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Decision 91-12-054 Decembexr 18, 1991 DEC 23
BEFORE THE.PUBLIC UTILITIES. COMMISSION OF'THE STATE .OF CALIFORNIA

Order Instituting Rulemaking o'n"'the’f‘"‘ m [:ML
Commission’s own motion to.change &

the structure of gas utilities’ SR

procurement' practices and to 7 (Frled February 7 1990)
propose: refinements: to regulatory .. v

framework for gas utilities.
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‘This decision grants in part the petitron to” modrfy
Decision (D.) 90-09-089 filed by Southern California Gas- Company
(SoCalGas) to change certain rules regardlng standby charges for ;
noncore customers. We declare that the Commission xeserves
jurisdiction to take action based on a more" specrfic proposal ‘that
SoCalGas is directed to file. Today’ s decision will apply only-to
the' obligation to pay standby charges on SoCalGas’s system for
imbalances relating to the months of October" through December,
1991, as these standby charges have not yet accrued as of" the date
of today’s decision. SRR '"' |

Furthermore, this decision does not now change the =~
obligation to pay those standby charges, but’ srmply reserves
jurrsdiction to review the obligation’'to pay those charges, 1) that
‘the Commission can consrder whether or not it should approve
alternatrve methods for customers to eliminate’ negatlve ‘Imbalances
in their accounts. SoCalGas is directed’ to collect: standby charges
which shall be held in an interest bearrng memorandum account,
subject to refund pending further order of the Commission.

a s’ Petition Mod i,

On November 1, SoCalGas filed a petition to modify the
procurement rules adopted. in D.90-09-089. The utility seeks to
relieve certain noncoxe customexs of standby procurement charges
that have accrued srnce October 2lst, 1991, under rts lmbalance .
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sexvice. tariff (G-IMB). " Undexr:itsiimbalance service taxiff il
SoCalGas provides both "standby service! for negative, imbalances .
and "buy-back service” for posrtrve 1mbalances. Standby“serVLce is
provrded to noncore customers who, for*whatever reason, do not have
their own gas supplres delivered to.them and thereby'realrzew\w
negative imbalances between their deliveries and their actual
usage. Customers who use less gas than they deliver to the system
have positive imbalances, subject t£o. 2 different set of rules under
SoCalGas’ imbalance service progxam.

Standby sexvice is provided to ‘noncore. customexs who use
more gas than they have dellvered to the system.. When noncore
customers receive standby sexvice they, in effect,,use gas ]
belongrng to other noncore customers or. from the core portfollo.,‘
Pursuant to. rules effectlve August 1, 1991, noncore customers who
regurre standby services must pay 150% of the core werghted average
cost of gas. (WACOG) as a standby procurement charge.}ﬁ_However,ﬁ
this oblrgatron to pay 150% of WACOG only applies to. imbalances. in
excess of the 10% tolerxance band and only if the customer does not
reduce its negative imbalance to that point, by means of tradlng or
withdrawals from storage, before the end of the appllcablo
imbalance trading. per:.od.2 SoCalGas proposes that the standby .
rules be changed to permrt.noncore customers who have already used
gas from the core portfolio to replace it durlng the winter, months,
between December 1991 and Maxch 1992. SoCalGas would relreve these
customers of standby. charges in consrderatlon of these "ln k;nd .

transfers._

e

1 The standby seryrce charge also rncludes a brokerage fee.

Y RO 2 i TR _,_,“fvv .

2 The rmbalance tradrng perrod allows, for. example, a customer
who put more gas into the system than it used’ (a customer with a
positive imbalance) to trade its positive imbalance with a customex
who has a negative imbalance for the same month, at a mutually
agreeable price.
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-SoCalGas believes noncorxe customers-have required:standby
services due to customer and utility inexperience with the-mew. -
rules. It states that standby.serxvices were required because not
enough capacity.has been available to.serve the needs.ofl ..
transportation customers. It also belioves that customers chose
not to-use available capacity on-the Transwestern system because:it
.was expensive.. - e oo . R B R

SoCalGas charactermzes the revenue: from\the 3tandby
charges as a "windfall" to core customers, stating. the.coxe should
not benefit from the charges while: noncore customers were-learning
to . operate efficiently. under the new rxules. ... . ... o0 s

SoCalGas also proposes several rxelated provisions,
including .a change to the existing storage- banking program. .-
SoCalGas’ petxt;on asked-for Commission:action’ berovember 20,

1991.

Responses es s Il €3 n Lo
Southern California Edison.Company and- Southern

California Utility Power Pool and Imperial Irrigation District . ..
(together SCE/SCUPP) -jointly filed. a.response to SoCalGas’ petition
in support of SoCalGas’ proposal. .SCE/SCUPP believes -the standdy
charges are 'unjust and unintended® and wexe imposed because ..
SoCalGas’ core purchases required the-use of pipeline. capacity
which would. have otherwise been available to interruptible-. = . . -
customers. Broad Street Oil and-Gas Company also-supports-the .
petition. . : : S LR P e PR D PR TP

" The Division of Ratepayexr. Advocates (DRA) -suppoxts the .
rule change for this year only, and suggests SoCalGas be required
to provide infoxmation in its next.xeasonableness.xreview regarding
the impact-of the._ program on the core portfolio . cost of gas.

Arco Oil and Gas Company, Chevron U.S.A. Inc.,-Mobil .
Natural Gas Inc., Shell Western E&P Inc., Texaco Inc., California
Industxial Group, California Manufacturexs Association .and-..
California- League of Food Processors . (jointly, Large Users),. Watson
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_'Cogeneration: Company (Watson),-and Cogenerators.of. Southern
California (CSC) believe: the Commission should:provide.relief -from
the standby charges but do not support SoCalGas’ proposal. -They
ask the Commission to change. the standby charge:for .the period in
question from 150% of the WACOG to 100% of the: WACOG because they
doubt whether noncore customers will be able to-provide in-kind: -
transfers this winter. Watson makes its request on.the:basis that
the customer imbalances appear to have occurred because
. (1) SoCalGas failed to notify customers on a timely basis that. they
would not be receiving gas supplies-and: (2) SoCalGas improperly .
stored core gas. Watson believes the standby gas:SoCalGas:provided
t0 noncore customers would not and could:not -have been injected
into storage for core customers under  any circumstances.:.Philip .
Morris Management COrporationu(PhiIip*Morris)-sharea‘WatsonﬁSF”'7
concerns that imbalances have been hxgh due to SoCalGas ol
mismanagement. S LTI L e
.California Gas Marketers Group: (Marketers ‘Group) does not
oppose SoCalGas” proposal but states ‘that the Commission should be
aware that approval ©of the proposal will disrupt customers’ gas:
supply arrangements and perpetuate concerns among-customers and: .
narketers that the Commission’s gas programs cannot:.be relied upon
to allow customexrs to make rational business decisions. It-states
that the bailout of some noncore customers-sends the wrong.-signal
to customers, marketexs, and suppliers who made invostments:and
business adjustments to ensure their gas supplies would be< . .
delivered. - It comments that SoCalGas has contributed to the
imbalance problem. by refusing to provide’ operat;onal Ainformation ox
timely reports on suppliers’ deliveries. R U R Eh A
The California Cogeneration Council (CCC) expresses
similar- concerns regarding SoCalGas” . management of the new program
and the fairness of relieving some customoxrs of imbalance charges
considering that others avoided imbalances by Investing.time and:
money to that end. CCC argues the Commission should defer:-action
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on the petition until after a workshop:is:held to explore:
imbalances and other. program: problems.. - - . ounl cuoowniio L
Riscussion B I E I A .

: D.90-09-089 provided. that customers who require standb;
gas. service from the utilities would:pay: 150% of thecore:WACOG fox
purchasing gas from the core portfolio. . The purpose.of the.'charge
was to discourage noncore ¢ustomers from relying. on: SoCalGas:fox ..
gas supplies. and to assure that. core customers would not:-be harmed
by sales to the noncore. 'The issue of standby service was::. . . .,
considered at several junctures in the procurement rulemaking. -

We believe that the current imbalance.situation may -
derive from. a variety of: sources. One -among them is the:initial-
administration under our new procurement program. - Some:problems
may be due to administrative or other difficulties of: SoCalGas and
some may be. due to program participants who either are trying to
leverage the system to their advantage or did not adequately - .on
preparxe themselves to comply with our rules. Another: allegation is
that SoCalGas changed its operational storage plan for-the core: by
purchasing and storing moxe gas in the summer. than thecoxe...-
required foxr winter. This could have reduced. capacity available -
for noncore transportation customers. . . . . v e Desmo,

We are also very much aware: that SoCalGas’ petxtxon and
the responses of some parties suggest that SoCalGas-may have. taken
actions which should be the;subjectyof a reasonableness review.
For example, SoCalGas suggests it has not moved customer gas as it
was required to, and that it drew.down cheap core storage. supplies
in oxder to sexve noncore customers, potentially. requiring:the core
to. purchase more expensive supplies at. a-later time. . (SoCalGas’.:
-own petition states it was able to provide standby service only .-
because it injected additional core. supplies into storage: in:oxder
o reduce "expensive winter core: purchases...to. the: economic: ... .
benefit of the core." From this we infer that those: economic.
benefits may have dissipated with the use of that- gas to provide
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standby sexrvice to noncore customers..) - We will:dispose: of: any:
disallowance issues in the appropriate reasonableness:review rathex
than in this proceeding. ST e LG

‘We are also concerned because ‘SoCalGas’ proposal could,
in effect, require the core to purchase gas from noncore customers
at 150% of the corxe WACOG. . We have no. rxecord now on which to': ..
rationalize a requirement that the . .coxe pay this price for gas and
forego opportunities to purchase gas at a lower price.:  We are also
uncomfortable effectively requiring the’core to puxrchase gas from’
noncore customers when thexe is not an emergency. . Moxe .facts arxe-
necessary to make such a determination. We shall proceed to gather
the necessary facts and make a final. decision on what type of .
remedy . to the negative: imbalance standby charges, if .any,. is -
appropriate based on that record. G T L

The pleadings suggest that some. imbalance chaxrges.
occurred because core purchases constrained capacity. which would.
have otherwise been available to interruptible customers.: We are
reluctant to waive standby service charges now for interruptible.
customers who pay a reduced transportation: rate in exchange for a
lower priority sexvice. Some interruptible customexrs could have -
switched to alternate fuels rather than taking standby sorvice.

The petition also' raises several factual issues which may
be subject to controversy. For example, did noncore customers
forego the use of available capacity in favox of standby sexvice,.
as SoCalGas suggests? If so, were they taking core gas- because
150% of the WACOG was szimply: cheaper than the gas they could get .
elsewhere? Was capacity scarcer than could have been’ anticipated
by intexrruptible customers who have negative imbalances? . .I1f: some:
customers are permitted to use firm core capacity to: delivexr gas.to
the utility under SoCalGas' proposed in kind transfer program, what
effect will this have on othex noncore customers? - We are seriously
concerned about this equity question. The Commission adopted rules
in this proceeding which, as a rulemaking, did not rely heavily on
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- ‘controverted-mattexs of fact...In.this petition,. SoCalGas asks for
rule changes based on- complex and: potentially controversial matters
~of fact. ; : B T Y TSR TR

While SeoCalGas characterizes‘the;standbchharges as a
*windfall* to the ¢ore, it provides no evidence that existing rates
are unreasonable or could not have been expected undexr the , .
cixcumstances. We are also concerned that relieving noncoxe
customers of existing charges might provide a windfall- to customers
who managed their gas purchases poorly or who. chose to take: .
standby sexrvice rathexr than other available gas supplies. : We. .
cannot now distinguish these customers from those who managed theixr
purchases well and were required to purchase standby services in .
spite of their best efforts because of SoCalGas’ operational - .
problems or other roadblocks. While we are sympathetic to.the .
potentially innocent customexs in this dilemma, the present . .record
does not pexmit us to separate them from purchasers who are at .
fault for theix standby charxges. . v

Based on the recorxd before us, we cannot sepaxate~the
innocent players from those whose imbalances. are of theix own.
doing. The ultimate rxelief we may grant, if any, should.be -
tailored to refuse relief to.those not.deserving of it. But, due
to the newness of the program, the potentially:laxge dollax amounts
of the imbalances and the possibility that there may be no.
potential trading partners with positive imbalances (due to lack of
available capacity), we wish to establish a rxecoxd and have the
opportunity to- provide appropriate relief as to the remainder of .
the unaccrued 1991 imbalances, as. long as. the coxe is. held -
indifferent. . T O B AR IR

- We believe: there -are affected customers who»took all
reasonableAsteps=touassurevdelxvery of their gas-.supplies and are
nevertheless. subject to substantial imbalance standby .charges. . -
However, we are unable at. this time:r to provide-xelief to.these .
customers as SoCalGas and othex. parties suggest. . -The rules-adopted
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in. D.90-09-089: presented new opportunities .for noncore-customers by
improving supply security and providing more options for -gas
purchasing. With these new opportunities, the rules presented new
risks. SoCalGas’ petition alone does not demonstrate that the
risks associated with the standby charxges are e¢ither unreasonable
oxr could not have been anticipated as a result of: melementxng the
new rules or existing capacity constraints. TN
‘ In sum, the limited recoxrd we now have before us.
demonstrates that thexe may be problems which need solutions with
regard to the initial opexations of the SoCalGas procurement
program.  On the other hand, the limited ‘record also.demenstrates
that thexo may be problems with ‘the 'speclfic remody SoCalGas is
proposing ox indeed with any othex general . remedy:available.
Numerous policy considerations alseo weigh heavily in our :
determination today, especially considexing ‘the many unanswered -
questions raised by SoCalGas’ proposal. But to the extent we may
properly rectify inequitable treatment of customers in ouxr new .
program, we wish to be responsive. Therefore, we will investigate
the allegations in the SoCalGas petition further and .preserve.our
option to take action, including but -not limited to a revision.of
length of the trading period, the amount of the standby.charge or
adoption of an in=kind transfexr program, if further hearings .
provide us with substantial justification for fashioning. a remedy.
SoCalGas"petitién.raisesﬁseveral”policylissuesuwhich'we
will considexr in our final -decision on the propriety of providing
relief. Retrospectively changing oux rules for:imbalances:might -
send the wrong signal to customers and competitors. .‘Businesses
have planned their gas purchases and operations with a’reasonable
expectation that the Commission will not change its rules
retroactively. While we cannot be .certain whethex SoCalGas” -
request in this case might*harm~some:customers;’ourvwiliingness=on
this one-time, extraordinary basis to examine whether some relief
is warranted should not be ‘construed-as a willingness on oux part
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. to make retrospective changes .to:xules - in. the.future. and.createi. .
additional -uncertainty: for market: participants.. Webelieve. ...
providing predictable rules on which business: persons :can.plan-
their company’s- purchases. is.impoxtant. We xecognize that:by
opening up the possibility of corxective: measures by -the.... ... .
Commission, we may ¢reate: additional maxket uncertainty.:- Xt-is-our
‘intent that uncertainty be kept to a minimum- and -that our staff -
will work through problems, with .affected parties. - It-.is.also;ouxr.
intent that the final relief we may fashion will not undo;any -
trades or withdrawals- from: ox injections into storage..:

SoCalGas’ petition asks the Commission to:. change.-its ..
rules both as to standby charges -that have already  accrued andas.
to standby charges that have not yet accrued to’ some noncore:. -
customers. Standby charges for a rmonth’s imbalances.-do, not..accrue
until the end of the applicable imbalance trading period.: We-note
that undexr Schedule G-IMB, Sheet 21232-G, Item 3, customers .are . :
permitted to trade imbalances based.on: a trading perxiod which
begins at 7:00 a.m. on the Sth day of the month after. the month in
which the customer is notified of an imbalance, and..ends:on.the .
20th day of that month (or the first business day thereaftex if the
20th is a weekend ox holiday), at 4:00 p.m. Customers:were .. ...
notified of imbalances for the month of October .during November .
199)1. Thexefore, the trading period for Octobexr imbalances .is
December 5 through Decembex 20, 1991... No standby charges will .. -
accrue as. to Qctober 1991 imbalances until after 4:00. p.m..on - . .
Decembexr 20th. Standby charges have already accrued as to August
and -Septembexr 1991 imbalances.. . ... . . R LT E PO

SoCalGas’ petition asks us to changerlts procurement -
program, in part for periods that have already passed. The request
therefore raises questions about the rule against retroactive
ratemaking. Even where a retrospéétive change may not be barred by
the rule against retroactive ratemaking, the Commission’s, genexal
policy is not to authorize rate changes xelating to a past ‘period

P T LLU N
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unless - the Commission: has previously ‘authorized latexr-changes.: -For
exanple, the Commission often permits. previously incurred .costs: to
be recovered in later rates, but only costs: incurxred from-and ‘aftexr
the date the utility was authoxrized: to- book those: costs into a .
memorandum or ‘balancing- account. -For ‘another’ example, the "
Commission "on occasion will make a utility’s: rates: subject to .. ..
refund foxr a specified purpose, ‘but:the refund provision will only
apply from:and after ‘the date of the' order maklng the ratea»subject
to refund. ' L o R Lo MR
Here, SoCalGas and the partxes respond;ng to-mtsrproposal
are recommending altermative methods, .other than payment of 150% of
WACOG, for eliminating a customer’s negative imbalance in excess of
its 10% tolerance band. The obligation to pay 150% of WACOG as ‘a
standby charge for excess negative imbalances:does not accrue until
the end of the imbalance trading period.. Based on our: above-stated
policy, we: will not grant any relief with regard to standby: charges
that have already become due because the corresponding imbalance- -
trading period has already passed. However, the trading pexriod for
October imbalances does not expire until the 20th of December at -
4:00 p.m. - Therefore, customers. who have not yet eliminated. their
excess negative imbalances from the month of October do not' yet owe
SoCalGas 150% of WACOG as of the date of today’s decision.:
Accordingly, today’s decision will authorize further review of, and
possible changes to, the methods foxr eliminating excess negative-
1mbalg?ces from the months of 0ctober, November, ‘and December
1991. N ' e T N T

We are limiting our potential revisions to ‘thevend of .
December because the need for relief allegedly arises:  from problems

Wy e

COA

-3 If any party nevertheless believes that ' such :elaei would
violate the rule against retroactive ratemaking, it. is free to make
that argument in the further proceedings to be conducted on
SoCalGas’s petition for modification.
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.

associated with the start-up of:SoCalGas’s: procurement:program.and
because of our desire to limit the uncertainty that the potential.
for such changes may cause.: Pending our resolution of:whether to
authorize alternative methods for eliminating excess negative .. -
imbalances for those three months, customers should pay the .-
existing standby charge (150% of WACOG) at the end of the .
corxesponding imbalance trading period.  If we authorize: - ... ..
alternative methods for eliminating excess imbalances for. those. .-
three months, we will order a refund of those standby charges (with
interest) to those customers who are authorized and.able to:.take .
advantage of an'alternative method.  For months aftexr December -
1991, the existing program ¢f standby charges will continue in... -
place without cha.nge.4‘ . ' LR SV TN S TR T PN T U SULE OO
- After conducting hearings on: the October through ., .. -

December, 1991 imbalances, we will determine what, if any,: .
appropriate steps need be taken. We:direct SoCalGas. to file. ai . -
specific proposal to deal with the October through Decomber. 1991 -
imbalances. In oxder for wus to adopt the proposal; it must. . ----
demonstrate that core customexrs will not be harmed by the program
because of reduced operational flexibility. . Finally, B if.customexrs
believe they have been unreasonably haxmed by SoCalGas’..actions -
causing'imbalances, they may file complaints. or propose ..o
disallowances in SoCalGas’ roasonabloness review.
‘Findings of Fact' R

.1+ D.90-09-089 provided that customers who: requixe :standby.
sexvice will be charged 150%. of .the coxe WACOG,. once the imbalance
trading period for a specific month expires.if negative imbalances

R

el

4 The Commission, of course, may at some time choose to change
that program prospectively, but does not intend to do so in
response to SoCalGas’s current petition for modification.
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greatex than: the 10% tolerance band:remair: in: the~customerps I
account. o Tt ey e R S T IS I L o e
2. SoCalGaS'proposeSAthat‘customerswwho'incurredhstandby~~
charges. in Fall 1991 be permitted:to provide gas: to.SoCalGas. during
wintex months in lieu of -paying standby chaxges. '~ ounrl .l
3. SoCalGas’ petitioni)raises  several policy concerns: and -
unanswered questions regarding.its recent,cperatxonsNand,the,,“.“
reasons that noncore customers may have large negative imbalances.
- 4. SoCal Gas should file a specific proposal to remedy the
alleged problems: arising from the negative imbalances foxr the
months: from October 1991 through Decembex 1991. This proposal -
should demonstrate that core customers will not be harmed. by its::
opexation and should not undo trades or stoxage txansactions which
have already occurred.  Hearings and briefs should -explore the
issues raised in this opinion. as to-the legality: and fairness: in
fashioning a remedy as to- allegedly*excess;ve standby\charges -for
this period. o e - S e
Conclusions of Law - R FIVRIEE ‘ ‘ q S
- 1. Conmsistent with the rule against retroactive ratemakxng
and ‘our ‘policies,  we w;ll.now:authormzeﬂpotentmalurel;eiyonlyxfrom
standby procurxement charges that have not .yet-accrued-.and that .
relate to imbalances from the months: of- October thxough December,
1991. : - SRR T O T R R
2. The Commission should grant in part SoCalGasﬁ;petitionyto
modify D.90-09-089 by directing SoCalGas to file a-specific
proposal for equitable relief from standby charges. : g
3. Until hearings-axe held and an oxder, if any, is: gran:ed
as a result thereof, noncore customerxs should pay standby charges
associated with October through December 1991 imbalances to
SoCalGas which shall hold them in an interest bearing memorandum
account subject to refund if so ordexed by this Commission.
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4. Any ‘disallowances associated.with the August:l, 1991
through December 31, 1991 procurement program should:be--assessed.in
SoCalGas’ relevant 1991-1992.year reasonableness review.

[

QRDER

o

. XT. XS HEREBY ORDERED that: I L N

_ The Southern Callfornla Gas Company (SoCalGas) petltlon
to modxfy the procurement rules adopted in Decision (D. ) '90- 09 089
is granted xn part. - ‘SoCalGas shall submit in this docket, no later
than January 20, 1992, a specific proposal to equ;tably util;ze
alternative methods (other than the existing 150%-of. WACOG\payment)
for customers to eliminate excess negative imbalances ‘in' thelr
accounts arising from underdeliveries in October, November, and
Decembexr 1991. Such proposal shall address whether and the extent
to which core customers will be affected by the proposal and shall
be consistent with Finding of Fact 4. Parties who wish to comment
shall file and serve roply comments on the SoCalGas proposal no
later than February 15, 1992.

2. SoCalGas shall c¢collect standby charges for imbalances
from the months of October, November, and Decembexr, 1991 under
Schedule G~IMB, and place those charges in an interest bearing
memorandum account, subject to refund upon further order of the
Commission. '

3. In its reasonableness review relating to relevant 1991-
1992 period, SoCalGas shall provide information regarding the
impact of the management of the imbalance trading program during
1991 on the core portfolio cost of gas.
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4« In.all.other respects:the: pet:.t:.on €0 . mod;.fyua.s denied,
without prejudice. - oo Souroigmono CUD L needmannd :"fp:‘-tv“‘fj
This-order is-effective . today. -. . | oo /o tonllnlod

Dated December 18, 1991, at San Francisco, Cal:i.forn.i.a.
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