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STAFF REPORT
SUBJECT:  A discussion of, and possible action on, two levy proposals to support the Medic One/Emergency Medical Services (EMS) system for 2008-2013.  
SUMMARY
King County’s Medic One/EMS system is an internationally recognized regional response system that provides life saving services to the residents of Seattle and King County.  The EMS system incorporates high service standards for response times and quality training of dispatchers, paramedics and other responders.  EMS regularly integrates strategic initiatives that are aimed at preventing/reducing emergency calls and improving the quality of the services.  

EMS services in King County have been funded in part via an EMS Levy since 1979.  The current levy period is 2002 through 2007.  In preparation for the expiration of the current levy, the county’s EMS Division has facilitated a 2008 Medic 1/EMS levy planning process that started in 2005.  The process has resulted in a Strategic Plan for 2008-2013.  The plan is the primary policy and financial document that will direct the Medic One/EMS system and forms the basis for the levy that the council will ask voters to approve to fund the EMS program.  

Legislation (Proposed Ordinance 2007-0182) to approve the Strategic Plan was dually referred for consideration first to the Regional Policy Committee (RPC) and then to the Law, Justice and Human Services (LJHS) Committee of the council.  The RPC reviews and recommends regional policies and plans and is made up of representatives from the City of Seattle, the Suburban Cities, and the King County Council.  The LJHS Committee regularly considers and recommends policy for criminal justice and public health issues.  

The plan was amended by the RPC on April 25, 2007 to make substantive changes to Attachment A, the Medic One/EMS 2008-2013 Strategic Plan.  The plan was amended to include the option of a multi-year levy lid lift as an alternative and feasible funding mechanism – in the section of the Strategic Plan addressing “Medic One/ EMS Rate Options”.  The changes addressed current estimates for assessed valuation in King County and changed the Steering Committee’s recommendation to include a levy rate of up to $0.30 per $1,000 AV be considered if an emergency medical care and service levy is proposed; or a levy rate of up to $0.254 per $1,000 AV effective 2008 (with a limit factor of medical care CPI for the Seattle metropolitan area) if a multi-year levy lid lift is proposed.  

It should also be noted that during review of the plan at a Suburban Cities Association meeting on April 11, twenty-two suburban cities (Algona, Auburn, Bothell, Burien, Covington, Des Moines, Federal Way, Kenmore, Kent, Kirkland, Lake Forest Park, Maple Valley, Milton, Newcastle, North Bend, Redmond, Renton, Sammamish, SeaTac, Shoreline, Skykomish, Tukwila) unanimously voted in support of the following motion :
“To recommend to the SCA Board of Directors that SCA support a Multiyear Levy Lid-lift for EMS/Medic One on the August 2007 Primary ballot that would fund the continued provision of existing Medic One emergency medical services and authorizing King County to exceed RCW 84.55 regular property tax limitations and levy and additional property tax of 25.4 cents or less per $1000 of assessed valuation for six consecutive years, with collection beginning in 2008.  Increases to this levy in years two through six would be limited to the annual growth in the medical care consumer price index for Seattle-Tacoma-Bremerton”.
The LJHS committee on April 26, 2007 approved and made a do pass recommendation for the amended plan.  As covered in the attached RPC staff report (Attachment 3), the plan details the system’s current accomplishments, and recommends the necessary steps to ensure the system can meet future needs and commitments.  The strategic plan provides a description of the programmatic Medic One/EMS services to be supported throughout the levy, and a financing plan to implement these recommendations.  The amended plan recommends the following:  
· Levy Funding Options

· A six-year EMS excess levy of up to 30 cents per $1,000 AV (assessed value) OR 
· A multi-year (six-year) levy lid lift rate of up to $0.254 per $1,000 AV with a limit factor of medical care CPI for the Seattle metropolitan area 
· Ballot Timing

· Placement on the November 2007 general election ballot OR
· Allow timely, multiple ballot attempts to be considered
· Full funding for ALS (advance life support)

· Three new paramedic units over the six years

· Funding increase for BLS (basic life support)

· Paramedic service in outlying areas

· Continued and enhanced funding for initiatives and regional services and programs
· Contingency Funding

· A $41 million contingency reserve fund for unanticipated needs or demands with the 30 cent option OR 

· reasonable contingencies and flexibility to ensure financial stability for unanticipated needs.

To address the changes in the revised Strategic Plan, Proposed Ordinances 2007-0281 and 2007-0282 have been introduced for consideration by the committee.  (The Executive has not transmitted a funding proposal for submission of an EMS levy to the voters.)  This staff report will address the funding assumptions to support the amended strategic plan.  
BACKGROUND
Historic EMS levies

Regional EMS services in King County have been partially supported by an EMS levy since 1979.  State law authorizes EMS levies and stipulates that revenues collected may only be used for EMS operations and support purposes.  This type of levy is considered an excess levy and is collected outside the $1.80 limit for county taxing authority.  
EMS levies in King County have typically been approved for six-year periods with rates in recent years ranging from $.25 per $1,000 assessed valuation (AV) to $.29 per $1,000 AV.  Current Washington State Law permits EMS levies to be approved for six years, ten years, or on a permanent basis. However, EMS levies in King County have never been authorized for more than six years. 

The current EMS levy was approved in November, 2001 for a period of six years (2002-2007), at a levy rate of $.25 per $1,000 AV.  Due to the limitations of Initiative 747, total property tax collections in the county cannot exceed an increase of more than 1% per year (excluding new construction); therefore the effective EMS levy rate in 2005 was $.23186 per $1,000 AV resulting in revenues of approximately $57.45 million countywide.  

Past King County EMS levies have been authorized as six year levies
 in accordance with the Revised Code of Washington (RCW)
.  The current EMS levy was approved for a period of six years (2002-2007), at a levy rate not to exceed $0.25 per $1,000 of Assessed Valuation (AV).  Past levies have been as follows:     
Table 1.  EMS Levy History
	Levy Period
	Rate per $1,000

	Proposed lid lift for 2008-2013
	$0.254

	Proposed EMS levy for 2008-2013
	$0.30

	2002 - 2007
	$0.25

	1999 – 2001     (3 year levy)
	$0.29

	1991 - 1997
	$0.25

	1985 - 1990
	$0.25

	1979 - 1984
	$0.21


The 2002-2007 financial plan used the Consumer Price Index (CPI) as the annual inflator.  However, costs incurred by ALS providers increased at a rate higher than CPI due to increases in labor agreements and the rising cost of pharmaceuticals, medical supplies and equipment.  EMS was able to prevent cost shifting to ALS providers due to unexpected higher rates in new construction and a commitment to fully cover ALS costs.  The table below, taken from the strategic plan, shows the actual ALS allocation vs. the forecast CPI for 2002-2007.  
	
	2002
	2003
	2004
	2005
	2006
	2007
	Total

	ALS at Actual
	$18,110,310 
	$20,465,331 
	$21,634,033 
	$23,266,865 
	$25,711,120 
	$26,908,927 
	$136,096,585 

	ALS at Forecast CPI
	$18,110,310 
	$19,423,115 
	$20,532,300 
	$21,627,794 
	$23,431,232 
	$24,522,822 
	$127,647,573 

	Yearly Difference
	$0 
	($1,042,216)
	($1,101,733)
	($1,639,071)
	($2,279,888)
	($2,386,105)
	($8,449,013)

	Running Total
	
	($1,042,216)
	($2,143,949)
	($3,783,020)
	($6,062,908)
	($8,449,013)
	


King County EMS Fund Only. Allocation is for units only and does not include vehicle replacement and new unit start-up costs

For the 2008-2013 levy period, the plan increases the ALS unit allocation amount by using a compound inflator.  A financial model was developed that inflates the major categories of ALS funding – wages and benefits – by escalators.  The table below from page 66 of the plan shows the assumptions used to inflate the ALS Allocation.  
Assumptions Used to Inflate the ALS Allocation
	Title
	Calculation Basis
	Source
	2008E
	2009E
	2010E
	2011E
	2012E
	2013E

	Wage inflation
	CPI + 1%
	KC Economist
	3.60%
	3.50%
	3.50%
	3.67%
	3.67%
	3.67%

	Medical benefit inflation
	Annual % change
	Average of agencies
	11.00%
	11.00%
	11.00%
	11.00%
	11.00%
	11.00%

	LEOFF 2 
	Pctg of Salaries
	State Actuary
	5.46%
	5.39%
	5.39%
	5.39%
	5.39%
	5.39%

	Seattle Metro CPI
	Annual % change
	KC Economist
	2.60%
	2.50%
	2.50%
	2.67%
	2.67%
	2.67%

	FICA %
	% of labor charged FICA
	KCM1 Avg 2002-2005
	96.5%
	96.5%
	96.5%
	96.5%
	96.5%
	96.5%


In addition to these inflators, the plan recommends that a contingency reserve be created as noted on page 70 of the plan:  
“Having no planned contingency and reserve posed a significant challenge in the 2002-2007 levy. During the planning process, the ALS and Regional Services/Strategic Initiatives Subcommittees requested that contingency be included in the 2008-2013 Financial Plan.  

Subcommittee members agreed a reserve was needed to cover unplanned expenditures – whether these related to an emergency situation, significant changes in economic assumptions, or new operational and programmatic needs.  Particular concerns related to the economic assumptions in the Financial Plan include the initial estimated assessed value for 2008 (that serves as the starting point for the levy), rates of new construction growth, and the estimated growth in CPI.”
Property Tax Collection

As a reminder, the major source of tax revenues for most local governments is the property tax.  The costs of state and local government determine how much property tax will be levied.  These include operating costs of schools, city and county government and other taxing districts such as the Port of Seattle, library, hospital, fire and sewer districts.  There are two types of property tax levies:

· Regular Levy – Regular property taxes are levied annually, usually by a governing body acting without voter approval.  This levy is subject to restrictions or legal limitations.

· Excess Levy – Most districts can submit propositions for additional property tax levies to a vote of the people.  There is no dollar limit for these levies
.  Excess property taxes are imposed for a number of years to pay off general obligation bonds for construction, or a single year (two years for school districts) for general operating purposes.  The state constitution requires a voter turnout equal to 40 % of those who voted in the previous general election and a 60 percent favorable majority vote.  EMS has historically been funded through this mechanism.  
Multi-Year Lid Lift

A multi-year lid lift is a voter-approved regular levy, which may include a “limit factor, or a specified index to be used for determining a limit factor, such as the consumer price index, which need not be the same for all years, by which the regular tax levy for the district may be increased in each of the subsequent consecutive years
” as an annual inflation adjustment.   
Statutory maximum rates for taxing districts:  RCW 84.52.043 establishes maximum levy rates for the various taxing districts (the state, counties, cities and towns, fire districts, etc.).  The statutory maximum rate for the county general levy is $1.80 and $2.25 for the County road levy.  In addition, this statute establishes a maximum aggregate rate of $5.90 per $1,000 of assessed value for counties, cities, fire districts, library districts and certain other junior taxing districts.  The state levy ($3.60) is not subject to the $5.90 limit, although it is subject to the constitutional $10 limit.  However, if a tax district reaches its statutory rate limit, the tax rate can no longer increase and the taxing district would collect only the amount of tax revenue that would be produced by that statutory maximum levy rate.  The maximum levy rates are listed below by type of district:
Table 2.  Statutory Maximum Levy Rates

	Entity
	Rate
	Entity
	Rate

	Port
	$0.45
	EMS
	$0.25  -  $0.50

	State
	$3.60
	County
	$1.80

	Road
	$2.25
	Cities
	$3.375 - $3.60

	Library
	$0.50
	Fire
	$0.50  -  $1.50

	Hospital
	$0.75
	Cemetery
	$0.1125

	Park & Recreation
	$0.60
	Flood Zone
	$0.50


These levy rate limits can not be exceeded without a change in the law.  
The following diagram visually shows the interaction of property tax limits:
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ANALYSIS

This staff report covers two pieces of legislation that will provide the council with opportunities to consider both options included in the amended Strategic Plan for submission to the voters on the November 6, 2007 ballot:
1. Proposed Ordinance 2007-0281 would approve a multi-year lid lift at a rate of not more than $0.254 per one thousand dollars of assessed valuation in the first year and using the annual growth in the medical care consumer price index to establish the limit factor for the levy in years two through six.  
2. Proposed Ordinance 2007-0282 would approve a levy of a regular property tax each year for six years, collection beginning in 2008, at a rate of $0.30 or less per $1,000 of assessed valuation to continue to provide Medic One emergency medical services.  
The two options are different in the requirements for approval by the voters and in the total amount of revenue that will be collected over the life of the levy.  
Validation requirements/Voter Approval
An Emergency medical care and service levy, under RCW 84.52.069, is subject to the 1% growth limitation approved by the voters by passage of Initiative 747.  In addition, the EMS levy must secure a 40% voter turnout for the preceding general election and obtain a super majority or 60% voter approval for passage.  
A multi year levy lid lift, under RCW 84.55.050(3)(b), allows jurisdictions to increase a levy at a higher growth rate than the 1% limit for a period of up to 6 years.  (The growth rate and the dollar rate for the first year must be specified in the ballot title.)  However, this type of levy requires a simple majority vote for approval.  This type of levy would be collected under the county’s taxing authority, rather than exclusively as an EMS levy.  
Revenue Collection
New Assessed Valuation (AV)

Before discussing the two funding options, the assessed value upon which they are based needs to be updated.  At the time the EMS strategic plan was developed, the most current economic data was not available.  During the Parks levy proposal discussion, new assessed valuation numbers were provided by the Executive.  Table 3 below contrasts the assessed valuation information used in the strategic plan with the most recent forecast.  Both forecasts assume that new construction would increase the AV by 1.84% in 2009 and 1.8% for each of the following years.
Table 3.  Assessed Valuation

	Assessed Value (in billions):

		2008

	2009

	2010

	2011

	2012

	2013


	  2007 Proposed Data

	$318.60

	$343.50

	$368.50

	$395.50

	$424.30

	$455.30


	  2008 PSQ Data

	$324.33

	$350.30

	$378.30

	$406.70

	$434.30

	$461.50


							
	% Difference

	1.79%

	1.98%

	2.65%

	2.84%

	2.36%

	1.36%



	


At the proposed 30 cents per $1,000 AV, the new forecast would collect approximately $10 million more than the proposed collection of $603 million.  To collect the same amount, the beginning levy rate would need to be adjusted to $0.2947 cents, a $0.0053 reduction.  The most recent AV projections are used for comparison purposes.
Programmatic Support

The goal of either levy proposal is to ensure that the EMS programs included in the amended plan has sufficient revenues to cover the programmatic expenditures.  Those include the following:

Table 4.  Recommended Strategic Plan Programs for 2007 through 2013
	Program
	EMS levy
	Lid Lift

	Continued Services:
	
	

	
25 medic units funded at 100%
	
	

	
Maintain units for Woodinville, North Bend, Vashon & Skykomish
	
	

	
Partial funding for BLS (fire fighters/EMTs)
	
	

	
Maintain core services/programs
	
	

	
Continue strategic initiatives
	
	

	New Services:
	
	

	
3 new medic units ( 1 in Seattle and 2 in King County)
	
	

	
Additional BLS funding
	
	

	
Enhanced dispatch programs
	
	

	
Enhanced EMT education and training
	
	

	
Medical quality Improvement program
	
	

	
Enhanced injury prevention program
	
	

	
Partial support for all-hazards management preparation
	
	

	
Enhanced data collection
	
	

	
6.9% contingency to meet unanticipated needs
	
	

	
Flexible contingency to meet unanticipated needs
	
	


As indicated in the table above, the difference between the two funding options appears to be the approach for funding unanticipated needs over the life of the levy.  
The EMS levy proposed would collect $603,864,265
 over the six years.  This amount includes a 6.9% contingency of $41,666,634 over the six years of collection.  If the contingency amount were removed, the amount remaining to support the programmatic needs would be $562,197,631.  
The multi-year lid lift alternative is proposed to collect 25.4 cents per $1,000 AV, using a limit growth factor of medical care CPI.  As indicated in the table below, the average percentage for medical CPI over the last six years is 4.37%.  
Table 5.  Annual Medical CPI Averages

	Year
	Average % Increase
	

	2006
	4%
	Six year average is 4.37%

	2005
	4.3%
	

	2004
	4.5%
	

	2003
	4.1%
	

	2002
	4.7%
	

	2001
	4.6%
	


Using a conservative growth factor of 3.75% medical CPI, the multi-year lid lift would raise $562,655,272 for programmatic needs.  Consequently, both options would appear to make collections sufficient to meet the required programmatic EMS needs included in the strategic plan.  Attachment 4 shows projected lid lift collections using medical CPI of 3.75 percent collecting $562.7 million, 4.00 percent collecting $566.2 million, and 4.50 percent collecting $573.4 million.  
Unanticipated Needs
As a reference point, the current levy for 2002-2007 did not include a specific contingency reserve and collected $340 million.  As shown in the strategic plan (page 24), the following collections were made from 2002-2007 and are anticipated in 2008-2013:
Table 6.  Current and Proposed Levy Collection
	
	Year
	Levy in Millions
	Year
	Levy in Millions
	

	2002 to 2007 levy
	2002
	$52.5
	2008
	$95.5
	2008 to 2013 levy

	
	2003
	54.1
	2009
	97.7
	

	
	2004
	55.7
	2010
	100.4
	

	
	2005
	57.4
	2011
	102.6
	

	
	2006
	59.1
	2012
	105.4
	

	
	2007
	61.2
	2013
	108.4
	

	
	Total
	$340 million
	
	$610 million
	


The multi-year levy lid lift alternative does not include the 6.9% contingency reserve of $41 million included in the EMS levy proposal.  The multi-year option uses a limit factor (medical CPI).  If a financial plan is built upon a 4% CPI, the multi-year lid lift will generate about $566 million over the six year levy period to fund all programs at $562 million, leaving approximately $4 million for unanticipated needs.  This is a $37 million difference.  
The multi-year option included in the amended plan attempts to provide budget flexibility by linking future assessments to the limit factor of medical care CPI.  In the multi-year option, unexpected cost increases are funded by upward adjustments to the voter-approved limit factor.  For example:  a 0.5% increase in the medical care CPI over the 4% medical care CPI assumed in the financial plan (i.e., instead of 4% medical care CPI limit factor, assume a 4.5% medical care CPI limit factor) will generate an additional $7 million over the life of the plan to cover unanticipated EMS operating costs.  If the region faced a sudden 1% increase in medical care CPI, the limit factor could provide an additional $14 million to offset higher EMS operating costs.  (See Attachment 4)  
The council has established fund balance policies for many of its funds.  These policies are to ensure that in the event the county sees a sudden, unanticipated decrease in anticipated revenues there is a cushion available to cover expenditures.  As an example, the General Fund, per King County Code (KCC), maintains an undesignated ending fund balance of 6% of most General Fund revenues.  If such a policy were applied to the EMS annual operating costs, 6% of the $100 million EMS levy target collection is $6 million.  (To meet programmatic expenditures, the undesignated funding amount would be lower – approximately $5 million.)  
It should be noted that under either of the funding options, a contingency reserve would accumulate and grow over time as annual collections are made
.  If no unanticipated needs arise during the levy period, the contingencies dollars would be undesignated and unspent.  
Taxing Capacity or Compression

As noted in the amended strategic plan, questions regarding property tax capacity and the compression of junior taxing districts were raised – particularly as to how the fire districts would be affected.  Council staff inquired about these concerns and the King County economist in an e-mail dated April 13, 2007, stated that sufficient capacity exists for a 25 to 30 cent EMS proposal.  He states that the county “would not anticipate any part of King County to come within 50 cents of the $5.90 limit in the next six years”.  

The economist noted that the least flexibility is in an area of unincorporated King County that is part of public hospital district 1 (Valley Medical Center).  This area has 45 cents of capacity due to a 59 cent operating levy for the hospital that started in 2006.  He states that:  “This area also has the maximum fire district levy of $1.50 (FD 43), as opposed to the countywide average of 68 cents.  Even here, however, capacity is growing, and should exceed 55 cents by 2008.”  
Additionally, for 2007, King County has 71.2 cents of capacity under the $1.80 limit.  Regarding the $5.90 limit for local taxing districts, 93% of the county has $1.00 of capacity or more.  
Funding in King County

The multi-year lid lift funding option included in the amended strategic plan set critical conditions to ensure “that Medic One/EMS funds are not commingled with other county current expense funds, or diverted in any way for existing general county operating purposes”.  The county is mandated by state laws to use fund accounting to demonstrate compliance with finance-related legal requirements.  In addition, the county must comply with generally accepted accounting principles (GAAP) and with governmental accounting principles.  The county conforms to these requirements and standards and prepares the Comprehensive Annual Financial Report (CAFR) each year that contains financial statements for county funds.  Emergency Medical Services Fund is separately tracked and reported just as other designated funds such as the Automated Fingerprint Identification Fund, Inmate Welfare Fund, Developmental Disabilities Fund, or the Road Fund.  
Impact for Citizen Taxes
When assessed values rise more quickly than the property tax growth limit, the effect of the limit is to lower the overall tax rate of the district – as property values rise, a lower tax rate generates the same amount of revenues.  Based upon a $400,000 average home price, growing at approximately 6% per year, the table below shows the expected annual costs for each levy option.  (Note: the first line of the table shows collection for 2007.)  
Table 7.  Typical Homeowner Annual Costs for EMS Levy Options
	 
	EMS Levy
	Cost to Typical Homeowner
	Multi-Year Levy Lid Lift
	Cost to Typical Homeowner

	Current EMS Cost 2007
	$0.2070 
	$83
	$0.2070 
	$83

	2008
	$0.3000
	$120
	$0.2540
	$102

	2009
	$0.2843
	$121
	$0.2490
	$106

	2010
	$0.2724
	$123
	$0.2440
	$110

	2011
	$0.2593
	$124
	$0.2400
	$115

	2012
	$0.2485
	$125
	$0.2380
	$120

	2013
	$0.2380
	$126
	$0.2370
	$126

	Typical Taxpayer Cost:
	 
	$739
	 
	$678


Pro/Cons:

Both proposed levy options will fund programmatic expenditures for Medic One/EMS services for the next six year levy period.  The methodology as to how the council wishes to provide for unanticipated needs appears to be the significant difference between the two funding proposals.  The following table shows pros and cons for each of the two options authorized under the RCW.  
Table 8.  Six Year Funding Options 

	Levy Type
	AV rate
	Growth

rate
	PRO
	CON

	EMS levy

RCW 

84.52.069
	Begin

$0.30


End

$0.238
	1%
	· Allows for growth rate within I-747 1% limits

· Allows a predictable on-going funding source
· Quickly builds a $41 million contingency reserve for unanticipated needs
· Requires approval of cities over 50,000

· Familiar to participating agencies

· Agencies not concerned with levy compression or future junior district levy pro-rationing.
	· Requires a higher tax for the rate payer
· Increases the current levy by almost 50%

· Builds a large contingency reserve that is undesignated

	Multi-year

Lid lift

RCW 

84.55.050(3)(b)
	Begin

$0.254

End

$0.238
	Medical CPI

avg = 4%
	· Provides a rate similar to the previous levy period

· Allows for annual inflationary adjustments over 1% limits

· Would provide savings for the rate payer
· Would encourage efficiencies in management of the fund

· Potential savings to county taxpayers of up to $41 million
	· Increases growth rate over statutory limit of 1%

· Capacity/compression will need to be monitored
· Could require more time in building a contingency reserve for unanticipated needs

· No condition in RCW for cities over 50,000 approval




INVITED:
· Bob Cowan, Director, Office of Management and Budget

· Thomas Hearne, Director, Emergency Medical Services Division, Seattle/King County Department of Public Health
ATTACHMENTS:

1. Proposed Ordinance 2007-0181

2. Proposed Ordinance 2007-0182
3. RPC staff report

4. Multi-year lid lift tables, showing CPI choices
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� An exception was a three year levy for the 1999-2001 period after the November, 1997 levy failure, in which the EMS levy only received a 56% "yes" vote (state law requires a super-majority or 60% "yes" vote to authorize).  In February 1998, the voters overwhelmingly passed (81%) a three year regular levy at $.29 per $1,000.  


� Current Washington State Law permits EMS levies to be approved for six years, ten years, or on a permanent basis.  


� Debt issued pursuant to an excess levy would have to be within the legal debt limit under state law, generally 2.5% of assessed value.  


� RCW 84.55.050; Election to authorize increase in regular property tax levy — Limited propositions


� This amount assumes a 99% collection rate.  


� The majority of the contingency would be assumed for ALS needs, as shown on page 67 of the strategic plan, which shows ALS contingency building at an average rate of approximately $5 million per year.  
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