Fort Myers CGeneral Enpl oyees Pension
Boar d

Quarterly Board Meeting Minutes
June 15, 2011
Fourth Floor Conference Room
2200 Second Street
Fort Myers, Florida

PRESENT: Leif Lustig, Vice-Chairperson; Donna Ly Secretary; Barbara
Carlson, Board Member; Richard Griep, Board MembEipmas O’Malley,
Board Member; Eloise Pennington, Board Member; BelBmerson, Pension
Manager. Guests: Grant Alley; Tom Burt; W.J. CarnBsott Christiansen,
Christiansen & Dehner; Aurelio Gongora; John McGé&em Nash, Bogdahn
Consulting; Mike Seagle

ABSENT: Cecile Mazzio, Chairperson

The Fort Myers General Employees Pension Board iktg@tas called to order at
9:01 O’clock A.M.

Item | — Approval of Minutes|

Mr. Griep motioned to approve the May 18, 2011 imgeminutes, seconded by
Ms. Pennington, and unanimously approved by thedBoa

Item Il — MorganStanley SmithBarney ~ Thomas Burt/bhn McGee

Thomas Burt, First Vice President and John McGewrieial Advisor, provided
a presentation about MorganStanley SmithBarney\dewe of the General
Employees’ Pension Plan investment program utijziocumentation titledCity
of Fort Myers Pension Fund Investment Plan Review

Mr. Burt stated that MorganStanley SmithBarney weguested by the City of
Fort Myers to review the General Pension Plan afftereview of the Police and
Fire investment plans. The goal is to make ForeMyaware of some issues that
are occurring and offer suggestions to add valutégpension plan. Part of his
expertise is to bring information and offer advicepension boards and other
fiduciaries to ensure that they are involved in thest prudent practices and
fulfilling their obligations. MorganStanley SmithBeey compiled the report by
utilizing Fort Myers’ investment policy statementvestment management
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agreement, Comerica statements, and service praaigleements.
Mr. Burt stated that the investment manager feesarfollows:

Lateef - 100 basis points plus commissions ofcéifis per share.

Moody Aldrich - 100 basis points plus commission2€ cents per share up to

$10 million. If Fort Myers exceeds $10 million assets, the fee becomes 80
basis points plus commissions of 2-3 cents pereshdo reach this, Fort Myers

would have to increase the pension’s value andghist necessarily attainable.

Atalanta Sosnoff — 80 basis points plus commissadiiscents per share.

Manning & Napier — 75 basis points plus commissioh® cents per share or
their own proprietary mutual fund fees 1.14% 0194..2

Galliard — reasonably priced at 25 basis pointbamds, 15 basis points on TIPS.
It is not clear on the Comerica statements wheBwt Myers is paying for
markup or markdown on the bonds, which is esséyntahidden commission.

Fort Myers also has the following pooled investrsent
RBC Polaris International — 100 to 110 basis points

Morgan Stanley Prime Real Estate — 90 basis ppiats1% incentive
fee therefore Fort Myers could be paying 2% if they do well.

Russell 1000 ETF — 20 basis points plus transactsts.

There are two fee sources other than investmest f@ée custody fee paid to
Comerica is four basis points up to $50 million @dasis points over $50
million; this is a reasonable fee. The fees onitkrestment are high. Fort Myers
is paying 17 basis points for the cash managensantd Comerica. Bogdahn is
charging $25,000 annually for services.

In MorganStanley’s opinion, the arrangement of faed manner in which they
are paid appears unusual. They are paid quaitedyrears which is common
however the valuation date is the last date ofjtreater, which is not the industry
standard. This provides the opportunity for theestment manager to assess fees
on a higher asset level which is more advantagémuke investment manager,
not the client. He recommends payable quarterlgriears with the valuation
date being the first date of the quarter. Fort Myeould then save money
because investments rise more often than fall.

Mr. Lustig questioned if this involves a one daffatence. Mr. Burt confirmed
that it is a three month difference. Mr. Lustigtsththat if the process changes
from valuing backwards from the end of the quattervaluing forward, this
would be the same as choosing the next day’s bssiioe that following quarter.
Mr. Burt stated that it would be 90 days prior. .Nustig stated if making a
fundamental change going forward and changing & @me, it would be a
difference of one day for one period of time. NBurt stated to imagine the
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guarters as a block of time. If the investmentsaase, the fee can be assessed on
day one or day ninety. He recommends assessimayne so that starting the
next quarter the pension plan would not be assdbgedext day. It would be 90
days from then however the valuation date wouldhie date and it would save
money over time moving forward. Mr. Burt reviewid@ investment fee structure
example in the report which illustrates that if fiee is assessed on the quarter's
beginning value it generates a lower fee thanséased on the ending value.

Ms. Carlson questioned if MorganStanley has a clwaghow the difference in

costs for Fort Myers’ pension plan. Mr. Burt sththat he does not because
many other pressing matters where discovered ssighdramatic underreporting

of fees. After careful review, MorganStanley diseed all of the fees. The

actual 12 month investment fees include: commissierpenses, and fees. Fort
Myers is paying $34,234.40 in commissions, $490r64niscellaneous trading

expenses, and $418,024.07 in fees for a total antast of $452,749.11 to

administer the pension plan investments.

The cost was broken down further to review the fioed and fixed income

investments. The total cost for non-fixed incomeestments was $376,228.37 or
114 basis points on an average quarterly balanc&38(223,037.80. The

investment fees which include commission, expenaes, management were
$340,999.19. The Comerica fee was $20,284.18 agd@m's fee $14,945.

The cost for fixed income is much more reasonalbl82a7 basis points or
$76,520.74. The average quarterly balance was as¢the beginning or ending
balance. The actual fees reported on the Bogdaé®epgember 30, 2010 report
were $260,100.00. The actual cost documented one@ca’s annual statements
totaled $452,749.11, a difference of $192,649.The discrepancy exists because
of a poor fee arrangement and Bogdahn is not regortommissions or trading
expenses, management fees for Russell 1000 ETRgavidstanley Prime, RBC
Polaris International and any fees after June G002

Fort Myers paid $20,000 to make investment manabanges; this is a hidden
cost because it is not accounted for in the repéitsof the names were in the
Russell 1000 Growth therefore essentially the satoeks were bought and sold
over and over at a tremendous cost to the pendam pAn example of this is
Boeing. The issue is that Fort Myers had to payrogssions on the buying and
selling of stock and it is not being accounted fbis just being debited out of the
account.

A commission recapture program is a form of ingital discount brokerage that
rebates a portion of trading commissions diredailyhie pension plan, which helps
reduce expenses saving money for the fund. Unfataly the commission
recapture is a small percentage of what is beind, @gpproximately 20%. As
Fort Myers’ investment managers have been fired rewl ones hired, the new
managers have not been put into the commissiorptieea program. They are

Fort Myers General Employees Quarterly Pension @d&&eting Minutes June 15, 2011 Page 3 of 20



required to by the investment management agreemmawever it appears the
investment consultant is not confirming that thenagers are subscribing to the
program. The issue is that the majority of theeBters do not pay commissions.
They pay a flat fee because they need flexibilitypeing able to get in or out of
management styles or make allocation changes witrepng commissions.

MorganStanley did not see a fee plus commissioangement in Fort Myers’

plan. Mr. Christiansen requested clarification @bthe fee plus arrangement.
Mr. Burt stated that Fort Myers is paying an inwesht management fee.
Whenever managers buy and sell they charge a caiomjsvhich is an added
cost to the investment management fee. A flatidepaid for purchase of an
average mutual fund. There is no additional cossttie trade. It is not netted out
of the return.

Mr. Christiansen questioned who pays the commissinside the mutual fund.
Mr. Burt stated that when subscribed to an investmsanager, a flat fee of 1%,
for example, is paid. The fee covers the commissind trading expenses so
when an investment manager is hired, no commisshanld be charged through
the investment manager or the people traded throMgen investment managers
buy and sell, the commission is paid for by therase it comes out of their fee.
That actually affects the investment managers’ifmot should not come out of
the client’'s money. This is what is generally seethe majority of institutional
accounts.

Mr. Burt stated that MorganStanley invented investhconsulting in 1957. It

is the largest investment consultant firm in therldio The fee based platform
where there are no commissions was invented in.1MB Christiansen stated
that this is a wrap program. Mr. Burt stated taatvrap program is typically

referred to as mutual funds and this is a puretutgtnal investment management
program.

The City of Fort Myers Firefighters Fund does naty pcommission; this is
managed by Bogdahn. The General Plan is paying maeck fees than Fire. Mr.
Nash stated that this is incorrect; Fort Myers ksreet up exactly the same as the
General Plan and commissions come out of the at@sutiney always have. Mr.
Burt disagreed stating that the Bogdahn statemdatsot reflect this, only
individual commissions being charged for salestoélss inside the portfolio. Mr.
Nash stated that there are several inaccuracidgonganStanley’s report. The
Bogdahn statements do reflect the commissions Veryesingle purchase and
sale. Mr. Burt responded that it is documented f@dan show accounts that do
not pay commissions and do pay lower fees. FR&oispaying commissions.
There are platforms that do not pay fees plus casionm and Fort Myers Fire is
one of those not paying commissions. He would lpphao sit down individually
with the Board members to show the information heeaMorganStanley
conducted a large analysis on the Fire Plan as well

Fort Myers General Employees Quarterly Pension @d&&eting Minutes June 15, 2011 Page 4 of 20



Mr. Burt stated Bogdahn utilizes the Rogers CasesfoPmance Measurement
System to construct its performance reports. Taguires manual data entry
which exposes the report to the possibility for lannerror or omission as seen
with the underreporting of fees. If an understaphof fees and overstatement of
values is input, any type of data will be flawedon® of the reporting
irregularities discovered during the review involve pooled investments. On
the September 30, 2010 Bogdahn reported $2,173(803he value of the
MorganStanley Real Estate Fund and the MorganStastltement value was
$2,128,291.47, an overstatement of approximateb;R0. Bogdahn also over-
reported Polaris’ value at $7,649,221 versus $78#572 on the Comerica
report, an over-reporting on approximately 24,00@organ-Stanley’s analysis of
incorrect reporting was only limited to the pooladestments, which two of them
were held for the year. Unfortunately Comerica dowd break down the
individual accounts on the statements.

Morgan-Stanley still reviewed the performance nursleven with the incorrect
data. Under-reporting fees and over-reportingudlee will increase the return
inaccurately. Three goals were listed upon revidwthe Investment Policy
Statement: outperform the blended benchmark, pariorthe top 40% of peer
group, and absolute returns. With respect to Bogdaprogress and how it
outperformed the benchmark, the General Employeessi®n Plan has
underperformed for three years and outperforme®B%o for 5 years on a “net”
basis. Net is in parentheses because of the waderting of a significant
amount of fees and also the over-reporting of tvestment value.

The plan has not performed in the top 40% for the gear, three year, and five
year and the peer group is never defined. In eaigliit has not even performed in
the top 60%. In the one year, it performed in blotom 6%' percentile, in the
three year bottom 73percentile, and five year bottom"8percentile. Out of the
last seven years, it has performed in the tdp grcentile only one year missing
its target 86% of the time.

On an absolute return basis, there is an 8.4% r@a&ta@ssumption. This is a very
difficult target to hit especially given the retsriover the last couple of years.
The “net” return is 2.98% for five years and 2.48Wtce inception, which did not

meet the goal. This is standard because of themumarket. The Consumer
Price Index (CPI) +3% has been missed in the tiieae performance (-2.65%),
five year (2.98%) and since inception (2.42%). Tl is a gauge of inflation

and it is desirable to keep up with or beat inflati

In addition to the poor fee arrangement and higs fassociated with the non-
fixed income investments, the asset allocatiomitlzer reason why the pension
plan has underperformed. There is zero exposuo®tmmon asset classes that
have done very well over the last five to ten yaactuding: convertible bonds,
foreign bonds, REITs, hedge funds, preferred sgesri There is also an
underweight in small cap stocks and emerging markét%) such as China,
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India, Brazil; those countries have done very well.

Poor manager selection is another reason for usdermance. They have value
composites, growth, international equity, fixedante, TIPs, and real estate. The
report provides information on performance overlést three years. There is no
five year history because none of the investmentagers have been around for
five years. Value and growth have been 0-3 witpeet to being in the top 40%
for the past three years. International equity pexrsormed fairly well at two for
three years. Fixed income, TIPs, and real estate \m the top 40% one out of
three years. Against peer groups, value has heénei bottom 6%' percentile,
growth in the bottom &1percentile, international equity bottom®Bfiercentile,
fixed income bottom 69 percentile, and TIPS #4percentile. Real estate does
not have a peer group ranking for the three yeddsie percentile is the best
performer and 1dbpercentile is the worst.

The Investment Policy Statement includes a lot @bdylanguage that would
trigger red flags such as big inflows or outflowfstiee portfolio or investment
manager changes. Fort Myers is already triggeriomes of its investment
manager review red flags. One hundred percent ef mianagers with track
records of three years or greater have underpeeidmimeir peer group including:
Manning & Napier, Lateef, Polaris, Galliard Fl, a@alliard TIPs. Four of the
investment managers are triggering IPS reviewraaiteGalliard has been below
its benchmark. All of these returns are grosseekftherefore if the high fees are
added in it will reduce the level of performancel &mwer the numbers.

All of the investment managers are required tofpdgort Myers if they are
providing a more advantageous fee schedule to anotient. He has never seen
this language before however it is good languagétemr in the contract.
Unfortunately, the managers are not subscribinify tdlorganStanley has access
to all of these managers at a 30% to 40% discoimvhat Fort Myers is currently
paying with no commissions. As a result, he gumesthat Fort Myers is not
receiving as advantageous of a fee structuresdwiild be. Fort Myers is paying
full cost for its investment managers.

Two of the investment managers are incorrectlgsifeed. Atalanta Sosnoff is a
Large Cap Core Manager, which uses a benchmarkisédd 1000 and Bogdahn
is using the Russell 1000 Growth. Manning and Biafg a U.S. Core Manager
which uses the Russell 3000 benchmark and Bogdahsing the Russell 3000
Value.

The Investment Advisory Service Agreement, whichs vsagned July 2, 2010,
identifies twelve services to be provided:

1. Investment Policy Development — completed

2. Investment Policy Review — not updated in five gear

3. Asset Allocation Consulting and Modeling — allocatihas not been
updated in five years, there was no proof thatsk/neward model has
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been found

4. Investment Style Analysis — $13,300,000 of investiseincorrectly
benchmarked

5. Performance Measurement — incorrect benchmarksoaedreporting of
investment values

6. Monitor Investment Manager Compliance — at the tohéhe report four
investment managers were triggering red flags,irshestment managers
not reporting better pricing agreements/all are vinlation of their
contracts

7. Monitor and Report Transaction Cost — not reporéing transaction costs

8. Investment Manager Searches — accomplished

9. Investment Manager Recommendations — 100% of tbemmendations
have underperformed their peer groups

10. Attendance at Board Meetings — accomplished

11.Educational Seminars

12.Other Services

In summary, Fort Myers is paying high fees and cassmons. The fee
arrangement is unfavorable to Fort Myers’ situati@@ogdahn is under-reporting
fees and not reporting commissions. It is not Bnginvestment managers into
the commission recapture program when hired. Tiseowerstatement of values
on 100% of the two they tracked, lack of exposaradset classes, and lack of
increased diversification and/or changes in thetas$ocation. In addition, itis a
different world than it was five years ago and pecdives on the world economy
have changed.

MorganStanley’s recommendation is for Fort Myergadoout for an RFP as it has
been five years since Bogdahn’s hiring. Fort Mymesy after hearing this report
have questions and want to determine what is duailaith respect to investment
consulting. He also suggests that Fort Myers loekyvclosely at the fee
arrangement, actual fees being paid, the investmamagers’ performance and
value received. MorganStanley provides drasticdllyver fees, increased
transparency, local and consistent contacts, greielosure, deeper resources,
and greater flexibility.

Ms. Carlson questioned if Mr. Burt has MorganStgislefee structure for
comparison. Mr. Burt stated that he will providehe early part of next week.
Ms. Pennington stated that she would like a coph@fsummary. Mr. Burt stated
that he will provide a copy.

Mr. McGee reiterated that the summary basicallpmemends for Fort Myers to
go out for an RFP to determine what is being offarethe market because not
only has it has been five years since Bogdahn wasl hbut Fort Myers is not
receiving the best deal. Ms. Lovejoy questione@miMorganStanley obtained
the information to compile the report. Mr. Burtitgtd that Comerica is Fort
Myers’ custodian and documents every single traisachat occurs inside the
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account including checks, dividends, and fees.réfbee, the primary source was
the Comerica annual statement, which is 1,000 pdgesddition, they reviewed
the investment manager agreements, investmentypstatement, and service
provider agreements. The results are not opiniogy ire fact. MorganStanley
has Excel spreadsheets, which could be sharedBeahd members that reference
the source pages, fees, and dates.

Ms. Lovejoy questioned what reports SmithBarney wasnparing when it
discovered the discrepancies. Mr. Burt confirntest he was comparing the data
to the Bogdahn quarterly reports received by thar8o Ms. Lovejoy questioned
if they were the final and not preliminary reportsir. Burt responded that they
were the final reports. The date used for the daation was September 30,
2010 and it is nearly June 30, 2011; it was thal ftocumentation. They actually
waited until it was the final documentation becatls®e are a certain number of
investments that take a while to process suchadibrgan Stanley Prime fund.
Mr. Nash stated that the Morgan Stanley Prime tusmsla one quarter delay in the
market value and those market values come dirécthy Morgan Stanley. When
looking at the September 80Bogdahn report, this is the June™3Blorgan
Stanley value. Mr. McGee stated that Bogdahn'sected statement was used.

Ms. Carlson stated that the MorganStanley Real t&Eskand is below the
benchmark for the three year return. She requesfednation on how Morgan
Stanley will be valued with the rest of the itenrs the report. Mr. Burt stated
that he can provide a full proposal about what twewuld go through, how much
it will cost, and how much Fort Myers would saveadfater date. Ms. Lovejoy
stated that if Fort Myers goes out for a formal RE®rganStanley will not be
eligible as consultant if it provides a presentatovior to the RFP process. Mr.
Burt agreed stating he could provide a hypothefmaistructure.

Item 11l — Investment Report ~ Tim NasH

Mr. Nash stated that conditions were strong dutirggtime period. Fort Myers’
target is 8.4% and although there was a slightinkscthe May numbers are still
up more than 11% fiscal-year-to-date.

Mr. Nash reviewed th&ogdahn Group Quarterly Review Repdot the first
guarter ending March 31, 2011, which was proviadeBdard members.

Major Market Index Performance — Page Threehe EAFE index was up 3.4%
for the quarter, S&P 500 5.9%, small and midcapcksto7.6% and 7.9%
respectively, and Barclays US Agg Bond Index .4%@od performance out of all
asset classes.

Domestic Equity Style Index Performance — Page Fdnr general, value
performed better than growth on the large cap si@eowth outperformed value
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on the smaller cap side largely due the technotagyes that performed well.
GICS Sector Performance & Quarter-End Sector WeigRage FiveEnergy for
large cap comprises nearly 13% of the portfolion ohly one quarter, energy
names were up 16.8% and for the year 40.96%. Twadbkeut a fair amount of
energy in the portfolio would have a difficult timeeeting the benchmark.

International and Regional Market Index PerformarcBage SevenThe EAFE
index was up 3.4%. Japan was one of the only cegnthat was down at 4.9%
for the quarter largely due to the earthquake aodami. Fort Myers has some
exposure to Japanese stocks in its Polaris fund.

Domestic Credit Sector & Broad Market Maturity Rerhance — Page Nindhe
returns for AAA, AA, and A bonds ranged from 2090 basis points for the
quarter. BBB were up 1.4%. Bonds below BBB, jinands, for the quarter and
one year were the strongest performers up 3.9%14dri2P6 respectively. Junk
bonds have rallied over the past two year timeogewith the exception of June
2010 when treasury bonds outperformed. The bon#tehaan give clues about
what is occurring in equity market and this impligst investors were not
mindful of risk. The market had been rallying vestyongly. Treasury bonds
outperformed only one quarter over the last tworgeaJunk bonds were doing
extremely well however they were one of the largkstliners in May when the
market started declining. Investors may be mowgard being more mindful of
risk and paying more attention to earnings and graapital.

Total Fund Composite — Page Elevehhe fund value as of December 31, 2010
was $66,579,360. The value grew half way throughfital year to $69,333,478.
Domestic Equity and International hold 58% of tleetfwlio, which is in line with
the longer term target and IPS at 60%. Core ba@amds TIPs hold 33% of the
portfolio, Real Estate 3.7%, and Cash 4.7% whiclused to pay out pension
payments on a monthly and quarterly basis.

Asset Allocation — Page ThirteerBogdahn believes that transparency is
important and Fort Myers should be able to seefatk transactions, investments,
and commissions appropriately paid to purchase aall securities. All
transactions with the exception of Morgan Stanl@alREstate Fund and Polaris
can be found as well as fees paid on a quartergrspavhich will directly
correspond with each manager’s written fee agreenkemt Myers’ attorney has
reviewed and approved the fee agreements. Fortdvgleo has the opportunity
to review the quarterly bills.

Polaris International and Morgan Stanley Real Estat two comingled funds
that have separate accounting. Fort Myers’ cuato@iomerica shadow accounts
the Polaris fund however there can also be a deRglaris sends an official
statement that is audited; this is the statemeattBlogdahn uses in its reporting.
Comerica also includes the information howeverdlean be a one or two month
delay in reporting. Bogdahn waits for the officdcument statement from both
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Polaris and Morgan Stanley which provide all manka&tues and fees as of the
effective date. Mr. Christiansen questioned if fiees are reported on the
Comerica statement. Mr. Nash responded the feesar He believes Comerica
is only reporting the change in market value; hauldhave to confirm. Mr.
Christiansen stated that the fees are at the fewel;Ibasically they are taken out
of the fund. Mr. Nash agreed stating Bogdahn w&sean official statement as a
legal subscription holder for both of those funddorgan Stanley is provided on
a quarterly basis and Polaris monthly. The begigprand ending market value,
all expenses, and all activity for Fort Myers’ imdiual accounts are provided.

Financial Reconciliation — Page Fifteen/SixteeRrovides the cash flows. This
information comes directly from the Polaris, reatate statement, or Comerica.
These are the transactions from the trust statemndiite first column is the
market value. The next column, net transfers, iplgs’smoney moving as a result
of rebalancing. Contributions and distributionflee dollars coming into the
plan out of the employees’ paychecks. It could ds any returns of a class
action lawsuit or State of Florida contributions.

Distributions include pension and/or fees paid é&dher providers. The fee

column reflects the actual money management feaged by the managers and
paid by Fort Myers during the time period. Thisoirmhation is taken directly from

the custodial statements. Two fee payments coelceborded if the Board does
not approve the fees in the same quarter or theagerdoes not get it to Fort
Myers in that quarter. All payments will show wheaid out of the account to
reflect 100% transparency. The expense line adsdaonall expenses other than
investment management fees including: custody Begdahn, attorney, actuary
costs, FPPTA.

Mr. Christiansen questioned why Polaris and Mor§&mley have a dash under
the fees column. Mr. Nash stated the fees comeobuhe comingled fund
therefore Bogdahn does not actually see that thrcugeport. It is not paid
through the custodial account; it comes directly ofti the fund. Bogdahn
confirms accuracy based on the fee schedule arstsption agreement. When
the investment performance is reviewed, the grasdees line is slightly
understated because the fees are already takeof tht real estate and Polaris
funds. They cannot manipulate the performanceesysdr change any data
coming out of the custodial statement for Fort Mygrotection; those funds are
net. The net number is 100% correct as it reflantsof the money management
costs and other fees paid directly out of Comerica.

Comparative Performance Trailing Returns — Pagee8tsen. For the quarter,
the gross of fees return was 3.70% versus a 4.1&%hmark for a difference of
45 basis points. This would be higher if the twanmawgled fund fees were
included in the numbers. The median manager adG@®6 return in the Rogers
Casey Plan Sponsor Universe of which there areidfutional public pension
plans. Fort Myers ranked 69% among those pendiamsp Money managers
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from varying consulting firms populate the dataéhadBogdahn as well as many
other nationally known investment consultants actuided. The plans range from
a total market value of one million dollars up tigh well above one billion

dollars. Multi-billion dollar Sonoma County in Qfalrnia has more latitude in its
investment plan than Fort Myers such as investingadge funds. It also has
private equity, which Fort Myers does not. Althbugot perfect, the database
provides a reasonable idea of how public planglaneg across the U.S.

The total fund gross fiscal-year-to-date is 10.1%8sus an 11.29% index for a
difference of -1.14%. Fort Myers’ target is 8.48&1efore the return is exceeding
the assumption. Fort Myers is in the range of iedian universe as it was
10.41% and placed in the B@ercentile. The longer term target as indicated

the Investment Policy Statement is to be in the4db percentile for the three

year and five year. Fort Myers is not there; hosvethe trend has been
improving. Bogdahn changed out some managers vene underperforming and

violating the Investment Policy Statement. The¢hand five year numbers are
the actual returns and the managers who underpeztbrare included. Net of

fees fiscal year-to-date the return was 9.91% \#easull1l.29% index.

There has been strong performance from the valueages. Manning and
Napier does have a broad core mandate howevendst® have a value bias.
Bogdahn works with their managers all of the timd & comfortable having the
Russell 3000 Value as their benchmark. The conibmaf the two value funds
earned a 20.72% return fiscal year-to-date versu$8209% index placing Fort
Myers in the top 38 percentile. Bogdahn added Moody Aldrich to thetfotio,
which has done very well.

Comparative Performance Trailing Returns — Pagehiggn. Growth manager

Atalanta Sosnoff was added to the portfolio on ®etol, 2010 and Lateef in
2006. Both managers do a great job long term; tiexye great track records.
Lateef outperformed for the quarter at 6.78% vethass.03% index. The return
was slightly behind the index fiscal year-to-dated 288% versus 18.57%. This
is because Lateef has a slightly lower allocatiothe technology sector.

Atalanta Sosnoff has been struggling both in thertshnd long term. It was

behind the benchmark at 4.00% versus 6.03% fortizeter and 14.38% versus
18.57% fiscal year-to-date. This is the one conepbrof the portfolio that is

lagging in the quarter and fiscal year.

The combination of the two growth funds was up Q%63 the index was up
18.57%. Fiscal year-to-date Fort Myers was in?8& percentile.

Polaris International has done an excellent jolgdéorterm. It was up 3.13% for
the quarter versus the 3.45% EAFE index and 13.i8%he fiscal year versus
10.33%. Polaris’ exceeded the index in the one yewrn at 16.78% versus
10.90% placing Fort Myers in the top°2fercentile. They also did a nice job
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preserving capital when the market was declining.

Comparative Performance Trailing Returns —Page Map. Galliard is Fort
Myers’ fixed income manager and TIPS (Treasuryalindih Protection Securities)
was added in 2006. TIPS has added value to théfor Galliard’s core bond
portfolio was up .83% for the quarter versus Ba®la48% and positive .18%
versus a negative .28% index for fiscal year-teedatcing the fund in the top
22" percentile. The allocation to TIPS earned Fort My233% versus its 2.35%
index.

Real estate has been difficult over the last cooplgears however the Morgan
Stanley Real Estate fund was added because Bodpddilenes it is prudent from
a long term investment perspective to have an @iio to real estate. Direct real
estate is preferred, which Fort Myers owns, verRESTS because Bogdahn
believes it will not get the 5% to 6% that it hastarically achieved in the bond
market. Direct real estate is a great place tograncome because it has lower
volatility than REITS and provides a good solidanee return of over 6%.

The Morgan Stanley fund is one of the largest fumd®ss the country; it earned
3.82% for the quarter. The Odyssey Index was 8%, which is an open end
core fund that includes 22 different real estatenagars including Morgan

Stanley. Fiscal year-to-date from an absolutepsats/e the core bonds barely
earned 18 basis points. TIPS earned 2.29% and avio8janley Real Estate
8.79%. It is slightly below the benchmark howeiés a good fund and has done
a nice job for the plan. He believes it will conte to do well.

Comparative Performance Trailing Returns — Page fitwe As of September
2010, Fort Myers earned 9.18% net of fees. Ye@@82and 2009 are still being
worked through. Fort Myers was positive 25 basigggoin 2009 when the
benchmark was negative. Anyone invested in equitie2008 could not escape
the declining market; Fort Myers was down 15.7%e Pprevious year the return
was up 15.43% beating the benchmark. In 2006dhenr was 8.75% exceeding
the policy target of 8.22%. Finally in 2005, theturn was 13.08% versus the
10.95% benchmark.

Investment Compliance Checklist — Page Forty-OReere are items on the
checklist which have been addressed that haveea®st Accomplished. No public
pension plan has exceeded the 8.5% assumptiontlodrailing three and five
year periods due to the market environment. Tha pdan return has not ranked
within the top 48 percentile of its peer group over the trailingethiand five year
periods. Bogdahn has made manager changes tesaddigissue. Fort Myers is
currently in the 78 percentile for the three and five year6gercentile for the
one year, and 39for the fiscal year. The trend appears to be avipg as a
result of those changes.

Fort Myers’ equity funds combined have beaten ttlechmark on the three and
five year. It was not in the #0percentile. The allocation was less than the 75%
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limit and total foreign equity was less than 20%ildf total plan assets at market.
Fixed income returns did meet or exceed the bendhmeer the three and five
year periods. It is not currently ranked in the 48" percentile over trailing three
and five year periods. The quality of the portiah in line.

Mr. Nash stated that there are no recommendatammshfinge at this time. All of
the managers are doing a great job and have gogddom track records.

Mr. Nash provided Board members with an investnugutate through May 2011
stating that April was a very strong month. Thiltéund net of fees was down
96 basis points for the month. However it is «ill11.08% fiscal year-to-date.
The market will likely fluctuate through summer hower there are a lot of
fundamentals that indicate a decent ending to #ae.y The probability that the
return will exceed the assumption is strong.

Mr. Burt questioned how the total domestic equéiurns are confirmed to have
met or exceeded the benchmark over the trailingethyear period when it

indicates on page seventeen that the net total d@maposite return over three
years is 2.8%. Total fund policy is 3.17%. Mr.dNastated that he compares
gross for a like comparison because the Plan Spaiisgerse uses gross.

The plan earned 3.25% gross for the three yearsusets 3.17% index for a
positive difference of .08%. The five year retusnidentical to the index at
3.94%. Mr. Christiansen stated that this incluthes netted numbers out of the
two funds. Mr. Nash agreed stating that the numiauld be slightly higher.

Mr. Burt questioned if the fees on pages fifteed aixteen refer to investment
management fees; Mr. Nash agreed. Mr. Christiacsafirmed that expenses
include costs related to the actuary, attorneys feerelated to the investment
program.

Mr. Burt questioned where the commissions are ageoufor. Mr. Nash stated
that the commissions are detailed in all of the €ooca statements where they
record every transaction, the amount paid. Th#&brmmation also feeds to
commission recapture brokers. Bogdahn does naa liste item for commissions
in this report because Fort Myers receives therméion in the Comerica
statement as well as a summary from the money neasiag the end of every
fiscal year. These show all commission activitgd average trading costs for the
pension plan. In general the cost should be Eivio to three cents per share
for most of these funds. Commissions reduce theme. If money managers are
paying commissions that are too high, this willufegn a lower return. Therefore
the total plan return includes the commissions bgedhey were a cost of trading
as part of the performance calculation.

Bogdahn likes the transparency aspect of being #&bllook at the custodial
statements, which are the official record of atfivor the plan and being able to
follow and see those commissions on every singldetr If commissions are
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included, how would the plan know it is getting tbevest commission dollars. If

trading at 5 cents per share for large cap stdtkisis much too high. There may
be a reason for a money manager to do that but sdriiee commission dollars

above 3.5 should be coming back to the plan.

Ms. Pennington questioned if Fort Myers receives @omerica reports. Ms.
Emerson stated that she receives the quarterlyteepdhe Board members do
not receive the entire report however the Finanagpddtment does. Ms.
Pennington confirmed that the reports are reviewgdrinance; Ms. Emerson
agreed. Ms. Lovejoy questioned whose respongibititis to reconcile the

Comerica statement with the manager reports amidigsnecessary. Mr. Seagle
stated that Finance receives the Comerica and reanagnthly statements for all
three pension plans. The statements are reconaiiddgeneral ledger adjusted
however every detail is not reviewed. Finance’snnianction is to ensure that
the City’s general ledger is in line with the pEtatements.

Mr. Nash stated it is Bogdahn'’s responsibility astMyers’ consultant to review
the transactions and statements every month toremqeslicy compliance. The
commissions are also monitored, which feeds ta@tmemission recapture broker.
If Fort Myers has commissions that are in excesspacified amounts, those
dollars come back to the plan. Mr. Christiansespoaded, if they use the
commission recapture program. If not requiredde i, they can trade at 2 cents
per share then a lot of the managers would do tiaégbkt trade at 2 cents per
share and not deal with trading at a higher rategatting something back.

Mr. Griep motioned to request a formal responsanfrBogdahn Consulting to
address MorganStanley’s report, seconded by Msejogy and unanimously
approved by the Board.

Mr. Lustig stated he would like to include in theotion a response date of no
later than July 20, 2011, which is the next boaegtimg date. Mr. Nash agreed.

Mr. Griep motioned for the formal response to béveeed by July 20, 2011,
seconded by Ms. Lovejoy, and unanimously approye¢deéoBoard.

Ms. Emerson stated that she needs the report oele pveor in order to include it
with the meeting agenda packet. Mr. Burt requestecbpy. Ms. Emerson
agreed.

Mr. Nash reviewed théort Myers General Employees’ Retirement Plan Fee
Review which was provided to Board members.

Mr. Nash stated that the investment managers stexllby style. The annual fee
is listed by basis points, which comes from eachestment management
contract. The fee is calculated on a quarterlyshasing the ending market value.
Some money managers will calculate on the beginmartket value. He believes
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it is a wash; he has not seen a study to indicerwise. If the managers grow
their assets during the quarter they do have aehiginount but they are only

allowed to charge 90 basis points. For 2008 ar@26ort Myers has seen its

pension plan go down almost every quarter not lsxaof bad manager

performance but largely due to the market. Theig¢ebased on a percentage
therefore Fort Myers pays less in dollars everyetiime plan value decreases; he
does not see this as an issue.

Manning & Napier's market value as of March 31, 2@tas $8,485,328. At an
annual fee of 75 basis points the cost is $63,839Bort Myers’ managers bill

qguarterly. Therefore the market value and feeutalion are available at any
time. Once approved by the Board, the paymenbbthe trust can be seen on
the Comerica statements. All of these are eatyath.

It is slightly more difficult to identify the feef®r Polaris International comingled
fund and Morgan Stanley’s Prime Real Estate iffaotiliar with the documents.

Mr. Christiansen stated that these would not béhenComerica statement. Mr.
Nash stated that there is not a line item for e fAs a subscriber to this fund,
Bogdahn receives an official statement on a quartbasis. He used the

maximum fee that would ever be charged (1%) orBitbhgdahn statement, which
is not what Fort Myers is paying.

When referring to the signed subscription agreemetich defines the fees,
Polaris charges 75 basis points per year in inv@stnmanagement fees. In
addition to that, as a subscriber, Fort Myers atjtegpay other expenses incurred
by the plan such as the official independent algithe accounting firm. All of
the investors share in that cost. Therefore whé@ppens in any given quarter,
the fees could be slightly higher. They will alsadye 75 basis points per year for
the money management and depending on when the fed® occur it may be
slightly higher. Polaris guarantees in Fort Myeds’cument that it will never
exceed 1% and if it does, Fort Myers receives ateebf any dollars above that in
the next time period.

Mr. Burt stated that the subscription agreementsdoet provide for any
guarantee nor does it mention fees. Mr. Nashdthig Mr. Burt is only holding
Exhibit Three and the official subscription agreains several sections. The
Board attorney would have the executed copy andityeshould have a copy as
well. The fees are listed on page sixteen whickcisp 75 basis points for
investment management plus additional expenses.BMt stated that he would
like to see the agreement. Mr. Nash stated thatanerequest a copy from the
Board. Mr. Lustig requested that Morgan Stanlekenformal requests for any
other information. Mr. Nash stated that the Morganley Prime Real Estate
Fund charges 90 basis points in investment managefees per year. The
subscription agreement also states that if the heals a 9% rate of return every
year, it can charge an additional .0004 basis ppihis has not occurred in the
last few years.
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The total investment management fees are 66 basistsp including the
maximum 1% Polaris fee, which was only at 90 bpsists last fiscal year. The
dollar fees would be $456,936.71. This includedesk that paid for investment
management; they can be tracked.

The review also details custodial fees. Comerica paid through its
recordkeeping. The contracted fee is 4 basis gdortthe first $50 million and
2.5 basis points for the next $50 million. Fort &y pays 3.6 basis points for
Comerica to provide all of the work it does. Tiwsuld still keep the custody and
investment management at 69.6% which is a very leasonable fee in the
institutional investment world for a plan in theO&® $70 million range.

The Bogdahn fee is also included. It was raisstljaar from $20,000 to 25,000,

which is guaranteed for three more years. Thisaeguto 3.6 basis points. It is

always a hard dollar fee and includes as many Bearas requested and/or other
information.

Annual investment management, custodial, and ctingufees total 73 basis
points per year or $506,769.82, all transparent.

Item IV — Attorney Report ~ Scott Christianser

Financial Disclosure Forms

Mr. Christiansen stated that the Financial Disaledorms are due by July'and
the trustees will be fined if the forms are notiraed by the deadline.

Records Management Liaison

Mr. Christiansen questioned if the resolution wasnpleted for the Records
Management Liaison position. Ms. Emerson statadl kharie Adams informed
her that she is the Records Management Liaison.CHiristiansen stated that as a
separate legal entity the Board can decide if mtw#@o appoint Ms. Adams. Mr.
Lustig stated that the Board already confirmed. tiMy. Christiansen questioned
if it has been reported. Ms. Emerson stated Mandgslhas indicated that she is
listed with the State of Florida however she wih&rm.

Legislation

Mr. Christiansen stated that Senate Bill 1128 d¢atad through the committees
and became more advantageous as it moved throagthénnels. It went to the

governor on June 8, 2011, who has 15 days to sigls. Emerson stated that the
governor's office informed her that he has untitd@3”. Mr. Christiansen stated

that Christiansen & Dehner has been preparing adfhdat has not yet passed.

Mr. Christiansen confirmed that Bill 1128 impact&land 185 pension plans--
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Police, Fire and General Employees. It does ndapeto the Florida Retirement
System. With respect to the General Plan, thedijuires the Florida Department
of Management Services to do an analysis and dasiga financial strength
number for each defined benefit plan in the Statelarida. The actuary will be
required to do a separate analysis in each actuepart restating all of the assets
and liabilities utilizing a 7.75% investment retuassumption. This additional
analysis will not be for funding purposes, just fmwmparison. The State is
attempting to compare all Florida pension plans dnaw it will be difficult to get

a true comparison because of the plans’ varyingmaptons, methodologies, etc.

The benefit item in the legislation that applies3eneral, Police and Fire Plans is
that as of the effective date, no more than 300shotiovertime per year is to be
included in the salary calculation nor can lump spayments of sick and
vacation time. The effective date will be the ddiat the new union contract is
signed after July 1, 2011. Ms. Emerson confirmeat the union contract is
currently under negotiation. Mr. Christiansen <datéhat the additional
significance of the negotiations will be that thi8 will become effective with the
signing of the new contract.

Mr. Christiansen stated that as of the effectivie d&an employee has 500 hours
on the books and retires one or two years latéshieewill still get credit for lump
sum payments existing as of the effective dates Wiill leaves it open to
interpretation for many different issues; this &gy worked out with the Division
of Retirement and he will get more clarificatioMr. Christiansen stated another
issue is whether it is going to be per fiscal olendar year. He has already
submitted approximately fifteen questions to theaté&tfor clarification. |If
guidance is not provided then he will have to iptet it.

There is also a provision that affects the Fort MyPolice and Fire Plans
allowing for a change in board composition. Cutlsenthe two boards have
seven positions including the mayor, chief, andgeobfficers/firefighters. The
issue has been that the mayor is on the boardsl@esl not attend the meetings
therefore the City has asked to change the regemmem The Mayor, who
occupies the City representative position, can bewemoved. Mr. Allegtated
that the position will be designated for a Finammgpartment representative on
each of the three boards. Mr. Christiansen comftfitinat the General Plan is not
subject to the provision. Mr. Alley stated thae tgoal is to have a finance
employee on all three boards. Ms. Emerson stdtadthe General Plan has a
finance employee. Mr. Christiansen stated thatethge a potential conflict of
interest as the trustees have a fiduciary respiibgito the pension plan. A
finance director has a responsibility to overseeGlty’'s finances and could have
a conflict of interest as fiduciary of the pensmlan and its members.

Ms. Lovejoy stated that she understands why thedsohave non-employee
trustees. Mr. Christiansen stated that it couldnoee general such as the position
will be appointed by the City Manager or City CoundVr. Alley stated that this
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was requested as a result of the change in Fort$Vif@@m of government. The
thought was to have the City Manager replace thgav&ecause he was not
attending the meetings however the Division of fRetent refused the request.
With the change in legislation, he is unsure if @iy Manager intends to sit on
the board. He may expect the Finance Directoramsiply an individual who
understands the financial component to occupy tsdipn.

Ms. Lovejoy stated when Mr. Donlan presented thanges, one of the pieces
that the employees paid for was to have the sataiyded in the calculation.

Now the amount that was paid for has been takeny dwathe State. She
guestioned what this means with respect to the @yepl contributions paid;

should the employees be refunded. Mr. Christiassated that legally it does not
have to be refunded. It could be negotiated howkgally the Board must follow

legislation. Mr. Lustig stated in this case empgley will continue to pay it. Ms.

Carlson stated that employees still get 300 hobs. Christiansen stated if the
cutoff is 300 hours, employee will not make anytdbations beyond that. Ms.

Carlson stated that the contributions paid includedrtime, sick and vacation
time. Ms. Emerson stated that employees did nptfgraW-2 wages. Mr. Lustig

requested that Ms. Lovejoy research this.

Mr. Christiansen stated that when the definitiorsatfary is changed to state that
anything over 300 hours is not included in salargt ump sum payments of sick
and vacation are not included in salary, the eng#owill not pay member
contributions on those dollars. Ms. Penningtonestahat members will not pay
the 3.1%. Mr. Christiansen agreed stating thatleyegs only pay pension on
whatever is included in the salary definition. M&nerson stated that she has
already spoken to payroll about implementing aesyisthat will track the hours
up to 300. It will likely be based on fiscal yeadause City records are based on
fiscal year.

Mr. O’Malley questioned if there are cost of liviagjustments as part of the new
law. Mr. Christiansen stated he informed the b@daut all that is included. Mr.
O’Malley questioned about additional insurance. . Msvejoy stated that this is
for the State of Florida system.

Item V — Additional Busines$

Airtime

Ms. Carlson stated that employees are questionimg tive airtime purchase is
limited to five years. They are also asking if gy goes to a 1.6% multiplier
and employees choose to buy airtime after that, tbey purchase sufficient
airtime to cover it back to the 3.1% for those geavir. Lustig confirmed that the
1.6% is the proposed multiplier change for the €itgeneral Plan. Mr.
Christiansen stated he believes the five yearicéistn for airtime is a federal
limitation. Mr. Lustig stated that the other isss@elated to union negotiations.
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Independent Review

Ms. Lovejoy questioned about the status of the pedéent review and pension
workshop. Ms. Emerson questioned what workshop. IMsejoy questioned if
the City is working with a consultant to find anethactuary to do the pension.
Ms. Emerson agreed however stating that she hasewut told anything about a
workshop. Ms. Lovejoy stated that there was disoussabout it in the May
budget workshop.

Ms. Emerson stated that the review is going wéle g getting the requested
information. Ms. Lovejoy questioned when Ms. Enoarexpects to have the
information and what information was requested.e $an do a public records
record request to get the information if necessaws. Emerson stated the City
received the information and that Ms. Lovejoy sklopkobably do a public

records request. Ms. Lovejoy stated that Ms. Earetsld the Board members at
the previous meeting that she would be their soancekeep them informed.

Ms. Emerson stated that she just received the nrdtion. Before it can be
released it must be reviewed and she has to getthetCity Manager. Mr. Lustig
guestioned when this will occur. Ms. Emerson stdtet she should be able to
provide copies at the next meeting therefore il wé in the minutes. Ms.
Lovejoy questioned if any Board members are in fawb requesting the
information through a public records request as wbeld like to be able to
review it before the July meeting. Ms. Emersorestdhat she always provides
the information to the trustees ahead of time.sd@n as she can release it, which
should be in a week or two, the board members vaille it. She questioned if
one week is sufficient. Ms. Lovejoy and Ms. Pegtom agreed.

Pension Related Contract Negotiations/Attorney &evi

Mr. Christiansen requested to see any pensionetklgems under contract
negotiation so he can ensure that the potentialggsawill not violate the Internal
Revenue Code or make the plan non-tax qualified. /Malley stated that his

union attorney is working with him on the contradflr. Christiansen stated that
the union attorney may not be familiar with pensiohe just wants to confirm
that there are no issues prior to the two partigeirsg the contract. Ms.

Pennington questioned if this is the City Attorrejdb.

Mr. Griep stated that the trustees previously dised about the Board being
subject to what the union approves. He believes i good idea for Mr.

Christiansen to review the changes prior to begrged upon. Mr. Christiansen
stated that he is not intending to negotiate; halevgimply call attention to any
potential issues to both parties. Mr. O’'Malley et stating that there is a
process however it would be wise to have someomekch There is not an

agreement until the members and City Council aghMe.Christiansen stated that
it would be prudent to let him review any change®mnsure compliance before

Fort Myers General Employees Quarterly Pension @d&&eting Minutes June 15, 2011 Page 19 of 20



the entire agreement process is complete. Mr.yAdkated irrespective of the
formalities, it is a reasonable request; he wilarehthe information with Mr.
Christiansen.

Independent Plan Administrator

Mr. Griep stated that a couple of meetings ago betimned the possibility of the
Board seeking an independent plan administratdris iE not to take away from
what Ms. Emerson is doing however the Fire Plan heently hired an
independent administrator for its plan. He questcbwhether he should pursue
the idea. He believes that the Board should censiding an RFP for a private
administrator, independent of the City, who cou#hdile the recordkeeping and
pension calculations. This pension administrasdnandling all of Cape Coral’s
pension plans and the Fort Myers Fire Plan. Thexfopm pension calculations at
no additional cost and can have the numbers intiraal given they are provided
the real numbers from payroll. Foster & Fosterrgha $100.00 or more. The
independent plan administrator takes care of allrdtords and has local offices
for employee accessibility. Their home office isHalm Beach. He is not saying
the Board should select this company; it is an gtarof a firm independent of
the City. He believes they provide a lot of seegithat the board does not receive
now. This could also involve a cost savings foe #imployees because the
calculations could be done on the website.

Mr. Christiansen recommended that the Board do &R Rit is going to pursue
an outside administrator. He was uncomfortable wNorganStanley’s
presentation today because the Operating RulesPamcedures dictate that the
Board will not bring anyone in to do a presentatimess it is through the RFP
process. Fort Myers did not do that and basiglya proposal from a consulting
firm. If the Board is going to consider this heasmmends doing an RFP, which
could be sent to the company Mr. Griep spoke alvoatidition to the other firms.
The result could be that the Board decides to nmakehange. Mr. Griep stated
that Fire had three or four presentations. Ms.niPgton stated that the RFP
would be like a proposal; Mr. Lustig agreed statiing responses would be from
multiple entities who are interested in working floe Board.

Ms. Pennington motioned to do an RFP for an inddpah plan administrator,
seconded by Mr. Griep, and unanimously approvethéyBoard.

Mr. Christiansen confirmed that he is to do the RWB. Pennington agreed.

There being no other business to discuss, the ngeatjourned at 186 O’clock
A.M.
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