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Review & Update

Over the last few weeks, | have been discussing the ongoing consolidation process for the S&P
500 from the March highs. (For a review read: "Oversold Bounce Or Return Of The Bull,"sande
"Return Of The Bull...For Now.")*As the expected rally in stocks, and reversal in bonds, took
shapeeas the S&P 500 was finally able to ratchet a record close at 2399.29.(Read: 10/2016 - "2400
Or Bust")
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"With the market on a short-term 'buy signal,’s<deference should be given to the
probability of a further market advance heading into May. With earnings season in
full swing, there is a very likely probability that stocks can sustain their bullish
bias for now."

Theemarket did do exactly that this past week, and while hitting a new high, as noted above, it was a
"weak" breakout as volume contracted. Myefriend Dana Lyons made an interesting observation this
past week:

ChOTD-5/5/17 A Record ?Close But No Cigar? Streak For The S&P 500 $SPX $SPY
pic.twitter.com/vpwX88]DBB

? Dana Lyons (@JLyonsFundMgmt) May 5, 2017

You will notice that while such events did NOT rule out "new highs" first, such periods often
preceded either mild or intermediate-term corrections. Furthermore, despite the record close
oneFriday, it did little to change the intermediate term backdrop of the markets. Théwarning signal“el
discussed three weeks ago, still remains which is currently keeping a elid on stock prices for now.
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More importantly, we remain very close to triggering the secondary "sell signal,"ealso from
an extremely high level, which would also raise caution levels higher, cut such has not

happened...yet.
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Importantly, both signals are improving over the last week, and, as | wrote last week:

"If the markets can continue to rally next week, and push to new highs, then both
of those signals will reverse. The problem is the reversal from high levels
historically has only been short-lived before a more significant decline took place
as shown in the chart below."
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While much of the price action on Friday was due to continued "dovish Fed-speak" from a raft of
speakers on Friday, it was also the high expectation of a successful French election this coming
weekend. But,eas Kevin Muir noted on Friday:

"Yet, since it was announced that Le Pen and Macron had advanced to the second
round, the market has become convinced Macron will be the next leader of France.
Yeah, | get it, the math definitely seems to indicate that Le Pen will not be able to defeat
Macron. The market is way too cavalier about this weekend?s election. In modern
history, there has never been a French election without one of the two main
parties being in the second round. This is unprecedented. If someone tells you they
know how the French electorate will behave, they are deluding themselves. There is no
doubt Le Pen is at least as a polarizing figure as Trump. It will once again be difficult for
many citizens to admit they plan on voting for her. Therefore the polls might be
underestimating her support.”

Given that backdrop, any upset over the weekend could lead to a rather sharp reversal on Monday.
So, remaining a bit cautious until after the election is likely wise. At current levels, the potential
"reward"” from an upward move next week is far outweighed by the downside risk.e
Therefore, a "reactionary” approach to portfolio management is a better choice in the
current environment. In other words, let the market determine our next course of action rather
than trying to "guess" at what may happen. Throughout history, investors have rarely "guessed"”
well. Despite the push higher this past week, it should be noted that since the beginning of
March internal measures have remained weak.*With the markets very extended above their 200-
dma, a correction is likely over the next month or so. This is particularly the case asevolatility has
dropped to its lowest levels in recent history.
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Furthermore, both the ratio and number of stocks above their respective 50 and 200 day moving

averages has also remained weak.
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Lastly, the market remains very 3-standard deviations above its 3-year moving average.

While the long-term signal currently remains on a "buy," it will not require much weakness

sometime this summer to trigger a long-term "sell.”
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For now, the market remains in a bullish trend which keeps portfolios allocated on the long-
side. Outside of small tweaks and close monitoring, nothing has occurred, yet, which would
warrant more drastic movements within the allocation model. However, we have reached a
point in the market cycle wheresthe"risk" of remaining heavily invested in the market far outweighs
the potential "reward."” As has been the case over the last couple of weeks, caution, nothing
more, is advised for now.

AHCA Solves Little

First, everyone just calm the **** down. The passage of the American Health Care Act by
Congress this past week does nothing immediately. Nobody is going to die. No one will lose
access to health care. The world will not end. All that happens now is the bill moves to the
Senate where it will likely be dead on arrival. Given the bill only passed by 4-votes in the House,
there is a much narrower spread of leadership in the Senate. The bill will likely get tied up in
debates, and even it does somehow miraculously get passed out of the Senate, whatever
changes are made will likely lead to aloss when it returns back to Congress for a final vote.
Then we will get to restart this whole process over again. This also means that tax reform,
repatriation, and infrastructure spending are likely much further down the road than
currently estimated.«One thing, however, is for certain - Obama no longer owns "the failed
healthcare plan."slt now squarely rests on the shoulders of President Trump and the Republican
party. Sinceethe current construction will increase healthcare costs and government debt, the
opposite of why Trump was elected, it will likely cost Republicans control of House and
Senate in the next election.sThe ACHA, or now known as "Trump Care," is roughly 90%
ObamacCare with the taxes stripped out of it. Here are the details as provided by Goldman Sachs
on Friday: COVERAGE

e It would allow young adults to stay on their parents' health plan until age 26.

e The bill would let states opt out of Obamacare's mandate that insurers charge the
same rates on sick and healthy people.

¢ It would also allow states to opt out of Obamacare's requirement that insurers cover 10
essential health benefits, such as maternity care and prescription drug costs.

e The measure would provide states with $100 billion, largely to fund high-risk pools to
provide insurance to the sickest patients.

e The bill also would provide $8 billion over five years to help those with pre-existing
conditions pay for insurance.

e It would let insurers mark-up premiums by 30 percent for those who have a lapse in
insurance coverage of about two months or more.

e The ability to charge older Americans up to five times more than young people. Under
Obamacare, they could only charge up to three times more.

TAX

e The bill would end in 2018 Obamacare's income-based tax credits that help low-income
people buy insurance.

e These would be replaced with age-based tax credits ranging from $2,000 to $4,000 per
year that would be capped at upper-income levels.

e The Republican bill would abolish most Obamacare taxes, including on medical devices,
health insurance premiums, indoor tanning salons, prescription medications and high-cost
employer-provided insurance known as "Cadillac" plans.

e Those taxes paid for Obamacare. Republicans have not said how they would pay for the
parts of the law they want to keep.


http://www.zerohedge.com/news/2017-05-05/goldman-explains-what-repeal-obamacare-really-means

e The bill would also repeal the Obamacare financial penalty for the 2016 tax year for not

purchasing insurance, as well as a surtax on investment income earned by upper-income
Americans.

¢ It would repeal the mandate that larger employers must offer insurance to their

employees.

MEDICAID

e The bill would allow the Medicaid expansion to continue until Jan. 1, 2020. After that

date, expansion would end and Medicaid funding would be capped on a per-person basis.

e State Medicaid plans would no longer have to cover some Obamacare-mandated

The

essential health benefits, fulfilling a Republican promise to return more control to the states

ramifications for the economy are not good. For investors it likely means a much longer

wait for tax reform and the expected boost to corporate profitability. Per Goldman:

"In our view, House passage of the AHCA is likely to further delay the
consideration of tax reform. House passage arguably reduces doubts that
Republicans can assemble a working majority for controversial legislation in the House,
which suggests that complex tax legislation might be achievable as well. However,
since the House cannot act on tax reform using the 'reconciliation’ process until
the Senate has passed (or decides not to pass) its own health legislation, tax
legislation looks unlikely to emerge until September in our view. Given the time it
will likely take to reach an agreement on tax legislation, this suggests that enactment
of tax legislation is unlikely until Q1 2018. While our base case is still that legislation
is more likely than not to pass in 2018, further delays could push consideration of
tax legislation too close to the upcoming midterm election, reducing the
likelihood that tax legislation is enacted in the next two years."

For investors, it is a case of "Waiting On Godot." The only question is just how long will they wait.

Debt Is The Problem

But of course, here is the bigger point. The chart below is the current amount of debt (not including
the $1.1 Trillion continuing resolution last week) and the amount of interest currently being paid on

that debt.
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As the Committee For A Responsible Budget penned on Friday:

"Setting aside the health policy implications of these changes, the fiscal implications
could be significant. If more people purchase health insurance, more will be eligible
for the AHCA?s tax credits. Assuming no change in employer coverage, we estimate
an increase of one million enrollees would cost about $30 billion over a decade, two
million would cost $60 billion, five million would cost $150 billion, and ten million
would cost $300 billion."

Possible 10-Year Cost of Proposed Waiver Authority

$350 Billions of Dollars, 2017-2026

$3008B

$300
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$50 4308

o N
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Source: CRFB estimates based on CBO 2016 baseline data and AHCA score.
Note: estimates are extremely rough and rounded. CRFB.org

"Taken together, that means the amendments would save an additional $5 billion if one
million more people enrolled in insurance each year than CBQO's prior projection. But it
would cost $25 billion if two million more people enrolled, $115 billion if five million more
enrolled, and $265 billion if ten million did. With 6.5 million or more additional
enrollees, the entire legislation would likely increase rather than reduce deficits."


http://www.crfb.org/blogs/how-much-will-revised-health-bill-cost
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Policy 2027 Debt Impact

Cost ($) % of GDP
Change rate structure to 10%, 25%, 35% $1.5 trillion 5%
Repeal individual AMT $0.4 trillion 1%
Repeal most deductions except for mortgages, charitable giving, and retirement -$2.0 trillion 1%
(-$0.5 to -$4.5 trillion)*(-2% to -16%)

Double the standard deduction $1.5 trillion 5%
Repeal estate tax $0.2 trillion 1%
Reduce corporate tax rate to 15% $2.2 trillion 8%
Reduce pass-through business tax rate to 15% $1.5 trillion 5%
Move to territorial system with one-time tax on overseas profits $0** 0%
Repeal the net investment income surtax $0.2 trillion 1%

btotal, Rough Cost of Specific Policles $5.5trillion 20%

(53 to $7 trillion)

Repeal other tax preferences and expand child care benefits 77? 77?
Total Cost 7 7
Debt Impact of a $5.5 Trillion Tax Cut With Interest $6.2 trillion 22%

Source: CRFB calculations based on estimates of similar policies by the Tax Policy Center and the Tax Foundation. Our estimate is very rough,
as the plan lacks some details that could change the score significantly. We did not model this ﬁlan, but com g“e‘j estimates of the component

pieces from various similar estimates, notably the 2016 version of Trump's campaign plan and the House GOP "Better Way." For instance, we
assumed the rate structure of 10/25/35 is intended to be the same size change as the campaign proposal of 12/25/33, but the actual cost

de peglds on the income breakpoints between brackets. Our number could be a significant unﬁgmmtement. Numbers may not add due to
rounding.

*Ran ge represents previous Trump proposal to limit itemized deductions, which would save $500 billion, and an aggressive approach that
would eliminate most tax preferences, including exclusions and credits, would save $4.5 trillion. The base case assumes the elimination of
nearly all individual deductions not related to mortgage interest, charitable giving, or savings.

**Estimate would differ based on details, but these two proposals are likely to largely offset each other.

The significant importance of this was pointed out just recently in "Tax Cuts The Economic Growth
Cure-All?"

"Of course, as noted, rising debt levels is the real impediment to longer-term
increases in economic growth. When 75% of your current Federal Budget goes to
entitlements and debt service, there is little left over for the expansion of the economic

growth."

Debt - The Real Culprit Of Slower Growth & Revenue @) REAL INVESTMENT ADVICE
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"Thestailwinds enjoyed by Reagan are now headwinds for Trump."

The true burden on taxpayers is government spending, because the debt requires future interest
payments out of future taxes.As debt levels, and subsequently deficits, increase, economic
growth is burdened by the diversion of revenue from productive investments into debt
service.sThis is the same problem that many households in America face today. Many families are
struggling to meet the service requirements of the debt they have accumulated over the last couple
of decades with the income that is available to them. They can only increase that income

maraninallv hv takina nn second inhs However the hinnest ahilitv to service the debt at
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While | am

certainly hopeful for meaningful changes in tax reform, deregulation and a move back
towards a middle-right political agenda, from an investment standpoint there are many
economic challenges that are not policy driven.

Demographics

Structural employment shifts
Technological innovations
Globalization
Financializatione

Global debt

These challenges will continue to weigh on economic growth, wages and standards of living into
the foreseeable future. As a result, incremental tax and policy changes will have a more
muted effect on the economy as well. See you next week.

Market & Sector Analysis

Data Analysis Of The Market & Sectors For Traders
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S&P 500 Tear Sheet

The "Tear Sheet" below is a "reference sheet" provide some historical context to markets, sectors,
etc. and looking for deviations from historical extremes. If you have any suggestions or additions
you would like to see, send me an email.

3 Month SPY Price e —
245 % Diff
ltem T1-¥r. YID  YTD/T1-
235 iR
Price Return 14.74% 16.94% 7.23% (57.31%)
Max Drawdown |-15.32% -6.53% -3.62% -44.47%
223 Sharpe 084 289  2.89 0.5
Sortino 1.31  #DIv/o! #Div/o!l  #Div/o!
215 Volatility 11.24 606  5.64 (0.07)
Daily VaR-5% (16.92) 020  (0.15) (L.77)
205 MnthlyVaR-5% | (8.77) 797 13.26  0.66
S&P 500 Fundamental Analysis S&P 500 Market Cap Analysis
2years 1year 1¥r% Syear % From % From 12-M
Item Current . ltem Current % Chg
i i Change Low High Low Ago
Dividend Yield| 1.92% 2.05% 1.90% (B.26%) 2.19% 1.82% (13.36%) 4.09% | Shares |2,489.3 2,763.3 11.03%
P/E Ratio 18.14 1786 19.98 10.65% 41.06 18.78 (51.3%) 6.42% | Sales | 56,206 57,706 2.67%
P/S Ratio 2.74 2.73 344 20.51%  3.38 1.80 1.79% 90.85%| SPS 22.6 20.9 (7.53%)
P/B Ratio 3.32 3.18 3.61 12.05% 3.58 2.32 1.03%  55.93% |Earnings| 7,320 7,527 2.83%
ROE 15.50% 15.21% 15.76% 3.47% 16.07% 15.01% (1.98%) 5.00% |EPSTIM| 3.4 3.6 6.51%
ROA 293% 2.86% 2.94% 2.74% 2.99% 2.83% (1.63%) 4.03% |Dividend| 1.3 14 6.65%

S&P 500 Asset Allocation

1Year TTM  Current
; . DIv. . Forward
Price Weight Earnings Forward o
Return Yield Earnings
Energy 0.02% 6.28% 117 6122 167.78 1132 (63.5%) 34% 2.8% 0.81% 2.24 25.29
Materials 14.10% 2.82% 141 19.68 58.89 1194 (66.6%) 17.4% 2.1% 4.95% 3.87 17.88

Industrials 19.07% 10.16% 1.08 1975 2513 1269 (21.4%) 184% 21% 5.07% 415 18.19
Discretionary |16.34% 12.43% 1.06 21.55 5934 15.81 (63.7%) 22.2% 14% 4.54%  3.55 19.70
Staples 3.98% 9.04% 0.63 2154 2559 15.20 (15.8%) 23.1%  2.6%  4.61%  3.53 20.17
Health Care 8.36% 13.94% 0.97 17.18 3240 1194 (47.0%) 253% 17% 5.75% 522 16.07
Financials 2747% 14.21% 127 1518 22.35 9.54  (321%) 9.1% 1.7% 6.27%  4.30 13.67
Technology 35.02% 22.68% 1.23 2262 7598 1647 [70.2%) 26.0% 1.2% 419% 456 19.37
Telecom (3.76%) 2.22% 047 13.25 21.00 1235 (36.9%) 20.1% @ 4.9% 7.73% 3.4 12.93
utilities 5.55% 3.15% 034 17.83 5330 1260 (66.9%) 10.7% 3.5%  5.59%  3.15 17.77
Real Estate (L.22%) 2.89% 075 1882 2612 1539 (279%) 9.9% 3.5%  5.31%  3.80 17.88

Momentum Analysis

% From % From

. ROCS50- 50-
Item Price ; 52-W  52-W  Buy/Sell
Days DMA .
High Low
Large Cap 239.70 1.25% 236.34 10 1.42% 224.82 130 6.62% 5.12% -0.26% 20.66% Buy
Mid Cap 316.27 0.07% 312.26 10 1.28% 297.59 200 6.28% 493% -1.31% 23.50% Buy
Small Cap 122.37 (0.53%) 120.76 12 1.33% 116.87 131 4.70% 3.33% -3.65% 24.60% Buy

A ZACKS B REAL INVESTMENT ADVICE
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Sector Analysis

*As | stated last week:

"With that being said, the overall backdrop remains BULLISH for now. | do remain
somewhat cautious on allocations currently given, as discussed at the start of this
missive, the "weekly sell signal” alert remains intact currently and at a high level.
However, let me reiterate, | remain long-biased in portfolios currently, but am also
maintaining fairly tight stop-loss levels as well as hedges currently. Although we
did lighten up on those hedges two weeks ago."

Before | get into the sector/index overview, | want to address two important issues: Oil and Interest
Rates Oil | have noted in the sector review two week's ago:

"The OPEC oil cutehas likely run the majority of its course and with Permian Basin
production on the rise, the pressure on oil prices from supply/demand imbalances
remains an issue. However, the recent test of $48/bbl support provides a support
level currently, but a break of that level will likely see oil sliding back to the low
407s. While energy-related earnings have helped the overall S&P 500 earnings
rebound over the last quarter, it is likely transient and forward earnings estimates
will likely have to be ratcheted down rather sharply for the rest of the year.s
Currently, the energy sector remains in a negative trend and suggests a further decline
in oil prices will likely lead the sector substantially lower. Importantly, while the sector
is oversold enough for abounce in the short-term, it is not unprecedented for the
sector to remain oversold during a continued decline as the highlighted green

area shows."

XLE Eneray Select Sector SPOR Fund NYSE
E-May-2017

15 0w (weakly) 6F.31

pqo ~ TTIC 6.2

105
100
%
a0
%
a 3 5
75
I
86

il

EET)
55 £1,34

43,02

£4.91

G413

|

.62

£1.00

@ StockChartscom

Open 67 52 High 55.01 Low 65.33 Close 6731 Volume 3550 Chg-053 (0.758%)

250
925
an.0
875
850
825
800
775
750
725
700
fi5.0
28
0.0
LT
a5.0
G258
f0.0

% uﬂ

40 N &4

3 il 4221

M 3729
Jul oct 100 A Jul Dot M Apr Ju
A m3eR(25) 84,20

48,12

oot 12

Apr o Jul

Critical Support

et 13 Apr Jul Oct 14 Apr )

(45.22]
450
425
400
A
350

bl Oct A5 Apr Jul Oct 16 Apr Jul Oct 1
Oversold
|Condition

T 1y



https://realinvestmentadvice.com/technically-speaking-return-of-the-bull-for-now/
https://realinvestmentadvice.com/wp-content/uploads/2017/05/XLE-WTIC-050617.png

With oil now below support, $48/bbl becomes more formidable resistance. A failure to climb back
above resistance next week will likely continue to press oil prices lower. However, on a short-term
basis, energy stocks, as represented by $XLE, pushed into 3-standard deviations below the
moving average last week. It is likely the reflexive rally could push the sector back towards
$68 where positions can be reduced for now as the bullish trendline from 2016 has been

broken.
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Interest Rates Several weeks ago | noted that we had lifted some of our interest rate sensitive
portfolio hedges as interest rates hit our target of 2.2%. At that time we suggested rates could
reverse back to 2.3-2.4%. As of this past week, rates pushed toward 2.4% as expected and $TLT,

our preferred proxy for buying and selling individual bonds, moved closer to our "buy level" of $120.
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With bonds currently in between overbought and sold, no new positions are recommended
currently and we are still maintaining our expectations of rates reaching the 2.4% range over the
next month. Let me be clear, | ultimately expect rates on the 10-year Treasury to reach 1.5%,
or less, within the next 24-months which is why | continue toeaggressively buy fixed income
on opportunity. Over the next decade, based on current equity valuations, bonds will
outperform stocks on a total return basis.e

Okay, let's get to the sector analysis. (See previousduesday's Technically Speaking post for a
deeper analysis on each sector and index covered here.)
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Discretionary,fechnology, Industrials, and Materialsesectorscontinued their bullish trend but did
exhibit some relative weakness after last week's strong advance. Maintain model portfolio weights
for now as the bullish trend remains positive, but raise stop levels. Energy continues to struggle
after breaking its 50-dma and 200-dma. While energy had a bit of a bounce on Friday, the trend
remains sorely negative. Energy has also triggered asmajor sector sell signal with the cross of
the 50-dma below the 200-dma. Remain heavily underweight energy for the time being.
Financialserecently broke its 50-dma and a failed rally last week at that level of resistance keeps
investors underweight the sector for now. Health Care, Utilities, and Stapleseontinue to maintain
strength but did weaken a bit as of late. As stated, we did trim back on some of these hedges
against the "Trump Trade," but they are still performing well currently so we are maintaining
positions for now.
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Small and Mid-Cap stockstost steam last week with both flirting with the 50-dma'’s after getting
very overboughtelast week. As | noted last week:

"The question of sustainability of that strength will be answered this coming week.
Continue to hold current positions (after recommending to take some profits recently)

for now. A break of the multiple-bottom lows is now the 'full stop.™

The failure to maintain its strength from last week, puts support levels into close focus. Stops
should be maintained as instructed last week. Emerging Markets, International, and Dividend
Yielding Stocksteversed recent weakness following the French election as shorts were forced to
cover, however, Emerging Markets struggled a bit last week while developed countries continued

to surge based on a Macron win in France. There is a good bit of risk built into international stocks
currently, but after having already taken profits a few weeks ago, we continue to hold these sectors
for now with stop levels moved up to the recent lows.

Bonds and REIT's - a fewsweeks ago | recommended taking profits from these hedges as they had
become extremely overbought. | stated then:

"If the broader markets can rally over the next week or two, simply due to a reflexive
oversold condition, look for these sectors to pull back to provide a better entry point.”

This has been the case. Now we wait to see what happens next. See analysis above. The table
below shows thoughts on specific actions related to the current market environment.s
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(These are not recommendations or solicitations to take any action. This is for informational purposes only
related to market extremes and contrarian positioning within portfolios. Use at your own risk and peril.)
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Bought/  50/200 % a|3| .

Sold DMA Trend Action B é E' E E Notes
XLY Discretionary OB Positive  Positive Hold X Hold
XLK Technology OB Positive  Positive Hold X Hold
Xu Industrials OB Positive  Positive Hold X Hold
XLB Materials OB Positive  Positive Hold X Hold
XLE Energy 0S Negative Negative Alert . X 50/200 dma Cross
XLP Staples Declining Positive  Positive Hold X Hold
XLv Health Care Improving  Positive  Positive Hold X Hold
XL Utilities OB Positive  Positive Hold X Hold
XLF Financials Neutral  Positive  Warning Warning . X Broke 50-dma
$SML  Small Caps OB Positive  Positive Hold . X Hold
EEM  Emerging Mkt OB Positive  Positive Hold X Hold
EFA International OB Positive  Positive Hold X Hold
GLD  Gold 0s Negative Improving Sell => == | X| STTrade Failed/LT Buys @ $130
DV Int'l Dividend OB Positive  Positive Hold X Hold
MDY  Mid Cap OB Positive  Positive Hold X Hold
sDY 5P500 Dividend OB Positive  Positive Hold X E= Hold
LT 20+ Yr. Bond OB Negative Improving Hold X Hold/Buy On Weakness
VNQ  REIT's Declining Positive  Positive Hold X Hold/Buy On Weakness

|LEGEND: x = THIS WEEK => PREVIOUS DECLINING <= PREVIOUS IMPROVING |

Portfolio Update: While the bullish trend remainsepositive, which keeps us allocated on the
long side of the market, the weekly "sell signal” alert is not being dismissed. However, the
rally last week, and the breakout to new highs did shore up some of the short-term weakness in the
market, and as noted last week:

"We are looking for a pullback to either support, or a breakout to new highs, for an
opportunity to put some of the recently harvested cash back to work on the long side."

We will watch this breakout this coming week to see if it can hold and evaluate sustainability as we
head into the seasonally weak summer period. If it holds, and shows some improvement, we
will start allocating some of our reserves into our core holdings. We are also moving all
stops up to current support levels.e

THE REAL 401k PLAN MANAGER

The Real 401k Plan Manager - A Conservative Strategy For Long-Term Investors

Risk Management Analysis ﬂ REAL INVESTMENT ADVICE



https://realinvestmentadvice.com/wp-content/uploads/2017/05/Recommendations-050617.png
https://realinvestmentadvice.com/wp-content/uploads/2017/05/401k-Plan-Manager.png

There are 4-steps to allocation changes based on 25% reduction increments. As noted in the chart above a
100% allocation level is equal to 60% stocks. | never advocate being 100% out of the market as it is far too
difficult to reverse course when the market changes from a negative to a positive trend. Emotions keep us from
taking the correct action.

Bull To Bear Market
Bonds

Bear To Bull Market

Breakout Raises Opportunity

As discussed above, the breakout to new highs reverses the weakness in the market from March,
but has not yet reversed the "sell signal alert" as of yet which keeps the allocation model on hold
this week.

If the "alert" is reverse next week, we will raise the allocation model back to the 100% with the
following caveat and warnings:

1. The risk/reward dynamic remains unfavorable. However,the market is now back on a
short-term daily buy signal and the breakout to new highs confirms the short-term
bullish trend..

2. The increase in the allocation could be fairly short-lived given the longer-term overbought
conditions and potential for further political turmoil as we head into the summer months.

For now, maintain cash levels, rebalance portfolio allocations and let's see what happens
next week.e

We continue to watch developments closely and feel we have enough equity risk at the moment
giving the current backdrop. If things improve next week, we will upgrade the allocation model with
an expectation of a 90-day holding period outlook. (This is due to stay in alignment with 401k
trading restrictions. If we cannot get comfortable with a 90-day outlook, we will remain on
hold.)

Refrain from adding further fixed income holdings, for now, take some profits from
overweight holdings, but maintain exposures.

If you need help after reading the alert; don?t hesitate to contact me.

Current 401-k Allocation Model

The 401k plan allocation plan below follows the K.I.S.S. principal. By keeping the allocation
extremely simplified it allows for better control of the allocation and a closer tracking to the
benchmark objective over time. (If you want to make it more complicated you can, however,
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statistics show that simply adding more funds does not increase performance to any great degree.)

Current Portfolio Weighting

Current 401k Allocation Model

Cash + All Future Contributions

Primary concern is the protection of investment capital
Examples: Stable Value, Money Market, Retirement Reserves

Fixed Income (Bonds)

Bond Funds reflect the direction of inferest rates
Examples: Short Duration, Total Return and Real Return Funds

Equity (Stocks)

The vast majority of funds track an index.
Therefore, select on ONE fund from each category.
Keep it Simple.
15% Equity Income, Balanced or Conservative Allocation
20% Large Cap Growth (S&P 500 Index)
0% International Large Cap Value
9% Mid Cap Growth

401k Choice Matching List

The list below shows sample 401k plan funds for each major category. In reality, the majority of
funds all track their indices fairly closely. Therefore, if you don't see your exact fund listed, look for
a fund that is similar in nature.
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Common 401K Plan Holdings By Class

Cash Stable Value
Money Market
Retirement Savings Trust
Fidelity MIP Fund
G-Fund
Short Term Bond

Fixed Income  Pimco Total Retum
Pimeco Real Refum
Pimeco Investment Grade Bond
Vanguard Infermediate Bond
Vanguard Total Bond Market
Babson Bond Fund
Lord Abbett Income
Fidelity Gorporate Bond
Westem Asset Morigage Backed Bond
Blackrock Total Refumn
Blackrock Intermediate Bond
American Funds Bond Fund Of America
Dodge & Cox Income Fund
Doubleline Total Retum
F-Fund

International ~ American Funds Capital World G&/
Vanguard Total International Index
Blackrock Global Allocation Fund
Fidelity International Growth Fund
Dodge & Cox International
Invesco Infemational Core Equity
Goldman Sachs Intemational Growth Opp.

The above represents a selection of some of the most
common funds found in 401k plans. Ifyou do not see your
SPECIFIC fund listed simply choose one that closely resembles
the examples herein. All funds perform relativelysimilarly
within their respective fund classes.

Equity
Large Cap

Balanced Funds

Small/Mid Cap

Vanguard Total Stock Market

Vanguard S&F 500 Index

Vanguard Capital Opportunities

Vanguard PrimeCap

Vanguard Growth Index

Fidelity Magellan

Fidelity Large Gap Growth

Fidelity Blue Chip

Fidelity Capital Appreciation

Dodge & Cox Stock

Hariford Capital Appreciation

Amernican Funds AMCAP

Amerncan Funds Growth Fund Of America
Qakmark Growth Fund

G-Fund {Gommon Assets)

ALL TARGET DATE FUNDS 2020 or Later

Vanguard Balanced Index

Vanguard Wellington Fund

Vanguard Windsor Fund

Vanguard Asset Allocation

Fidelity Balanced Fund

Fidelity Equity Income

Fidelity Growth & Income

Amencan Funds Balanced

American Funds Income Fund

ALL TARGET DATE FUNDS 2020 or Sooner

Vanguard Mid Cap Growth

Fidelity Mid Gap Growth

Artisan Mid Cap

Goldman Sachs Growth Opportunities
Harbor Mid Cap Growth

Goldman Sachs Smallfid Cap Opp.
Fidelity Low Price Stock Fund
Columbia Acom US

Federated Kaufman Small Cap
Invesco Small Gap
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