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THE REFORM OF SOCIAL HOUSING (P.33/2013): SECOND EMDMENT

PAGE 2, PARAGRAPH (a)(iii) —
For paragraph (a)(iii) substitute the following garaph —

“(iii) a rent policy of returning rents to a maximuof 82% of private
sector rent levels, with the annual financial retlny the new
Company to the States being capped beyond 2016eaP@®15
level”.

DEPUTY G.P. SOUTHERN OF ST. HELIER
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REPORT

The Housing Transformation Plan, which is a respoitsthe Review of Housing
conducted by Professor Whitehead in 2009, settoatthieve a number of apparently
laudable aims, namely —

1. That a new Strategic Housing Unit be establigioeco-ordinate a long-term
housing strategy.

2. That a new Social Housing Regulator is estabtisto ensure that tenants’
best interests are protected and that public imest in social housing
delivers optimal value for money.

3. That a new, not-for-profit, wholly States-ownddbusing Company is
established to improve the States-owned social ihgustock and with the
financial capacity to develop new social housingewhrequired on a
sustainable basis.

4. That social housing rents are returned to neaken fair rent levels to ensure
that tenants who can afford to do so, pay a fait.re

This amendment is only concerned with the proposhlsh address the setting of rent
levels and the business model proposed. The figfuB2% of private sector rent levels
is chosen because it is the level to which theetuirifair rents” is currently funded.

What is social housing?
| take my definition from Shelter UK.

Social housing is housing that is let at low remtsl on a secure basis to people in
housing need. It is generally provided by couneitel not-for-profit organizations
such as housing associations.

A key function of social housing is to provide agcgnodation that isffordable to
people on low incomes. Rents in the social housegior are kept low through state
subsidy. The social housing sector is currentlyegogd by a strictly defined system
of rent control to ensure that rents are kept dtbte.

In a relatively recent decision, local authoritesd other social housing providers
have been required to move to “affordable” hougngyision, following a reduction
in central government grants.

What's the difference between social rent and affatable rent?

Market rent is the rent that private landlords geain an area. Social rent is set at
between 40% and 60%of market rent levelsand residents have a lifetime tenancy.
That means they can stay in their home for as &nthey want, providing they don’t
break the terms of their tenancy agreement, whachddead to them being evicted.

Affordable rent is set according to market condisie-up to 80% of market rent
levels Most new residents will also have a fixed-termatecy, usually for 5 years. In
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most cases it will be renewed. All residents inlteined and supported homes will still
have lifetime tenancies.

UK Social rent levels

By way of illustrating the range of rent levelstie changing UK market, | reproduce
here weekly rents from UK providers for comparissith Jersey (Jersey rents in
brackets).

Notting Hill: Housing has introduced caps that are fixed bel@\B80% level to make
sure that residents can afford them —

« One-bedroom homes — £220 (£162 — £183)
« Two-bedroom homes — £225 (£203 — £240)
« Newly built three-bedroom or larger homes — £23BE—- £267).

Lambeth: The planning committee..approved the plans from Barratts Homes to
change the provision of 48 homes at their Coldharblcane development from
“social” housing provision to “affordable”. The alge means that the flats will cost
Lambeth’s poorest residents about 20% more. Urigechanges, a four-bedroom flat
will go from £166.39 to £202.70 per week (JerseyFH2and a two-bedroom from
£149.74 to £192.88 (Jersey £203).

Cambridge: A government proposal that new social housing tensimould pay 80%
of market rents in Cambridge has been condemnetiebgity council. Currently the
city’s council tenants pay 40% of the market revttile its social housing tenants pay
60%. “80% of a market rent for a two-bedroom hoissever £700 (Jersey £960) a
month,” said John Marais, who represents councirés.

Basingstoke Social housing might not be as affordable for wsuit used to be as
rents are likely to increase — for example —

» affordable rent on a three-bedroomed house £165vpek — the social rent
would be £110 (Jersey £267.05) per week

» affordable rent on a two-bedroomed house is £128week — the social rent
is £85 (Jersey £239.40) per week.

It is worth noting that in most cases rents (inolgdthose in London) are set
significantly below the levels of rents in Jersey.

In moving from social rent levels to “affordablegnts, the UK government has set a
cap of 80% of local private market rents. This leselesigned to meet 2 criteria —

1. to be affordable to tenants, and
2. to be financially sustainable.

One has to ask why the Minister, given Jersey’'s Inét levels, is proposing a cap of
90% of market rents. If the UK authorities can prog sustainable provision of rental
housing at 80%, then Jersey should surely be ableoine up with a model that
delivers at those rates.

As is demonstrated below, the inability of the HogsTransformation Plan to match
the level of the cap in the UK, and the need fat dlevels as high as 90% of the
market, can largely be put down to failure of thenister to address the issue
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identified by Professor Whitehead as the centead fin the provision of social rental
housing — the return of significant sums to theabrey.

The prime task of the Minister for Housing, as@étin the Strategic Plan 2012, is to
ensure thatAll island residents are housed adequatelyri adopting this aim, the
minister has accepted th@the provision of housing is a major challenge fibe
island in the face of increased demand.”

The growing demand for social rented housing ini@aar is reflected, not only in the

2013 — 2015 Housing Needs Survey, but also innbeease in the Housing Gateway
waiting lists recently. It is somewhat surprisirfteh to discover that the Housing
Transformation Plan (HTP), which contains projeasidor the next 30 years, fails to
give any space to discussion of population and bmation levels that will have a

direct impact on demand for housing over this mkrithe absence of any attempt to
make proper use of the extensive population madgfroduced by the Statistics Unit
in the HTP to discuss potential demand is lameataltis was noted by the Scrutiny
Sub-Panel in its key findings (S.R.6/2013) —

“The present reforms are not sufficient to make anyneaningful
contribution to the future provision of affordableand social housing. The
demand for social housing has increased in recepfys, yet the proposals
do not explicitly state how this need can be mettbg proposed Housing
Company or any other Social Housing ProviderSection 9

Apart from this failure to produce any realistiojactions of housing demand and the
means to meet potential need, the content of F033/2The Reform of Social
Housing, and R.15/2013, States of Jersey Housiagsformation Programme: Full
Business Case, contains 2 interlinked and fundaah#éatvs, namely —

» the failure to address the historic requiremerfutal rental subsidy schemes,
which in turn results in —

. the inability to produce a sustainable business fita affordable
housing at a rate less than 90% of market rents.

Rental subsidies

Prior to the introduction of the Income Support t8ys in 2008, the Housing
Department was responsible for administering reftate and rent abatement to
tenants on low incomes. When the Income Suppote8ysvas brought in, in January
2008, the Housing Department which operated thet Rdratement and Rebate
schemes subsequently had the budget (and costjhémn transferred to Social
Security.

This amounted to £24 million, turning the Housingpartment into a net income
budget which was effectively then “redirected” tigh the Consolidated Fund to
Social Security to part-fund the cost of Income [8up The Treasury maintains that,
as a result of these changes, the direct link bEivwke Housing element of support
and funding has been broken (i.e. there is no explhk between the amount of
money paid to States’ tenants for housing costsutiit Income Support and the
payment made from the Department to the Treastlghetheless, many still regard
the “return to Treasury” as funding the Income Suppental component. The
inexorable growth of rent abatement and privataose®bate is illustrated here in
Table A.
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Table A: Growth of rental subsidies 1991 — 2011

Year States | Private | Total Year States | Private | Total
abatement| rebate | subsidy abatement| rebate | subsidy
£,m £,m £,m £,m £,m £,m
1991 7.1 1.3 8.4 2007 15.3 6.5 21.4’
1992 9.0 25 11.5 ZOOZH 16.3 7.4 23.|7l
1993 10.0 2.1 12.1 ZOOH 16.2 8.1 24 4
1994 10.5 34 13.9 200§ 16.1 8.5 24 {
1995 10.5 4.2 14.7 200§ 15.2 8.5 231
1996 10.8 5.2 16.0 200{1 14.8 9.1 23.}
1997 11.2 5.3 16.5 2004
1998 11.8 5.1 16.9 2004 22.7
1999 12.3 5.2 17.5 2014 24.1
2000 13.3 55 18.8 201y 13.7 10.7 244
2001 13.9 6.0 19.9 2014

Data extracted from States Financial Reports andofats

Many thought that the Housing Transformation Plaasented the opportunity to
address the growing expenditure on housing sulssidieich form a significant part of
the total Income Support bill, as can be seen béioliable B.

As is demonstrated below in this report, not ordg his opportunity been ignored,
but the measures proposed by the Minister in taa pignificantly increase the level
of rental subsidies needed to protect social réatants from hardship.

Table B: Income Support: rental components

Component States Housing Trust | Private/Other Total
Adult £9,935,000 £2,024,000 £9,751,000 £21,710,000
Single Parent £1,014,000 £256,000 £543,000 £1,813,000
Child £3,650,000 £929,000 £1,749,000 £6,328,000
Household £4,192,000 £831,000 £2,662,000 £7,685,000
Rental £13,719,000  £3,101,000 £7,605,000 £24,425,000
Other £2,267,000 £381,000 £2,331,000 £4,979,000
Total £34,777,00( £7,522,000 £24,641,000 £66,940,000
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The problem with the maintenance of the “Returiireasury” policy is demonstrated
by the figures given in the HTP Financial Busin€sse presented on page 45 of the
report attached to P.33/2013, produced here agTabl

Table C: Financial Business Case: Summary

Income Statement Years

1-5 6-10| 11-15| 16-20| 21-25| 26-30| Total

£m £m £m £m £m £m £m

Rental income 240 340 430 530 655 812| 3,007

Expenditure including

L -183 -188 -221 -255 -335 -390| 1,572
depreciation

Net profit before finance 57| 152 209| 275| 320| 422| 1,435

costs
Interest on borrowing -20 -46 -30 -6 - - -102
Profit after finance costs 37 106 179 269 320 422 1,333

Depreciation charge

included in the above 89 116 129 142 157 175 808

Profit excluding

o 126 222 308 411 477 597 2,141
depreciation charge

Return to States of Jersey -1p3 -182 -216 -256 -304 -361| -1,472

Net profit excluding

. -27 40 92 155 173 236 669
depreciation charge

This table demonstrates why the model proposedtisiiable, let alone sustainable.
The “return to States of Jersey”, at £1,472 milliamounts to almost half of the
£3,000 million rental income of the housing compamgr the 30 years presented.

P.33/2013 presents several of the key points mgderbfessor Whitehead in her
review of Social Housing in 2009. | highlight hgust one of these —

. “the current balance of income and expenditure inlg met by
running down the condition of the(States housingpsk”;

The viability of housing finance was further ex@drby Professor Whitehead thus —

“2.12. Professor Whitehead considered that the étpPlan was a response to the
constraints of a situation created by the combamabf the policy of only
funding investment from revenue, rather than froorrdwing and the
requirement for the Housing Department to make agsificant annual
return to the Treasury which left insufficient reveie to address the annual
repair needs of the stodkny emphasis].”
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The Housing Department budget

“The vast majority of Housing Department income esnfrom tenants’ rents. Gross
rent income in 2008 was £33m. The annual experitur the running costs of
managing and maintaining the housing stock are £1As a result, there is a
substantial surplus of gross rents over costs &fnf£2This is paid into the States’
central budget.

The States have recognised that annual expendifu£d1m. is insufficient to ensure
the adequate repair and modernisation of the Statesising stock, and this has
resulted in the backlog identified in the Propeptan.”

This backlog was estimated at £75 million in 2006t has been reduced by several
fiscal stimulus projects to around £48 million tgd@&he chronic shortfall is described

as £2.5 million for responsive repairs and £5 wnillifor planned maintenance and
improvements annually. The mechanisms availabiedet this shortfall are —

* Reduced payment to the centre
* Rentincreases

e Sales of properties

* Borrowing.

It is notable that the proposals brought forwardtliy Minister for Housing pay no

attention to the first of these 4 solutions, and $e leakage of £26 million (and

rising) from the Housing Department’s rental incoh@es surely been a fundamental
block to the creation of a viable and sustainaldéa gor housing in the past, and
remains so now.

The income and expenditure figures, along withaaetribution of Income Support,
are illustrated in Figure A.15 of the Whiteheadamas follows —

Rent income and the Housing Department budget

“In 2007, the Housing Department expended a tofad@me £32.3 million, of which
some £10.3m was spent on the management and naaiotenf the housing stock.
The balance, a surplus of some £24.3m, was tramsfeéo the States Treasury.

Figure A.15 clarifies where the income came frong @hat it was spent on.

The Figure shows that of the total income from sesft £32.3m, some £17.5m came
from Income Support, and some £14.8m was colléaiedtenants.

The total payment of Income Support to tenant§1@f5m, was less than the surplus
of income over expenditure on managing or maintgrthe housing stock that was
transferred to the States Treasury. Therefore,gh&as no net contribution by the
taxpayer to the cost of Income Support for Staearits.

In addition, the equivalent of some £4.5m, coliécthrectly from tenants, also
contributed towards the surplus of income over eglfiare on managing or
maintaining the housing stock, and was transfetocethe States Treasury.”
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Figure A.15

States housing: income and expenditure {total 2008 budget £32.313m.)
Source of rent income (from tenants and Income Support) and nature of expenditure

INCOME EXPEMDITURE
Income from
rants 100%
paid by £12.420m.
Income
Support
Surplus of
income aver
Rant income transferred to Treasury E£24.327m, axpenditura
transferred to
2 Treasury
Income from Fa[t paid by e ik
rents part noame JDE9m.
paid by Support
Income
Support, part i
by tenant pﬂ:;::;';b‘f F1617m.
|
Incomea from Expenditure by
rents wholly ; Hausing
; £11.188m. Rent income retained by Houslng Department an
paid by Department £10,298m. e

¥
tenant and

| maintenance

1
!

This essential problem with the financing of theusing Department’s capacity to
deliver housing and to enable a proper maintenasgiene is at the heart of historic
failings in housing. It forms a major part of Preder Whitehead’s report. This issue
has been ignored in the proposed HTP.

The figures which enable us to examine the finamointhe HTP in detail are given in
Appendices 1 — 3 of this report.

Return to Treasury

The growth of the return to the Treasury as progpdse the Minister is shown in
Appendix 1. This effectively reduces the incomeths new housing body by almost
50%. Unsurprisingly, we are told that such a reidacin income results in the need to
raise rents to 90% of private market rents to m#ke business model viable.
Appendix 3 shows that maintaining the return toTheasury in a repayment schedule
at 80% of market rents requiring 28 years to baicepwhilst at 90% the repayment
period is reduced to a much more manageablel6.years

If, however, we allow the Housing Company to retaiare of its rental income by
capping the return to Treasury at the level coetim the MTFP for 2015, that is,
£29.4 million, then the cumulative income generatgdr the 30 year period of the
plan amounts to nearly £600 million additional newe. This would appear to make
the business plan viable, with a rent set of 80%nafket rents, as shown here in
Table D —
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Table D: Impact of capping “return to Treasury”

Year 2018| 2023| 2028| 2033 | 2038| 2043| Total
Indexed return £,m 153 182| 216| 256| 304| 361| 1,475
Capped return £,m 147 147\ 147\ 147| 147| 147 882
Additional revenue to HTP £,m 6 35 69| 109| 157| 214| 593

The overall impact of these changes on the busiplessand the borrowing required
can be estimated from the figures presented fds i@nAppendix 2, and summarised
here —

Year 2018 2023| 2028| 2033| 2038 | 2043| Total
Total rent @ 90% £,m 240 340| 429| 529| 654| 812| 3,004
Total rent @ 82% £,m 218 310| 391| 482| 596| 740| 2,737
Additional revenue £,m 6 35 69| 109| 157| 214 593
New Total 220 338| 451| 580| 739| 937| 3,330

Income Support

We now come to examine the impact of the new rgrahty on Income Support. The
proposed rise of States social rents from its ctira@erage of 69% to 90% of market
rents will have 2 significant impacts. One will be the 67% of tenants claiming the
rental component of Income Support, which will reguadditional funding from
taxation; the other will be on the one third ofaets who do not currently claim
Income Support.

The figures for the impact on Social Security furgdgiven on page 52 of the report
are reassuringly small, growing by a mere £2 mill{@5%) from £13.7 million over
the 30 years of the Plan. One has to examine fleeses carefully.

The figures are presented in “real terms” withdtiéin stripped out. The relatively
slow accumulation is presumably due to the mitaafut in place for all tenants that
only new tenancies (at a rate currently of 7% atyluaill be charged at the full 90%
rate. Other changes, such as new builds comingnefdr demolitions will cause
further variations. However, all other rents, imihg those in the private sector, are
subject to inflation at RPI (3.5%) + 0.75%, or 22 total.

To compare real terms figures with those in theirtass plan which do contain
inflation is to compare apples with pears. It isamagless. The reality is vastly
different. The effect of increasing rents on exigttenancies by inflation + 0.75%
(4.25%) is shown in columns 2 and 3 of the TableAppendix 2. This shows an
increase of rental income over the first 10 yedr&1®.5 million. This 50% increase
will result in a near doubling of Income suppor£26 million.
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If one includes all measures in the plan (takemmfrine Total Rental Income in
Appendix 2) —

* Increase on existing tenancies

* Re-lets

* New builds

e Uplift on refurbishments

» Less sales, decants, voids and demolished progpertie

then this produces a very different picture. Thaacprojected additional rent is
given in Table E here. The additional rent generateounts to £35.2 million. This, in
turn, will add £26.3 million to the Income Suppbiit over the 10 year period.

Table E: Impact of new rent policy on Income Suppar

Year | Operating | Additional | Additional Actual Actual

year rent (real IS (real additional | additional
terms) £,m | terms) £,m rent £,m IS £,m

Starting Based on
point Rent base 67%

2013 £40m coverage
2014 1 0.5 0.3 14 0.9
2015 2 11 0.7 4.4 2.9
2016 3 11 0.7 7.5 5.0
2017 4 15 1.0 10.8 7.2
2018 5 1.6 11 15.6 10.4
2019 6 1.9 1.3 20.2 13.5
2020 7 2.2 15 23.8 15.9
2021 8 2.2 15 28.5 19.1
2022 9 2.2 15 31.8 21.3
2023 10 2.4 1.6 35.2 23.6

Financial and manpower statement

There are no manpower consequences. The amendapnthe return to Treasury at
the level of £29.4 million annually, enabling ardéidnal £593 million funding over
the 30 year period of the Housing TransformaticaanPIt requires the Treasury to find
funding for rental support schemes by 2016.
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Return to Treasury: Growth

Annual return to Treasury

APPENDIX 1

£m % £m
2013 26
2014 1 28 107.90%
2015 2 30 104.86%
2016 3 31 103.50% Annualreturn
2017 4 30 103.50% increases |r.1 line with
2018 5 33 103.50% 158 | MTFPrequirements
up to 2015.
2019 6 34 103.50% Thereafter, it
2020 7 35 103.50% increases by RPI.
2021 8 36 103.50%
2022 9 38 103.50% Business model
2023 10 39 103.50% 18 assumption is RPI at
2024 11 40 103.50% 3.5% per annum (in
2026 13 43 103.50% o
central projections).
2027 14 45 103.50%
2028 15 46 103.50% 21
2029 16 48 103.50%
2030 17 49 103.50%
2031 18 51 103.50%
2032 19 53 103.50%
2033 20 55 103.50% 25
2034 21 57 103.50%
2035 22 59 103.50%
2036 23 61 103.50%
2037 24 63 103.50%
2038 25 65 103.50% 30
2039 26 67 103.50%
2040 27 70 103.50%
2041 28 72 103.50%
2042 29 75 103.50%
2043 30 77 103.50% 36
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APPENDIX 2

Rental inaime on exsitng tenanches will be increased annuadly by AP gl Q. 75% (up 10 90% of market rent]. Buskness modelling asmimes this tobe an annual increase 4. 25% i otal
|nconporating States of lersey Statsts Unit centrad RM projactions of 3.5%)]

Rental income breakdown
Increase on Orher
Edshng existing Upiftan Demndishad Proportes Decantod  {mosthy woid  Total rental
e C e tenancies Rasaty N bl e s Fipani Loy R Lot o e e Lot | Filae {3 e P 5 year 1ot
£000 L Fafi i £010)5 000 £0i0s E0s s £ EO00s W E00s

2013 40 0467 448 A6 191 136 40022
2014 1 41532 108. 7% 1031 B 152 631 - 33 - 1056 - 10z 41401 IMad%
2015 i 42,385 I 5% 1,963 1855 ila 1053 41 - 10a3 - 148 44385 107.2%
2016 1 44 587 8. 2811 2918 ELEY 1491 - 66 - B 11 47521 TOX.TN
2013 i 25450 16, 3,066 4172 (= 1494 Hih E 1] 134 S0R42 I107.0%
20148 5 43,580 T, 2% 34933 6,564 734 1,763 1078 - 125 - 145 55,605 10845 233,754
20138 -] 51,430 TiW. % #.513 BAlz 929 1,844 1,311 - 78 - 157 60285 108.4%
200 T L2545 TR M 5,308 4.418 1123 - 1422 1,415 830 177 #3860 108 5%
2021 | 54,794 10 2% 5997 10,494 1293 - 2004 - 148 1839 68495 1I07.3%
202 ] 5709 e 6,717 10,340 LE3T7 - 28 - 2,245 - 04 71850 104 85
2023 10 .50 104 2% 7Aaad 11 404 1LBGE - 2177 - 258 4 75248 T 7% 33,738
204 11 62 053 T4, 2% B.180 11,388 1962 bl 2,956 39 TA51A Tod. 5%
2025 12 64,699 b 84926 12 534 2057 - 2366 - 3345 54 Bxl1lo I0d.d5%
2028 13 67 438 1.2 g.m3 12,921 %155 - A58 - ] = FEl B5714 T 4%
2027 14 AAam I 2 10491 13,47 2257 2571 - 4,215 - BT Baaq7 10 4%
204 15 13,197 T W 11,541 14,042 2362 2680 45497 304 453311 1. 3% 479,200
202 14 M5.A04 10 Xe 12,120 14638 2472 2794 - 5.214 - il 37305 I 3%
2030 17 7650 I 2% 12,966 15, 260 586 2413 5,766 - Ma 101443 1. 3%
231 14 3035 0. 13833 15910 27045 309 - 6,355 359 105732 TOd. 2%
2032 14 85 565 164.3% 14,723 16,585 2829 3,158 6487 378 110,170 T 2
2033 20 90,244 T, 25 15,636 17,290 24957 3300 7561 9 114767 I 25 52417
2034 1 G4.080 1id. 3% 16575 18.025 3080 jAa0 8192 - a1 118707 I.3%
FLIE ] ii 9.0 T8 M 17 545 18732 3,213 - 3587 8545 A43 1250585 I 5
2038 23 102 245 {i . ] 18,550 19,540 3356 - 78 - 8927 a5 130611 I0d 4%
2037 24 106,592 T 3% 19,587 20,423 3505 - 3898 - 9,523 - a9 136357 I 4%
2038 25 111,123 104, 3% 10663 21,31 1661 - 4,064 - 9,736 514 142424 T 4% 654,194
203 1] 115 825 T, 3 21,776 12,198 EV.FE ] 4,235 10,167 540 148698 T 4%
2040 27 120,763 T4 2 22,930 23,139 3991 - 4416 - 1614 567 155232 1o d%
2041 28 125 902 10d 3% 24,125 24,172 4166 4604 - 11,081 A6 162034 104 4%
2042 29 131252 I 2 25,366 25,147 4349 4800 - 11,565 - 625 169123 10 4%
2043 0 136831 T W 16 A5 25,216 4539 5004 12,072 i 176505 T 4% 811 5492
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APPENDIX 3
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