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How To Calculate Intrinsic Value  
In this crazy world where no price is too high, it is time to talk about intrinsic value.  

Knowing what the intrinsic value is of something you are thinking of investing in, is key to 
differentiate risky investments or bets, from investments that will lead you to your 
financial goals with the highest degree of certainty.  

For me, the goal of investing is to reach my financial goals for sure. For example, if there 
is a 10% chance, I don't hit my retirement goal, that is not acceptable. 10% chance of 
disaster is gambling, not investing. Others might be getting richer faster on whatever 
investments that go up fast, but they might also lose everything when the tide turns. Once 
you lose big, the power of compounding is gone and you have to start over. You can kiss 
your financial goals goodbye. 

Value investing is about finding investments with the lowest possible risk, and when there 
is low risk, the only thing left is reward. Compound reward over a long period of time, and 
you are sure to do well - as would Buffett say: "getting rich slowly" but surely, I would add. 

To find investments that will lead you to your financial goals no matter what happens in 
the next decade, the key is to know how to estimate the intrinsic value of an asset, 
compare the intrinsic value to the price and see if it leads you closer to your long-term 
goals. 
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What is intrinsic value? 
Buffett defines intrinsic value in the following way: 

 
In short: " Discounted present value of future cash". 

Of course, nobody is all knowing about the future. My crystal ball broke last month when 
my kid was playing with it. However, the key word above is cash. 

The value of an investment, whatever investment, is represented by present value of the 
cash it will deliver to you in the future, or could potentially deliver, discounted at a proper 
discount rate. 

The intrinsic value formula looks like this: 

 
Figure 1 - Intrinsic value formula 

We sum the present value of the future values and get to the intrinsic value. Looks 
relatively easy but here comes the fun part: 

- we need to know the future, or at least estimate 

- we need to use a proper discount rate 
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Let's start with estimating future cash flows. 

Estimating future cash flows 
It's easy with bonds, you know when the coupons are coming and when you'll get your 
money back at the moment the bond matures. 

 
Figure 2 - cash flows related to bond 

With stocks things get a bit more complicated, even if it can be complicated with bonds 
too, if the issuer enters into financial problems. 

Complications related to stocks include dividends, growth, cycles, market panics, 
exuberant moments, business issues and many other things that constantly flood 
headlines. In such a crazy environment it is key to put the effort in to find the intrinsic 
value in order to eliminate the noise surrounding investments. If you can do that, you are 
already ahead of most people. 

The easiest way is to look at dividends and to apply a terminal value to a stock in let's say 
10 years when you can sell it. You don't need to sell it, but it is a good exercise to think 
about selling for the intrinsic value calculation, to get all the possible cash out. 10 years 
is usually enough for a market cycle or two. To make things easier, I have created the 
following template. 
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Intrinsic Value Calculation Template 
The intrinsic value calculation template can be downloaded on my Value Investing 
Course (free). Download it and follow the steps for easier apprehension. 

 
Figure 3 Intrinsic value template by Sven Carlin 

The intrinsic value template has the following moving factors: 

• Scenarios 1, 2, 3 

• Value creation (cash) 

• Growth rate 

• Discount rate 

• Terminal value 

• Value to me (dividends) 

• Comparison 

Let's discuss them one by one and then you will be able to calculate the intrinsic value 
for your opportunities. I'll use Apple as an example for the description so we can 
immediately apply things. 

Inputs: 

VALUE CREATION (cash) + GROWTH 

The input can be in per share values when you compare the intrinsic value to the share 
price or in absolute values when you compare to the market capitalization. For example, 
in the case of Apple, you can use $93 billion in net income to compare to the market 
capitalization, or you can use per share values of $6.61. Given that Apple makes a lot of 
buybacks, it is better to use the per share value. (buybacks lower the amount of shares 
outstanding, and thus even with flat net income, net income per share grows) 

When it comes to what to use as the input, let me simplyfy things. At the end, whatever 
you use, the intrinsic value should be the same because the input should represent the 
best description of how the company can deliver value to you as a shareholder.  

https://sven-carlin-research-platform.teachable.com/courses/494365/lectures/53594258
https://sven-carlin-research-platform.teachable.com/courses/494365/lectures/53594258
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The best factor is the owner's earnings which are defined at the cash flows that can be 
distributed to owners after the business has paid all the expenses and capital 
expenditures for investments.  

As all businesses are different, one has to think of how much value the business has 
created in that year for a shareholder. The best measurement is to check the change in 
book value plus the dividend. But then again, all businesses are different and things have 
to be adjusted related to the business. 

With Apple, the net income for fiscal year 2024 was $93.7 billion. When cash flows from 
operations are calculated, the accounting adds another $11.6 billion that went for stock 
based compensation and we get to cash from operations of $118.2 billion. Deducting 
capital expenditure of $9.4 billion gives us $108.8 billion in what could be called owner's 
earnings.  

However, from a value perspective, the stock based compensation of $11.6 billion is also 
a cost, Apple does buybacks to cover for those issued stocks, and therefore I would also 
deduct that from the value creation. Thus, the value created is then  $96.6 billion. 

The $96.6 billion is close to net income, which is a good representation of Apple's value 
creation per year, and therefore using net income for Apple is not a bad idea. The fact that 
it is lower also adds to being conservative when it comes to estimations.  

 
Apple's cash flow statement - 2024 

I divided the net income of $93.7 billion with the number of shares outstanding of 15.4 
billion and I got to $6.08 per share. We can then put the $6.08 earnings per share into our 
template. 
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Now that we have the current value creation input, the next big question is the growth 
going forward. How much will Apple's value creation for owners grow in the next decade? 

To answer that question we need to go into the analysis of the business - which is the core 
of investing. At the end, an investor owns a business and gets rewarded from business 
ownership. I have separated the growth estimation in two parts, the first 5 years that can 
be estimated closer to the current growth rates, and the next 5 years that have to be in 
line with possible average growth rates for a sector. Of course, it is impossible to precisely 
estimate the future of any business, but we can vaguely estimate things and that is why a 
good mental exercise is to have 3 scenarios. 

SCENARIOS 

Thinking in scenarios covers the essence of value investing; thinking of risk first. The first 
scenario shown below is a normal case scenario, then we have an exuberant or best case 
scenario and a third margin of safety scenario. 

The third scenario makes value investing easy, if in the worst case scenario you still do 
well with an investment, it is then an investment that provides a margin of safety as no 
mattter what happens, you should have a positive return. If you can find that, and that is 
not something one can find easily, then you have a value investing opportunity.  

Most people focus on the best case scenario and dream about the rewards, but often 
forget about the risks.  
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The bottom arrow shows where you can put in probabilities and then it sums up the 
individual values per scenario for an intrinsic value. 

The better you know a business, the easier it will be to allocate probabilities to the 
scenarios and when it comes to inputs,  an important thing to mention is that people fear 
making  a mistake because it's bee taught at school that we always have to be precise. 
Let me again quote Buffett on this one: 

Warren Buffett: “It is better to be approximately right than precisely wrong.”  

When it comes to estimating future outcomes, I am 100% sure I will be wrong, but my 
goal is to be vaguely right. Overtime, the model can be adjusted to new information . If it 
is too hard to find the right estimate, or to difficult to be vaguely right, simply put the 
investment opportunity onto the too hard pile and find investments that offer more 
certainty. 

Now that we know how to estimate the value creation input and the growth rate, we can 
calculate the present value of future potential cash flows for which we also need a 
discount rate.  

I will first discuss all the factors and then apply those step by step for Apple as an 
example. 
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PRESENT VALUE CALCULATION AND DISCOUNT RATE 

The earnings per share for the value creation and the growth rate allow us to caluclate the 
present value of the future cash flows. To calculate the present value of a future cash 
flow, we need the present value formula and a discount rate. 

 
The above formula has already been implemented in the intrinsic value template. It 
calculates the present values of the cash flows you can expect over the next 10 years 
from an investment.   

 

 
When it comes to the value created, it is important not to count things twice. Apple's 
earnings per share are $6.08 and if there is growth of 8%, next year the EPS is $6.57. Apply 
a 10% discount rate to the $6.57 and you will get $5,97. That is the present value of the 
value to shareholders Apple will likely create next year, however, it is not the value you 
will get as shareholder. Only the dividend cash payment is what gets to your account, and 



Value Investing Lifelong Education by Sven Carlin 

 9 

that is why I have put a dividend payout ratio into the intrinsic value template. Apple pays 
out 16% of net income for dividend and the rest is spent on buybacks. Buybacks are also 
an example of shareholder yield, but those buybacks increase growth in earnings per 
share going forward, so if we account for that already in the growth estimates, it can't be 
calculated again in the present value segment. Always remember, intrinsic value is the 
CASH you are going to get from an investment. To calculate the present value of that cash, 
we need a discount rate. 

DISCOUNT RATE 

When it comes to the discount rate to be used, you can complicate your life or keep it 
simple, it is up to you.  

Academia discusses the discount rate as the risk free 10-year rate on the US Treasury. 
Sometimes they like to use the WACC rate (weighted average cost of capital). Further, if 
the risk is higher, some say a higher discount rate should be applied and vice versa. In my 
opinion, all those academic discount methods only bring complications that make those 
people look smart while allowing them to charge high fees for supposedly educating 
people about those same complications. By trying to solve those complications, you can 
get a Ph.D., but it doesn't help much when it comes to investing.  

I prefer Buffett's way, even though Warren and Charlie Munger never clearly stated what 
discount rate they use (Buffett calls it: "a proper discount rate"), from all the info I 
gathered through the dozens of Berkshire conference calls I listened to, I believe they are 
using a discount rate between 8 and 10%. Perhaps 8% is now Berkshire's target goal due 
to its size.  

Thus, by using a fixed discount rate of 10%, or 8%, whatever you prefer, you solve all the 
problems related to estimating the 'proper' discount rate and all that is left is an easy way 
to compare your investment opportunities. Also, I believe a 10% return is the minimum 
return requirement for value investors. If there is nothing that offers 10%, you simply do 
nothing...  

A 10% discount rate allows you to compare investing opportunities and also gives you a 
minimum return level to aspire to. As I am writing this in January 2025, Warren Buffett has 
$325 billion of cash yielding around 4% from US 3-month Treasurieas. When he finds 
somewhere to invest the billions for an 8% yield or higher with low risk, he'll deploy them, 
until then, 4% with no risk is ok. 

Now that we have the discount rate, the dividend payout ratio, we still need one factor to 
calculate the intrinsic value for Apple: the terminal value. 
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THE TERMINAL VALUE & TERMINAL MULTIPLE 

To simplify things, given that our goal is to be vaguely right, not precisely wrong, I have 
added a terminal value to the intrinsic value template that shows what would one get if 
the stock owned would be sold in 10 years. 

To get to a terminal value, we have earnings growth that gives us the earnings in year 10, 
or better to say year 9, because only when year 10 ends, we'll have the respective 
earnings for that year. (whatever year you are reading this from, it is likely only the previous 
year earnings are available now, which is what is used for PE ratios) 

 
The terminal value is an estimation of the cash you get in the last year of the assumed 
ownership. To get to the sale cash received, I multiply the previous year earnings with an 
estimated terminal multiple - i.e. future price to earnings ratio. 

Of course, it is impossible to predict what the PE ratio will be 10 years down the road, but 
as this is value investing, the simple way is to be conservative or prudent with the 
estimation. 

The PE ratio of the S&P 500 has historically been between 7 and 30 adjusting for outliers 
with the average being 15. 

 
S&P 500 PE ratio - Source: Multpl 

A prudent value investor would go for a terminal multiple or PE ratio of 10 which would 
lead to a very low present value but that would keep investing risks at minimum. Perhaps 
the fair thing to do is to put a low terminal value in the margin of safety or worst-case 
scenario, a bit more exuberant one in the best case scenario and a fair, historical average 
for the normal/base case scenario. 

https://www.multpl.com/s-p-500-pe-ratio
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To give another example, Berkshire's PE ratio has historically been between 10 and 20. 
Here is where the scenarios come in handy and give an additional contribution to our 
investing decision making. A low terminal multiple tells the risk or perhaps where would 
be a margin of safety, a high terminal multiple indicates the potential reward in an 
exuberant environment while the base case and average multiple gives an indication of 
the most likely long-term outcome. Over a period of a decade, it is very likely a business 
will be seen by the market in all 3 scenarios: booming, panicking and average.  

Another example, in 2016 when I first properly analyzed Apple the PE ratio was just 10 on 
slow expected growth going forward. Now, Apple's PE ratio is close to 40 on huge growth 
expected.  

Now that we have it all, let's calculate the intrinsic value of Apple. 
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Intrinsic Value Calculation - Apple 
We have the following inputs to consider for an intrinsic valuation of Apple stock: 

• Value creation : EPS (earnings per share) 
• Dividend payout - percentage of EPS paid as dividend 
• Growth 1st to 5th year and 5th to 10th year per scenario 
• Terminal multiple per scenario (PE ratio after 10 years) 
• Probabilities per scenario 

For Apple I have made the following estimations (time of writing: 16 January 2025): 

• EPS: $6.08 
• Dividend payout: 16% 
• Growth in first 5 years: 5%, 7%, 2% - last 5 years: 5%, 7%, 2% 
• Terminal multiple per scenario: normal: 20, best 30, worst: 10 
• Probabilities: normal 40%, best 30%, worst 30% 

 

 
Call me crazy, but my opinion for the intrinsic value for Apple comes out to $85.4, which 
is a lot number compared to the stock price of $230. 

And that is a great comparison of what value investing is about compared to the current 
world we live in. Until Apple hits a stock price level for a good return, I'm not interested. 
Yes, maybe it will grow earnings 15% in the next 5 years, maybe not, but again, value 
investing is about limiting the 'maybe' factor to the smallest possible impact. 
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