AVISON
YOUNG

Our Ref: CF01/02B825164
Your Ref: Manor Road

24 June 2019

Avanton Richmond Developments Ltd
56 Queen Anne Street

London

W1G 8LA

For the attention of Omer Weinberger Esq.

Dear Sirs
Manor Road, Richmond - Viability Response

We have reviewed the latest viability response prepared by Turley’sin
relation to the above.

Turley’s have reported a revised benchmark land value for the proposed
scheme of £26.6 million compared to our position of £31.75 million.

The difference in value alongside their continued removal of the
developer’'s contingency has resulted in a reported affordable housing
position of 41% affordable housing split 36:64 between LAR and SO tenure.
We maintain that it is not viable for the scheme to support this level of
affordable housing.

We have reviewed Turley's rationale and whilst we take on board some of
the commentary in relation to existing rental value, we do not agree with
the commentary regarding the trading positions on this site, the valuation
approach or the eventual benchmark land value position.

Given the current climate for retail rents, for the purpose of advancing
discussions in the short timescales available, as we have been asked to
respond today, we are wiling to adopt the rent put forward by Turley’s at
£25 per sq ft. However, we do not accept the comments regarding the
trading conditions of this store. It is a well performing store and the tenant
would not be vacating were it not for the redevelopment plans. You have
advised that the tenant wishes to retain this site.

Furthermore, we do not however accept that applying an arbitrary 20%
uplift premium as the appropriate method to assess any plus. Planning
policy requires that this must have regard to other evidence in the market
and be arrived at through ‘an iterative process informed by professional
judgment and must be based upon the best available evidence
informed by cross sector collaboration.’ (Viability PPG).

The subject property is well located within the London Borough of
Richmond, it is recognised as a site with significant development potential
and therefore it is clear that the site would not be released without a
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considerable premium. Turley have referenced a number of transactions of similar sites and the
values have been well in excess of the value we have assessed. Our assessment has taken an
iterative approach recognising the need to adjust transactional evidence to ensure that affordable
housing is not priced out, but also acknowledging that sites will not come forward for development
at artificially constrained land values. The GLA SPG recognises that the premium above existing use
may range between 10% and 30%, but this is only a guide and can be more or less. Given the prime
location of this site in an accessible location within the affluent Borough of Richmond, itis to be
expected that a premium towards to upper end of this range or potentially over it, would be justified
and we have sought to demonstrate this with regard to market evidence. We consider the sale of
the Homebase to Barratt’s in our initial report as the main comparable in this respect. The yield
adopted in this case was 3% and the scheme was policy compliant with regard to GLA requirements.
Therefore we consider that our adjusted yield of 3.75% reflects an extremely reasonable approach
and arguably this could be lower.

Taking £25 per sq ft rent and maintaining a yield of 3.75% results in a benchmark land value of £28
million, which we are willing to adopt on a without prejudice basis to progress discussions. Had we
adopted 3% based on the policy compliant comparable, the benchmark would be £35 million.
Overall a position of between £28 million and £31.75 million seems reasonable.

With regard to the Developer’'s Contingency, the approach here seems contradictory. The comment
is made that Developer’'s Contingency is ‘whittled away’ over the course of the development. This is
not disputed, however, the viability assessment has to be undertaken reflecting the position today
and at this stage in scheme development there are risks and unknown costs that mean a
developer’'s contingency is an essential requirement. This would be a requirement for any bank
lending and is set out in RICS Guidance as an allowance both developers and contractors would
require. Indeed both contingencies are entirely separate sums for different purposes —one as a
contingency for a contractor, the other for a developer. This is fully explained in the RICS guidance
attached.

We note that an allowance for additional contingency for ground works has been made but this is
only one area of potential risk. It is necessary to make further allowance and of course if this is not
required this would be picked up in any late stage review.

Adopting a revised BLV of circa £29 million, towards the lower end of the reasonable position, results
in an outturn affordable position which, given the time available to consider the latest letter from
Turley’s, continues to support our current affordable housing offer of 35% affordable housing. We are
aware that this would be subject to an early and late stage review and final assessment prior to
implementation to confirm the grant position at that time, which we would be happy to discuss with
you at an appropriate stage.

Yours faithfully

Cecilia Fellows MRICS Jacob Kut MRICS

Director Senior Director/Principal

0207 911 2118 0207 911 2829

Cecilia.Fellows@avisonyoung.com jacob.kut@avisonyoung.com

For and on behalf of For and on behalf of GVA Grimley tfa Avison Young.

GVA Grimley Limited tfa Avison Young

avisonyoung.co.uk



PART 2: MEASUREMENT RULES FOR ORDER OF COST ESTIMATING

2.15 Measurement rules for risk

2.15.1

2.15.2

2.15.3

2.15.4

2.15.5

All building projects involve risks; some obvious, some less so. The proper management of risk
saves time and money. Risks can occur at any point in a building project and it is essential that they
are identified, assessed, monitored and controlled.

Risk exposure (i.e. the potential effect of risk) changes as the building project progresses;
continually managing the risks is therefore essential. As the design evolves, more of the project
requirements are defined, and a risk response can be decided. For example:

(@) Risk avoidance: where risks have such serious consequences on the project outcome that
they are totally unacceptable. Risk avoidance measures might include a review of the
employer’s brief and a reappraisal of the project, perhaps leading to an alternative
development mix, alternative design solution or its cancellation.

(b) Risk reduction: where the level of risk is unacceptable. Typical action to reduce risk can
take the form of:

(i) Redesign: combined with improved value engineering.

(i)  More detailed design or further site investigation: to improve the information on
which cost estimates and programmes are based.

(i)  Different materials or engineering services: to avoid new technology or unproven
systems or long delivery items.

(iv)  Different methods of construction: to avoid inherently risky construction techniques.

(v)  Changing the project execution plan: to package the work content differently, or to
carry out enabling works.

(vi)  Changing the contract strategy: to allocate risk between the project participants in a
different way.

() Risk transfer: where accepting the risk would not give the employer best value for money.

The object of transferring risk is to pass the responsibility to another party able to better
control the risk. Whenever risk is transferred there is usually a premium to be paid (i.e. the
receiving party’s valuation of the cost of the risk). To be worthwhile, risk transfer should give
better overall value for money to the employer (the total cost of the risk to the employer is
reduced by more than the cost of the risk premium). Risk transfer measures include taking
out insurance cover where appropriate.

(d) Risk sharing: occurs when risk is not entirely transferred and the employer retains some
element of risk.

(e) Risk retention: risks retained by the employer that are not necessarily controllable. This
remaining risk is called the residual risk exposure.

Considering the limited information about the building project and site conditions, the risk
allowance at the RIBA Preparation Work Stage (i.e. A: Appraisal and B: Design Brief) and the OGC
Business Justification and Delivery Strategy Gateways can be a significant percentage of the total
estimated cost; whereas, after completion (when all accounts are settled) the requirement for a
risk allowance will be zero. Proper risk identification, assessment, monitoring and control are
therefore a prerequisite of realistic cost estimates and of minimising the consequential costs arising
from the employer’s residual risk exposure.

It is recommended that risk allowances are not a standard percentage, but a properly considered
assessment of the risk, taking into account the completeness of the design and other uncertainties
such as the amount of site investigation done.

It is recommended that separate allowances be made for each of the following:

(a) Design development risks — an allowance for use during the design process to provide for
the risks associated with design development, changes in estimating data, third party risks
(e.g. planning requirements, legal agreements, covenants, environmental issues and pressure
groups), statutory requirements, procurement methodology and delays in tendering.
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2.15.6

2.15.7

2.15.8

2.15.9

2.15.10

(b) Construction risks — an allowance for use during the construction process to provide for
the risks associated with site conditions (e.g. access restrictions/limitations, existing buildings,
boundaries, and existing occupants and users), ground conditions, existing services and delays
by statutory undertakers.

(c) Employer change risks — an allowance for use during both the design process and the
construction process to provide for the risks of employer driven changes (e.g. changes in
scope of works or brief, changes in quality and changes in time).

(d) Employer other risks — an allowance for other employer risks (e.g. early handover,
postponement, acceleration, availability of funds, liquidated damages or premiums on other
contracts due to late provision of accommodation, unconventional tender action and special
contract arrangements).

Lists of typical risks for each category of risk are at Part 4: Tabulated rules of measurement for
elemental cost planning (group element |3: Risks). These lists are not meant to be definitive or
exhaustive, but are simply a guide.

Risk allowances are to be included in the order of cost estimates. Even at the RIBA Preparation
Work Stage and the OGC Business Justification and Delivery Strategy Gateways, it is
recommended that the size of the initial risk allowance is based on the results of a formal risk
analysis. If the risk characteristics are not acceptable to the employer, it is advisable that the risk
allowance is not determined until management action has been taken to review the employer’s risk
exposure and to identify suitable risk responses that will reduce this exposure to an acceptable
level. It is recommended that a revised risk analysis is undertaken to determine the most likely
out-turn cost and the risk allowance.

Throughout the RIBA Preparation Work Stage and the OGC Business Justification and Delivery
Strategy Gateways of a building project, it is advisable that effort is concentrated upon the main
sources of risk. It may be beneficial, even at this stage of the project, to prepare a project specific
risk register incorporating the major risks identified and a risk management strategy. It is
recommended that risks are not excluded without due consideration. Take care not to allow the
natural optimism which surrounds the early stages of a building project to influence the realism of
judgments which are to be made.

The risks, which can influence the cost of a project, change as the building project progresses
through the subsequent RIBA Work Stages. It is recommended that risk registers and risk
estimates are reassessed at regular intervals throughout the various formal stages of cost planning
which follow once the cost limit has been authorised by the employer.

For the purpose of order of cost estimates, risk allowances for design development risks,
construction risks and employer’s risks based on the application of percentage additions are to be
calculated by multiplying the base cost estimate by the selected percentage additions. The equation
for calculating the risk allowances for design development risk, construction risk and employer’s
risk are therefore:

for design development risks: Rl =a x pl
for construction risks: R2 = a x p2
for employer change risks: R3 = a x p3
for employer other risks: R4 = a x p4
where:
a = base cost estimate
pl = percentage risk allowance for design development risks
p2 = percentage risk allowance for construction risks
p3 = percentage risk allowance for employer change risks

p4 = percentage risk allowance for employer other risks
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ELEMENT 13.3
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AVISON
YOUNG

Our Ref: CF01/02B825164
Your Ref: Manor Road

24 June 2019

Avanton Richmond Developments Ltd
56 Queen Anne Street

London

W1G 8LA

For the attention of Omer Weinberger Esq.

Dear Sirs
Manor Road, Richmond - Viability Response

We have reviewed the latest viability response prepared by Turley’sin
relation to the above.

Turley’s have reported a revised benchmark land value for the proposed
scheme of £26.6 million compared to our position of £31.75 million.

The difference in value alongside their continued removal of the
developer’'s contingency has resulted in a reported affordable housing
position of 41% affordable housing split 36:64 between LAR and SO tenure.
We maintain that it is not viable for the scheme to support this level of
affordable housing.

We have reviewed Turley's rationale and whilst we take on board some of
the commentary in relation to existing rental value, we do not agree with
the commentary regarding the trading positions on this site, the valuation
approach or the eventual benchmark land value position.

Given the current climate for retail rents, for the purpose of advancing
discussions in the short timescales available, as we have been asked to
respond today, we are wiling to adopt the rent put forward by Turley’s at
£25 per sq ft. However, we do not accept the comments regarding the
trading conditions of this store. It is a well performing store and the tenant
would not be vacating were it not for the redevelopment plans. You have
advised that the tenant wishes to retain this site.

Furthermore, we do not however accept that applying an arbitrary 20%
uplift premium as the appropriate method to assess any plus. Planning
policy requires that this must have regard to other evidence in the market
and be arrived at through ‘an iterative process informed by professional
judgment and must be based upon the best available evidence
informed by cross sector collaboration.’ (Viability PPG).

The subject property is well located within the London Borough of
Richmond, it is recognised as a site with significant development potential
and therefore it is clear that the site would not be released without a
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considerable premium. Turley have referenced a number of transactions of similar sites and the
values have been well in excess of the value we have assessed. Our assessment has taken an
iterative approach recognising the need to adjust transactional evidence to ensure that affordable
housing is not priced out, but also acknowledging that sites will not come forward for development
at artificially constrained land values. The GLA SPG recognises that the premium above existing use
may range between 10% and 30%, but this is only a guide and can be more or less. Given the prime
location of this site in an accessible location within the affluent Borough of Richmond, itis to be
expected that a premium towards to upper end of this range or potentially over it, would be justified
and we have sought to demonstrate this with regard to market evidence. We consider the sale of
the Homebase to Barratt’s in our initial report as the main comparable in this respect. The yield
adopted in this case was 3% and the scheme was policy compliant with regard to GLA requirements.
Therefore we consider that our adjusted yield of 3.75% reflects an extremely reasonable approach
and arguably this could be lower.

Taking £25 per sq ft rent and maintaining a yield of 3.75% results in a benchmark land value of £28
million, which we are willing to adopt on a without prejudice basis to progress discussions. Had we
adopted 3% based on the policy compliant comparable, the benchmark would be £35 million.
Overall a position of between £28 million and £31.75 million seems reasonable.

With regard to the Developer’'s Contingency, the approach here seems contradictory. The comment
is made that Developer’'s Contingency is ‘whittled away’ over the course of the development. This is
not disputed, however, the viability assessment has to be undertaken reflecting the position today
and at this stage in scheme development there are risks and unknown costs that mean a
developer’'s contingency is an essential requirement. This would be a requirement for any bank
lending and is set out in RICS Guidance as an allowance both developers and contractors would
require. Indeed both contingencies are entirely separate sums for different purposes —one as a
contingency for a contractor, the other for a developer. This is fully explained in the RICS guidance
attached.

We note that an allowance for additional contingency for ground works has been made but this is
only one area of potential risk. It is necessary to make further allowance and of course if this is not
required this would be picked up in any late stage review.

Adopting a revised BLV of circa £29 million, towards the lower end of the reasonable position, results
in an outturn affordable position which, given the time available to consider the latest letter from
Turley’s, continues to support our current affordable housing offer of 35% affordable housing. We are
aware that this would be subject to an early and late stage review and final assessment prior to
implementation to confirm the grant position at that time, which we would be happy to discuss with
you at an appropriate stage.

Yours faithfully

Cecilia Fellows MRICS Jacob Kut MRICS

Director Senior Director/Principal

0207 911 2118 0207 911 2829

Cecilia.Fellows@avisonyoung.com jacob.kut@avisonyoung.com

For and on behalf of For and on behalf of GVA Grimley tfa Avison Young.

GVA Grimley Limited tfa Avison Young

avisonyoung.co.uk



PART 2: MEASUREMENT RULES FOR ORDER OF COST ESTIMATING

2.15 Measurement rules for risk

2.15.1

2.15.2

2.15.3

2.15.4

2.15.5

All building projects involve risks; some obvious, some less so. The proper management of risk
saves time and money. Risks can occur at any point in a building project and it is essential that they
are identified, assessed, monitored and controlled.

Risk exposure (i.e. the potential effect of risk) changes as the building project progresses;
continually managing the risks is therefore essential. As the design evolves, more of the project
requirements are defined, and a risk response can be decided. For example:

(@) Risk avoidance: where risks have such serious consequences on the project outcome that
they are totally unacceptable. Risk avoidance measures might include a review of the
employer’s brief and a reappraisal of the project, perhaps leading to an alternative
development mix, alternative design solution or its cancellation.

(b) Risk reduction: where the level of risk is unacceptable. Typical action to reduce risk can
take the form of:

(i) Redesign: combined with improved value engineering.

(i)  More detailed design or further site investigation: to improve the information on
which cost estimates and programmes are based.

(i)  Different materials or engineering services: to avoid new technology or unproven
systems or long delivery items.

(iv)  Different methods of construction: to avoid inherently risky construction techniques.

(v)  Changing the project execution plan: to package the work content differently, or to
carry out enabling works.

(vi)  Changing the contract strategy: to allocate risk between the project participants in a
different way.

() Risk transfer: where accepting the risk would not give the employer best value for money.

The object of transferring risk is to pass the responsibility to another party able to better
control the risk. Whenever risk is transferred there is usually a premium to be paid (i.e. the
receiving party’s valuation of the cost of the risk). To be worthwhile, risk transfer should give
better overall value for money to the employer (the total cost of the risk to the employer is
reduced by more than the cost of the risk premium). Risk transfer measures include taking
out insurance cover where appropriate.

(d) Risk sharing: occurs when risk is not entirely transferred and the employer retains some
element of risk.

(e) Risk retention: risks retained by the employer that are not necessarily controllable. This
remaining risk is called the residual risk exposure.

Considering the limited information about the building project and site conditions, the risk
allowance at the RIBA Preparation Work Stage (i.e. A: Appraisal and B: Design Brief) and the OGC
Business Justification and Delivery Strategy Gateways can be a significant percentage of the total
estimated cost; whereas, after completion (when all accounts are settled) the requirement for a
risk allowance will be zero. Proper risk identification, assessment, monitoring and control are
therefore a prerequisite of realistic cost estimates and of minimising the consequential costs arising
from the employer’s residual risk exposure.

It is recommended that risk allowances are not a standard percentage, but a properly considered
assessment of the risk, taking into account the completeness of the design and other uncertainties
such as the amount of site investigation done.

It is recommended that separate allowances be made for each of the following:

(a) Design development risks — an allowance for use during the design process to provide for
the risks associated with design development, changes in estimating data, third party risks
(e.g. planning requirements, legal agreements, covenants, environmental issues and pressure
groups), statutory requirements, procurement methodology and delays in tendering.
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2.15.6

2.15.7

2.15.8

2.15.9

2.15.10

(b) Construction risks — an allowance for use during the construction process to provide for
the risks associated with site conditions (e.g. access restrictions/limitations, existing buildings,
boundaries, and existing occupants and users), ground conditions, existing services and delays
by statutory undertakers.

(c) Employer change risks — an allowance for use during both the design process and the
construction process to provide for the risks of employer driven changes (e.g. changes in
scope of works or brief, changes in quality and changes in time).

(d) Employer other risks — an allowance for other employer risks (e.g. early handover,
postponement, acceleration, availability of funds, liquidated damages or premiums on other
contracts due to late provision of accommodation, unconventional tender action and special
contract arrangements).

Lists of typical risks for each category of risk are at Part 4: Tabulated rules of measurement for
elemental cost planning (group element |3: Risks). These lists are not meant to be definitive or
exhaustive, but are simply a guide.

Risk allowances are to be included in the order of cost estimates. Even at the RIBA Preparation
Work Stage and the OGC Business Justification and Delivery Strategy Gateways, it is
recommended that the size of the initial risk allowance is based on the results of a formal risk
analysis. If the risk characteristics are not acceptable to the employer, it is advisable that the risk
allowance is not determined until management action has been taken to review the employer’s risk
exposure and to identify suitable risk responses that will reduce this exposure to an acceptable
level. It is recommended that a revised risk analysis is undertaken to determine the most likely
out-turn cost and the risk allowance.

Throughout the RIBA Preparation Work Stage and the OGC Business Justification and Delivery
Strategy Gateways of a building project, it is advisable that effort is concentrated upon the main
sources of risk. It may be beneficial, even at this stage of the project, to prepare a project specific
risk register incorporating the major risks identified and a risk management strategy. It is
recommended that risks are not excluded without due consideration. Take care not to allow the
natural optimism which surrounds the early stages of a building project to influence the realism of
judgments which are to be made.

The risks, which can influence the cost of a project, change as the building project progresses
through the subsequent RIBA Work Stages. It is recommended that risk registers and risk
estimates are reassessed at regular intervals throughout the various formal stages of cost planning
which follow once the cost limit has been authorised by the employer.

For the purpose of order of cost estimates, risk allowances for design development risks,
construction risks and employer’s risks based on the application of percentage additions are to be
calculated by multiplying the base cost estimate by the selected percentage additions. The equation
for calculating the risk allowances for design development risk, construction risk and employer’s
risk are therefore:

for design development risks: Rl =a x pl
for construction risks: R2 = a x p2
for employer change risks: R3 = a x p3
for employer other risks: R4 = a x p4
where:
a = base cost estimate
pl = percentage risk allowance for design development risks
p2 = percentage risk allowance for construction risks
p3 = percentage risk allowance for employer change risks

p4 = percentage risk allowance for employer other risks

42 | RICS NEW RULES OF MEASUREMENT EFFECTIVE FROM | JANUARY 2013



"siaquisw wes)
193oud uay30 pue uakojdwis ay3 3dwoud 03 pasn oq ued sisi| 3y "OPINS & AjDJaW e ING ‘DAIISNBYXS JO SAIUYSP 99 O3 JUBSW JOU dJe SISl 9y "(SsI[elda3ew 31 pjnoys
3|SI YoBD Y3 DA|OSaJ pue dSeuew 03 padinbau dueMoj|e jsid By3 *2°1) PAIeWIISS 9q OSI[BIIDIBW SYSIJ Y3 Jo Aue pjnoys 333foad ay3 03 suoned|dwi 3SOd Y3 pue paYRUSPI
9 USY3 UBD SISNED dSBYI WO dslJe JYSIW Jey3 SHSld Y] "MO|2q S|qel Y3 Ul P3s]| dJ. SIUSWI|S SS3Y3 JSPUN PAJSPISUOD 3q P|NOYS Jey3 sysld Jo sasned [ed1d4| :9J0N
S)si4 13Yy3o Jakojdwig p g

s)isi1 d8ueyd aakojdwig ¢°¢|

S)SI4 UOIIINIISUO0D) T°€|

sisi1 Juawdojaasp usisaq '€

:syuawiv|d Suimojjoy ayy sastidwod ¢ juswaje dnous

S)ISIY :€ | Juswdd dnoun

RICS NEW RULES OF MEASUREMENT | 321

EFFECTIVE FROM | JANUARY 2013



GROUP ELEMENT 13: RISKS

'SOUIIN0/SINOY SUBIOM PIPINSY G |

'sJasn/sapuednd20 3Unsixg 4 |

“(SuonENWI| PUB SUOIPIASSI "2'T) SUS 01 SSIIE [BIISAYJ € |
Pedwl [BJUSWUOIIAUT T |

"(semads pausduepus jo adussaud 8'9) sanssi [e2180]007 | |
'SJop.Jo uoneAJssald sad) (|

‘ymmous Jueld aAIseAU| ¢

‘S[eLISYEW SNOP.BZRY JOLJO PUB SOISISY 8

UseM punauo) /

“(9duspIsgns pue Suluiw ‘3'9) swajgoud [ed1uyd1095) 9
“(suonnedaud [erads uinbad 'a'1) saunpNUls JUSDEPY G
‘PUNOUS PaYRUILIBIUOD)

'suonNIISqo punodsaspun €

'SUrBWRJ [B2I30]03BLPUY 7

"uolednsaAul 91s ayenbapey] |

S)SI4 UOIIINAISUOD) 7 €| IUSWd|]

"(Aureyaad 2oud 9AI8 Jou op "o'1) swins [euoisirodd Jo asN) €|
"(Buiny JO/pUe SUOIDB} 193UBW O} NP UONEUI [BUSISYIP "O'1) UOHBYUI  —
pue 53502 jue|d pue juswdinba ‘spelusiew Unoge| ul sadueyd  —
'e1ep SUNeWNss JO AUIGEIRY 7|

'S9|NPaYds BaUR JO AN[IqRIRY | |

"UOIJBUIPJO-0D USISSp ARdayaU| (|

“(Ayonou udisap 1) AyoA0u Jo 93397 6

“(AyjigeuondNUIsUOD) USisap Jo sseusleudouddy g

"BJep USISOp JO SSaUpUNOS /.

"SpuUSWIJIINDbaU/SIUIeUISUOD SUluUeld 9

‘uoiediisanUl 21is oyenbapeu| G

'saunpadoJd [o.puod Ajenb sAndsyau| 4

"dwwesdoud ugisep disieadun ¢

'sanjIqisuodsad wea} usissp Jespun 7

Jalqg Ppafoad uesppun Jo a3enbapey] |

s)jsi4 JuswdojaAap udisa :|° €| IudwWd|]

EFFECTIVE FROM | JANUARY 2013

322 | RICS NEW RULES OF MEASUREMENT



EMPLOYER CHANGE RISKS

ELEMENT 13.3
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