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Capital Asset Pricing
Model Excel

Understanding
the Capital
Asset Pricing
Model Excel
Implementation

The  Capita l  Asset
Pricing  Model,  widely
known as  CAPM,  is  a
cornerstone of modern
financial  theory.  It
provides  a  framework
for  calculating  the
expected return on an
investment  based  on
its  systematic  risk.
When  you  combine
this  powerful  financial
m o d e l  w i t h  t h e
flexibility  of  Microsoft
Excel,  you  gain  the
ab i l i ty  to  qu ick ly

assess  the  cost  of
equ i ty ,  eva lua te
portfolio  performance,
and  make  informed
investment  decisions.
This  article  explores
the  concept  of  the
Capital  Asset  Pricing
M o d e l  E x c e l
i m p l e m e n t a t i o n ,
guiding  you  through
i t s  p r a c t i c a l
application,  step-by-
step calculations,  and
tips for building robust
financial models.

Whether  you  are  a
finance  student,  a
portfolio manager, or a
business  analyst ,
mastering  the  Capital
Asset  Pricing  Model
Excel  approach  will
e n h a n c e  y o u r



analytical  toolkit.  By
the end of this article,
you  will  understand
how to compute beta,
estimate  the  cost  of
equity,  and  interpret
results  using  Excel’s
built-in  functions.

What Is the
Capital Asset
Pricing Model?

The  Capita l  Asset
P r i c i n g  M o d e l
d e s c r i b e s  t h e
relationship  between
the expected return of
a n  a s s e t  a n d  i t s
s y s t e m a t i c  r i s k
measured  by  beta.
The  model  assumes
that  investors  are
rational,  markets  are
efficient,  and  that
diversifiable  risk  can
be eliminated through
p o r t f o l i o
diversification.  The
only risk that matters

for  pricing  assets  is
the  non-diversifiable
or  market  risk.

The CAPM formula is:

Expected  Return  =
Risk-Free  Rate  +
Beta × (Market Risk
Premium)

Where:

Risk-Free Rate
(Rf): The return
on a risk-free
investment,
typically derived
from
government
bonds (e.g., US
Treasury bills).
Beta (β): A
measure of the
asset’s volatility
relative to the
overall market.
A beta of 1
implies the asset
moves with the
market; greater
than 1 indicates
higher volatility.
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Market Risk
Premium
(MRP): The
additional return
expected from
investing in the
market over the
risk-free rate,
calculated as
(Expected
Market Return –
Risk-Free Rate).

Us ing  th is  model ,
investors can estimate
whether  an  asset  is
fairly valued given its
leve l  o f  r i sk .  The
Capital  Asset  Pricing
M o d e l  E x c e l
sp readshee t  i s  a
p r a c t i c a l  t o o l  t o
p e r f o r m  t h e s e
c a l c u l a t i o n s
dynamically.

Why Use Excel
for CAPM

Calculations?

E x c e l  i s  w i d e l y
available,  powerful,
and  flexible.  By
bui lding  a  Capital
Asset  Pricing  Model
Excel  template,  you
can:

Automate beta
calculations
using historical
price data.
Update risk-free
rates and
market returns
with simple
inputs.
Visualize the
security market
line (SML).
Perform
sensitivity
analyses and
scenario testing.
Easily replicate
the model for
multiple stocks
or portfolios.

Excel’s  statistical



functions  like  SLOPE,
VAR,  COVAR,  and
AVERAGE  make  i t
straightforward  to
compute  beta  and
o t h e r  n e c e s s a r y
var iab les .  Wi th  a
c lean ly  des igned
spreadsheet,  you  can
transform  raw  price
data  into  actionable
investment  insights.

Key
Components in
a Capital Asset
Pricing Model
Excel Model

Bui ld ing  a  robust
CAPM  model  requires
accurate  inputs.  Here
are the core elements
you  need  to  gather
and  organize  in  your
Excel workbook.

Historical Price
Data

You will need historical
closing prices for both
the  stock  (or  asset)
and  a  benchmark
market  index  (e.g.,
S&P  500).  Download
da i l y ,  week ly ,  o r
monthly  data  from
financial  databases.
Ensure the time period
matches your analysis
horizon—commonly
three  to  five  years  of
m o n t h l y  d a t a  i s
recommended.

Calculating
Returns

Convert  prices  into
periodic  returns using
the formula: (Price_t –
Price_t-1)  /  Price_t-1.
Alternatively,  use  the
natural  logarithm:
LN(Price_t  /  Price_t-1)
fo r  con t inuous ly
compounded  returns,
which  is  common  in
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financial  models.  In
Excel,  you can create
a simple  formula  and
drag it down.

Beta
Computation

Beta  is  the  slope  of
the  regression  line
between  the  stock’s
r e t u r n s  a n d  t h e
market’s  returns.  In
Excel, you can use the
S L O P E  f u n c t i o n :
=SLOPE(stock_retur
n s _ r a n g e ,
market_returns_ran
ge). Alternatively, use
t h e  f o r m u l a :  β  =
C o v a r i a n c e ( S t o c k
R e t u r n s ,  M a r k e t
R e t u r n s )  /
V a r i a n c e ( M a r k e t
Returns).  You  can
compute  covariance
w i t h  C O V A R . P  o r
C O V A R . S ,  a n d
variance with VAR.P or
VAR.S.

Many  investment

professionals  prefer
u s i n g  t h e  S L O P E
function  because  it
directly  provides  the
regression  coefficient.
Whichever  method
you  use,  ensure  you
h a v e  c o n s i s t e n t
data—matching  dates
a n d  s a m e  r e t u r n
period.

Risk-Free Rate

The  r isk-free  rate
should  correspond  to
the same maturity as
your  analysis  period.
F o r  a  l o n g - t e r m
investment,  use  the
10-year  US  Treasury
yield. Input the current
rate  as  a  percentage
in  a  dedicated  cell.
You can link it to a live
data feed or manually
update it.

Market Risk
Premium

T h e  m a r k e t  r i s k



p r e m i u m  c a n  b e
estimated  historically
(e.g.,  average  annual
excess  return  of  the
market  over  risk-free
rate)  or  derived  from
f o r w a r d - l o o k i n g
estimates.  A  common
figure is  around 5% to
8%.  In  your  Capital
Asset  Pricing  Model
Excel  spreadsheet,
k e e p  t h i s  a s  a n
a d j u s t a b l e
assumption.

Step-by-Step
Guide to
Building a
CAPM Model
in Excel

Below  is  a  practical
guide  to  creating  a
functional  Capital
Asset  Pricing  Model
Exce l  sheet  f rom
scratch.  We  will  use
hypothetical  monthly

data for a stock called
“XYZ”  and  the  S&P
500 index.

Step 1: Set Up
Your Worksheet

Create three columns:
Date, Stock Price, and
Market  Index  Price.
Input  historical  data
for at least 36 months.
Ensure  the  dates  are
aligned.

Step 2: Calculate
Period Returns

Add two new columns:
Stock  Returns  and
Market  Returns.  For
each period, calculate
t h e  p e r c e n t a g e
change.  In  cel l  D3
(assuming  header  in
r o w  1  a n d  d a t a
starting row 2),  enter
= (C3-C2)/C2 for stock
returns.  Copy  down.
D o  t h e  s a m e  f o r
market  returns.
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For  cont inuous ly
compounded  returns,
use =LN(C3/C2).  Both
m e t h o d s  a r e
accep tab le ;  j u s t
remain  consistent.

Step 3: Compute
Beta

In a separate cell, use
the  SLOPE  function:
=SLOPE(Stock_Retu
r n s _ R a n g e ,
Market_Returns_Ran
ge).  For  example,  if
stock  returns  are  in
D2:D37  and  market
returns  in  E2:E37,
enter =SLOPE(D2:D37,
E2:E37).  This  gives
you  the  stock’s  beta.

Step 4:
Determine the
Risk-Free Rate

Enter the current risk-
free  rate  (e.g.,  4.5%)
in a cell, say A1. Label
it clearly.

Step 5: Estimate
the Market Risk
Premium

Enter  the  expected
market  risk  premium
(e.g.,  6%)  in  another
cell,  say B1.  You can
also  compute  it  as
(Average  market
return – Risk-free rate)
using  historical  data,
but  be  cautious  with
b a c k w a r d - l o o k i n g
estimates.

Step 6: Calculate
Expected Return
(Cost of Equity)

Now  apply  the  CAPM
formula. In a new cell,
write:  =Rf + Beta *
MRP.  For  instance,
=A1 + (beta_cell)*B1.
Format the result as a
percentage.

Your  Capital  Asset
Pricing  Model  Excel
sheet  now  produces
the cost of  equity for



the  stock.  You  can
adjust  assumptions
a n d  s e e  h o w  t h e
r e q u i r e d  r e t u r n
changes.

Advanced
Features in
Your CAPM
Excel Model

Once  you  have  the
basic  model,  you can
e n h a n c e  i t  w i t h
additional  functions
and  analysis.

Calculating Beta
Using Regression

Excel’s  Data  Analysis
Toolpak  can  run  a
linear  regression  to
provide  beta  along
w i t h  R - s q u a r e d ,
standard error, and p-
values. Go to Data >
Data  Analysis  >
Regression,  select
stock returns as the Y

input  and  market
returns as the X input.
The  coefficient  for  the
market  variable  is
beta.  This  method  is
m o r e  r o b u s t  a n d
provides  statistical
diagnostics.

Visualizing the
Security Market
Line (SML)

Create  a  scatter  plot
with beta on the x-axis
and  expected  return
on the y-axis. Plot the
marke t  po r t fo l i o
(beta=1,  expected
return = Rf+MRP) and
the  risk-free  asset
(beta=0, return = Rf).
Add the stock’s point.
This  v isual  shows
whether the stock lies
above  (undervalued)
or  below (overvalued)
the SML.

Adjusting for
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Levered vs.
Unlevered Beta

If you are analyzing a
company  with  debt,
y o u  m a y  n e e d  t o
“unlever”  beta  to
reflect  business  risk
only.  The  formula:
Unlevered  Beta  =
Levered Beta / (1 + (1
–  T a x  R a t e )  ×
(Debt/Equity)).  Then
relever it for the target
capital  structure.
I n c l u d e  t h e s e
calculations  in  your
Capital  Asset  Pricing
Model  Excel  template
to make it adaptable.

Automating Data
Refresh with
Power Query

Use  Excel’s  Power
Query  to  import  live
stock  pr ices  f rom
Yahoo  F inance  or
other  sources.  This
automates  the  data
retr ieval  process,

making  your  model
dynamic  and  always
up  to  date.

Common
Pitfalls When
Using CAPM in
Excel

Even  with  a  perfect
Capital  Asset  Pricing
Model Excel setup, you
must  be  aware  o f
l i m i t a t i o n s  a n d
potential  errors:

Look-Ahead
Bias: Using
future data to
compute
historical beta.
Always use data
from the period
prior to your
valuation date.
Choice of
Market Index:
Beta is sensitive
to the selected
benchmark. For



a domestic
stock, use a
broad market
index like the
S&P 500; for
international
stocks, consider
a global index.
Time Period
Sensitivity:
Beta computed
over five years
will differ from
beta computed
over two years.
Use a consistent
period relevant
to your
investment
horizon.
Risk-Free Rate
Mismatch: Do
not match a
short-term risk-
free rate with a
long-term
investment. Use
a 10-year
Treasury yield
for cost of equity
estimation.
Dividends: The

CAPM formula
shown does not
incorporate
dividends. For
dividend-paying
stocks, the
expected return
includes
dividend yield.
Adjust by adding
the dividend
yield to the
CAPM result or
include
dividends in the
return
calculation.

Real-World
Applications of
Capital Asset
Pricing Model
Excel

Financial  analysts use
CAPM extensively for:

Cost of Equity
Calculation: A
key input in the
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Weighted
Average Cost of
Capital (WACC)
for firm
valuation.
Portfolio
Performance
Evaluation:
Compare
expected return
against actual
return to assess
alpha.
Capital
Budgeting:
Determine the
required return
for projects with
similar
systematic risk.
Security
Pricing: Identify
overvalued or
undervalued
stocks by
comparing
CAPM-derived
expected return
with market
price-implied
return.

Bu i ld ing  a  robust
Capital  Asset  Pricing
Model  Excel  template
can  save  hours  of
manual  calculation
and allow you to  run
multiple  scenarios
quickly.

Conclusion

The  Capita l  Asset
Pr ic ing  Model  is  a
fundamental  tool  for
e s t i m a t i n g  t h e
expected return on an
asset  based  on  its
systematic  risk.  By
implementing CAPM in
E x c e l ,  y o u  c a n
efficiently  compute
beta,  cost  of  equity,
a n d  p e r f o r m
sensitivity  analysis.
This article provided a
step-by-step  guide  to
bui lding  your  own
Capital  Asset  Pricing
Model Excel workbook,
from data collection to
advanced features like



r e g r e s s i o n  a n d
v i s u a l i z a t i o n .
Remember  that  while
CAPM  offers  valuable
insights,  it  relies  on
assumptions that may
not always hold in real
markets.  Use  your
m o d e l  a s  o n e  o f
several inputs in your

investment  decision-
making  process.  With
practice,  you  will  find
the  Capi ta l  Asset
Pricing  Model  Excel
a p p r o a c h  a n
indispensable  part  of
your  financial  analysis
toolkit.


