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UTIMCO BOARD OF DIRECTORS

MEETING AGENDA
June 18, 2002

Crescent Court Hotel
Salons A&B
400 Crescent Court
Dallas, TX 75201

Time Agenda Item
Begin End
10:00a. m.  10:05 am. Open Meeting: Call to Order/Approval of Minutes of
April 22, 2002 Meeting *
10:05am. 10:15am. Asset Allocation/Fund Performance/Manager
Performance History
10:15a.m. 10:45 am. Discussion of PUF, LTF, and PHF Payout Rate Issues
10:45am. 12:00 p.m. Setting the Future Course for UTIMCO
12:00p.m. 1:00 p. m. Lunch served with Continuation of Prior Discussion
1:00 p.m. 1:15 p.m. Report of Audit and Ethics Committee:
Approval of Independent Auditors for August 31, 2002*
1:15 p.m. 1:45 p.m. Wrap-up Discussion; Defining the Next Steps
1:45 p.m. 2:00 p.m. Approval of UTIMCO Fee Request (9/1/02 — 8/31/03) *, **

* Action by resolution required

**R esofution requires further approval from the U. T. Board of Regents

Next Scheduled Meeting: August 20, 2002
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Resolution No. 1

RESOLVED, that the minutes of the meeting of the Board of Directors held
on April 22, 2002, be and are hereby approved.
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MINUTES OF THE ANNUAL MEETING OF
THE BOARD OF DIRECTORS OF
THE UNIVERSITY OF TEXAS
INVESTMENT MANAGEMENT COMPANY

The Board of Directors (the “Board”) of The University of Texas Investment Management
Company (the “Corporation”) convened in an open meeting on the 22nd day of April, 2002, at
the offices of the Corporation, Town Lake Conference Room, 221 West 6th Street, Austin,
Texas, 78701, said meeting having been called by the Chairman, A. W. “Dub” Riter, Jr., with
notice provided to each member in accordance with the Bylaws.

Participating in the meeting were the following members of the Board:

A W. “Dub” Riter, Jr., Chairman
J. Luther King, Jr., Vice-Chairman
R. D. Burck
Susan M. Byrne
Rita C. Clements
Woody L. Hunt
L. Lowry Mays
John D. McStay
R. H. (Steve) Stevens, Jr.

thus, constituting a majority and quorum of the Board. Also, participating in the meeting was
Bob Boldt, President, Chief Executive Officer and Chief Investment Officer of the Corporation,
Cathy Iberg, Secretary of the Corporation; Christy Wallace, Assistant Secretary of the
Corporation; and Jerry Turner, legal counsel for the Corporation. Mr. Riter called the meeting to
order at 10:27 a.m. Copies of materials supporting the Board meeting agenda were previously
furnished to each Director or distributed at the meeting.

Minutes

The first matter to come before the Board was approval of the minutes of the meeting of the
Board of Directors held on February 19, 2002. Mr. McStay asked that the minutes include
revised language to reflect his request for a formal process whereby directors could request
certain reports from the Corporation staff, and this information then be included in the agenda for
the following meeting. Upon motion duly made and seconded, the following resolution was
unanimously adopted:

RESOLVED, that the minutes of the Meeting of the Board of Directors held on
February 19, 2002, be and are hereby approved, subject to revision as requested
by the Board; and

RESOLVED, FURTHER, that the President and the Secretary of the Corporation

be and they are hereby authorized and directed to revise the minutes and to take
such other action to accomplish the purposes of the foregoing resolution.
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Appointment of Director

The next item presented to the Board was a recommendation to re-appoint Ms. Byme to the
Corporation's Board of Directors. Upon motion duly made and seconded the Directors adopted
the following resolution:

RESOLVED, that the recommendation of Ms. Susan M. Byme for re-
appointment to the UTIMCO Board for a term ending April 1, 2005, subject to
approval by the U. T. System Board of Regents at their May 8-9, 2002, meeting,
be and is hereby approved.

Compensation Committee

The next two items presented to the Directors were recommendations by Mr. Riter on
appointments to the Corporation's Compensation Committee and, subject to the U. T. System
Board of Regents’ approval, the Audit and Ethics Committee. Upon motion duly made and
seconded, the following resolutions were unanimously adopted:

BE IT RESOLVED, that J. Luther King, Jr., L. Lowry Mays and John D. McStay
are hereby designated as the Compensation Committee of the Board of Directors
to serve until the expiration of their term, or until their successor has been chosen
and qualified, or until their earlier death, resignation or removal; and

FURTHER RESOLVED, that J. Luther King, Jr. is hereby designated the Chair of
the Compensation Committee and shall preside at its meetings; and

FURTHER RESOLVED, that Susan M. Byme, Woody L. Hunt, and R. H.
(Steve) Stevens, Jr. are hereby designated as the Audit and Ethics Committee of
the Board of Directors, subject to approval by the U. T. System Board of Regents
at their May 8-9, 2002, meeting, to serve until the expiration of their term, or until
their successor has been chosen and qualified, or until their earlier death,
resignation or removal; and

FURTHER RESOLVED, that Woody L. Hunt is hereby designated the Chair of
the Audit and Ethics Committee and shall preside at its meetings.

Election of Officers

The next item to come before the Board was the appointment of officers and designation of key
employees and plan administrative committee for the Corporation. Upon motion duly made and
seconded, the following resolutions were unanimously adopted: ‘
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RESOLVED, that the following persons are hereby appointed to the respective
office or offices of the Corporation set forth opposite their names, to serve until
the next Annual Meeting of the Corporation or until their resignation or removal:

Name Office or Offices

A. W. “Dub” Riter, Jr. Chairman

J. Luther King, Jr. Vice-Chairman

Bob L. Boldt President

Cathy A. Iberg Treasurer and Secretary
Christy W. Wallace Assistant Secretary

AND RESOLVED, as required by the Corporation's Code of Ethics, the Board
hereby designates by position the following key employees of the Corporation:

Bob L. Boldt President, Chief Executive Officer and Chief Investment Officer
Cathy Iberg Managing Director
Greg Cox Portfolio Manager — Equity Investments

J. Russell Kampfe Senior Portfolio Manager — Fixed Income Investments
Harland B. Doak  Portfolio Manager — Fixed Income Investments

Sara J. Skone Investment Officer — Private Markets

Trey Thompson  Investment Officer — Private Markets

Joan Moeller Director of Accounting and Operations

Bill Edwards Manager — Information Technology Services

Christy Wallace  Office Manager

AND FURTHER RESOLVED, that the following employees be designated as the
Plan Administrative Committee, responsible for general administration of 403(b)
Tax Sheltered Annuity Plan of the Corporation:

Bob L. Boldt President, Chief Executive Officer and Chief Investment Officer

Cathy Iberg Managing Director
Christy Wallace Office Manager

Approval of Restatement of UTIMCO 403(b) Plan

Next, the Directors reviewed an Amended and Restated UTIMCO 403(b) Tax Sheltered Annuity
Plan, copies of which had previously been furnished to each Director. After discussion, upon
motion duly made and seconded, the following resolutions were unanimously adopted:

WHEREAS, The University of Texas Investment Management Company
(“UTIMCO”) established, effective March 1, 1996, the UTIMCO 403(b) Tax
Sheltered Annuity Plan (the “Plan”) for the benefit of eligible employees; and

WHEREAS, the Plan was amended and restated in its entirety, effective August
1, 1997; and

WHEREAS, pursuant to the terms of the Plan, UTIMCO, by action of the Board

of Directors, may amend the Plan at any time; and
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WHEREAS, UTIMCO wishes to amend and restate the Plan in its entirety, in the
form of the document executed on February 28, 2002, and effective as of January
1, 2002, to take into account changes in the law required or permitted by the
Uruguay Round Agreements Act, the Uniformed Services Employment and
Reemployment Rights Act of 1994, the Small Business Job Protection Act of
1996, the Taxpayer Relief Act of 1997, the Internal Revenue Service
Restructuring and Reform Act of 1998, and the Community Renewal Relief Act
of 2000 and to make certain other changes to the Plan;

NOW, THEREFORE, be it:

RESOLVED, that the restatement of the Plan in the form of the “UTIMCO
403(b) Tax Sheltered Annuity Plan” executed on February 28, 2002, a copy of
which is attached hereto and which is directed to be marked for identification and
filed with the records of UTIMCO, is hereby approved and adopted, effective as
of January 1, 2002; and

FINALLY RESOLVED, that the appropriate officers of UTIMCO be, and they
hereby are, authorized and directed to do and perform all such acts and things, to
execute all documents and instruments, and to take all other steps as they or any
of them may deem necessary, advisable, convenient, or proper to effectuate the
same and accomplish the purpose of the foregoing resolution, and to comply with
all applicable provisions of all related documents and all applicable law, and any
and all such actions heretofore taken shall be, and they hereby are, ratified and
approved.

Asset Allocation Review

At this time, Mr. Riter turned the meeting over to Mr. Boldt to discuss asset allocation. Mr.
Boldt reviewed the PUF and GEF asset allocation as of March 31, 2002, Actual vs. Policy. Mr.
Boldt then answered the Directors’ questions.

Performance Review

Mr. Boldt continued with reporting on the performance of the assets under the Corporation’s
management for the periods ended March 31, 2002. The net performance for the three-month
period ended March 31, 2002, for the Permanent University Fund (PUF), Permanent Health Fund
(PHF) and Long Term Fund (LTF) were 1.80%, 1.78%, and 1.80%, respectively. The net
performance for fiscal year-to-date ended March 31, 2002, for the PUF, PHF and LTF were
1.33%, 1.94%, and 2.04%, respectively, versus a benchmark of 3.46%. The Short Intermediate
Term Fund’s (SITF) performance was 0.42% versus a benchmark of 0.10% for the three-month
period ended March 31, 2002, Performance for the Short Term Fund (STF) was 0.51% versus
0.43% for its benchmark for the three-month period ended March 31, 2002. Also reviewed were
the PUF’s and the General Endowment Fund’s (GEF) performance attribution for the three-
month period ended March 31, 2002. After the report, Mr. Boldt and Ms. Iberg answered the
director’s questions.

k:\files\utimcomatters\bod\minutes\020422.doc




Investment Manager History

The next item presented to the Board of Directors was an update regarding the performance
history of the Corporation’s investment managers. Mr. Boldt reviewed the performance
summary and answered the Directors’ questions. '

Current State of UTIMCO

Mr. Riter asked Mr. Boldt to give the Board of Directors an overview of the operations and
functions of UTIMCO. Mr. Boldt reported that there are no notable areas of concern in the
operations of the Corporation. Mr. Boldt will give a more detailed presentation at the June
Board of Directors meeting with respect to future objectives of the Corporation. Mr. Boldt
reported on each area of the Corporation: investments, accounting and operations, information
technology and communications. Mr. Burck asked that UTIMCO increase communication with
each of the component institutions and Mr. Boldt stated that the staff would take a proactive
approach via personal visits or video conferencing. After discussion of the overall view of
UTIMCO, Mr. Boldt answered the directors’ questions. At this time, Ms. Byrne and Mr. Hunt
left the meeting.

PIMCO Presentation

The next item was an introduction by Ms. Iberg of Mr. Steven Goldman, Ms. Kristen Monson
and Mr. Brent Holden of PIMCO. Mr. Holden reviewed PIMCO’s background, investment
team, and history of the PIMCO/UTIMCO relationship. The three team members discussed
PIMCO’s investment strategy, investment process and economic outlook. They answered the
Directors’ questions and then Mr. Goldman, Ms. Monson and Mr. Holden left the meeting.

There being no further business to come before the Board of Directors, the meeting was
adjourned at approximately at 1:40 p.m.

Interim Secretary:

Christy W. Wallace

Approved: Date:
A. W. “Dub” Riter, Jr.
Chairman, Board of Directors of
The University of Texas Investment
Management Company
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UTIMCO

Reconciliation of 2002 budget to 2003

Projected Expenses
UTIMCO Services-2002 budget

Increase(Decrease) to Budget:
Compensation- Regular

Performance Compensation

Payroll Taxes

Employee benefits
General Operating Expenses

l.ease Expense
Professional fees
Insurance-general
Depreciation

Total Increase(Decrease) to Budget:

UTIMCO Services-2003 budget

Increase over Prior Year Budget-UTIMCO fees

Direct Expenses of the Fund- 2002 Budget

Increase(Decrease) to Budget:
External Management Fees

Custodian and Analytical Fees

Cambridge Associates
Other direct costs '

Total Increase(Decrease) to Budget:

Direct Expenses of the Fund- 2003 Budget

Increase over Prior Year Budget-Direct Expenses

Total Budget for 2003

Total Increase over Prior Year Budget

(amounts may not foot due to rounding adjustments)

$ 6,698,276

1,151,000 ($169,850 base increase,
$216,978 internal promotions,
$759,525 Positions added to
Budget, $4,647 Vacation
accrual)

1,013,805 (Addition of senior level
positions)

61,722 (due to above)

171,663 (dueto above)

410,700 (recruiting expenses, travel and
seminars)
10,010 (operating expenses)
50,000 (consutting)

30,718 (renewal)
4,608 {fumniture and leaseholds)

2,904,225

$ 9,602,501

43.4%

$ 25,270,571

(72’397) (reduction in valuation of equity
portfolios,management fees are
asset based)

(18,380) (Savings due to consolidation of
PHF and LTF to GEF, reduced
asset size)

(1,831,237) (new contract)

368,973 (legal costs and direct
' investment consulting)

(1,553,041)

$ 23,717,531

-6.1%

$ 33,320,031

4.2%
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Resolution No. 2

RESOLVED, that the firm of Deloitte & Touche, LLP be and is hereby
appointed as the independent auditor of the Corporation for the year ended
August 31, 2002, and further

RESOLVED, that the firm of Deloitte & Touche, LLP be and is hereby
appointed as the independent auditor of the financial statements of the
Permanent University Fund, Permanent Health Fund, Long Term Fund,
General Endowment Fund, and Short Intermediate Term Fund for the fiscal
year ended August 31, 2002.

k:\groups\utimcocorporate\bod\meetings\020618\meeting020618.doc
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333 Clay Street
Houston. Texas 77002-4196

Tel: (7131 982-2000
Fax:1713)982-2001

www.us.deloitte.com T De|°itte
&Touche

May 13. 2002

Ms. Cathy Iberg
The University of Texas [nvestment Management Company

Austin, Texas
Dear Ms. Iberg:

Deloitte & Touche LLP (*D&T™) is pleased to serve as independent accountants and auditors for The
University of Texas [nvestment Management Company, The University of Texas System Long Term
Fund. The University of Texas System Short Intermediate Term Fund. The University of Texas System
General Endowment Fund, the Permanent Health Fund. and the Permanent University Fund (collectively,
“UTIMCO and the Funds™). Mr. William O. Strange will be responsible for the services that we perform
for the UTIMCO and the Funds. He will be assisted by Mr. Eric Rothe, Assurance & Advisory Senior
Manager. Mr. Strange will, as he considers necessary, call on other individuals with specialized
knowledge, either in this office or elsewhere in our firm, to assist in the performance of our services.

While auditing and reporting on UTIMCO and the Funds’ annual financial statements for the year ending
August 31, 2002. is the service that we are to provide under this engagement letter, we would also be
pleased to assist UTIMCO and the Funds on issues as they arise throughout the year. Hence, we hope
that UTIMCO and the Funds will call Mr. Strange whenever management believes he can be of
assistance.

We will perform this engagement subject to the terms and conditions set forth herein.

Audit of Financial Statements

Our audit of UTIMCO and the Funds’ financial statements for the year ending August 31, 2002, will be
conducted in accordance with auditing standards generally accepted in the United States of America
(hereinafter referred to as “generally accepted auditing standards™).

We will plan and perform our audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement, whether caused by error or fraud. However. because of the
characteristics of fraud, particularly those involving concealment and falsified documentation (including
forgery), a properly planned and performed audit may not detect a material misstatement. Therefore. an
audit conducted in accordance with generally accepted auditing standards is designed to obtain
reasonable. rather than absolute, assurance that the financial statements are free of material misstatement.
An audit is not designed to detect error or fraud that is immaterial to the financial statements.

An audit includes obtaining an understanding of internal control sufficient to plan the audit and to
determine the nature, timing, and extent of audit procedures to be performed. An audit is not designed to
provide assurance on internal control or to identify reportable conditions.

Deloitte
Touche
Tohmatsu




The University of Texas [nvestment Management Company
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An audit includes examining, on a test basis. evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.

The objective of our audit is the expression of an opinion on the fairness of the presentation of UTIMCO
and the Funds’ financial statements in conformity with accounting principles generally accepted in the
United States of America (hereinafter referred to as “generally accepted accounting principles”™), in all
material respects. Our ability to express an opinion, and the wording of our opinion, will, of course, be
dependent on the facts and circumstances at the date of our report. [f, for any reason, we are unable to
complete the audit or are unable to form or have not formed an opinion, we may decline to express an
opinion or decline to issue a report as a result of this engagement. [f we are unable to complete our audit
or if our auditors’ report requires modification, the reasons therefor will be discussed with UTIMCO and
the Funds’ management and the Audit Committee.

Management’s Responsibility

The financial statements are the responsibility of UTIMCO and the Funds’ management. In this regard,
management has the responsibility for, among other things, (1) establishing and maintaining effective
internal control over financial reporting, (2) identifying and ensuring that UTIMCO and the Funds
comply with the laws and regulations applicable to its activities, (3) properly recording transactions in
the accounting records, (4) adjusting the financial statements to correct material misstatements, (35)
making appropriate accounting estimates, (6) safeguarding assets, (7) the overall accuracy of the
financial statements and their conformity with generally accepted accounting principles, and (8) making
all financial records and related information available to us.

We will make specific inquiries of UTIMCO and the Funds’ management about the representations
embodied in the financial statements. As part of our audit procedures, we will request that management
provide us with a representation letter acknowledging management’s responsibility for the preparation of
the financial statements and affirming management’s belief that the effects of any uncorrected financial
statement misstatements aggregated by us during the current audit engagement and pertaining to the
latest period presented are immaterial, both individually and in the aggregate. to the financial statements
taken as a whole. We will also request that management confirm certain representations made to us
during our audit. The responses to those inquiries and related written representations of management
required by generally accepted auditing standards are part of the evidential matter that we will rely on as
auditors in forming our opinion on UTIMCO and the Funds’ financial statements. Because of the
importance of management’s representations, UTIMCO and the F unds agree to release and indemnify
D&T and its personnel from all claims. liabilities, and expenses relating to our services under this
engagement letter attributable to any misrepresentation by management.

If UTIMCO and the Funds intend to publish or otherwise reproduce in any document our report on
UTIMCO and the Funds’ financial statements, or otherwise make reference to D&T in a document that
contains other information in addition to the audited financial statements (e.g., in a periodic filing with a
regulator, in a debt or equity offering circular, or in a private placement memorandum), thereby
associating D&T with such document, UTIMCO and the Funds agree that management will provide us
with a draft of the document to read and obtain our approval for the inclusion or incorporation by
reference of our report, or the reference to D&T, in such document before the document is printed and
distributed. The inclusion or incorporation by reference of our report in any such document would
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constitute the reissuance of our report. UTIMCO and the Funds also agree that management will notify
us and obtain our approval prior to including our report on an clectronic site.

Our engagement to perform the services described above does not constitute our agreement to be
associated with any such documents published or reproduced by or on behalf of UTIMCO and the Funds.
Any request by UTIMCO and the Funds to reissue our report. to consent to its inclusion or incorporation
by reference in an offering or other document. or to agree to its inclusion on an electronic site will be
considered based on the facts and circumstances existing at the time of such request. The estimated fees
outlined herein do not include any services that would need to be performed in connection with any such
request; fees for such services (and their scope) would be subject to our mutual agreement at such time as
we are engaged to perform the services and would be described in a separate engagement letter.

Other Communications Arising From the Audit

[n connection with the planning and the performance of our audit, generally accepted auditing standards
require that certain matters be communicated to the Audit Committee. We will report directly to the
Audit Committee any fraud of which we become aware that involves senior management, and any fraud
(whether caused by senior management or other employees) of which we become aware that causes a
material misstatement of the financial statements. We will report to senior management any fraud
perpetrated by lower level employees of which we become aware that does not cause a material
misstatement of the financial statements; however, we will not report such matters directly to the Audit
Committee, unless otherwise directed by the Audit Committee.

We will inform the appropriate level of management of UTIMCO and the Funds and determine that the
Audit Committee is adequately informed with respect to illegal acts that have been detected or have
otherwise come to our attention in the course of our audit, unless the illegal act is clearly inconsequential.

We will also report directly to UTIMCO and the Funds’ management and the Audit Committee matters
coming to our attention during the course of our audit that we believe are reportable conditions.
Reportable conditions are significant deficiencies in the design or operation of internal control that could
adversely affect UTIMCO and the Funds’ ability to initiate, record. process. and report financial data
consistent with the assertions of management in the financial statements.

In addition, we will communicate to the Audit Committee, or determine that the Audit Committee is
informed, about certain other matters related to the conduct of our audit, including, when applicable:

¢ Our responsibility as auditors under generally accepted auditing standards
o  Significant accounting policies

o Management judgments and accounting estimates

e  Audit adjustments

o Other information in documents containing audited financial statements

e Disagreements with management

¢ Consultation by management with other accountants on significant matters
e Difficulties encountered in performing the audit

o Major issues discussed with management prior to our retention as auditors.
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We may also have other comments for management on matters we have observed and possible ways to
improve the efficiency of UTIMCO and the Funds’ operations or other recommendations conceming
internal control.

With respect to these other communications, it is our practice to discuss all comments, if appropriate,

with the level of management responsible for the matters, prior to their communication to senior
management and/or the Audit Committee.

Coordination of the Audit
We will plan the performance of our audit in accordance with the following timetable:

Audit Performance Schedule:

Planning and internal control testwork July 2002

Final field work September/October 2002
Audit Communications:

Report on audit of financial statements October 2002

Reportable conditions, if any October 2002

Other management comments October 2002

Assistance to be supplied by your personnel, including preparation of schedules and analyses of
accounts, will be described in a separate attachment. Timely completion of your personnel’s work will
facilitate the completion of our audit by the targeted completion dates. We will notify you promptly of
any circumstances we encounter that could significantly change the targeted completion dates.

Fees

We estimate that our total fees for this audit will be the following, plus expenses (e.g., travel, typing,
telephone).

Permanent University Fund $ 40,000
The University of Texas System General Endowment Fund 31,000
The University of Texas System Short [ntermediate Term Fund 8.200
The University of Texas System Long Term Fund 5,000
Permanent Health Fund 5,000
UTIMCO 6,100
[nvestment Performance Statistics 4,300

399,600

Invoices will be sent according to the timing of our work, and payments are due upon receipt. Expenses
will be billed in addition to the fee. Expenses will be stated separately on the invoices.
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The estimate of our fees is based on certain assumptions. We will notify you promptly of any
circumstances we encounter that could significantly affect our estimate and discuss with you any
additional fees, as necessary. Additional services provided beyond the described scope of services will

be billed separately.

" EEEERE

If the above terms are acceptable to UTIMCO and the Funds and the services outlined are in accordance
with your understanding, please sign the copy of this letter in the space provided and return it to us.

Yours truly,

(Ptott F Boenaslif

Accepted and agreed to by
UTIMCO and the Funds

By:

Title:

Date:
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Resolution No. 3 |

RESOLVED, that the Fee Request for the period September 1, 2002 through
August 31, 2003 be and is hereby approved.
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