.26The	expected	growth	rate	is	8.6%Corp	rate	is	3.56%Additionally,	based	on	the	current
price	and	if	you	reverse	engineer	Graham’s	Formula,	it	tells	you	that	the	market	is	expecting	17.57%	growth	from	the	current	price.	I	won’t	be	going	through	the	details	of	the	book,	but	an	explanation	of	the	Graham	Formula	and	how	to	use	it	is	explained	in	the	article	titled	Graham	Formula	Stock	Valuation	tutorial.	Note,	I	am	a	conservative	guy.
Original	Benjamin	Graham	Value	Formula	The	original	formula	from	Security	Analysis	is	where	V	is	the	intrinsic	value,	EPS	is	the	trailing	12	month	EPS,	8.5	is	the	PE	ratio	of	a	stock	with	0%	growth	and	g	being	the	growth	rate	for	the	next	7-10	years.	Premium	Stock	Valuation	Spreadsheets	Feel	free	to	check	out	this	free	version	and	then	when
ready,	go	to	the	stock	valuation	software	page	and	review	what	you	will	get	with	the	premium	version.	So	I’ve	recently	reduced	the	multiplier	to	1	instead	of	2.	EPS	is	never	really	a	good	number	on	its	own	as	it	is	highly	prone	to	manipulation	—	either	upwards	to	make	the	company	look	more	profitable	or	downwards	to	reduce	taxes	—	with	modern
accounting	methods.	In	case	you’re	not	familiar	with	Ben	Graham,	he’s	widely	recognized	as	the	father	of	value	investing.	Original	Ben	Graham	Formula	Calculation	UsedYou	can	see	a	big	difference.	There	is	no	such	thing	as	an	absolute	range.	To	save	a	copy	into	your	own	account,	do	the	following:	While	you’re	at	it,	you	can	also	get	more
spreadsheets	and	checklists	by	registering	your	email	with	Old	School	Value.	If	you	haven’t	read	The	Intelligent	Investor,	you	are	missing	out	on	timeless	advice.	Depending	on	how	conservative	you	are,	anything	between	7	and	8.5	should	be	fine.	Benjamin	Graham	Formula	for	Stock	Valuation	Benjamin	Graham	The	second	method	I	use	to	value	a
stock	is	with	Benjamin	Graham’s	formula	from	The	Intelligent	Investor.	Facebook	Ben	Graham	Formula	Example	Let’s	look	at	Facebook	(FB).	Use	a	normalized	version.	To	apply	the	formula	today,	we	need	to	normalize	it	to	today’s	rate.	The	first	needs	to	reinvest	less	than	the	second	in	capital	expenditure	to	maintain	the	business.	Always	practice
margin	of	safety	investing	as	well	as	understanding	that	valuation	is	finding	a	range	of	numbers.	Stock	Valuation	Series	For	other	posts	in	the	series,	follow	the	links	below.	Consider	two	companies	with	with	equal	profits.	Come	up	with	a	narrative	for	the	possible	downside	of	the	company.	Instead	of	trying	to	pinpoint	one	number,	the	art	and	science
behind	the	concept	of	determining	how	to	value	stocks	is	to	come	up	with	a	range	of	values.	The	premium	version	includes	the	Graham	Formula	and	several	other	valuation	models,	plus	fundamental	analysis	data,	historical	data,	charts	and	competitor	comparison	features.	Keep	these	two	key	points	in	mind	as	you	see	how	to	value	stocks	using	the
Ben	Graham	Formula.	Perform	your	valuation	calculations	using	these	scenarios	and	you	will	have	a	lower	and	upper	range	to	work	with.	Moreover,	Gerald	Perritt	(in	his	book	“Small	Stocks,	Big	Profits)	suggested	that	Graham’s	formula	only	be	used	for	companies	whosetotal	asset	ratios	is	less	than	60%.earnings-to-price	ratio	(i.e.	the	reciprocal	of
the	PE	ratio)	is	two	times	or	more	greater	than	the	corporate	AAA	bond	yield,positive	earnings,and	share	price	is	less	than	the	net	working	capital	per	shareDownload	Excel	Spreadsheet	to	Value	Shares	with	Graham’s	Formula	What	You’ll	Learn	How	to	value	stocks	using	the	Benjamin	Graham	FormulaWhy	Ben	Graham	created	this	valuationThe	pros
and	cons	of	the	Ben	Graham	FormulaReal	examples	using	the	Graham	Formula	for	stock	valuationStock	Valuation	Concepts	Let’s	start	with	the	two	most	important	concepts	on	how	to	value	stocks.	It	can	be	applied	to	other	sectors	and	industries,	but	you	must	put	it	into	today’s	context	by	adjusting	the	original	formula.	For	example,	business	selling
horses	in	the	early	1900s	may	not	have	necessarily	forecasted	the	popularity	automobiles.Benjamin	Graham	placed	several	limitations	on	the	use	of	this	formula.	If	this	number	is	greater	than	1,	the	stock	is	a	good	buy.	(credit	to	Wikipedia	for	the	formula	images)	Adjusted	EPS	in	the	Graham	Formula	Before	we	go	deep	into	the	Graham	Formula,	click
on	the	image	below	to	get	the	best	free	investment	checklist	and	more	investment	resources	to	load	up	your	valuation	arsenal.	Free	Benjamin	Graham	Formula	Spreadsheet	Screenshot	Additional	links	to	resources	Graham	Formula	Invest	in	value	Graham	calculator		Discover	Graham’s	formula,	a	simple	method	for	predicting	the	fair	values	of	shares,
and	download	a	spreadsheet.	Benjamin	Graham	presented	a	simple	formula	to	value	stock	in	his	1962	book	“The	Intelligent	Investor”:Intrinsic	Value	=	EPS	x	(8.5	+	2g)The	Intrinsic	Value	is	the	stock	price,	EPS	is	the	earnings	per	share	for	the	last	year,	and	g	is	the	projected	growth	rate	over	the	next	seven	to	ten	years.	He	wrote	the	books	on	value
investing,	Security	Analysis,	and	The	Intelligent	Investor.	However,	I	use	a	very	slight	modification	to	this	formula	for	today’s	market	context	which	I	detail	in	an	article	I	wrote	titled	“How	to	Value	a	Stock	with	the	Ben	Graham	Formula.”	How	the	Expected	Earnings	in	the	Graham	Formula	was	Calculated	A	difficulty	I	had	was	to	figure	out	how	to
come	up	with	a	reasonable	future	EPS	guide.	If	I	used	the	original	Benjamin	Graham	Formula,	this	is	what	Facebook	would	look	like.	When	you	try	to	value	stocks,	it	comes	down	to	interpreting	the	numbers	on	hand,	then	thinking	forward	and	coming	up	with	a	narrative	of	what	the	company	is	trying	to	achieve.	Come	up	with	the	narrative	of	the
possible	upside	of	the	company.	Give	5	people	a	paintbrush	and	they	will	paint	different	things.	EPS	=4.14g	=	29.4%Y	=	3.56%Ben	Graham	Formula	Calculation	with	OSV	Spreadsheet	Analyzer	for	FacebookThe	intrinsic	value	comes	out	to	$186.29.	Yellow	cells	are	where	you	manually	enter	data.	8.5	is	the	PE	of	a	company	with	no	growth.	See	below.
The	strokes,	the	colors,	and	the	technique	that	make	the	final	image	are	the	qualitative	side	of	stock	valuation.	Check	out	a	method	to	determine	growth	rate.	How	To	Use	The	Free	Spreadsheet	I’ve	tried	to	make	it	as	user-friendly	simple	to	understand.	Before	we	get	into	the	calculations,	just	click	on	the	image	below	to	get	exclusive	content	and
valuable	resources	that	we	don’t	publish	anywhere	else.	The	“2	x	G”	however,	is	quite	aggressive.	The	first	business	is	certainly	far	more	valuable	than	the	second.EPS	can	be	manipulated	with	creative	accounting	methods.	Caterpillar	Graham	Stock	Valuation	Formula	Example	On	the	other	end	of	the	spectrum,	here’s	the	calculation	for	Caterpillar
(CAT).	You	can	change	8.5	to	whatever	you	feel	is	the	correct	PE	for	a	no-growth	company.	What	this	shows	is	that:	The	original	Benjamin	Graham	stock	valuation	formula	is	aggressiveIt	should	be	considered	as	the	upper	rangeIt	needs	to	be	put	into	today’s	contextThere	was	no	Facebook,	Microsoft,	or	Google	back	in	Graham’s	time.	Adjusted	Growth
Rate	for	Today’s	Environment	The	drawback	of	Benjamin	Graham’s	valuation	formula	is	that	growth	is	a	big	element	of	the	overall	valuation.	However,	if	this	number	is	less	than	1,	the	stock	is	to	be	avoided.This	formula	was	developed	at	a	time	of		low	inflation,	with	growth	being	real	and	tangible	and	a	AAA	corporate	bond	interest	of	4.4%.	Graham
later	revised	this	formula	toIntrinsic	Value	=	EPS	x	(8.5	+	2g)	x	4.4	/	Ywhere	Y	is	the	yield	on	20-year	corporate	AAA	rated	bonds.	For	the	1st	future	year,	I	took	the	constant	at	which	the	EPS	had	linearly	increased	over	10	years	I	added	the	constant	to	the	average	increase	of	EPS	throughout	the	past	10	years	I	then	added	an	additional	“growth	sum”
to	the	number	I	get	from	step	2	For	the	2nd	future	year,	I	took	the	constant	Added	it	to	the	1st	future	year	Added	the	“growth	sum”	And	so	on	New	Graham	Formula	Spreadsheet	We	made	some	updates	and	moved	the	spreadsheet	into	Google	Sheets	to	make	it	easier	for	you	to	access	and	use.	Intrinsic	value	shouldn’t	be	calculated	based	on	a	single
12	month	period,	which	is	why	I	have	the	EPS	automatically	adjusted	to	a	normalized	number	ignoring	one	time	huge	or	depressed	earnings	based	on	a	5-year	or	10-year	history,	depending	on	the	company	you	are	looking	at.	Just	by	entering	one	ticker,	you	can	immediately	get	all	that	information	on	your	favorite	stock	which	will	save	you	hours	in
your	analysis.	Here	is	how	I	calculated	the	future	EPS.	It	has	several	disadvantages.The	formula	only	uses	EPS	to	value	a	company,	and	does	not	capture	the	effect	of	non-operating	liabilities.	.Dividing	the	intrinsic	value	by	the	current	stock	price	gives	a	number	that	is	often	used	to	screen	stocks.	The	fair	value	will	lie	inside	that	range	somewhere.	My
adjusted	version	of	no	growth	PE	of	7	and	1xg	compared	to	the	original	version	of	8.5	and	2xg.	If	you	feel	the	ranges	are	incorrect,	try	changing	some	things	yourself.	Summing	Up	Ben	Graham	offered	a	very	simple	formula	to	calculate	the	intrinsic	value	of	a	growth	stock.	g	is	growth	rate	of	the	expected	earnings.	At	the	time	around	1962	when
Graham	was	publicizing	his	works,	the	risk-free	interest	rate	was	4.4%	but	to	adjust	to	the	present,	we	divide	this	number	by	today’s	AA	corporate	bond	rate,	represented	by	Y	in	the	formula	above.	Go	now	and	see	for	yourself	why	people	rave	about	the	spreadsheets.	Consider	the	Graham	Formula	to	be	the	upper	end	of	the	valuation	range.	Thus,
Graham’s	valuation	formula	comes	out	to	$62.86	with	a	zero	margin	of	safety.	High-growth	companies	didn’t	achieve	30,	40,	or	100%	growth	like	some	do	today.	For	the	actual	growth	rate,	if	convenience	is	important,	you	could	just	use	the	analyst	5yr	predictions	from	Old	School	Value,	Yahoo,	or	other	sites,	but	for	most	value	stocks	that	I	search	for,
predictability	is	important	so	a	regression	of	the	historical	EPS	to	project	the	following	year	is	a	method	I	like	to	use.	Aqua	colored	cells	are	formulas	so	do	not	overwrite.	You’ll	see	why	in	the	examples	below.	Another	variation	of	the	formula	will	use	the	projected	EPS	but	unless	it	is	a	pure	growth	stock	with	exponential	growth-like	characteristics,
the	stock	value	will	become	absurdly	high.	Instead,	I’ve	applied	Benjamin	Graham’s	formula	to	a	free	Graham	Formula	spreadsheet	that	will	allow	you	to	quickly	calculate	the	intrinsic	value	of	a	company	the	Benjamin	Graham	way.	The	actual	forward-looking	growth	is	much	lower	at	8.6%.	The	formula	is	essentially	the	same	except	the	number	4.4	is
what	Graham	determined	to	be	his	minimum	required	rate	of	return.	Follow	the	instructions	in	the	spreadsheet	to	use	it	properly.	Hence	the	second	business	has	more	cash.	Back	when	Graham	wrote	the	book,	he	was	using	a	20	yr	AAA	corp	bond	rate	of	4.4%.	Instead,	a	normalized	EPS	calculated	from	a	10-year	history	is	sometimes	used.Often,	major
changes	in	the	business	landscape	cause	risks	that	need	to	be	interpreted	with	human	judgement.	The	8.5	multiplier	is	what	Graham	determined	to	be	the	fair	PE	ratio	for	a	company	with	no	growth	(with	an	earnings	yield	of	100/8.5%	=	11.76%).	He	advised	that	the	formula	should	only	be	used	for	financially	strong	companies,	with	above-par	debt
positions.
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