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Catch Up On What You Missed Last Week

#WhatYouMissed On RIA This Week: 04-10-20

WHAT Written by Lance Roberts | Apr 10, 2020
YOU
MISSED Here is what you might have missed from the RIA Crew last week. A

compilation of our best blogs, newsletter, podcasts, the daily radio show and
commentary from RIAPRO.NET.

>> Read More
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NOTE: During these tumultuous times, we are unlocking our full newsletter to help you

navigate the markets safely. Make sure you subscribe to RIAPRO.NET (Free 30-Day Trial) if

you want to keep receiving the full report after the storm passes.

Market Completes A 50% Retracement

"If you wonder why we?re seeing such a HUGE divergence the past 3 weeks between
the economy and where investor psychology has taken the market...just remember...it's
all about the Fed. Market psychology is having a 'V' shaped recovery from total
panic while the economy still looks horrible. S&P futures implied volatility is down
50% from the 'max panic' level it hit mid-March. Can the '‘psychological rally’ be
sustained? Is this just a vicious '‘Bear Market Rally?' Will the 'reality’ of a devastated
global economy pull the market back down? And if market price action shows us that
investors are growing fearful again will the Fed just throw up their hands and say,
'Sorry, we gave it our best shot and that?s all we could do?' | don?t think so. In for a
penny...in for a pound.” - Victor Adair, Pl Financial

Victor is correct. As | noted in Friday's #MacroView:

"In the short-term, the Fed is massively increasing the liquidity of banks (excess
reserves) through the various 'Q.E' facilities to stave off a second 'financial crisis.' Given
the banks do NOT want to loan out any funds not guaranteed by the Federal Reserve,
the excess liquidity flows into asset markets."
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Not surprisingly, as discussed previously:

?From a purely technical basis, the extreme downside extension, and potential
selling exhaustion, has set the markets up for a fairly strong reflexive bounce.
This is where fun with math comes in. As shown in the chart below, after a 35% decline
in the markets from the previous highs, a rally to the 38.2% Fibonacci retracement
would encompass a 20% advance. Such an advance will ?lure? investors back
into the market, thinking the ?bear market? is over.?

Over the last couple of weeks, we have indeed had an extremely strong "oversold," reflexive rally,
that has now reversed the conditions that "fueled" the advance.
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As shown above, all previous short-term oversold conditions have been fully reversed, with
the market completing a typical 50% retracement of the previous decline. This was also a
point made by my colleague Jeffery Marcus of TP Analytics this past week for our RIAPro
Subscribers (30-day Risk Free Trial)

"The S&P500 has now rallied 19% off of its low close of 2237.40 on 3/23 and 21% from
its intraday low of 2191.86 on 3/23. The benchmark is now within sight of its 50%
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retracement. By definition, a 50% retracement of the S&P500 would be a rally that
retraced 50% (+574) of the net loss (-1148) from 2/19 to 3/23. The chart below shows
that the 50% retracement level is approximately S&P500 2811 (the low of 2237 +
574 =2811). Itis very hard in the volatile environment to be too exact, but at the
S&P 500 2800 ? 2830 level, the risk/return trade-off becomes bad for the market."
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On Friday, the market hit an intraday high of...2818.57 before selling off into the close. Could the
market rally more next week? Absolutely, given any good news on the virus, additional
stimulus, and just general short-term market optimism. A 62.8% retracement is entirely
possible. However, history suggests that whatever rally still remains is likely a "gift" to sell
into.

Get the latest trades, analysis, and
RIAPro Insights from the team. Sign up now
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A Look Back

Here, let me save you the trouble of emailing me.
"But Lance, like Victor says, the Fed is pumping the markets full of liquidity. So, 'Don't
Fight The Fed."

. Bruno @BIMFOO7 - 19k "
@

Replying to @robertvankirk29 @LanceRoberts and @MishGEA

Sure, but many argue that the markets are already looking beyond the bad
earnings and focusing on 2021 because the bad earnings are not caused by
poor company management but by a temporary exogenous event. That is

exactly why the markets are not responding to the bad news.

Q)1 Tl ", T
As noted

above, excess liquidity WILL flow into markets short-term; however, eventually, the markets
will reflect the underlying economic destruction. While 2008 was bad, the impact from the
"economic shutdown" due to the virus will be substantially worse for several reasons:

1. In 2008, the economy was already slowing down, unemployment was already on the rise, and
businesses were adjusting for the related impact to earnings. Also, despite the "crisis" caused
in the mortgage market, businesses and consumer activity remained "open.” Outside of the
real estate and finance industries, many other sectors were only marginally affected.

2. In 2020, the shuttering of the economy caught many businesses "flat-footed" and ill-prepared
for an involuntary "shuttering” of business.

3. In 2020, the surge in unemployment, combined with a shuttering of business, will have a
substantially deeper impact on gross consumption in the economy than in 2008.

4. As opposed to 2008, there are many businesses that will not ever reopen, many more will be
very slow to recover, with the rest very slow to rehire until demand returns.

The markets are currently rallying on a flush of liquidity, and a massive short-covering rally,
which is likely reaching its "exhaustion" stage. Over the next few months, stocks will begin to
price in the severity of the economic damage, a substantial decline in earnings, and the realization
that hopes for a "V-Shaped" recovery are not likely. While there are lots of market analogs making
the rounds comparing the current crash to 1929, 1987, and a host of other periods, it is 2008,
which has the most similarities. (I am not a fan of analogs, but if you want one, this is the most
logical.)
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In 2008, the Fed had already started bailing out banks in early March as Bear Stearns failed. The

Fed was also aggressively lowering interest rates to Zero. In 2008, the Fed lowered rates by
5.25% versus just 1.5% currently. While the market initially rallied after the Bear Stearns bailout,
and even set new highs shortly thereafter, the economic crisis was still revving up.
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The depth of the crash came in September 2008. Importantly, after the failure of Lehman Brothers,
the market rallied nearly 20% from its lows in late October as the Federal Reserve, and the
Government through fiscal policy, and an alphabet of bank support programs, began to intervene

aggressively. That rally took markets back to a short-term overbought condition.
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Following that rally, the reality of the economic devastation began to set in as
unemployment skyrocketed, consumption and investment contracted, and earnings fell
nearly 100% from their previous peak. The market declined 26% into late November until the
Federal Reserve launched the first round of Quantitative Easing. With liquidity flooding into the
system, stocks once again staged an impressive rally of almost 25% from the lows. Yes, the bull
market was back! Except that it wasn't. Over the next few months, the market once again sold off,
falling 28.5% from the prior "bear market rally" high. By the time the end of February 2009 came, it
was widely believed that "NOTHING" would save the markets. Headlines from the media were filled
with stories that the Dow would fall to zero. Most importantly, there was NO ONE that wanted to
"Buy The Market." That all happened despite the Federal Reserve's, and Government's,
intervention programs. As noted in our #MacroView:

"The problem with monetary policy, in all of its forms, is that it disincentivizes
capitalism. Zero-interest rates, excess liquidity, and a closed-loop between the
banks and the Fed, removed all incentives to ?take risks? of lending money to
businesses and individuals to create economic growth. Instead, that liquidity,
fueled asset prices, stock buybacks, and corporate debt which engendered a wealth
gap never before seen in history. In fact, there is no evidence QE leads to increased
monetary velocity, or rather the transfer of liquidity into the economic system, at
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any level."

Monday to Friday,

Still A Bear Market Rally?

with Lance Roberts from 6 to 7am. > Get it now

Yes, we have had a very strong rally on hopes that Federal Reserve unprecedented interventions
will fix the problem. Not unlike the "bear market" rallies seen each time in 2008, the current rally

has taken the market back to more extreme short-term overbought conditions.
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While there are many suggesting the markets are "looking past" the current quarter, | would
suggest such really isn't the case. This has been an oversold bounce, fueled by a lot of "short-
covering," in the most heavily shorted stocks. What markets have not done is to price in the
economic devastation that is coming from:

A complete shutdown of the economy.

15-million jobless claims in 3-weeks

20%+ unemployment

20-25% negative GDP growth

30% of mortgages in forbearance

A dramatic drop in both personal and corporate consumption

A massive reduction in capital expenditures and private investment
A crushing of consumer and business confidence

A depletion of consumer and corporate savings

More importantly, markets are still operating on expectations the "hit" to "reported earnings" is
going to be extremely small. Using Q4-2019 as the last viable reporting period.

e Q1-20 earnings are expected to only decline by 2.36%
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e Q4-20 earnings will decline just 2.71%, and,;
e Q4-21 earnings are expected to surge by 19.62%

Such small reductions in "estimates" hardly account for economic weakness, let alone the
devastation that is occurring, and will continue. Furthermore, as | penned last week in "Aannd It's
Gone," share buybacks, which have been a primary support of the financial markets and
specifically earnings per share, are now gone. If we "round-up," and use 2800 as Friday's close,
current valuations, according to S&P, are 20.56x. (Still expensive, but lower than recent peaks)
However, if earnings ONLY decline to just $100/share, which is optimistic, then valuations are 28x
earnings.

No "bear market," in history, for any reason, ever ended with valuations between
20-28x earnings.

As we discussed last week in 4-Phases Of The Full-Market Cycle:

"Valuations drive stock markets and returns over time. Famed investor Jack Bogle
stated that over the next decade we are likely to see two more 50% declines. A 50%
decline from the all-time highs would put the market at 1600."

Full Market Cycles - Real S&P 500 Index With Recessions , REAL INVESTMENT ADVICE
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If you are hoping the "bear market" is over, and have jumped "back in" with all your capital, you are
in "good company," as many others, judging by my twitter feed, have done the same. Just be
prepared to be disappointed in the months ahead. In the meantime, we choose to continue to
manage our risk, and our client's capital, cautiously, and judiciously.

Market updates, sector

Real Investment Report  analysis, 401k plan
manager & more.

Subscribe today
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The MacroView

Mriion 4 #MacroView: Is The “Debt Chasm” Too Big For
Is The ‘Dot Chasn” T B Al The Fed To Fill?

Written by Lance Roberts | Apr 10, 2020

Ower the last month, the Federal Beserve, and the Government, have
unleashed a torrent of liquidity into the U.S. markets to offset a credit crisis of
histaric proportions. While investors have been trained to "not fight the Fed,”
what if the "Fed” is throwing money into a “debt chasm” they can't fill.

>> Read More

If you need help or have questions, we are always glad to help. Just email me. See You Next Week
By Lance Roberts, CIO

Financial Planning Corner

]
Retirement right-lane class % Al
Saturday, Apr 18, 2020 > 9am - 11am \,ﬁ | REGISTER NOW |

#FPC: Should You Do A Roth-Conversion & Other
Top Planning Questions

Written by Danny Ratliff | Apr 10, 2020

FINANCIAL
PLANNING
CORNER

Should you do a ROTH IRA conversion, take money out of your 401k plan,
delay an BMD. These are all the questions, and more, we are answering this
week in Financial Planning Corner,

>> Read More

You?ll be hearing more about more specific strategies to diversify soon, but don?t hesitate to give
me any suggestions or questions. by Richard Rosso, MBA, CFPs, CIMA

Market & Sector Analysis

Data Analysis Of The Market & Sectors For Traders

S&P 500 Tear Sheet
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S&P 500 Asset Allocation
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Momentum Analysis
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NOTE: | have rarely seen EVERY SECTOR overbought this much all at the same time. The
market WILL CORRECT from these levels.

Technical Composite

Note: The technical gauge bounced from the lowest level since both the "Dot.com" and
"Financial Crisis." However, note the gauge bottoms BEFORE the market bottoms. In 2002,
lows were retested. In 2008, there was an additional 22% decline in early 2009.

Technical Overbought/Sold Composite @ RIA Pro
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ETF Model Relative Performance Analysis
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Sector & Market Analysis:
Be sure and catch our updates on Major Markets (Monday) and Major Sectors (Tuesday)
with updated buy/stop/sell levels
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There are no changes to our sector recommendations from last week. Improving ? Discretionary
(XLY) We previously liquidated Discretionary entirely over concerns of the virus and impact on the
economy. No change this week. Discretionary is going to remain under pressure due to people
being unable to go out and shop, or even when they can; unemployment will pose issues. This
sector will eventually get a bid, so we are watching it, but it is way too early to chase the sector
right now. Current Positions: No Positions Outperforming ? Technology (XLK),
Communications (XLC), Staples (XLP), Healthcare (XLV), Utilities (XLU), and Real Estate (
XLRE) Two weeks ago, we shifted exposures in portfolios and added to our Technology and
Communications sectors, bringing them up to weight. We remain long sectors that are currently
outperforming the S&P 500 on a relative basis and have less "virus" exposure. We added a
position in Utilities last week, as it regained relative outperformance. We are getting more
interested in REITs again, but are going to select individual holdings versus the ETF due to
leverage concerns in the REITs. Current Positions: XLK, XLC, 1/2 weight XLP, XLV, XLU
Weakening ? None No sectors in this quadrant. Current Position: None Lagging ? Industrials (
XLI), Financials (XLF), Materials (XLB), and Energy (XLE) No change from last week, with the
exception that performance continued to be worse than the overall market. These sectors are THE
most sensitive to Fed actions (XLF) and the shutdown of the economy. We eliminated all holdings
in late February and early March. Current Position: None

Market By Market
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Small-Cap (SLY) and Mid Cap (MDY) ? Six weeks ago, we sold all small-cap and mid-cap
exposure over concerns of the impact of the coronavirus. We remain out of these sectors for now.
Current Position: None Emerging, International (EEM) & Total International Markets (EFA)


https://seekingalpha.com/symbol/XLY
https://seekingalpha.com/symbol/XLK
https://seekingalpha.com/symbol/XLC
https://seekingalpha.com/symbol/XLP
https://seekingalpha.com/symbol/XLV
https://seekingalpha.com/symbol/XLU
https://seekingalpha.com/symbol/XLRE
https://seekingalpha.com/symbol/XLI
https://seekingalpha.com/symbol/XLF
https://seekingalpha.com/symbol/XLB
https://seekingalpha.com/symbol/XLE
https://realinvestmentadvice.com/wp-content/uploads/2020/04/CandleGlance-Markets-041020.png
https://seekingalpha.com/symbol/SLY
https://seekingalpha.com/symbol/MDY
https://seekingalpha.com/symbol/EEM
https://seekingalpha.com/symbol/EFA

Same as small-cap and mid-cap. Given the spread of the virus and the impact on the global supply
chain. Current Position: None S&P 500 Index (Core Holding) ? Given the overall uncertainty of
the broad market, we previously closed out our long-term core holdings. We will re-add a core once
we see a bottom in the market has formed. Current Position: None Gold (GLD) ? We added
additional exposure to both our GDX and IAU positions this past week. With the Fed going crazy
with liquidity, this will be good for gold long-term, so we continue to add to our holdings on
corrections. Current Position: 1/2 weight GDX, 2/3rd weight IAU Bonds (TLT) ? Bonds have
rallied as the Fed has become THE "buyer" of bonds on both a "first" and "last" resort. Simply,
"bonds will not be allowed to default,” as the Fed will guarantee payments to creditors. We have
now reduced our total bond exposure to 20% of the portfolio from 40% since we are only carrying
10% equity currently. (Rebalanced our hedge.) Current Positions: SHY, IEF, BIL

Sector / Market Recommendations

The table below shows thoughts on specific actions related to the current market
environment. (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.)

-
: RIA Pro
Over E -
Bought/  50/200 E (22~

sold DMA  Trend AHEEE Notes
ALY Discretionary ncreasing  Megative  Negative  No Position X No Position
XLK Technology ncreasing Declining  Positive Hold H Hold
XLl Industrials ncreasing  MWegative  Positive Mo Position X No Position
XLE Materials ncreasing Megative  Positive Mo Position X No Position
XLE Energy ncreasing  Megative  Negative  No Position X No Position
XLP Staples ncreasing Megative  Positive Hold Hold
XLV Health Care ncreasing  MWegative  Positive Hold Hold
XLU Utilities ncreasing  Megative  Positive Added Added Holding
XLF Financials ncreasing Megative  Positive Mo Position X Mo Position
XLC Communications ncreasing  Megative  Positive Hold Hold
XLRE Real Estate ncreasing  MWegative  Positive Mo Position X Hold
SLY Small Caps 05 Megative Negative Mo Position X Mo Holdings
MDY Mid Caps 05 MWegative Negative Mo Position X No Holdings
EEM Emerging Mkt 05 Megative Negative Mo Position X No Holdings
EFA International 05 Megative MNegative Mo Position X No Holdings
Xus Total International 05 Megative Negative Mo Position X Mo Holdings
GLD Gold 05 Positive  Positive Added Holding n Added To Holdings
RSP SP500 Equal Wt 05 Megative  Positive Mo Position X No Holdings
sDY SP500 Dividend 05 Megative  Positive Mo Position X No Holdings
v SP300 Market Wgt 05 Megative  Positive Mo Position X Mo Holdings
TLT 20+ Yr. Bond OB Positive  Positive  No Position X No Holdings
HYG Corporate High Yield 05 Megative Negative Mo Position X No Holdings
BNDX  Int'l Bond Aggregrate 05 Positive  Positive Mo Position X No Holdings
[LEGEND: X =THIS WEEK => PREVIOUS DECLINING <= PREVIOUS IMPROVING | X [No Position |

PO rth | | O/Cl | ent Update Last week, as the market broke out of its

consolidation, we removed our short-hedge and added some incremental exposure for the rally.
We are likely very close to the end of it, so we are looking to either take profits and raise cash, OR
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add our short-hedges back for the time being to limit downside risk. | encourage you to read this
week's missive newsletter in full if you are "getting all bullish” on the market, and think you want
more exposure to equity risk. As noted above, we are only just now starting to see some of the
economic damage coming to the forefront:

15 million jobless claims

20% unemployment is coming.

GDP will hit "Depression” levels.

Confidence is on the decline (bad for GDP and stocks)

The impact on earnings will likely be larger than currently expected, which will weigh on markets in
the months ahead. We are down to our core "long-term" equities that we will begin to add to
opportunistically as the market bottoms and begins to recover. We have already been working
around the edges by adding some Utility exposure, Gold, and Gold Miners this past week. We will
continue to trade opportunistically, but as noted last week, ultimately we WILL MISS the
bottom. We are going to wait to clearly see "the bottom" has been put in; then we will aggressively
add exposure. At such a point, risk and reward will be clearly in our favor. We continue to
remain very defensive, and are in an excellent position with plenty of cash, reduced bond holdings,
and minimal equity exposure in companies we want to own for the next 10-years. Just remain
patient with us as we await the right opportunity to build holdings with both stable values, and
higher yields. Please don't hesitate to contact us if you have any questions or concerns. Lance
Roberts CIO

THE REAL 401k PLAN MANAGER

A Conservative Strategy For Long-Term Investors

Model performance is based on a two-asset model of stocks and bonds relative to the weighting
changes made each week in the newsletter. This is strictly for informational and educational
purposes only and should not be relied upon for any reason. Past performance is not a guarantee
of future results. Use at your own risk and peril.
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Current Portfolio Weighting

Cash + All Future Contributions
Primary concern is the protection of investment capital
Examples: Stable Value, Money Market, Retirement Reserves

<1118 Fixed Income (Bonds)

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

SN 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
15% Large Cap Growth (S&P 500 Index)
0% International Large Cap Dividend
0% Mid Cap Growth

35.00%

\

50%

Of Target

Allocation Level To Equities Reommendation When To Take Action
Less Than Target Allocation Stay Below Target No Action Needed
Equal To Target Allocation Reduce To Or Stay At Target Immediately
Over Target Allocation Reduce To Or Stay At Target Immediately

Over the last two weeks, we have recommended using any rallies to reduce expsoure in 401k plans
accordingly. The rally this past week, is likely as much opportunity as we are going to get for now. While the
market could rally some more next week, risk is starting to outweigh reward.

Next week, reduce equity exposure to 50%, or greater if you feel it is necessary, to remove potential risk of
another down leg for now. We will have plenty of time to wait for the bottom to be formed to buy back in for
the next bull market cycle when it occurs. The important thing now, is to conserve our principal.
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If you need help after reading the alert; do not hesitate to contact me

Model performance is based on a two-asset model of stocks and bonds relative to the weighting
changes made each week in the newsletter. This is strictly for informational and educational
purposes only and should not be relied upon for any reason. Past performance is not a guarantee
of future results. Use at your own risk and peril.
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Portfolio vs Benchmark Statisti 60/40 Benchmark vs. Risk Adjusted 60/40 Allocation
Number of Up Years 111300000
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Worst One Year Return Of Benchmark|  -16.79% r
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Benchmark Return 2007-Present|  123.78%
Model Return 2007-Present|  173.11% i
Total Alpha Generated|  49.33% :

Mean Annual Return Of Benchmark 1.25%
Mean Annual Return Of Model 8.79%
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Jensens Alpha 2.30%
Sharpe Ratio 0.29
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401k Plan Manager Live Model

As an RIA PRO subscriber (You get your first 30-days free) you have access to our live 401k
p The code will give you access to the entire site during the 401k-BETA testing process, so
not only will you get to help us work out the bugs on the 401k plan manager, you can submit your

comments about the rest of the site as well. We are building models specific to company plans.
So, if you would like to see your company plan included specifically, send me the following:

e Name of the company
e Plan Sponsor
e A print out of your plan choices. (Fund Symbol and Fund Name)

If you would like to offer our service to your employees at a deeply discounted corporate
rate, please contact me.

R I A P Invastment Analysis, Rasaarch & Data
m From The RIA Investment Team
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My Portilio RIAPro Portolo

Retirement Income (My Partfolic Annual ROR 9.4 %) - Retirement Income (RiaPro Annual ROR 9.02%) -
Current account balance 10,000 Current account balance 10,000
Estimated Retirement Balance £32,861 Estimated Retirement Balance £03,786
Estimated Retirement Balance (Inflation Adj) 620,204 Estimated Retirement Balance (Inflation Adj) 597590
Manthly Income 1768 Monthly Income 2667
Monthly Income (Inflation Adj) pRiE Monthly Income (Inflation Adj) 2614
My Cumulative Contribution 7254 My Cumulative Contribution 17233
Employer Cumulative Contribution 103,760 Employer Cumulative Contribution 108,760
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