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FOREWORD



The purpose of this guide is to provide information and guidance on duties and responsibilities of an Award Fee Board Member.  It is intended to reflect current Award Fee best practices and to be responsive to the needs of the Army Contracting Agency (ACA) acquisition community.

This guide should not be referenced as an authoritative source in lieu of appropriate regulations.  It is not intended to increase, restrict, or deviate from any provision of the Federal Acquisition Regulation (FAR), Defense FAR Supplement (DFARS), Army FAR Supplement (AFARS), or Army Contracting Agency Acquisition Instructions (AI).

This guide is an update of "A Guide for Award Review Board Members" developed by Mr. Patrick Hogston of the Army Contracting Agency, North Regional Contracting Center and is presented to assist Government personnel involved in the award fee process.

Please submit any comments, or questions relative to the contents of this guide to your supporting ACA regional headquarters - Principal Assistant Responsible for Contracting (PARC).  Listing of the PARCs may be found at http://aca.saalt.army.mil/.  
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SECTION 1 


Background

Commanders or senior members of organizations often find themselves appointed as a member of an Award Fee Evaluation Board (AFEB) with oversight responsibilities on an Award Fee Contract.  The purpose of the board is to determine whether the contractor is deserving of award fee, and, if so, how much award fee has been earned.  This determination is based on a review of the contractor's performance during the stated evaluation period(s). 

It is not unusual for new AFEB members to have had no experience in the operation of a board and little or no specific knowledge of award fee contracts.   This guide is intended to offer new board members some introductory information into the world of award fee contracting, with a specific focus on the responsibilities and duties of the board members.  

This guide will not try to provide all the answers to the many questions and challenges a board member(s) may experience, but it will focus on the basics of award fee requirements, the duties of Government participants in the process and the common challenges experienced by AFEBs.  For those questions and issues not addressed in this guide, please refer to your local ACA contracting officer and/or contract administrator for assistance in either Award Fee Contracts or responsibilities of AFEB members.

A more in-depth look at Award Fee contracts is provided in the ACA Handbook for "Award Fee Contracts" to be posted on the ACA web site at http://aca.saalt.army.mil/.


SECTION 2


Award Fee Contracts

There are a number of acquisition tools available to encourage responsive contract performance.  One such tool is the use of an Award Fee (AF) provision that provides, in appropriate situations, an incentive for superior contractor performance.  The AF provision is the acquisition strategy that incorporates the customer needs with the level of performance desired/required into the contract performance criteria provided in the award fee plan.  

Contract types vary and range from a purely cost-reimbursement contract through the contract spectrum to a firm fixed price contract.  Under the terms of a cost contract, the Government reimburses for a "best effort" where the Government assumes all or most of the performance risk.  At the other end of the contract spectrum, a firm fixed price contract places the risk squarely on the shoulders of the contractor.  

To further clarify, a Cost Reimbursement Contract generally has little in the way of defined requirements and any end product is basically defined as a "best effort."  However, in a firm fixed price contract, the contractor must perform to certain defined standards and produce an end product that meets or exceeds those standards.  In between those two extremes are a number of variations and hybrid contract arrangements that share risk.  These variations are generally based on the existence and/or degree of factors such as (1) defined design or performance specifications, (2) market risk, (3) realistic cost estimates, or (4) the ability/inability to obtain adequate competition.

When the performance risk is high (for instance requirements which cannot be well defined) the Government should retain much of the risk by using some type of a cost-reimbursable contract.  The parties might then agree to a fee arrangement, such as a fixed fee to encourage innovative and or superior contract performance.  

For those requirements that fall somewhere "in between" the spectrum of full risk assumption by either the Government or the contractor, there are various contract hybrids that incorporate features such as incentive or award fees that provide cost sharing arrangements that fit the particular requirement.  One such tool is an "award fee" incentive.  AF provisions may be added to either a cost-reimbursement or a fixed-price type contract to provide an incentive to excel in critical performance areas emphasized in the Award Fee Plan (AFP).

Award Fee techniques should provide sufficient flexibility to allow the contractor to determine how best to perform at a higher level than merely straight contract compliance (just doing their job!).  The AF process evaluates a contractor's performance level and rewards superior performance by providing a "bonus" based on evaluated   "factors" incorporated into the contract AFP.  

AF contracts are appropriate where the desired performance output is under the control of the contractor, where the output is susceptible only to qualitative and subjective evaluation, and where the desired level of performance is above satisfactory.

AF contracts provide for a fixed portion of fee to be paid for "compliance" when meeting the terms and conditions of the contract and by an additional award fee to be earned in whole or in part based on a level of performance tied to critical evaluation factors contained in the Award Fee Plan.  Payment of any portion of the award fee is dependent on how well the contractor performs in the evaluated areas. 
 
Contracts containing an AF must have an Award Fee Plan (AFP) that clearly delineates the area(s) of performance that are important to the Government and the standards by which the contractor's performance will be evaluated.  The award fee will then be awarded, in whole or in part, based on the scheduled evaluations of the contractor's performance. 

A common concern is whether the contractor may earn an award fee if minimum basic contract requirements are not met in all award fee areas.  The answer is yes, however, the contractor is ineligible (or partially ineligible) for the award fee portion related to the poor performance indicator.  This targets the substandard area, but still gives the Government the capability to reward the contractor in performance areas where excellent or outstanding performance is occurring.  Remember, the objective of an award fee is to motivate the contractor to excel.

The Government's evaluation of the contractor's performance for AF purposes must be based only on the evaluation criteria set forth in the AFP.  It must be emphasized that the contractor earns an award fee by performing the work requirements as stated in the contract and by excelling in the areas specified in the Award Fee Plan, not by doing what the Program Manager or other Government personnel may want of the contractor on a particular day.  Government personnel must avoid the temptation to try to get "extra" work using the subtle threat of withholding AF. 

AF contracts motivate the contractor to excel in such areas as quality, timeliness, technical ingenuity and cost management.  Such contracts motivate by providing a means to increased fee (ultimately, increased profit) for the contractor through periodic evaluations of their performance.

Because the evaluation process requires an interaction between the parties to a greater extent than in other contracts, award fee contracts provide the basis for more effective communication between Government and contractor personnel at all levels, but especially at the management levels where decisions can be made and results achieved.  Fostering open communications creates an environment in which the timely identification and resolution of unexpected problems is encouraged and potential conflicts can be resolved early in the process. 

SECTION 3


Award Fee Plans

The discussion of Award Fee Plans (AFP) in this section will provide some basic information about the processes and considerations involved in preparing a plan.  Since plans are prepared and approved during the preaward stage of the contract, members of boards will generally not be involved in the preparation and approval of the plan as part of serving on the board.  (See sample plans in Appendix C of the  "Award Fee Contracts" handbook posted on the ACA web site http://aca.saalt.army.mil/.)

The AFP and organizational structure should avoid becoming an overly structured process.   Simplicity is the key - a simple plan is more direct, easier to follow and simpler to defend.  It should be based on a few critical evaluation factors that best reflect the end resulted desired.  A simple plan will reduce layers of review and confusion.  It provides a more direct flow of information will reduce unnecessary paperwork and will accelerate performance and response.  

The requiring activity or program manager is responsible for the preparation of the plan, generally assisted by the contracting officer.  The AFP is the document that establishes the methods the Government will use to assess performance and includes performance evaluation criteria, performance rating periods, and a listing of the principal participants by position and their responsibilities.  This plan is a living document and, due to changing priorities, may change during contract performance. 

The award fee evaluation criteria must be structured so the contractor can feasibly attain the top level of performance and earn 100 percent of the award fee pool.  Plans shall not be developed that a contractor cannot reasonably perform at the superior level.  Evaluation criteria must be valid and add worth to the process.  The plan must provide the performance criteria, standards, and ratings that will be used when determining how much fee has been earned.

The performance evaluation criteria in the award fee plan should be tailored to fit each contract situation.  The criteria should be flexible to provide motivation for improvement as well as provide the Government a meaningful measurement of contract performance.   

The award fee criteria require adjustment to fit each contract situation.  The evaluation criteria must be fair and reasonable in order to motivate the contractor to the desired level of performance.  The criteria should be based on requirements determined to be vital within the Performance Work Statement (PWS) and should be analyzed in relation to the estimated award fee dollars to ensure they reflect the benefit to be received by the Government.  

The Performance evaluation criteria will be measured by work "output or results," not "input or how the work is performed."  The AFP should include criteria to reward/encourage improvements in quality, productivity, and the efficient overall management of the contract.  In addition it must identify some method to measure how well the contractor is performing.  This method is accomplished by developing standards and ratings.  The standard provides both an adjectival rating and a range for numerical rating.  The following is an example.


	ADJECTIVE	NUMERICAL
RATING		RATING			RATING DESCRIPTION

Excellent                    91-100 	Performance is exceptional in all significant aspects.  Contractor initiative is evident by quality, timeliness and efficiency of work performed.  There are very few (if any) deficiencies with no adverse effect on overall performance.  Areas in need of improvement are few and are minor.

Very Good                  81-90	Performance is very effective, efficient and fully responsive to contract requirements.  A few deficiencies with little or no adverse effect on overall performance; only minor deficiencies.

Above Average          71-80 	Performance is effective and fully responsive to contract requirements.  Few reportable deficiencies with little or no adverse effect on overall performance.

Satisfactory                 61-70	Performance is equivalent to that expected of an average contractor.  There may be significant areas where performance is below average, offset by areas of above average performance. Deficiencies exist but are managed or addressed with acceptable diligence and/or results.  No award fee is awarded at this level.




	

	Poor/Unsat              Below 61	Performance does not meet acceptable
                                                            standards in one or more areas.  No award fee is earned at this level.  Remedial action is required in one or more areas; deficiencies exist in one or more areas, which adversely affect overall performance.   Areas of substandard performance may be candidates for future incentives. 



	Standard 
Description         Range of Rating Points        Percentage of Award Fee

Excellent                     91 - 100                             81% - 100%
Very Good                   81 -  90                             60% -   80%
Above Average            71 -  80                             22% -  59%
Satisfactory or             61 - 70                              Zero Award Fee
below





The areas to be listed in the AFP depend on the type of contract to be awarded.  For example, a base level service contract may require only technical (timeliness and quality) and management of resources/costs.  The actual areas and criteria should specifically relate to what the Government wants from the contractor.  Assigning weights to each area conveys to the contractor their relative importance to the Government.  The selected method of computation of award fee should always be tailored to meet the Governments' needs.  

After deciding on the evaluation areas, performance criteria, standards, ratings, and weights, a determination of the award fee earned during the evaluation period is required.  

Additional information contained in the AFP include duties of the various key members of the evaluation board, techniques for contractor performance review, reporting requirements, the process for developing an award fee recommendation and the evaluated rating period for the contract.  The evaluation period may be defined as quarterly, semi-annual or any other reasonable period of time.  Recommend rating periods not exceed once a year for large business and semi-annual for small business firms.




SECTION 4


Roles and Responsibilities

AF evaluations and earned fee determinations are based on subjective performance evaluations provided by the Award Fee Evaluation Board and Award Fee Determining Official.  Although the ratings are subjective, they are based on performance criteria that are reasonable, attainable, and developed to encourage superior performance.  The AFEB fee recommendation will be based on a number of quality factors that must be quantified.  It is especially important that Government personnel involved with the AF process understand their specific role and responsibilities as part of this evaluation team.  This team includes:  the program or functional manager, Performance Monitors (Contracting Officer Representative (COR)/Quality Assurance Evaluators (QAE)), Award Fee Evaluation Board (AFEB) and finally the Award Fee Determining Official (AFDO).   

Program/Functional Manager:  The program/functional manager is defined as that manager having responsibility for a particular Performance Work Statement (PWS) function, such as Engineering, Transportation, Logistics, etc.  The manager may, or may not be a member of the AFEB.  The manager maintains overall technical responsibility for the mission within the Government and provides technical oversight and advice/guidance to the Performance Monitors.

Performance Monitors:  The Performance Monitor is the person(s) assigned by the program/functional manager to provide input to the AFEB on contractor performance.  The assigned Contracting Officer Representative (COR)/Quality Assurance Evaluator (QAE) normally will assume the responsibility of performance monitor and will provide input to the AFEB on contractor performance.  These individuals provide the continuous evaluation of the contractor's performance in specifically assigned areas of responsibility.  This often daily monitoring is the foundation of the award fee evaluation process.

Types of monitoring required of performance monitors include:

Compliance Performance:  Refers to the type of oversight provided in accordance with the terms and conditions of the contract.  This type of oversight applies directly to the performance work statement (PWS) requirements provided in the contract.  Compliance performance is generally monitored via the Government's Quality Assurance Plan (QASP).  The QASP is a written internal Government document that contains specific methods of surveillance to be used on the contract.  Contractor surveillance techniques such as random sampling, 100% inspections, etc. may be used to determine compliance with the PWS.  

 Award Fee Performance:  This type of quality assurance refers to the "above and beyond" performance evaluated and measured to determine award fee amounts earned by the contractor.  Normally, they are contractor management performance indicators such as responsiveness, initiative, productivity improvements, etc.  The Award Fee performance review may utilize surveillance data from the QASP in evaluating the quality aspects in the award fee plan, but the QASP acts independently of the AFP.

The Performance Monitor(s) is responsible for the day-to-day contract administration during contract performance.  The monitor is responsible for both contract compliance reviews and AF performance reviews.  The results of these reviews will be provided to the Contracting Officer for Compliance Inspections and to the AFEB for the AF results.  

The performance monitor must be familiar with the contract requirements and the performance rating criteria provided in the AFP.   Tasks for monitoring Award Fee Performance include:

· Conducting all assessments in accordance with the contract terms and the award fee plan.  In addition assures those assessments are analyzed and reported in a fair and accurate manner.

· Maintaining written records of the contractor's performance in assigned evaluation area(s) detailing specific examples where (1) improvement is necessary or desired; (2) improvement has occurred; and (3) performance is below, meets, or exceeds contract requirements.

· Provides an analysis of contractor performance that will include documentation of contractor strengths and weaknesses evidenced during the rating period relating to specified evaluation criteria.  This documentation must be provided at the end of the rating period, however, must encompass performance during the entire rating period either within the final report or by the use of interim reports with a summary of these interim rating issues incorporated into the final report.

· Briefing the AFEB on the evaluation area(s) monitored.

· Recommending changes to the AFP such as changes to award fee pool reallocations, performance evaluation weights, or evaluation criteria.

AFEB:  The AFEB is primarily responsible for review of the Performance Monitors' evaluations, the contractor's self-evaluation, and any other pertinent information to arrive at an overall objective, impartial position on the effectiveness of the contractor's performance.   The AFEB is then responsible for documenting the findings and recommending an earned award fee (if any) to the AFDO.

The AFEB is composed of Government personnel whose experience in acquisition allows them to analyze and evaluate the contractor's overall performance.  Additional technical and functional experts may serve in an advisory capacity as non-voting members of the AFEB.  Consultants may be requested from subject matter experts such as legal, contracting, engineering, logistics, etc.

The AFEB members must be familiar with the award fee process, contract requirements, and the AFP.  AFEB members will perform the following tasks:

· Assess the contractor's overall performance against each evaluation criteria according to the criteria stated in the AFP.

· Determine a recommended AF, if performance exceeds the level of "satisfactory."

· Document the AFEB results to show how the AFEB arrived at the recommended earned award fee amount to be presented to the AFDO.  This documentation may include Performance Monitors' evaluations, miscellaneous correspondence relating to performance, progress reports, production records, contractor's self-evaluation and any other data considered during evaluation.

· Recommends AFP changes identified during the process to the AFDO.

AFEB Chairperson or Facilitator:  Maintains overall responsibility for the efficient running of the AFEB.  Responsibilities include:

· Assures evaluations are completed.

· Schedules and assists with internal evaluation milestones.  

· Receives, processes and distributes evaluation reports from all sources.  Maintains a working file of all pertinent data for use by the AFEB and maintains the official AFEB files until incorporated into the contracting officer's official contract file. 

· Documents the AFEB activities and performs any other duties as may be necessary to ensure the smooth operation of the award fee process.

· Develops and presents briefings as required.

· Briefs the AFDO on AFEB recommendations.

· Presents recommended AFP changes to the AFDO.

AFEB Recorder:  Coordinates the administrative actions required by the AFDO, AFEB, and Performance Monitors.  Duties may be assumed by another board member, and may include all administrative support of the AFEB such as notification of meetings, follow up on evaluations, processing reports, etc.

Voting and non-voting members of the board will be experts in their field and are responsible for the timely, professional review and analysis of the monitor's recommendations, the contractors' self assessment, and any other pertinent information to assist in making an informed recommendation.   
AFDO:  The AFDO is independent of the AFEB and makes the final decision that determines the amount of award fee earned during the evaluation period.  This removal of the decision authority from the evaluation process provides a separation of duties that builds an extra measure of integrity into the process.

The AFDO will be appointed in accordance with the AFP and should be a staff member at a senior level.  The AFDO should be designated by position rather than by name in the AFP.  The individual appointed should be at a sufficiently senior level  (civilian or military) to ensure the contractor's confidence in the objectivity of the award fee process that will enable communication with the senior level of contractor management.    

The AFDO becomes involved in the evaluation process only after the Award Fee Evaluation Board (AFEB) has met and agreed on a recommended AF amount.  The AFDO's role is to independently evaluate the AFEB's recommendation and consider any contractor self-assessment provided to render a final decision on the amount of AF earned, if any.  

The AFDO's final decision must be documented and provided to the contractor.  If the decision varies either upward or downward from the AFEB's recommendation, the rationale for the change shall be documented in the official contract file (not with the decision letter) and related back to the award fee plan.  The only basis for a contractor dispute of earned award fee is if the decision is determined "arbitrary or capricious."    Therefore, it is very important for this analysis to be documented is sound and meets the test of fair, thus avoiding concerns of an "arbitrary or capricious" decision.

The AFDO decision letter should include the earned award fee amount (if any) and address the contractor's strengths and weaknesses for the evaluation period.  The AFDO decision letter should not include (1) names of individuals that work for the contractor, (2) internal rating scores of the AFEB members, (3) the AFEB recommendation of AF, or (4) internal rating tools such as stars or arrows which add emphasis.

The AFDO decision letter should be provided to the contractor within 5 days of the decision.  The contract will then be unilaterally modified to establish and fund the award fee payable for the rating period.  This will allow the contractor to immediately invoice for the earned AF.

The review and notification process for fee determination should be complete within 45 days from the end of the rating period.

Contracting Officer:  The Contracting Officer (KO) is the liaison between the Government and the contractor.  Duties include:

· Transmits the AFDO letter to the contractor then issues a unilateral modification to the contract obligating the earned award fee authorized by the AFDO. 

· Assures there is a well-documented paper trail to substantiate the AFEB recommendation and the AFDO final decision.  

Maintains the official contract file to include award fee specific documents such as:

· AFDO Briefing and/or AFEB recommendation for award fee.
· AFDO decision letter to the contractor providing the earned award fee, strengths, weaknesses, and future areas of emphasis, if any.
· Supporting rationale if the AFDO's final decision of earned award fee differs from the AFEB recommendation.
· Justification for the use of rollover funds (if approved) and amount of unearned award fee to be available, if applicable.
· Interim evaluation letter, if applicable.
· Contractor's self-assessment.
· Funding documents.
· Contract modifications providing AF.
· AFEB working documents, i.e. performance monitors reports, analysis, and basis for recommendations. 
· Miscellaneous correspondence applying to the award fee such as customer complaints/concerns (positive and negative).

Provides the contractor written notification of AFP evaluation criteria changes prior to the start of the affected evaluation period.

Summary:  Although award fee contracts allow judgmental evaluation of the contractor's performance, it must follow a disciplined approach.   Documentation ensures the integrity of the award fee evaluation process.  Therefore, this documentation should demonstrate that the process set forth in the award fee plan has been followed; that the rating recommendations and final AFDO decisions have been based on actual performance; that performance has been evaluated according to the award fee plan; and that timely feedback was provided to the contractor addressing strengths and weaknesses.  


Section 5


Conduct of the Award Fee Review Board

The conduct of an Award Fee Evaluation Board (AFEB) meeting is similar in many ways to a trial conducted in a court of law.  There is a judge/leader (AFEB Chairperson), the jury (AFEB members), and the witnesses (performance monitor and contractor).  As in a court of law, the AFEB is to operate under the principles of fairness and justice to the Government and to the contractor.  In order to accomplish their purpose, each AFEB member must listen carefully to each individual briefing the board and understand all documents submitted.  Voting members must understand that they are charged to subjectively evaluate all of the information presented and that they are not bound to rubber stamp the recommendations presented by any briefer or chairperson.  It is noted, however, that any "verdict/decision" coming from the AFEB is not final, it is a recommendation provided to the Award Fee Determining Official (AFDO) who makes the final decision on the earned AF to be paid to the contractor.

The board processes and timelines will be established in the AFP.  All members should be prepared and available for the scheduled session(s).  

The Chairperson or the Recorder will generally set the meeting date(s) and assure all documents are available for review.  

The Contracting Officer will notify the contractor of the date, time, and location where the contractor may present a performance "self-evaluation" to the AFEB.

The surveillance information will be assembled into a single evaluation report for consideration by the AFEB members (task assignment IAW the AFP).  The evaluation report will be distributed to the members prior to the scheduled AFEB meeting in sufficient time to allow members time to fully examine the information contained in the report.  The performance monitor(s) will provide surveillance observations for the period to the functional manager who will then provide this information to the AFEB.

The AFEB will convene shortly after the end of the rating period (recommend approximately 2 weeks) in order to complete the process within 45 days from the end of the rating period.  Once the board is in session, the Chairperson should provide a brief overview of the evaluation criteria, purpose of the meeting, and introduction of any new AFEB members.

The contractor will be allowed to present a self-evaluation - with a follow up written analysis to be provided to the AFEB.  The board members may ask questions, but will not discuss the Government surveillance reports with the contractor.  This meeting should be conducted in a fact-finding, non-adversarial manner.

After completion of the contractor self-evaluation, the board will reconvene and discuss the monitor's evaluation report and any other information, which is considered pertinent to the contractor's performance.   The task is then to decide how well the contractor performed in each area using the metrics provided in the AFP.  

Voting board members will then individually score contractor performance in writing.  These individual reports will be submitted to the individual assigned by the AFP (generally the Recorder or Chairperson) for consolidation into a single weighted and rated recommendation for award fee.

The consolidated rating will be included in the AFEB report to the AFDO along with a synopsis of the strengths and weaknesses, contractor self-evaluation, and any other key factors considered by the board.

The AFDO will review the recommendation for award fee, and if necessary, request clarification of issues.  The AFDO will determine the award fee amount and provide a written analysis of the contractor strengths, weaknesses, and award amount for distribution to the contractor.  This process should be complete within 45 days of the end of the rating period.  Once that decision has been made, the Contracting Officer will unilaterally modify the contract to obligate funds (see DFAS-IN Reg. 37-1, Chap 8 which provides that a Cost Plus Award Fee contract shall be obligated upon award less the award fee amount) and allow payment of the earned AF in the amount determined by the AFDO.  It is noted that once the determination is made, the Prompt Payment Act becomes effective so timely modification is critical.

Section 6


Funding Considerations

Award fees will be paid with current year funds.  In other words, the fee will be paid with funds current at the time of the AFDO decision.  In many cases, that will be in the year following performance.  

Award fee amounts not earned during a given period shall not be available in future periods unless contract provisions allow a roll over of part/all of the unearned funds.  

The Contracting Officer must unilaterally modify the contract to fund and allow payment of the earned AF upon receipt of the AFDO decision.  The modification shall (1) include a copy of the AFDO decision, (2) obligate the earned fee amount, (3) reference the AF provisions of the contract as authority for payment, and (4) authorize payment of the AF.  

Expeditious funding action must be taken once the AFDO decision has been rendered and delivered to the contractor, as slow payment may be a disincentive to the contractor for superior performance in future evaluation periods.  

Section 7


Summary

The Award Fee contract is an incentive contract designed to obtain specific acquisition objectives by relating the amount of award fee payable under the contract to the contractor's performance.  The Award Fee Evaluation Board provides critical oversight to the process assuring the evaluation of the contractor's performance is fair and provides an incentive for superior performance.  This process is outlined in the Award Fee Plan that directs all major activities to be performed by the Government during the AF determination process.  

The AF process must be an expeditious process from the end of the evaluation period through payment of any earned AF.  Although this process is not subject to the terms of the Prompt Payment Act, slow payment may act as a barrier to good communications and a poor motivator for excellence in performance.

For more in-depth information on Award Fee contract structures see the Federal Acquisition Regulation Parts 16.404 and 16.405 and the appropriate DOD and Army supplements.  
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