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Overview
In every Riskalyze portfolio, we calculate a Six Month Probability Range. Each portfolio has a 95% mathematical
probability of ending up within that range six months from today. We cannot predict where a portfolio might
end up inside of the range, and there is a 5% probability it will end up outside of the range.

The underlying market assumptions for calculating the Six Month
Probability Range is an important factor in this equation. Our technology
is model-agnostic, but we needed to develop a solid and stable one that
advisors could reliably use with clients.

The results speak for themselves — for the $2 billion in portfolios built
on this data model in 2012, we were far above 95%. Less than 1.6% of
portfolios broke below projected risk, despite the serious volatility in May

2012, or the high number of AAPL-heavy portfolios that dropped in value in the fall of 2012.

All investments are calculated using the actual past performance of their
returns, standard deviation, and correlations.

Regardless of which return mode is used, Riskalyze uses volatility and
correlation statistics to calculate the width of the  Six Month  Probability
Range and corresponding Risk Number. 

The standard deviation and correlation matrix gives Riskalyze the statistics
needed to calculate the distance between the downside and upside returns
in the  6 month  range. With these modes and advanced tools, advisors can
control whether the mean of the  6 month  range is calculated based on
market assumptions (“outlook”) or strictly historical average returns.

Speci�c to standard deviation, when securities newer than 1/1/2008 are presented, Riskalyze assists advisors in
making apples-to-apples comparisons between younger and older securities by use of  Extrapolation
(http://kb.riskalyze.com/article/155-extrapolation). Thus, Extrapolation mitigates a younger fund appearing out
of harm's way when it's stacked next to a seasoned, veteran investment.

Return Modes
Advisors utilize two modes:

Average Returns — each portfolio will use the average annual returns for each security. For an in-depth
analysis, see our Average Return Methodology guide (http://kb.riskalyze.com/article/251-average-return-
methodology).

Advanced Risk Modeling (ARM) calculates the six month range based on historical data in conjunction with
capital market assumptions. When enabled, each security is �ltered into one of four return modes and
modeled accordingly. Learn how we calculate the four approaches for Advanced Risk Modeling
(http://kb.riskalyze.com/article/252-advanced-risk-modeling-modes).

Both modes have proven track records. Advisors have greater �exibility through greater analytics to address
client concerns such as, "how will my portfolio fair over the long term?" alongside "what would happen to me if
interest rates went up—or down?"

http://kb.riskalyze.com/article/155-extrapolation
http://kb.riskalyze.com/article/251-average-return-methodology
http://kb.riskalyze.com/article/252-advanced-risk-modeling-modes


Toggling Advanced Risk Modeling
To enable ARM, navigate to MENU -> Settings -> Account Details-> Risk Model and toggle it on:

After toggling ARM on, you can select a default Market Assumption by clicking the  SET DEFAULT MARKET
ASSUMPTIONS dropdown:

After choosing a new default, you will need to specify whether it should be applied to ALL of your portfolios
(including all existing client portfolios and model portfolios), or only to new portfolios that you create:



Disabling Advanced Risk Modeling

To disable ARM, navigate to  MENU -> Settings -> Account Details -> Risk Model and use the toggle switch to turn
it o�.

Note: Upon disabling ARM, all existing portfolios will be set to the Average Return risk model. Also, any new
portfolios you create will use the Average Return model by default.

Changing Market Assumptions at the Portfolio Level
When ARM is enabled, you can selectively override your default Market Assumptions by choosing a di�erent
Market Assumption on the portfolio page. After opening the portfolio, click the MARKET
ASSUMPTIONS dropdown (in the upper right) to select a di�erent model:
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The portfolio's Six Month Probability Range and Risk Number will now update to re�ect the newly selected
Market Assumptions.

  Still need help? Contact Us (#contactModal)
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