
Select Committee on Pension Policy Executive Committee 
E x e c u t i v e  S u m m a r y  December 14, 2010 

December 7, 2010 Options for Managing Pension Risks Constitutional Amendment Page 1 of 2 

Options for Managing Pension Risks: 
Constitutional Amendment 

Issue 
The issue before the SCPP is whether to recommend a constitutional amendment as a 
tool for managing financial risks to the state pension systems. 

Committee Activity 
In September 2010, OSA presented the results of its 2010 Risk Assessment to the 
SCPP.  In October the SCPP had a work session on possible options for managing 
pension risks.  In response, the Executive Committee directed staff to prepare a work 
session for November that would focus more narrowly on options for a constitutional 
amendment to manage pension risks.  

In November, staff presented multiple constitutional options related to several areas 
of pension risk: funding, benefit improvements, and legacy costs.  Also, the State 
Treasurer attended the meeting and distributed his own proposal for a constitutional 
amendment.  

After the full committee meeting, the Executive Committee discussed the 
constitutional options raised at the work session, the Treasurer's proposal, and Senate 
Joint Resolution (SJR) 8223, a proposed constitutional amendment introduced in the 
2010 Legislative Session.  The Executive Committee did not reach a consensus 
regarding how to proceed. 

The chair requested that staff prepare a work session for December that would 
compare the SJR 8223, State Treasurer's proposal, and the options previously 
presented to the full SCPP.   

Materials 
1. Executive Summary. 

2. "Grid" generally comparing SJR 8223, Treasurer's proposal and options 
previously discussed. 

3. Briefing Paper on options from November 16, 2010, SCPP meeting. 

4. SJR 8223 (2010). 

5. State Treasurer's "Draft Constitutional Amendment for Pension Funding." 
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6. State Treasurer's explanation, "Constitutional Amendment Related to Pension 
Funding." 

Next Steps  
 Take no further action. 

 Develop an SCPP recommendation. 

 Pursue one or more of the options discussed.   

 Develop one or more new options.  

 Study or endorse a non-SCPP proposal.  

 SJR 8223. 

 State Treasurer's Proposal. 

 Other?  

 Pursue strategies other than constitutional amendments. 

 
O:\SCPP\2010\12-14-10_Full\2.Const_Amend_Exec_Summary.docx 
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Options for Managing Pension Risks – 
Constitutional Amendment* SJR 8223 

Treasurer 
Proposal 

Full funding  X  

Full funding with over-ride by supermajority   X  

Dedicated reserves   

Eighty percent funding   X 

Waiting period for changes to methods and assumptions   X 

Non-contractual benefits   

Strict funding for retroactive benefit improvements   

Avoid benefit improvements in unhealthy plans   

Supermajority for unfunded benefit improvements   

Voter approval for unfunded benefit improvements   

Pay off legacy costs  X X 

No new legacy costs  X 

*These options were generally outlined in the SCPP's November 16, 2010, work session:  
Handout:  http://www.leg.wa.gov/SCPP/Documents/2010/11-16/4.ConstAmend.pdf  . 
Power Point:  http://www.leg.wa.gov/SCPP/Documents/2010/11-16/4.PPT_ConstAmnd.pdf 

 

O:\SCPP\2010\12-14-10_Full\2.Options_Grid.docx 
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Options for Managing Pension Risks: 
Constitutional Amendment 

This handout is a "menu" of possibilities for managing key financial risks for pensions 
by amending the state constitution.  Some ideas have been discussed by the SCPP and 
others in the past.  Some ideas are new.  Some of the options are general principles 
and some are very specific.  Some suggestions are substantive and some are 
procedural.  The options presented are not all-inclusive.  They are aimed at improving 
financial risk measures identified in the 2010 Risk Assessment in the areas of funding, 
benefit improvements and Plan 1 legacy costs.  See the Office of the State Actuary’s 
2010 Risk Assessment at the following link for additional background:  
osa.leg.wa.gov/Actuarial_Services/RiskAssessment/RA.htm 

These are not OSA recommendations.  This handout is a discussion document designed 
to expose the SCPP to a variety of options for utilizing constitutional amendments as 
tools for managing financial risks.  As discussed in earlier briefings, there are pros and 
cons to constitutional amendments, and there will be pros and cons to the options 
outlined below.  For a summary of last interim's briefing, see page 77 of the 2009 
Interim Issues Full Report at the following link:  
leg.wa.gov/SCPP/Documents/2010/2009IntIss/2009_FR.pdf.  See also the State 
Actuary's presentation at the October 19, 2010, SCPP meeting entitled Options for 
Managing Pension Risks:  leg.wa.gov/SCPP/Documents/2010/10-
19/7.PPT_Options.pdf. 

A.  Funding  
The 2010 Risk Assessment found that over the past twenty years the largest state 
pension plans received about 80 percent of the contributions they needed under the 
funding policies in place at the time.  The Risk Assessment also found that asset gains 
from positive investment returns were captured early and subsequent losses were 
deferred.  These short-term funding policies resulted in additional underfunding over 
the past twenty years.  A funding mandate in the state constitution would force the 
Legislature to provide a specified level of pension funding each year and could reduce 
or eliminate budgetary flexibility to underfund pensions.   

1.  Annual Funding at 100 Percent 
This option would require the Legislature to assure that the total contribution rate for 
each state-administered pension plan is sufficient to fully fund, on an annual basis, 
100 percent of the expected long-term annual cost of the plan.  

  

http://osa.leg.wa.gov/Actuarial_Services/RiskAssessment/RA.htm�
http://www.leg.wa.gov/SCPP/Documents/2010/2009IntIss/2009_FR.pdf�
http://www.leg.wa.gov/SCPP/Documents/2010/10-19/7.PPT_Options.pdf�
http://www.leg.wa.gov/SCPP/Documents/2010/10-19/7.PPT_Options.pdf�
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Would required funding be too onerous?  Should there be an opportunity for legislative 
flexibility when tax revenues falls short?  The stricter the consitutional mandate, the 
more desire there may be for an "out."  One way to provide this would be to allow 
exceptions based on the affirmative vote of a supermajority, e.g. three-fifths,two-
thirds, or three fourths of the members the House and Senate.  Balancing the original 
mandate with flexibilty becomes critical, as the mandate can be rendered 
meaningless if the flexibility is too great. 

(a) Procedural Flexibility 

If there is concern that tax revenues may not be available to live up to the mandate, 
it might be necessary to add an option requiring "overfunding" when revenue growth is 
strong.  Putting more money into pensions in good times would create a source of 
funds (i.e., a “credit balance”) to tap into when revenue growth is unfavorable.  
Safeguards could include only allowing underfunding when there is an availabe credit 
balance. 

(b) Dedicated Reserves 

Another approach, outside the pension system, could be to require that part of the 
state's rainy day fund be earmarked for pensions.  The Legislature could transfer 
earmarked funds to make a portion of the state’s required contributions for pensions 
when revenue growth is unfavorable.   

2.  Annual Minimum Funding at 80 Percent 
If a full funding mandate is too strict, a minimum funding mandate could be 
implemented.  Under this option, the Legislature would be required to assure that the 
total contribution rate for each state-administered pension plan is sufficient to fund, 
on an annual basis, 80 percent of the expected long-term annual cost of the plan. 

Minimum rates are a tool for stabilizing pension contributions.  They can help prevent 
contributions from dropping to artificially low levels when markets are volatile.  The 
Pension Funding Council adopts contribution rates, and the Legislature can amend 
them if it so chooses.  Under this option, the Legislature would have a duty to assure 
that the adopted rates meet the 80 percent standard.   

The 80 percent standard is consistent with current funding policy for the open plans.  
Placing this funding standard in the constitution would mandate minimum funding and 
take away the Legislature's ability to reduce funding below these floors when it passes 
the budget bill.  The 80 percent standard would not prevent the Legislature from 
providing full funding or from funding pension reserves. 

The need for legislative flexibility or pension reserves may not seem as compelling if 
the constitutional mandate is minimum funding instead of full funding.  However 
there is more long-term financial risk if minimum funding is the standard and not full 
funding.  Additionally, even a minimum funding standard could prove onerous during 
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weak economic environments prompting the need for potential legislative flexibility 
or pension reserves.   

3.  Waiting Period for Changes to Methods or Assumptions 
Another way to help reduce or eliminate outcomes that result in underfunding might 
be to require a waiting period before a change in actuarial methods or assumptions 
can become effective.  For example, a two-year waiting period could deter policy 
makers from making assumption or method changes for the primary purpose of 
reducing contribution rates in an upcoming biennium.   

B.  Benefit Improvements 
The 2010 Risk Assessment found that over the past 20 years, benefit improvements 
increased liabilities in the largest state pension plans by .45 percent annually.  
Constitutional provisions could be used to limit how much liability is added to these 
plans in the future.  The constitution could allow for flexible benefits that can be 
adjusted in the future, or it could mandate stricter funding policies for new benefit 
improvements.   

Several examples are provided below.  These approaches would require close 
attention in future legislative enactments.  Statutes and (if needed) rules would 
specify how these principles would be carried out for specific benefit improvements. 

1.  Flexible or Non-Contractual Benefits 
Under this option, lawmakers would be given the explicit authority to designate a new 
benefit improvement as discretionary or non-contractual.  The goal would be to 
provide clear flexibility to adjust the new benefit in the future.  This option could 
allow the Legislature to reduce, withhold or repeal such benefits.  The flexibility 
could be very broad, or it could be contained.  For example, the ability to reduce, 
withhold, or repeal discretionary benefits could be limited to benefits not yet earned.  
This would protect benefits already paid and benefits for service that has already 
been earned.     

2.  Strict Funding Policy for Retroactive Benefit 
Improvements 
Under this option a strict funding policy could be adopted for retroactive benefit 
improvements.  Retroactive benefit improvements reach back in time and apply to 
service that was earned in the past.  This creates what’s called “unfunded prior 
service” costs since the previous contributions made on past service did not anticipate 
a higher cost from the subsequent benefit improvement.  This type of benefit 
improvement can add significant unfunded liability to a pension plan.  To avoid 
passing unfunded costs from these kinds of benefits on to future generations, a 
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constitutional amendment could require that new benefit improvements for past 
service be fully funded over a short period of time.  For example they could be 
funded over the year or biennium in which they are enacted.  This effectively means 
that a funding source for a retroactive benefit improvement must be immediately 
available.   

3.  Avoid Improvements to Unhealthy Plans 
This option could limit or prohibit benefit improvements for plans with a funded 
status below a certain threshold - say, 80 percent.  Funded status is the relationship 
between assets and accrued liabilities at a given point in time.  If the funded status is 
100 percent, then there is one dollar in actuarial assets for each dollar of accrued 
liability (earned benefits).  Eighty percent is a common threshold used in the private 
sector to distinguish healthy plans from unhealthy plans.   

4.  Supermajority or Voter Approval 
This option could require a supermajority of the Legislature, or even voter approval to 
add new unfunded benefits to pension plans.  The greater the potential liability, the 
more there may be a need for additional caution.  Procedural hurdles could 
discourage the addition of significant new unfunded liabilities.  One challenging 
aspect of this approach is how to develop triggers that are practical and stand the 
test of time.   

C.  Plan 1 Legacy Costs 
Plan 1 legacy costs were approaching $7 billion as of June 30, 2009 (the date of the 
most recent actuarial valuation).  There is a statutory funding method (currently 
suspended in order to provide budgetary relief through 2015) for paying off the 
Unfunded Actuarial Accrued Liabilities (UAAL) for the Public Employees’ Retirement 
System (PERS) 1 and the Teachers’ Retirement System (TRS) 1. A constitutional 
amendment could mandate that this funding method be followed. 

1.  Annual Minimum Funding Until Legacy Costs Are Fully 
Paid 
This option would require the Legislature, beginning in 2015, to assure that minimum 
amounts are contributed each year to pay off the UAAL in PERS 1 and TRS 1.  This 
minimum obligation can be expressed as a percentage of pay for all active employees.   

The Legislature need not be limited to contribution rates as the sole source for 
contributions as long as the amount of the minimum contributions is clear.  The 
Legislature is then free to collect the contributions as a percentage of pay, or to raise 
the required amounts by some other means.  The Legislature is also free to pay off 
legacy costs more quickly if it so chooses.  
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Minimum funding would exclude amounts that might be collected for new benefit 
improvements.  The minimum amounts would remain in effect for each plan until the 
plan's UAAL is fully funded.    

2.  Prevent Legacy Costs from Re-Emerging 
The constitution could require the Legislature to reasonably assure that once the 
UAAL is fully funded, it will not re-emerge.  Legislative strategies to implement such a 
principle could include funding policies as well as investment policies.  The 
implementing policies would not necessarily be needed in the constitution as long as 
the goal or principle is clear.   

Examples of such policies would be requiring that contributions be collected until the 
plans are more than 100 hundred percent funded so that there is a cushion to absorb 
market fluctuations.  Another example would be to transition assets into "safe" 
investment vehicles (i.e. lower risk, lower returning asset classes) once full funding is 
achieved.    

Next Steps 
There is a wide range of available options: 

1. Take no further action. 

2. Develop an SCPP recommendation. 

a. Pursue one or more of the options discussed. 

b. Develop one or more new options.  

3. Study or endorse another proposal.   

4. Pursue strategies other than constitutional amendments. 
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SENATE JOINT RESOLUTION 8223

_____________________________________________
State of Washington 61st Legislature 2010 Regular Session
By Senators Schoesler, Hobbs, Hewitt, Murray, Honeyford, Parlette,
Shin, Berkey, Sheldon, Becker, King, Holmquist, Stevens, Pflug,
McDermott, Swecker, McCaslin, Delvin, and Kilmer
Read first time 01/19/10.  Referred to Committee on Ways & Means.

 1 BE IT RESOLVED, BY THE SENATE AND HOUSE OF REPRESENTATIVES OF THE
 2 STATE OF WASHINGTON, IN LEGISLATIVE SESSION ASSEMBLED:
 3 THAT, At the next general election to be held in this state the
 4 secretary of state shall submit to the qualified voters of the state
 5 for their approval and ratification, or rejection, an amendment to the
 6 Constitution of the state of Washington by adding a new section to read
 7 as follows:
 8 Article . . ., section 1.  (1) Prior to the beginning of each
 9 biennium, the state actuary, appointed and authorized as provided by
10 statute, or successor entity, shall conduct an actuarial valuation of
11 all state-administered public employee retirement plans.  The state
12 actuary's valuation shall be subject to an independent actuarial audit.
13 (2) The pension funding council, appointed and authorized as
14 provided by statute, or successor entity, shall utilize the actuarial
15 valuation and audit to determine employer retirement contribution rates
16 in all state-administered public employee retirement plans for the
17 upcoming biennium.
18 (3) Each biennium the legislature shall appropriate moneys to fund
19 the state employer retirement contribution rates identified in

p. 1 SJR 8223



 1 subsection (2) of this section.  Legislative action that would result
 2 in employer retirement contribution rates in any state-administered
 3 public employee retirement plan being less than the amount determined
 4 in subsection (2) of this section shall require a vote of three-fifths
 5 of the members elected to each house of the legislature, unless the
 6 reduction is the result of statutory modifications to retirement
 7 benefits not guaranteed by this Constitution.
 8 (4) This section does not create or alter any contractual,
 9 statutory, or constitutional rights to receive public employee
10 retirement benefits.
11 BE IT FURTHER RESOLVED, That the secretary of state shall cause
12 notice of this constitutional amendment to be published at least four
13 times during the four weeks next preceding the election in every legal
14 newspaper in the state.

--- END ---

SJR 8223 p. 2
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 BE IT RESOLVED, BY THE SENATE AND HOUSE OF REPRESENTATIVES OF THE 

STATE OF WASHINGTON, IN LEGISLATIVE SESSION ASSEMBLED: 

 THAT, At the next general election to be held in this state the 

secretary of state shall submit to the qualified voters of the state 

for their approval and ratification, or rejection, an amendment to 

Article ... of the Constitution of the state of Washington by adding  

new sections to read as follows: 

 

 Article . . . , Section 1.  Intent and Application.  To ensure 

more fiscal discipline in budgeting and to improve intergenerational 

equity for taxpayers, minimum standards shall apply to public pension 

plans administered by the state of Washington.  Retirement benefits 

provided under these plans should, to the maximum extent possible, be 

funded over the working lives of plan members so that employer costs 

are paid by the taxpayers who receive the benefit of those members' 

service.   

 This article applies to any defined benefit component of a public 

employee retirement plan administered by the state of Washington, 

except, as of the effective date of this section, the judges 

retirement fund, judicial retirement system, law enforcement officers' 
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and firefighters' retirement system plan 1, and the volunteer 

firefighters' and reserve officers' relief and pension fund. 

 Article . . ., Section 2.  Contributions, Open Plans.  For each 

state-administered pension plan that is open to new entrants, the 

legislature shall ensure that annual contributions are paid into the 

plan in amounts sufficient to fund at least eighty percent of the 

expected long-term annual cost of benefits under the plan, calculated 

as normal cost under the entry age normal actuarial cost method.  

These annual contributions shall remain in effect until the present 

value of fully projected benefits exceeds the actuarial value of 

assets for that plan as of the most recently published actuarial rate-

setting valuation.   

 Article . . ., Section 3. Contributions, Closed Plans.    

Beginning July 1, 2015, the legislature shall ensure that annual 

employer contributions are made to plan 1 of the public employees' 

retirement system in amounts totaling no less than 5.25 percent of the 

salaries of all active members of the public employees' retirement 

system, public safety employees' retirement system, school employees' 

retirement system, and any newly-created retirement plan for public 

employees that were previously covered under the public employees' 

retirement system. 

 Beginning September 1, 2015, the legislature shall ensure that 

annual employer contributions are made to plan 1 of the teachers' 

retirement system in amounts totaling no less than 8.00 percent of the 

salaries of all active members of the teachers' retirement system, and 

any newly-created retirement plan for teachers that were previously 

covered under the teachers' retirement system.   

 These annual employer contributions shall be used for the sole 

purpose of amortizing the unfunded actuarial accrued liability of the 

plan, and they exclude any amounts required to fund new benefit 

improvements that become law after the effective date of this section.  

These annual employer contributions shall remain in effect until the 

actuarial value of assets in the plan equals at least one hundred 

percent of the actuarial accrued liability.     
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     Article . . ., Section 4.  Policies to Prevent Future Unfunded 

Actuarial Accrued Liability.  The legislature shall adopt policies to 

reasonably ensure that once the unfunded actuarial accrued liability 

in a closed plan is fully funded, it will not re-emerge.  In addition, 

the legislature shall adopt policies that reasonably prevent the 

emergence of an unfunded actuarial accrued liability in any open plan, 

or in any plan that is closed to new entrants after the effective date 

of this section.  

 Article . . ., Section 5.  Changing Actuarial Methods and 

Assumptions.  Legislative changes to actuarial methods or economic 

assumptions that result in lower expected long-term annual pension 

costs take effect two years following the date of enactment or at the 

beginning of the next fiscal biennium, whichever is later.    

 BE IT FURTHER RESOLVED, That this amendment is a single amendment 

within the meaning of Article XXIII, section 1 of the state 

Constitution. 

 The legislature finds that the changes contained in this amendment 

constitute a single integrated plan for managing risks in funding 

pensions for members and beneficiaries of the state-administered 

pension plans.  If this amendment is held to be separate amendments, 

this joint resolution is void in its entirety and is of no further 

force and effect. 

 BE IT FURTHER RESOLVED, That the secretary of state shall cause 

notice of the foregoing constitutional amendment to be published at 

least four times during the four weeks next preceding the election in 

every legal newspaper in the state. 

 

 

 

--- END --- 
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Constitutional Amendment Related to Pension Funding 
 

Sec. Proposed Language Effect of Language 

1 To ensure more fiscal discipline in budgeting and to improve 
intergenerational equity for taxpayers, minimum standards 
shall apply to public pension plans administered by the state 
of Washington.  Retirement benefits provided under these 
plans should, to the maximum extent possible, be funded 
over the working lives of plan members so that employer 
costs are paid by the taxpayers who receive the benefit of 
those members' service.   
 
This article applies to any defined benefit component of a 
public employee retirement plan administered by the state 
of Washington, except, as of the effective date of this 
section, the judges retirement fund, judicial retirement 
system, law enforcement officers' and firefighters' 
retirement system plan 1, and the volunteer firefighters' and 
reserve officers' relief and pension fund. 
 

The intent and application section declares 
that the purpose of the amendment is to 
provide greater fiscal discipline and 
consistency in budgeting and funding of the 
state's retirement systems by improving 
intergenerational equity. 
 
 
 
This amendment does not apply to the 
retirement plans listed because of either their 
small size or current funded status. 
 
 

2 For each state-administered pension plan that is open to 
new entrants, the legislature shall ensure that annual 
contributions are paid into the plan in amounts sufficient to 
fund at least eighty percent of the expected long-term 
annual cost of benefits under the plan, calculated as normal 
cost under the entry age normal actuarial cost method.  
These annual contributions shall remain in effect until the 
present value of fully projected benefits exceeds the 
actuarial value of assets for that plan as of the most recently 
published actuarial rate-setting valuation.   

Contribution rates for open plans may never 
fall below 80% of entry age normal cost 
(EANC), unless the plan is fully funded, 
meaning the value of the pension assets is at 
least equal to the value of all the projected 
benefits for current members.  
 
The EANC rate represents the long-term 
expected contribution rate of the plan from a 
member's entry (or hire) date to their expected 
retirement.  The EANC adjusts for future 
changes in plan benefits and assumptions. 

3 Beginning July 1, 2015, the legislature shall ensure that 
annual employer contributions are made to plan 1 of the 
public employees' retirement system in amounts totaling no 
less than 5.25 percent of the salaries of all active members 
of the public employees' retirement system, public safety 
employees' retirement system, school employees' 
retirement system, and any newly-created retirement plan 
for public employees that were previously covered under 
the public employees' retirement system. 
 
Beginning September 1, 2015, the legislature shall ensure 
that annual employer contributions are made to plan 1 of 
the teachers' retirement system in amounts totaling no less 
than 8.00 percent of the salaries of all active members of 
the teachers' retirement system, and any newly-created 
retirement plan for teachers that were previously covered 
under the teachers' retirement system.   

Fixed rates are established to systematically 
eliminate the unfunded actuarial accrued 
liability (UAAL) in the closed plans, PERS 1 and 
TRS 1.  
 
UAAL is the excess of the projected value of 
earned pension benefits over the current value 
of assets. 
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Sec. Proposed Language Effect of Language 

These annual employer contributions shall be used for the 
sole purpose of amortizing the unfunded actuarial accrued 
liability of the plan, and they exclude any amounts required 
to fund new benefit improvements that become law after 
the effective date of this section.  These annual employer 
contributions shall remain in effect until the actuarial value 
of assets in the plan equals at least one hundred percent of 
the actuarial accrued liability.    
 

New employer contributions do not include 
amounts required to fund new benefit 
improvements.  

4 The legislature shall adopt policies to reasonably ensure that 
once the unfunded actuarial accrued liability in a closed plan 
is fully funded, it will not re-emerge.  In addition, the 
legislature shall adopt policies that reasonably prevent the 
emergence of an unfunded actuarial accrued liability in any 
open plan, or in any plan that is closed to new entrants after 
the effective date of this section.  
 

The Legislature is directed to adopt policies to 
prevent emergence of an unfunded actuarial 
accrued liability.   

5 Legislative changes to actuarial methods or economic 
assumptions that result in lower expected long-term annual 
pension costs take effect two years following the date of 
enactment or at the beginning of the next fiscal biennium, 
whichever is later.    

This section requires a two year waiting period 
for changes that lower long-term costs, and 
hence, contribution rates.  
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