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Introduction 

 

This document provides a ‘quick start’ guide to using Monte Carlo portfolio analysis 

tools for analyzing your portfolio and understanding whether your risk / return 

characteristics and savings rates are consistent with a future desired income.  Many 

people have heard of Monte Carlo and may have read articles in which Monte Carlo 

simulation was used.  This intro document, along with the Quantext Portfolio Planner, 

Quantext’s Monte Carlo portfolio planner, will allow you to check out Monte Carlo for 

yourself.   

 

While we have written a guide, Personal Portfolio Management, that explains all about 

Monte Carlo for portfolio management, this short paper will simply walk you through 

basic applications.  There are many important concepts that are not explained here, but 

the basic run through will provide the basics.  Many articles and papers about Quantext’s 

Monte Carlo tools are available at www.quantext.com under the menu item Articles.   

 

Quantext’s Monte Carlo tools are called Quantext Portfolio Planner (QPP) and Quantext 

Retirement Planner (QRP), the latter allowing more freedom to hand-adjust basic 

parameters.  If you think that you may want to calculate your own volatilities and Betas 

for individual stocks and funds, QRP is for you.  Quantext strongly recommends starting 

with QPP which generates parameters automatically and with which QPP has been tested  

in a wide range of market conditions and portfolio strategies.  QPP has the same core 

analytics as QRP, and essentially the same retirement planning features. 

 

The goal of this paper is to allow any person to test the power of Quantext Portfolio 

Planner and see how it works in about an hour.  So let’s go. 

 

Step 1: Open up Quantext Portfolio Planner v4.0.xls 

·  You must have MS EXCEL on your computer. 

·  You will need to be connected to the Internet for Get Data function to work. 

·  You must allow macros to run if your computer asks you this. 
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·  QPP is organized as a series of pages in EXCEL: 

o To move through, you scroll up or down. 

o The entire report is print formatted, so if you print, it will come out nicely 

formatted. 

o If you have Adobe Acrobat Writer or one of the free variants (such as 

CutePdf), you can print to this and generate nice email-able reports. 

 

 

 

 

 

 

Step 2: Enter personal information on Page 1 

 

Please Note: This portfolio planning software, written in EXCEL, is provided on an AS IS 

basis.  No warranty whatsoever is provided.  This software is copyrighted property of 

Quantext, Inc. and shall not be reproduced wholly or in part without the explicit written 

permission of Quantext, Inc. 
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·  Cells in red are those that the user enters. 

·  Enter all of your information on the left side. 

·  Leave the right side alone—this has reasonable default settings for the market. 

·  The lower box (below “OR”) allows you a more complicated income choice, but 

leave the Target Percentage Draw = 0% for the quick start.  This assumes a 

constant annual draw (with the option to escalate with inflation.) 

·  When you are done, scroll down or hit PgDn. 

 

Step 3: Enter your portfolio components-Page 2 
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·  Enter any stock or fund tickers that you have or would consider owning in the left 

hand column marked Fund or Stock Ticker.  

o You may enter up to 20 stocks, funds, or ETF’s. 

o Enter the symbol “-“ (no quotes) in cells which you want to leave empty. 

(See last cell in the column above.)   

·  Enter a start and end date for the historical data that you wish to use for the 

analysis (on right side of screen above.) 

o Three or four years of data up to the most recent month is a good choice. 

·  Click the Get Data button—you will need to be online to do this. 

·  The program goes on the web and retrieves historical data and calculates 

historical statistics (this can take some time.)  

·  If every row in the Check column says OK, you can move to the next page. 

·  If you encounter an error message, try replacing all of the "-" symbols in the 

sections where you enter tickers with real tickers--use MSFT, for example.  You 
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can allocate these extra tickers to zero.  There seems to be an EXCEL bug that 

makes the program not like these symbols in some versions. 

·  If a ticker results in an error message or ‘short data’ in the column then the ticker 

does not exist or the time period selected is longer than the data history for that 

stock or fund. 

o In the case of a ‘short record’ you can rerun Get Data with a shorter history, 

elect to not include this ticker, or use a different ticker as a proxy. 

·  Once this is complete, the program has run the basic inputs for the Monte Carlo 

simulation. 

·  Standard Deviation, Beta, and R^2 (also called R-squared) are all measures of risk 

for each of the portfolio components.   

·  See www.Investopedia.com for definitions: 

o R^2 :  http://www.investopedia.com/terms/r/r-squared.asp 

o Beta:  http://www.investopedia.com/terms/b/beta.asp 

o Standard Deviation: 

http://www.investopedia.com/terms/s/standarddeviation.asp 
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Step 4: Enter your portfolio allocation  

 

·  Enter the percentage of your portfolio that is in each holding. 

·  Blank values are equivalent to zeros. 

·  Make sure that the Sums to line equals 100%. 

·  The red cells on the right hand side allow you to either add to the projected annual 

return or decrease it due to a poor outlook or loads, advisor fees.  Though, for our 

purposes today, we will leave these settings as they are, here is a brief note on 

this:  periodic fees in mutual funds are automatically accounted for in QPP, 

whereas, to account for loads in mutual funds, you should input a negative 

percentage.  To arrive at a reasonable number, consider how long you typically 

hold a fund;  for example, if there is  5% load on a fund, and you are estimating 

that you will hold it for 5 years, enter -1% for that fund. 
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·  The Monte Carlo engine inside of QPP typically updates automatically.  If this 

does not happen, make sure that you have calculations set to Automatic (in 

Excel.)   If you’re not sure if the engine has run or not, hit F9.  This runs 

calculations manually.  In this case, hit F9 before hitting Get Data.  

·  Portfolio Stats shows the projected portfolio average annual return and standard 

deviation.  Note that this is dependent on the assumed future market conditions 

(gray cells in lower right, which for our Quick Start purposes, we are leaving as 

originally set.) 

·  The Historical Data table shows the performance of this portfolio and of the 

S&P500 over the historical period selected by you. 

·  You can easily vary the portfolio allocations and everything updates instantly.  

(Again, if it does not update automatically, hit F9.) 

 

Step 5: Examine the probabilities of funding retirement – Page 4 
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·  This page examines the probability that you will be able to fund the income 

level that you specified on Page 1. 

·  Given the portfolio simulated above, the table at bottom left of this page 

shows the probability that you will run out of money by a certain age. 

o This person has a 20% chance of running out of money by age 82 

under the current plan. 

o This person also has a 25% chance of having his/her money run out by 

age 105. 

·  You can go back and change any of the inputs and these results will update 

automatically.   
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o Changing age, portfolio size, annual contribution, etc. causes instant 

updates to results.  Changing one variable at a time allows you to 

explore how each variable affects your retirement plan.  What does 

working two extra years do for you? –Two fewer years?   

o If you change the list of stocks or funds or the historical period, you 

must re-run Get Data. 

o If you just change the percentages of the portfolio allocated, you do 

not need to re-run Get Data. 

·  When you are done here, scroll down to the next page. 
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Step 6: When do I become a Millionaire? – Page 5 

 

·  This page shows your projected portfolio values for the Median (50th 

Percentile), the 20th Percentile, and the 80th Percentile in each year. 

·  This person has a 20% chance of becoming a millionaire by Age 50 (in the 

year 2015.)  This is the 80th percentile. 

·  This person also has a 20% chance of only reaching a million-dollar 

portfolio by age 55 --- the 20th percentile. 

·  When you are done here, scroll down to the next page. 
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Step 7: Getting comfortable with short-term risk – Page 6 

 
·  This page allows the user to enter a time horizon (red cell, in terms of number of 

days) and then projects portfolio risk and return over that period in terms of 

percentiles. 

·  This does not account for future contributions. 

·  This portfolio has a 5% chance of losing 9% or more of its value over the next 60 

days, for example. 
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Step 8: Read the Disclaimers and Information Section 

 

 

·  Do not skip the important disclaimers and information about QPP projections. 
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Conclusion 

 

This is the end of the Quick Start Guide to Quantext Portfolio Planner (QPP).  In this 

section of this paper we will summarize the reasons one would want/need a tool such as 

QPP.  For a range of papers on Monte Carlo techniques and portfolio planning, please 

visit our website at www.quantext.com. 

   

The essential value of any Monte Carlo is in showing the real trade offs in portfolio risk 

and return.  A low risk / low return portfolio is, in fact, very risky if you will run out of 

money at age 70!  A high return / high risk portfolio may increase your odds of failing to 

fund retirement, too.  The challenge is in building a portfolio that gives you the best 

likelihood of funding your future income needs, given your current wealth and plans for 

future contributions.  This balance can only be determined using a Monte Carlo approach.   

 

 If you play with QPP for a while, you will start to learn strategic asset allocation.  You 

will see how return and risk are related; see how one can strategically choose 

combinations of equities that help to maintain returns while managing risk.  You will see 

that effective asset allocation means a strategic allocation among a limited set of choices, 

not just buying some of everything.  This will become very clear as you play with various 

portfolio allocations in QPP.  For more guidance on becoming a strategic investor, please 

read Ben Stein and Phil DeMuth’s book entitled Yes, You Can Supercharge Your 

Portfolio; this book introduces various investment strategies, both good and bad, in a 

very readable manner, and then ventures into a lesson on the meat of portfolio theory, 

how to take advantage of the free lunch that is true portfolio diversification.  A little 

preview:  Diversification is not achieved by buying everything, but rather by strategically 

choosing complimentary securities.  Quantext has also archived numerous articles 

discussing this and related topics.   All of this material is available on the Quantext 

website under the menu item Articles.   If you are not familiar with portfolio theory and 

the basic concepts of portfolio allocation, along with the above mentioned book by Stein 

and DeMuth, we suggest the following two articles from Investopedia.com: 
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The Importance of Diversification: 

 http://www.investopedia.com/articles/02/111502.asp 

The Dangers of Over Diversification:       

http://www.investopedia.com/articles/01/051601.asp 

 

 

This Quick Start Guide has covered only the basic features of QPP.  Other tools built in 

to QPP include the Correlation Calculator (helpful for building a truly diversified 

portfolio.)  This feature is fully functional in the trial version.  It is on one of the sheets in 

the QPP software; simply click on its tab along the bottom of the screen.  It contains 

whatever securities you have listed on page 2 of QPP, after you have hit “get data.”  QPP 

also includes the Employee Stock Options Tool.  This tool projects a future value for these 

hard-to-value entities and seamlessly meshes these results into your larger portfolio.  

Should you sell some of your stock options to diversify? –This tool helps you to explore 

the possibilities.  This tool is not available in the trial version of QPP.  Several related 

articles from the Quantext website serve as guides for using this tool.  Another tool is the 

Custom Draw Tool.  (This feature is not included in the trial version either.)  This feature 

allows you to look at different saving/drawing scenarios for your future.  Will you save 

consistently until you start drawing consistently, adjusting only for inflation? –or will you 

have a decade of less intense work in which you might not save, but also not draw from 

your portfolio?   Not many tools are flexible in this sense.   For more information on how 

to use this feature, please see articles from the Quantext website for guides on how to use 

this tool.  (All of Quantext’s articles are on the Quantext website –www.quantext.com- 

under the menu item Articles.) 

 

 

 

 


