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Target Date Trends in 2013

« Target date funds continue to attract strong flows relative to
other mutual fund categories and will account for 40-50% of
DC assets in a few years

 BigThree continue to dominate market share
 Index-based series growing at faster rate than active

 Fees continue to trend downward, but wide disparities
persist

 Since June 2009, expenses based on lowest-cost share class
method have declined from 0.91% annually to 0.83%
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Target Date Trends in 2013

« Feesrange from 0.18% at Vanguard to 1.55% at
Oppenheimer

e Losses during 2008 have prompted heightened awareness
of risk surrounding near-retirees

Benchmarking still very difficult, most plan sponsors and
advisors do not understand the structure

Prospectus benchmarks vary widely with S&P 500 most
common, but over 20 different benchmarks listed across 43
fund families
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PPA 2006 Safe Harbor

With the passage of the Pension Protection Act of 2006

(* PPA"), it is now easier for plan sponsors to increase
participation in their plans without exposing themselves to the
liability associated with making default investments.

This is because PPA added a new fiduciary protection to ERISA
for default investments. Specifically, the PPA added ERISA
§404(c)(5), which provides for Qualified Default Investment
Alternatives or “ QDIAs” (the “ QDIA rule”).

These rules are helpful when employees fail to make an
investment election.
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PPA 2006 Safe Harbor

The QDIA rule provides that, for default investments made in
accordance with a regulation issued by the DOL, fiduciaries are
entitled to a statutory defense against any claims by
participants that they were improperly invested.

This is sometimes called a fiduciary “ safe harbor”.

There are three types of safe harbor: age based fund, risk based
fund and/or a managed account.
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Useful Reference Articles—FAB 2008-03

U.5. Department of Labor Employee Benefits Security Administration _Q%
Washington, D.C. 20210 [ g IF

FIELD ASSISTANCE BULLETIN NO. 2005-03

DATE: APFIL 29, 2008
MEMORANDTUM FOR: VIRGINIA C. SMITH
DIRECTOR CF ENFORCEMENT
FEGIONAL DIRECTORS
FROM: ROBEFRT . DOYLE

DIRECTOR OF REGULATIONS AND INTERFRETATIONS

SUBJECT: GUIDANCE REGARDING QUALIFIED DEFAULT INVESTMENT
ALTERNATIVES (29 CFR § 2550.404c-3)

BACKGROUND

On Qctober 24, 2007, the Department of Labor (Department) published a final
regulation! providing relief from certain fiduciary responsibilities under the Employee
Retirement Income Security Act (ERISA) for investments made on behalf of participants
or beneficiaries who fail to direct the investment of assets in their individual accounts.
See 29 CFR § 2350.404c-3 (hereafter referred to as the “QDIA regulation”). Since
publication of the QDILA regulation, a number of issues have been raised concerning the
scope and meaning of various provisions of the QDIA regulation. This Bulletin is
intended to supplement the QDIA regulation by providing guidance, in a question and
answer format, on a number of the most frequently asked questions.

CIUESTIONS AND ANSWERS

SCOFE OF QDA REGULATION

Q-1. To what extent does the QDIA regulation relieve a plan sponsor from fiduciary
liability when the plan sponsor chooses to create and manage a qualified default

172 FR 60452 (Oct. 24, 2007).
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29 C.ER. §2550.404c¢-5(b)(1) Still
Requires Investment Monitoring

Q-1.To what extent does the QDIA regulation relieve a plan
sponsor from fiduciary liability when the plan sponsor
chooses to create and manage a qualified default
investment alternative (QDIA) itself using a mix of the plan’s
available investment alternatives?

A-1 A plan sponsor that chooses to create and manage a QDIA
itself may be relieved of liability for decisions to invest all or part
of a participant’s or beneficiary’s account in a QDIA only if the
plan sponsor is a named fiduciary (see § 2550.404c-5(e)(3)(1))(C)).

The plan sponsor would not be relieved of liability for the
management of the QDIA (see § 2550.404c-5(b)(1)(ii)) or the
prudent selection and monitoring of the QDIA (see § 2550.404c-

5(b)(3)).
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Useful Reference Articles from
Morningstar

MCORNINGSTAR

Target-Date Fund Series Rating and . MORNINBSMH
Research Roports Methodology Target-Date Series Research Bty Sy

Paper: 2012 Industry Survey

Momingstar Methodology Paper
August 4, 2011

O3 Momegrin o 3 nghs rmommvnd. Tog rrmmacon i the documae i Ton gy of Momergi, o Mormingstar Fund Flesearch, Apeil 2011

Raprochcton or Tanacrgnce by vy Soae. bl o At wehcut th s mrtese comsens o Momegeta e i3 prohisand MOHNINHSTAH
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Useful Reference Articles from
Standard and Poors

S&P DOWJONES
INDICES DOetober 2011

| S&P DOWJONES
INDICES ; = INDICES

TARGET DATE BENCHMARKING: THE VALUE OF A CONSENSUS
GLIDE PATH

SEP TARGET DATE SCORECARD
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Target Date Retirement Funds
Tips for ERISA Plan Fiduciaries

Target Date Retirement Funds -
Tips for ERISA Plan Fiduciaries

U Degarmment of Labor
Erglovee Heewits Sevumry Admesanos
February 2013

Target dale retirement funds falso colled farget date fimds o TIFS) have become an increasingly popular
investment option in 401k} plans and similar emiployee-divected retirement plans. The LS. Departiment of
Laber's Emplopes Benefits Security Adminictration (EBSA) prepaved the fallowing gemeral guidance to azsist
plan fidueiaries in selecting and monitoring TOFs and other imvestment options in 401k} and gimilar
participont-directed individual account plans, Employers and offer plam fiduciaries can fearm imare about their
Fduciary respansibilities wnder e Employee Relivement Income Sacurity Act of 1974 (ERISA) by visiting EBSAs
webisile at www. ol govelse compliance_assidance fiml,

Target Date Fund Basics

With the growth of 401(K) and other indhvidual sccount retirement plans, many moee panticipants are
responsible for ievesting their etiremént savings. Target date recirensent funds, or TDFS, can be astractive
investment options for employees who do not want (o actively manage their retirement svings. TDFs
sutomatically rebalance to become mMore CONSEnative as an employes gets claser to retirement. The “targer
Ate™ refirs b A EArget retivestent date, and often is part of the nanse of the fursd, For example, you nght see
TOFs with names like “Portfolia 2030." “Retirement Fund 2030," or “Target 20307 that are designed for
individusals who intend to retire during of near tve vear 2030, Because of these features, many plan sponsors
decide 1o use TOFS as their phan's qualified defauls imvestment shemative (QDIA) under Department of Labor
regulations. A QDA is a default investment opeion chosen by a plan fiduciary for participants whio fall to make
an election regarding investment of thelr account balanges,

TOFs offer a long-term imvestment strategy based on holding a mix of stocks. bonds and other Imvestments
{this mix b5 called an asset allocation) that automatically charsges over tme as the pasticipant ages. A TDF's
initial axser alocation. when the target date is a numbses of vears awiy, usually consists mostly of ocks o
equity investments, which often have greater potencial for higher retums but also can be more volatie and
carry greater investnsent risk. As the target retirement date appreaches (and often continuing after the target
date), the fund's asset allocation shifts to include & higher proportion of more conservative investments, like
bonds and cash instruments, which generally are less volatile and carry less mvestment risk than stocks. The
shifk i the asset allocation over time is called the TDF “glide pach.” It is inportant to know whether a target
date fund's glide path uses & “ta retirement™ or a “through retirement™ approach. A “to” approsch reduces the
TOF's equity exposure over time to |ts Most conservative point at the target date. A “through” approach
redisces equity exposure through the target date 50 it does not reach is MOSE conservative poing untl years
later.

Within this general framework, however, there are considerable differences amang TDFs offered by different
providers, even among TDFs with the sanse target dste. For exarsple, TDFs may have different investment
strategies, ghde paths, and imestmentrelated foes. Because these differences can significantly affect the way &
TOF pesforms, it is important that fiduciaries understand these diferences when selecting a TOF as an
investment option for their plan.

Establish a process for comparing and selecting
TDFs.

Establish a process for the periodic review of
selected TDFs.

Understand the fund’s investments —the allocation
in different asset classes (stocks, bonds, cash),
individual investments, and how these will change
over time.

Review the fund’s fees and investment expenses.
Inquire about whether a custom or non-proprietary
target date fund would be a better fit for your plan.
Develop effective employee communications.

Take advantage of available sources of information
to evaluate the TDF and recommendations you
received regarding the TDF selection.

Document the process.
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Understanding Glidepath

Benchmarks
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Essential Characteristics of a
Benchmark

Unambiguous

 Investable

e Measurable

e Appropriate

 Reflective of current investment opinions
Specified in advance

12 v nified trust



Comparison of VariousTarget Date
Benchmarking Systems

1 S&P Target Date Series

M odified peer group average (“ consensus”) based on survey of
fund families with AUM of $100 million or more. If an asset
class is included in 25% of target maturity funds it is included in
the average. Summed survey results lead to the equity glide
path.

9 asset classes included in the index.
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Comparison of VariousTarget Date
Benchmarking Systems

2. Dow Jones USTarget Indexes

Semi-variance-based glide path. Starting 40 years prior to the
target date, the funds target 90% of the semi-variance of equity.
This decreases to 20% of the semi-variance of equity 10 years
after the retirement date.

10 asset classes included in the index.
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Comparison of Various Target Date
Benchmarking Systems

3. Morningstar Lifetime Allocation

Three risk tracks; aggressive, moderate and conservative.
M oderate usually used in most reports.

M odern Portfolio Theory (M PT)-based glide path evolves with
the median U.S. citizen’s total economic situation--including an
evolving picture of their financial capital, human capital, and
retirement income liability.
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Comparison of VariousTarget Date
Benchmarking Systems

3. Morningstar Lifetime Allocation

The glide paths attempt to maximize a participant’s total
financial health by investing their financial capital in such a way
that it brings their total wealth closest to MPT's Sharpe

maximizing portfolio (adjusted for risk preferences and
liabilities).

19 asset classes included in the index.
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Most Target Date Funds Fall Between the
Morningstar Moderate and Conservative
Lifetime Index Bands

Morningstar Aggressive Index Has Higher Risk than Any Target Date Fund
Most Are Between Conservative and Moderate

100% -

= ==

80% -

60% -

Equity Allocation

40% -

Morningstar
Lifetime Indexes

20% -

0%

2050 2045 2040 2035 2030 2025 2020 2015 2010

Target Retirement Date

Source: Data from all 43 fund family TDF holdings,
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
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“Big Three” Target Date Funds Fall Between
Morningstar Moderate and Conservative
ndex Glidepaths

Popular Target Date Funds Fall Between
Morningstar Moderate and Conservative Indexes

100.0% -
- <@ -Vanguard
Fidelity

80.0% 1 —o—T Rowe Price
E ==¢=Mstar TDF Index Aggressive
T 60.0% Mstar TDF Index Moderate
g = &~ Mstar TDF Index Conservative
<
>
= 40.0%
>
o
L

20.0%

0.0%

2055 2050 2045 2040 2035 2030 2025 2020 2015

Target Retirement Date
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Only the UnifiedPlan Aggressive Glidepath
Falls Between Morningstar Moderate and
Conservative Index Glidepaths

Only the UnifiedPlan Aggressive Glidepath Falls Between
Morningstar Moderate and Conservative Indexes
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Consensus Driven S&PTarget Date Indexes
Fit Better to TDF Universe

S&P Target Date Index Is Better Fit
Since Consensus Driven
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@
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Retirement Year

Source: Data from all 43 fund family TDF holdings,
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
Source: S&P Target Date Scorecard data as of December 31, 2011
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S&PTarget Date Indexes Fit Better to
UnifiedPlan Aggressive and Moderate
Glidepaths

S&P Target Date Index Falls Between UnifiedPlan
Aggressive and Moderate Glidepaths
100.0%
80.0%
_E —#— UnifiedPlan Aggressive
§ 60.0% UnifiedPlan Moderate
2 —O=—UnifiedPlan Conservative
<>E\ 40.0% ==¢=S&P Target Date Indexes
=]
O
L
20.0%
0.0% w w w ‘ ‘ ‘ ‘ ‘ ‘
2055 2050 2045 2040 2035 2030 2025 2020 2015
Retirement Date

Source: Data from all 43 fund family TDF holdings,
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
Source: S&P Target Date Scorecard data as of December 31, 2011
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Most Target Date Funds Underperform the
S&PTarget Date Indexes

Fraction of TDF Mutual Funds Lagging S&P Index

Fund Category Comparison Index One Year Three Year Five Year
Retirement Income  S&P Target Date Ret Income 87.2% 17.6% 62.5%
Target 2010 S&P Target Date 2010 80.8% 18.2% 82.4%
Target 2015 S&P Target Date 2015 78.9% 13.8% 76.5%
Target 2020 S&P Target Date 2020 71.8% 22.9% 87.0%
Target 2025 S&P Target Date 2025 77.8% 23.1% 85.7%
Target 2030 S&P Target Date 2030 79.5% 28.6% 91.3%
Target 2035 S&P Target Date 2035 85.7% 36.0% 85.7%
Target 2040 S&P Target Date 2040 84.6% 40.0% 80.0%
Target 2045+ S&P Target Date 2045 89.0% 42.6% 63.2%

Source: S&P Target Date Scorecard data as of December 31, 2011
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“Big Three” Target Date Funds Have
Generally Lagged AlITDF Benchmarks, with
Fidelity Performing the Worst

Performance of Vanguard, Fidelity and T Rowe Price 2030
Funds Against Various Target Benchmarks

18.0%
16.0%
0
E 14.0% BVanguard Target Retirement 2030
> . .
]
40_5 12.0% T Rowe Price Retirement 2030
n'd OFidelity Freedom 2030
o 10.0% BDJ US Target 2030 TR USD
N
— OMorningstar Lifetime Conservative 2030
[ 8.0% i _—
g BMorningstar Lifetime Moderate 2030
5: 6.0% WS&P Target Date 2030 TR USD
OTarget-Date 2026-2030 Category Median
4.0%
2.0%
0.0% - :H:,ﬁ
-2.0%

1Yr 3Yr 5Yr

Source: Data from all 43 fund family TDF holdings. Fund performance data are as of June 30, 2012.
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
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“Big Three” Target Date Funds Have
Generally Lagged TDF Benchmarks, with
Fidelity Performing the Worst

Vanguard 2030 Five Year Performance to Benchmarks

Target-Date 2026-2030 Category Median _ 1.01%

S&P Target Date 2030 TR USD -0.06% I

Morningstar Lifetime Moderate 2030 0.67% [

Morningstar Lifetime Conservative 2030 -2.62% _

DJ US Target 2030 TR USD -1.84% _

-4.00%  -3.00%  -2.00%  -1.00% 0.00% 1.00% 2.00%

Source: Data from all 43 fund family TDF holdings. Fund performance data are as of June 30, 2012.
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
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“Big Three” Target Date Funds Have
Generally Lagged TDF Benchmarks, with
Fidelity Performing the Worst

T Rowe Price 2030 Five Year Performance to Benchmarks

Target-Date 2026-2030 Category Median _ 1.05%

S&P Target Date 2030 TR USD -0.02%

Morningstar Lifetime Moderate 2030 -0.63% -

Morningstar Lifetime Conservative 2030 -2.58% _

DJ US Target 2030 TR USD -1.80% _

-4.00% -3.00% -2.00% -1.00% 0.00% 1.00% 2.00%

Source: Data from all 43 fund family TDF holdings. Fund performance data are as of June 30, 2012.
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
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“Big Three” Target Date Funds Have
Generally Lagged TDF Benchmarks, with
Fidelity Performing the Worst

Fidelity Freedom 2030 Five Year Performance to Benchmarks

Target-Date 2026-2030 Category Median 0.01%

S&P Target Date 2030 TR USD -1.06%

Morningstar Lifetime Moderate 2030 -1.67%

Morningstar Lifetime Conservative 2030 -3.62%

DJ US Target 2030 TR USD -2.84%

-5.00%  -4.00%  -3.00%  -2.00%  -1.00% 0.00% 1.00%

Source: Data from all 43 fund family TDF holdings. Fund performance data are as of June 30, 2012.
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
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Fidelity Freedom Performed the Worst
Because of Negative Alpha in Underlying
Proprietary Fidelity Funds

Fidelity Freedom Funds Negative Alphafrom Underlying Fidelity Funds
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Source: Morningstar Using a Target Date Benchmark, April, 2012
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Target Date Glidepath Benchmarking
Conclusions

1. There is no perfect glidepath benchmark since glidepaths
vary widely. None are investable.

2. Morningstar Lifetime Moderate Index is most popular, but
more aggressive than many funds.

3. S&PTarget Date Series is closest to actual fund holdings
and industry universe.

4. No glidepath is right or wrong—prudence depends upon
the individual participant's asset/liability funded status.
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Simple Formula of “100- Age” Works

Just As Well for “Ideal” Glidepath

Simple Formula

100 - Age
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Target Date Glidepath Benchmarking
Conclusions

5.

Most target date funds lag behind all the target date
glidepath benchmarks.

Lagging performance can be explained by fees, proprietary
sub-portfolio funds that underperform their benchmarks,
and asset allocation significantly different from the
benchmark.

Since target date manufacturers are not ERISA fiduciaries,
they can select imprudent sub-portfolio funds and face no
fiduciary liability.
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Fiduciary Analytics Target Date
Benchmarking— Overview

Fi360 Fiduciary Score® Breakdown (Funds/ETFs/GRPAs Only)

fi360 Fiduciary Score Criteria

1 Inception Date: The investment must have at least a 3 year track history.
Manager Tenure: The investment manager must have at least a 2 year track history. (Most senior manager's tenure)
Assets: The investment must have at least 75 million under management. (Total across all share classes for funds/etis)

Compesition: The i ion to its primary asset class should be greater than or equal to 80%. (Mot applied to all peer groups)
Style: The investment's current style bax should match the peer group. (Mot applied io all peer groups)

Prospectus Met Exp Ratio: The investment must place in the top 75% of its peer group.

Alpha: The investment must place in the top 50% of its peer group.

Sharpe: The investment must place in the top 50% of its peer group.

1 Year Return: The investment must place in the top 50% of its peer group.

3 Year Return: The investment must place in the top 50% of its peer group.

W om N o@m ot Bt M

"
=

M1 5 Year Retum: The investment must place in the top 50% of its paer group.

Calculation Methodology Legend

The fi360 Fiduciary Score is a peer percentile ranking of an investment against a set of quantitatve due diligence critena selected to reflect prudent fiduciary management. The Y Investment meets the criterion

criteria include total returns, risk-adjusted retumns, expenses, and other portfolio statistics. Investments are ranked according to their ability to meet due diigence criteria every

manth. The rank becomes the fi360 Fiduciary Score. The fi380 Fiduciary Scone Average is a one-, three-, five- or ten-year roling average of an investments fi360 Fiduciary X Investment does not meet the criterion
Sw_re_. The ﬁ?_v&l] Fiduciary Score represents a suggested course of ac.mn and is_nut intended, nor should it be used, as the sole source of mformation for reaching an investment WAV jrvestment data is not available
decision. Visit the Glossary or fi3d0.comfi380-Fiduciary-Score for more information.

WS jnyestmant dossn't have the history to be scored

NADD  Investment is not screensd on the criterion

fi360 Fiduciary Score

fi360 Fiduciary Score Criteria
Average
1¥r 3¥r 5Y¥r 10¥r

Vanguard Target Retirement 2055 Inv (VFFVX) Target Date 2051+ - B - - - X 4+ NAppNApp +  Niv NAv ) NAv NAv

#of Peers.
Wanguard Target Retirement 2010 Iy (VTENX) Target Date 2000-2010 III III ll - - [ [ | NAADDNA | | | | |

v v v pAPP N ) Al v ) v

& of Peers 126 115 a4
anguard Target Retirement 2015 Inv (VTXVX) Target Date 2011-2015 III III EI EI - y v 4 NApoNApp o V y y V \

#of Peers 123 106 60 25
Wanguard Target Retirement 2020 Inv (VTWNX) Target Date 2016-2020 n B - - y v« NAppNApp N \ \ N N

#of Peers. 157 150 101
anguard Target Retirement 2025 Inv (VTTVX) Target Date 2021-2025 Il KN EE K - N J 4 NApphdpp o Y ] \ Y J

#of Peers. 11 24 5 20
Wanguard Target Retirement 2030 Iy (VTHRX) Target Date 2028-2030 [ 0 | N Em - - [ [ | N/ADDNA ! | 1 f | I

NN N NApphNApp N v Voo v

#of Peers 157 150 101
Vanguard Target Retirement 2035 Inv (VTTHX) Target Date 2031-2035 Il KN EN EN - v N NApoNdpp o Nl y N N

#of Peers. 11 24 5 20

Page 3 of 9
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Fiduciary Analytics Target Date
Benchmarking—M oderate Detall

Investment Comparison - fi360 Fiduciary Score®
The fi360 Fiduciary Score is a peer percentile ranking of an investment against a set of guantitative due diligence criteria selected to refiect prudent fiduciary management. The fi3@0 Fiduciary Score Average is a one-, three-, five- or ten-year rolling
average of an investments fi380 Fiduciary Score.
Investors showld consider the investment objectives, risks, and charges and expenses of a fund carefully before i i Prospecty ining thiz and other informafion about the filnd are available by contacting your financial consulfant.
Pl'aasemﬂmemmmbﬂa@mmmmmakemﬂ'natﬂ'reﬁmduawaéefwwgoakaﬂdn&kidﬁam The performance il ian shown past and iz nof & of future results. The
investment refum and principal value of an invesfment will fluctuafe so that the shares, when redeemed, may be worth more or less than rhelnmgmd cost. The performance information shown reflects performance without adjusting for sales charges.
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Peer Group Retirement Income Target Date 2000-2010 Target Date 2011-2015
Quartile Quartile GQuartile
fi360 Fiduciary Score LEI= 12 3 4 #peers S 1.2 3 4 #peers il 1 2 3 4 #peers
Score [ 7 | . m [0 | . 126 [ o | . 122
Average (1-Year) K . 204 [ o | . 115 [0 | . 108
Average (3-Year) KR . 7 KR . o4 EX . 80
Average (10-Year) - - -
Meets Meets Meets
fi260 Fiduciary Score Criteria Value Criterion Value Criterion Value Criterion
1) Inception Date 10/27/2003 v 6/7/2006 y 1042772003 Y
2) Assets 5 2.711.1 million W $6:424.8 million v $ 17,622.9 million v
3) Manager Tenure 0.2 years b 6.6 years W 9.2 years Al
4) Composition Peer not screened for composition NiApp Peer not screened for composition NiApp Peer not screened for composition NApp
5) Style Consistency Peer not screensd for style drift NApp Peer not screensd for style drift NApp Peer not screened for style drift NApp
Quartile Meets Guartile Meets Guartile Meets
Value 1 2 3 4 #peers Criterion Value 1 2 3 4 #peers Criterion Value 1 2 2 4 #peers Criterion
&) Prospectus Met Expense Ratio 017% - 248 v 0.17% - 130 W 017T% - 1683 \‘.
7) Alpha 361% - 277 Y 1.80% - 128 3 0.70% - 122 A
Page 3 of 18
‘Anaiysis, search process, and layout are © 2000-2013, M350, InC. (www.N350.comi. AllTighes reserved. The anaiysis and opinions genersbed by T350- (1) 0o Diare 3] are ot warranied o represented & be COMEC, Compiese. of
accurate; and £} ane for the exchusive use of subscribers &0 1360, The data source i3 © 2013 Momingstar, Inc. All Fghts reserved. i inc andior Itz 12} may ot be copled or Glztuted: and (3) b not waanted i be SCeurshe, compie or fos'y. ﬁ'%(‘g()
Nefher Mamingsiar, Inc nor & are responsiie for any damages or ioszes ansing from any use of s Aormation. Fast pe: Eno g
T3El_Landscape_va_5 Fund data as of 10312012

32 avnified trust



Fiduciary Analytics Target Date
Benchmarking—High Detalil
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w12 106 6 25 S Hokding Detal manager Teniee (ongest)  Sasyears ||
The H350 Fiduciary il a3,
m gr...,..u:a::.::” JI':"‘:J:(:" Tep 10 Holdngs $16,827.27 mil { 100.00% of net assets) ooy Responsible Fund o
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Understanding Glidepath Risk
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Variability of Target Date Fund Glidepath
Risk Increases as the Retirement Date

Draws Closer
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uity Allocation
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Glidepath Equity Allocation Varies Widely
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Target Retirement Date
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Source: Data from all 43 fund family TDF holdings,
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
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10th and 90t Percentile Equity Allocation
Bands Show Significant Variability

Equity Allocation

0%

100%

80% -

60% -

40% -
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10th and 90th Percentile Bands of Equity Allocation
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2045

2040 2035 2030 2025 2020 2015 2010
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Source: Data from all 43 fund family TDF holdings,
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
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10t" and 90t Percentile Equity Allocation
Bands Increase Variability When
Uncertainty Should be Decreasing

2050 2045 2040 2035 2030 2025 2020 2015 2010

Mean 91.7% 90.5% 88.6% 853% 77.6% 69.9% 61.0% 51.6% 43.4%
St Dev —_—>4.1% 4.3% 4.8% 5.8% 8.1% 9.3% 10.7% 12.2% 12.9%|€—
90th Percentile 97.0% 96.2% 948% 928% 88.1% 82.0% 74.9% 67.5% 60.2%
10th Percentile 86.3% 84.8% 824% T77.7% 67.1% 57.7% 47.1% 35.8% 26.6%

Source: Data from all 43 fund family TDF holdings,
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
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Variability of Glidepath Risk Increases as
the Retirement Date Draws Closer
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Standard Deviation of Equity Allocation
Increases as the Retirement Date Nears
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Source: Data from all 43 fund family TDF holdings,
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
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10t" and 90t Percentile Equity Allocation
Bands Show Significant Risk Variability—
Especially As Retirement Approaches

Comparison of Portfolio Losses
Across Various Target Date Asset Allocation Mixes
N e e
9.6%
-10.0% -
0.0% ==00th Percentile
Mean -19.4% -18.4%

20.0% - 10th Percentile
(2]
n
(@]
-
o -30.0% -
IS
3]
o -40.0% -

-50.0% -

-60.0% - 1

50 45 40 35 30 25 20 15 10 5
Year Until Retirement Date

Source: Data from all 43 fund family TDF holdings,

Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
Assumes 2008 like market with equity loss of -48.0%, fixed income gain of +4.0%.
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The UnifiedPlan Aggressive Glidepath Is
Similar to “ Big Three” Target Date Funds

UnifiedPlan Aggressive Glidepath Is Similar to Popular Target
Date Funds While Moderate and Conservative Are Less Risky
100.0%
80.0% - :
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o
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'S 40.0% Fidelity
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L —o— T Rowe Price
20.0%
00% T T T T T T T T 1
2055 2050 2045 2040 2035 2030 2025 2020 2015
Target Retirement Date
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UnifiedPlan Portfolios Are Designed to Be
Less Risky and More Consistent —
Especially As Retirement Approaches

UnifiedPlan Portfolio Losses Are Designed to Be Smaller
Than Many Target Date Asset Allocation Mixes

0.0%
——90th Percentile 0.6%

-10.0% - 10th Percentile 070
A —&—UnifiedPlan Aggressive o -13.6%
3 = UnifiedPlan Moderate 16.0%
o -20.0% - —o—UnifiedPlan Conservative OO 18.8%
S --n-..-a.n-n-ni"
=
S -30.0% - -27.1%
o
S
2
8 -40.0% -
o
x
LLl

-50.0% -

-60.0% -

50 45 40 35 30 25 20 15 10 5

Year Until Retirement Date

Source: Data from all 43 fund family TDF holdings,
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
Assumes 2008 like market with equity loss of -48.0%, fixed income gain of +4.0%.
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Benchmarking “ To” Versus “ Through”

1. One of the reasons for the wide disparity in ending equity
allocation is the “to” versus “through” philosophy.

2. The ‘through” approach assumes participants will leave
their money in the TDF (plan) for another 20-30 years after
beginning retirement.

3. Yet most (> 83%) participants withdraw or rollover all their
funds within 3 years of terminating employment.
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Why No Stable Value in Target Date
Funds?

1. Stable Value not available in any mutual fund

2. No true open architecture since built from proprietary
underlying mutual funds

3. Lack of critical thinking and fiduciary process
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Stable Value Addition to Portfolio
Reduces Risk and Increases Efficiency

Higher Efficiency with Stable Value in Glidepath
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Individual Asset/Liability
Funded Status Is the Most
Important Glidepath

Determinant
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The Four Key Parts to Retirement
Success are Like a Pyramid

vestmen
Selection

Asset
Allocation

Actuarial
Solution Matrix

Plan Design
With Intelligent
Fiduciary Defaults
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Without Knowing the
Participant’s Funded Status
There Cannot

Be a“ Correct” Glidepath
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Using the Asset/Liability Funded Ratio to
Better Manage Target Date Risk

Participant #1 “ Steady Saver”

40 years old

Earns $50,000 per year

Saves 8% of pay in total

Has 1 year’s pay saved in plan

Wants to retire at 65 (25 years from now)
Seeks to replace 70% of income

Social Security replaces 32% of pay

AN N N NI N N
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Using the Asset/Liability Funded Ratio
to Better Manage Target Date Risk

Participant #1 “ Steady Saver”
Age 65 infl. Adj. plan liability = $363,213

10th percentile TDF asset forecast = $318,108
50t percentile TDF asset forecast = $331,560
90th percentile TDF asset forecast = $345,639

Source: Data from all 43 fund family TDF holdings,
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
Assumes 2008 like market with equity loss of -+5.0%, fixed income gain of +2.0%.
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WARNING!

You Generally Cannot Solve a

Funding Shortfall With Riskier
Portfolios
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Using the Asset/Liability Funded Ratio
to Better Manage Target Date Risk

Participant #1 “ Steady Saver”

Al TDFs leave the participant underfunded
at age 65, but aggressive looks closest!

10th percentile TDF A/L funded ratio = 0.876
50t percentile TDF A/L funded ratio = 0.913

90" percentile TDF A/L funded ratio = 0.952,

Unified Trust asset/liability calculations assume real (inflation adjusted) net equity returns of +5.0%, fixed income
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90th Percentile Exposes the Participant
to Much Greater Losses Near

Retirement and a Greatly Reduced
Funded Ratio

Participant #1 “ Steady Saver”

Age 65 account value after pre-retirement year bear market--
aggressive is -31% underfunded!

10th percentile equity = -9.6%, funded = 0.792
50t percentile equity = -18.4%, funded = 0.745

901 percentil equity = 274%, funded = 0.654

Unified Trust asset/liability calculations assume real (inflation adjusted) net equity returns of +5.0%, fixed
income of +2.0%.

Assumes 2008 like market with equity loss of -48.0%, fixed income gain of +4.0%.
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Actuarial Solution Matrix Can Still Keep the
Participant Fully Funded

Participant #1 “ Steady Saver”

Age 67 Actuarial Solution Matrix before the final year bear
market. (ASM Solution 0 A)

ASM Actuarial Solution Matrix
Year 0] 1 2 3
C 0.905 1.140 1.473 1.971
M 0.964 1.218 1.578 2.117
A / 1.020 1.291 1.677 2.256

Unified Trust asset/liability calculations assume real (inflation adjusted) net equity returns of +5.0%,
fixed income of +2.0%.
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Actuarial Solution Matrix Can Still Keep the
Participant Fully Funded

Participant #1 “ Steady Saver”

Age 67 Actuarial Solution Matrix after the final year bear
market. (ASM Solution 1 M)

ASM Actuarial Solution Matrix

Year 0 1 2 3
C 0.782 | 0985 | 1.273 | 1.704
M 0.810 |,1.023 | 1.326 | 1.779
A 0.828 7] 1.048 | 1.362 | 1.831

Unified Trust asset/liability calculations assume real (inflation adjusted) net equity returns of
+5.0%, fixed income of +2.0%.
Assumes 2008 like market with equity loss of -48.0%, fixed income gain of +4.0%.
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The AggressiveTarget Date Fund
Allocation Is Even Worse for the Near
Retiree

Participant #2 “ Just About Retired”

v' 59 years old

v' Earns $50,000 per year

v' Saves 15% of pay in total

v' Has 5 year’s pay saved in plan

v' Wants to retire at 65 (6 years from now)
v' Seeks to replace 70% of income

v Social Security replaces 32% of pay
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Using the Asset/Liability Funded Ratio
to Better Manage Target Date Risk

Participant #2 “ Just About Retired”
Age 65 infl. Adj. plan liability = $363,213

10th percentile TDF asset forecast = $349,821
50t percentile TDF asset forecast = $358,617
90t percentile TDF asset forecast = $367,607

Source: Data from all 43 fund family TDF holdings,
Morningstar Target-Date Series Research Paper: 2012 Industry Survey, May, 2012
Assumes 2008 like market with equity loss of -+5.0%, fixed income gain of +2.0%.
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Using the Asset/Liability Funded Ratio to
Better Manage Target Date Risk

Participant #2 “ Just About Retired”

The aggressive (90" percentile) TDF forecast to be fully funded
at 65.

10t percentile TDF A/L funded ratio = 0.963
50t percentile TDF A/L funded ratio = 0.987

90" percentile TOF AVL funded ratio = 1012 |

Unified Trust asset/liability calculations assume real (inflation adjusted) net equity returns of +5.0%,

fixed income of +2.0%.
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90th Percentile Exposes the Participant to
Much Greater Losses Near Retirement
and a Greatly Reduced Funded Ratio

Participant #2 “ Just About Retired”

Age 65 account value after pre-retirement year bear market—
90t is now -26% underfunded!

10th percentile equity = -9.6%, funded = 0.871
50t percentile equity = -18.4%, funded = 0.806

th — —

Unified Trust asset/liability calculations assume real (inflation adjusted) net equity returns of +5.0%,
fixed income of +2.0%.
Assumes 2008 like market with equity loss of -48.0%, fixed income gain of +4.0%.
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Actuarial Solution Matrix Can Still Keep
the Participant Fully Funded

Participant #2 “ Just About Retired”

Age 67 Actuarial Solution Matrix before the final year bear
market. (ASM Solution 0 C)

ASM Actuarial Solution Matrix
Year 0] 1 2 3
C w 1.166 1.475 1.912 2.567
M “| 1185 | 1503 | 1.955 | 2.631
A 1.205 1.532 1.997 2.694

Unified Trust asset/liability calculations assume real (inflation adjusted) net equity returns of +5.0%,

fixed income of +2.0%.
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Actuarial Solution Matrix Can Still Keep the
Participant Fully Funded

Participant #2 “ Just About Retired”

Age 67 Actuarial Solution M atrix after the final year bear
market. (ASM Solution 0 C)

ASM Actuarial Solution Matrix
Year | 0 1 2 3
Cc (Y1008 | 1.275 | 1.653 | 2.218
M 0.996 | 1.263 | 1.642 | 2211
A 0978 | 1.243 | 1.621 | 2.187

Unified Trust asset/liability calculations assume real (inflation adjusted) net equity returns of +5.0%,

fixed income of +2.0%.

Assumes 2008 like market with equity loss of -48.0%, fixed income gain of +4.0%.
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The Actuarial Solution Matrix Is Much More
Powerful than Just Investment Changes

Actuarial Solution Matrix Is More Than 20 times More
Effective than Aggressive Portfolio Switch for Pre-Retiree
° 1009 - 99.2%
..c_ﬂ, 0
e
< 90% -
3
L% 80% - ®Actuarial Solution Matrix
Z 70% -
9 @mAggressive Portfolio Change
S 60% -
ER—
<
£ 40% -
IS
£ 30% -
(O]
3 20% -
o
E 0% - 4.4%
0% B
Actuarial Solution Matrix Aggressive Portfolio Change

Unified Trust asset/liability calculations assume real (inflation adjusted) net equity returns of +5.0%,
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Asset/Liability Funded Status
Conclusions

1. The individual participant's funded status drives the
glidepath allocation.

2. Target date funds do not know the individual participant’s
funded status.

3. Many, if not most, target date funds expose near retirees
to significant risk just prior to retirement.

4. The Actuarial Solution Matrix is many times more
effective than a simple portfolio change. It is not about
“finding alpha'.
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Asset/Liability Funded Status

CO n CI u Si O n S ASPEN PUBLISHERS
JOURNAL

5. The individual participant's

funded status information makes PENSION

their asset allocation more BEN | “*ITS |

effective.

Their investment performance
results are better.

Variability is reduced by 30% and
accounts are 10% more likely to
hit targeted ending value.

&. Wolters Kluwer
Law & Business
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Prudent Benchmarking of
Target Date Funds and
Actuarial Glidepaths

Questions?

Presented by:

Gregory W. Kasten, MD, MBA, CFP®, CPC, AIFA®
Chief Executive Officer

Unified Trust Company, NA
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Disclosures

1. The UnifiedPlan reporting tool helps investors understand whether they are on course to achieve a successful retirement. The
UnifiedPlan uses “ asset liability” matching. The asset is the money forecast to be accumulated and the liability is the amount of money
needed to pay for the retirement. For investors who are planning for retirement, the tool estimates the amount of funds required to
meet their retirement spending goals and provides alternatives such as delaying retirement or lowering retirement spending for those
who may not be able to save the required amount.

2. For investors who are already retired, the tool estimates the confidence that their portfolio will be able to sustain their desired
spending throughout retirement. The tool uses a combination of deterministic methods and Monte Carlo simulation that consider
factors that include saving and spending levels, long-term market expectations associated with the risk profile selected, pre- and in-
retirement time horizons, and other sources of outside income.

3. The UnifiedPlan limitations relate to the large number of assumptions used in the analysis. The accuracy of these assumptions
directly impacts the quality of the tool's assessment. Potential problems may include, but are not limited to, the use of inaccurate
financial data by the investor, the selection of arisk tolerance by the investor that does not represent how their portfolio is actually
invested, long term market expectations of risk, return, and inflation that are not achieved in the modeled time frame, the inclusion
future income that is never received, and unforeseen life emergencies that require decreased saving before retirement, force an earlier
retirement, or increase spending needs during retirement.

4. The UnifiedPlan is highly dependent upon assumptions of annual income and annual savings. Any variances or changes in the figures
used should be reported immediately by the plan participant. Unified Trust is not responsible for any discrepancies in the data, or output
from the UnifiedPlan tool.

5. All mutual fund and collective investment fund data was gathered from publicly available sources of information such as Standard &
Poor’s, Morningstar, Zephyr or vendors’ own websites. We take reasonable care in collecting the data, and believe the data are
accurate, but reserve the right to correct any errors. Individual mutual fund or collective fund performance data throughout the
document are net of underlying fund expense ratios but gross of add-on expenses such as Trustee fees, administration fees, or advisory
fees. The performance histories reported are simply dollar-weighted historical returns for the proposed funds and do not reflect the
effects of rebalancing or fund replacements.
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Disclosures

6. Any past performance information for the illustrated investment selections is not indicative of future returns but is merely a snapshot
of historical performance. Past performance is not a guarantee of future performance. The investments are not FDIC insured.

7. Differences will probably exist between prospective and your actual results because events and circumstances frequently do not
occur as expected, and those differences may be material, especially when making estimates over extended time periods. All figures
are shown in current (inflation adjusted) dollars. The estimated inflation rate used in this analysis may vary over time.

8. The UnifiedPlan portfolio changes and time line changes for each participant are governed by the Plan Document, the Investment
Policy Statement and the Benefit Policy Statement for their Plan.

9. The calculated 70% income replacement goal includes the estimated Social Security benefit. The actual Social Security benefit may
be different from the estimated value.

10. Compensation in excess of the IRC 415 limit is excluded. All figures reported in current (inflation-adjusted) real dollars.

11. The projections or other information generated by the tool regarding the likelihood of various investment outcomes are hypothetical
in nature, do not reflect actual investment results, and are not guarantees of future results. Projected growth of assets is based Unified
Trust Company's Projected Future Modeled Returns and the asset allocation of your portfolio for this goal. The graphical representations
are an approximation taken from the direct path between the pertinent events tied to your goal. Indices are unmanaged, do not incur
management fees or expenses, and cannot be invested in directly.

12. Neither the Plan Sponsor nor Unified Trust can guarantee that any participant will achieve a successful retirement. The UnifiedPlan
reporting tool helps investors understand whether they are on course to achieve a successful retirement. The UnifiedPlan uses “ asset
liability” matching. The asset is the money forecast to be accumulated and the liability is the amount of money needed to pay for the
retirement. For investors who are planning for retirement, the tool estimates the amount of funds required to meet their retirement
spending goals and provides alternatives such as delaying retirement or lowering retirement spending for those who may not be able to
save the required amount.

13. Projections are made based upon expected asset transfers. Actual transfer amounts may be different and may require a new
retirement solution.
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