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Please state your name, business address and present jpmsiwith Rocky
Mountain Power (or the “Company”).

My name is David L. Taylor. My business address is 201 South 8alhlake
City, Utah. | am employed as the Manager of Regulatory Affarrshe state of

Utah.

Qualifications

Q.

A.

Please briefly describe your education and business experience.

| received a B.S. in Accounting from Weber State College i9lhd a M.B.A.
from Brigham Young University in 1986. | have been employed by Rocky
Mountain Power or its predecessors since 1979. At the Company, | loakedw

in the Accounting, Budgeting, and Pricing and Regulatory areas. F88n to

the present, | have held several supervisory and management positinsng

and Regulation.

Have you appeared as a witness in previous regulatory proceedings?

Yes. | have testified on numerous occasions in Utah as wel @alifornia,

Idaho, Montana, Oregon, Washington, and Wyoming.

Purpose and Summary of Testimony

Q.

A.

What is the purpose of your testimony?

In my testimony | will explain why a test period thataiggned with the period
when new rates will be in effect is necessary to set pgst@asonable rates. | will
explain why the twelve months ending June 30, 2012 test period proposed by the
Company in this case (the “Test Period”) is the only tesbgesroposed in the

case that can produce customer prices that will reflect thie ofogroviding
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service to our customers during the period rates set in the dbhbe W effect. (|

will refer to the first year of the period rates are ifeef as the “Rate-Effective
Period.”) The Company must incur these costs to provide safe, eekbaiol
adequate service to customers. If prices do not cover them, the Cdsnpany
shareholders are in effect subsidizing customers.

In his direct testimony filed January 24, 2011 in this case, Company
witness Mr. Steven R. McDougal explained how the Test Period&lasted and
prepared. He also explained many of the cost drivers in the baseassons why
the Test Period proposed by the Company was chosen, and how the proposed Test
Period satisfies both the statutory requirements and the Commgasidelines
for selection of the test period. That testimony is also offereslipport of the
Company’s proposed Test Period, and | will not repeat all of thisdéigations
here. | will highlight why neither the alternative test pdrfiled by the Company
as part of the filing requirements under Commission Rule R-746-700hgor t
December 2011 test period recommended by UIEC and UAE in theiomsaoti
relating to the test period will satisfy the requirementlignaprices with costs.
Indeed, if the June 2011 alternative test period were required to dyeaysertion
of the revenue requirement for the Populus to Ben Lomond transmissidhdine
is already in rates would have to be removed from rates — aicadlogsult.
Additionally, a December 2011 test period would prohibit the considerafion
investments of approximately $864 million that will be made durinditbesix

months of 2012.
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Introduction

Q.

Why is a test period that matches the time period ratesill be in effect
necessary?

Robert Hahne, in his bookccounting for Public Utilities, states that “[T]he test

period, by nature and by design, is a surrogate for conditions of the period of rate
use and, to repeat, is presumed to be representative of future conditions.” (7-11,

Section 7.06.) This objective is captured in Section 54-4-4(3)(a) of the Utah Code

which states:

If in the commission’s determination of just and reasonable
rates the commission uses a test period, the commission shall
select a test period that, on the basis of evidence, best gdfiect
conditions that a public utility will encounter during the period
when the rates determined by the commission will be in effect.

These same references were included in Mr. McDougal's t@syiml
repeat them because they provide the foundation for the selectican of
appropriate test period. Based on the filing date of this case,raies will
become effective not later than September 21, 2011, and will most bkeiy
place for at least one year beyond that date. A forecaspeastd that overlaps
with most of the Rate-Effective Period allows for better mmaty customer prices
with the costs of providing service to customers. In fact, no mattext test
period is used, its purpose is to reflect the probable revenueeamgunit for the
Rate-Effective Period.

In order for rates to be fair to the Company and its customeis, i

essential to have rates set on costs expected to be incuriad the Rate-

Effective Period. This is particularly true in this case bseaof the significant
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capital investment that will be put into service and the substamtizase in net
power costs during the Company’s proposed Test Period. A nearefotegast
test period, as proposed by other parties, cannot adequately ¢dhptaonditions
that the Company will experience during the Rate-Effectiveo®eand would
understate the true cost of service.

The Utah Legislature allows a test period to extend 20 montHsllowing the
date a rate case is filed. How does 20 months relate to the Ré&fective
Period?

Section 54-7-12(3) of the Utah Code provides a 240-day time framethem
filing of an application for rate relief for the Commissiongsue an order on the
application, and rate cases generally consume the full 240 days. Thus, as shown in
Table 1, below, new rates become effective eight months followamdiling of
the application, and the Rate-Effective Period starts eight mamitisends 20

months following the filing of the application.

Table 1
Alignment of Test Period with Rate-Effective Period
Year  -eeer-2010--mennv 2011 2012
Month J A S O N D J FMAMIJ J A S ONUDIJ FMAMIJ J A S
Filing Date
240 Day GRC Adjudication Process _
Rate-Effective Period
Test Period Allowed by 54-4-4(3)(a)(i)

Can you provide an example of the problem that arises if a test period that

does not closely align with the Rate-Effective Period is selected?

Yes. The Commission’s direction in the 2007 rate case to use pet@od ending

six months earlier than that proposed by the Company resultad immediate

$40 million reduction in the amount of the revenue increase that would be

considered by the Commission. But, simply moving back the test period
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92 obviously doesn’t reduce actual expenses in the Rate-EffectiiaPemn fact, it

93 creates a mismatch between the two.

94 In this current rate case, the mismatch in revenue requirdraeméen the
95 alternative test period ending June 2011 and the Company’s proposétkeiiedt
96 is more than $140 million, accounting for a 310 basis point reduction in ROE.

97 Factors in Selection of Test Period

98 Q. Please describe how the Company considered the factorsepously
99 identified by the Commission in choosing the Test Period in this ratcase.

100 A The Commission has previously identified factors that it would idensin
101 selecting a test period. These factors include the general & inflation,
102 changes in the utility’s investment, revenues or expenses, changesity
103 services, availability and accuracy of data to the partetyao synchronize the
104 utility’s investment, revenues and expenses, whether the utility i8 cost
105 increasing or cost declining status, incentives to efficient gemant and
106 operation and the length of time new rates are expected ta b#ect. Mr.
107 McDougal addressed how each of these criteria was considetbd selection
108 and development of the Company’s proposed test period. | will not rdgat t
109 here.

110 Q. Should each of these factors be given equal weight by the Commission?

111 A No. Certain factors will be more important at a given pointirime than other
112 factors. In this case, changes in utility investments andulbgtantial increase in
113 net power cost should be given predominant weight. Let me address & fe
114 these factors in more detalil.
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115 Changes in Utility Investment, Revenues, and ExpensesWhile the general

116 level of inflation, one of the Commission’s factors, is not a Siggnit driver in
117 this case, there are very specific increases on the Compmasysand investment
118 that are the primary drivers of the rate increase proposed in this case.
119 As discussed by Mr. McDougal, this case includes Utah’s portiorood m
120 than three billion dollars in new plant investments the Company hds or will
121 make between July 1, 2010, the start of the period following the basedaik
122 period in this case, and June 30, 2012, the end of the Test Period. The following
123 tables show the impact of the projected capital investment on Gatapany
124 electric plant in service. Table 2 shows, in six-month incremehnés,capital
125 investment currently planned during this two-year time frame.eTalshows how
126 these investments will increase total Company 13-month avetaggeic plant in
127 service balances for each of the potential test periods discussed in thmerigsti
Table 2
PacifiCorp Projected Capital Investment
July - December 2010 * $1,531 million
January - June 2011 $ 717 million
July - December 2011 $ 575 million
January - June 2012 $ 864 Million
Total $3,687 million
*Includes $800 million already included in rates from
MPA 2
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Table 3

13-Month Average Electric Plant in Service For
Potential Test Periods

$235

$23.0

Billions

$22.5

$22.0
$21.5 A

$21.0 -

$205 -
July2010- June 2011 Jan - Dec 2011 July2011- June 2012

As Table 2 shows, the Company has made and plans to make over $3.6
billion in investments between July 1, 2010 and June 30, 2012 to serve its
customers. The proposed Test Period will ensure that customemiditenore
fully reflect the costs associated with these investmentsomtrast, if a June
2011 alternative test period with average rate base is usedwmtiesnot reflect
any of the $1.4 billion investment made after June 2011 and would onlyt reflec
approximately half of the $2.2 billion investment made to serve cestom
between July 2010 and June 2011, most of which is already in sesime dand
all of which is projected to be in service when rates go into effect.

In fact, if the June 2011 alternative test period is used, the PopuBsnt
Lomond transmission line that has already been approved for recondry a
included in current rates will only be partially reflected irufetrates. This result
is inconsistent with the purpose of section 54-7-13.4 of the Utah Codeaimes

no sense. The Legislature could not have conceivably intended for apiagor
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addition to receive alternate cost recovery in a major plantiaddiase and then
have that cost recovery reduced in a subsequent general rate case.

The same type of problem exists with the UIEC and UAE proposed
December 2011 test period. Customer rates based on that tedtyeuld reflect
none of the $864 million in investment the Company plans to make during the
first six months of 2012, a period when rates set in this cabéevih effect and
customers will be receiving service from those investments. Wileglso reflect
only approximately one half of the $1.2 million in investments madegl2011,
most of which will be in service before the start of the Rate-Effectivederi

The Company’s proposed June 2012 Test Period is the only proposed test
period that will reflect the full cost of the generation, traission and
distribution facilities currently serving customers today or quigd to be in
service by June 30, 2011, well before these new rates will goffett. dt is also
the only proposed test period that will reasonably reflect an apatepevel of
the costs associated with the approximately $1.4 billion of total p@aogn
investments to be made between July 2011 and June 2012, a period of time
included in the Rate-Effective Period.

As discussed in the direct testimony of Company witnessesAMr.
Richard Walje, Mr. Gregory N. Duvall and Ms. Cindy A. Crane, tierdgase in
net power costs accounts for the largest portion of the proposedhaadase in
this case. Table 4 below shows the projected net power cosgadbrmonth of
the alternative test period compared against the same month @othpany’s

proposed Test Period. As can be seen below, on average net powareostse
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than $21 million higher on a total Company basis in each month of the
Company’s proposed Test Period than in the same month from the preeasus
The selection of a test period earlier in time than the Compangosal will
understate total Company net power costs by approximately $2dmfidr each
month the test period is pulled back. Prices set on that basis woultbest
reflect[] the conditions that a public utility will encounter durthg period when

the rates determined by the commission will be in effe@t(iBn 54-4-4(3)(a) of

the Utah Code).

Table 4

Monthly NPC

$180

$160
$140 —

Millions

$120

$100

B 12 Months Ending June 2011

$80

$60

$40

$20

S0
<

12 Months Ending June 2012

Mr. Duvall and Ms. Crane identify several of the drivers of tleeeases
to net power costs in this case. Among those drivers is theagapi of several
long term coal supply and power purchase contracts that areatelgl lower
prices, and several wholesale sales contracts that areatatalgl higher prices.
The prices of the replacements will reflect current mapkiees that will be less

favorable than those in the expiring contracts, and net power colsitsonease as
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a result of replacement of these contracts. Thus, expiration & twedracts
presents changes to the Company’s expense and revenue levels Whockoux.
The selection of a test period that ends closer in time thanuttee 2D12 Test
Period proposed by the Company will knowingly build the cost of thgsieirex
contracts into customer rates and exclude the increased netqusteeassociated
with the expiration and replacement of these contracts. In addititest period
that ends closer in time than the Company’s proposed Test Pallietacerbate
the mismatch between the resource portfolio that the Companyseilto serve
its customers during the Rate-Effective Period.

Ability to Synchronize the Utility’s Investment, Revenues, ad Expenses —
The synchronization or “matching” of a utility’s revenues, expenaed
investments in setting rates is a traditional rate-making ponéay test period
where loads, revenues, expenses and investment are based on themsame
period will satisfy the matching principle. The synchronization ahje,
however, cannot be viewed in isolation without taking into consideration
synchronization with the Rate-Effective Period. As stated abseejon 54-4-
4(3)(a) requires the Commission to select a test period thatréfects the
conditions that a utility will encounter during the Rate-EffectReriod. The
purpose of using any test period is simply to attempt to prediatasts that the
utility will incur during the Rate-Effective Period. Synchroniaatof revenues,
expense and rate base is only helpful if it achieves that etite Rate-Effective
Period is not considered, then the process of matching revenues, eapdnse

investments may capture interdependent impacts, but the result may notheflect
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costs to be incurred during the Rate-Effective Period.

Table 5

Alignment of Potential Test Period with Rate-Effective Period

Year -] 2010------—- 2011 2012 Months
Month J A S O N D J FMAMJ J A S ONUD J FMA M J J A S Synchronized

Rate-Effective Period

RMP Proposed Test Period 9
UAE / UIEC Proposed Test Period 3
Alternative Test Period 0

As shown in Table 5, the Rate-Effective Period for this casmbaylate
September 2011 and runs through September 2012. By adopting a June 2012 Test
Period, the Commission would be adopting a test period in which approximately 9
months are synchronized or aligned with the Rate-Effective Period. In cpbirast
adopting a December 2011 test period, the Commission would be adopstg a t
period in which only three months and a few days would be alignedJuha
2011 test period is selected none of the test period would align witRatee
Effective Period.

As discussed by Mr. Walje and Mr. McDougal, the revenue requireme
for the Company’s proposed June 2012 Test Period supports a rateenafreas
$232.4 million. The projected revenue requirement for the June 2011 alternative
test period supports a rate increase of $90.7 million. This $141.7 million
difference in revenue requirement clearly shows that thets®ieof a test period
earlier in time than the Company’s proposed Test Period would nolireynze
revenues with the costs of providing service when new rates will be in effect.
Accuracy of Data— There is ho good reason to assume that a forecast for a test
period ending 12 months in the future would be any more likely to be &ecura
than a forecast for a period ending 18 months in the future. Thepgnms are

not significantly different in terms of forecasting. While ase might be made
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241 Q.

242

243

244 A

that a one-year forecast would likely be more accurate thare-aor 10-year
forecast, the case for 12 months versus 18 months is weak.

Even assuming that forecasts for a period closer in time byenths
may be slightly more accurate than those for a later testdpehe Commission
must recognize that it is not trying to determine a tesbg@ehat is most accurate
for the period covered by the test period, it is trying to detesrtast period costs
that most accurately reflect future conditions that will occuinduthe Rate-
Effective Period.

In any event, if parties believe the Company'’s fosesctor components of
revenue requirement for the Test Period proposed by the Company
unreasonable, they are free to raise those issues in their reresuisement
testimony. Accuracy of forecasts is an issue in the cagmdiess of the test
period used. Whether a test period is historical or extends six, 12 wonths
from the date an application is filed, the Company’s experiemdieates that
parties will still propose adjustments based on claims thae#tgériod does not
accurately forecast conditions during the Rate-Effective Peribérefore, it
makes sense to use a test period that aligns as much as pogtililee Rate-
Effective Period and address claims regarding accuracy afafstiein the proper
context.

In prior cases, parties have argued that a test period endjnapproximately
12 months from the filing is a fully forecasted test periodand, therefore,
should be acceptable to the Company. How do you respond?

By definition, any test period is a forecast becausetgotgsod is an attempt to
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245 determine the level of cost of service for a future period, the E#ective

246 Period. A test period that extends only 12 months from the filing, asctie
247 December 2011 test period proposed by UAE and UIEC in this casepenay
248 based on forecasted information, but it is not reflective of tisésdche Company
249 will incur during the Rate-Effective Period. In addition, by timeet rates go into
250 effect, most of the period they propose will be in the past. Furtherrhecause
251 the test period extending 12 months in the future must be forecsts ithe
252 potential uncertainty of any test period that relies on foteagishout the benefit
253 of aligning the test period with the Rate-Effective Period as pegpdy the
254 Company. While some parties might argue that using a closecafst period
255 would allow the forecast for that period to be more accurateéatesisabove, such
256 an argument, even if correct, would miss the point. The point is notote m
257 accurately forecast a period prior to the Rate-EffectiveoBear one that is more
258 in line with historical data, the point is to make as accurdteegast as possible
259 of the Rate-Effective Period.

260 Impact of Major Plant Addition Cases on Selection of the Test Period

261 Q. Does the opportunity to file for cost recovery of major plant additions owgide
262 of a general rate case remove the need to select a test peribdt reflects as
263 much of the Rate-Effective Period as possible?

264 A No. Section 54-7-13.4 of the Utah Code provides an alternative castergc

265 mechanism which allows a utility to start recovering the cosa afajor plant
266 addition at the time it is placed into service. The statute definenajor plant
267 addition as “any single capital investment project of a gapocation or an
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electrical corporation that in total exceeds 1 percent of thegg®ration’s or
electrical corporation's rate base.” For Rocky Mountain Poter current
threshold investment level is over $110 million.

The major plant addition alternative was used in 2010 to incorpomte th
cost recovery of three major projects into customer rates. Ajththe Company
was allowed to add the Dave Johnston Unit 3 Scrubber, Dunlap | wind plant and
the Populus to Terminal transmission line (Phases | and Il)@s est major plant
additions, the Company has made and will make a significant amoantadier
capital additions between July 1, 2010 and June 30, 2012 that are not included in
customer rates. Failure to include these investments in ratestatelerthe cost
of serving customers and puts significant financial pressureockhyRVountain
Power.

Table 6 below shows the plant additions placed in service or scheduled to
be in service between July 2010 and June 2012 that are not included in current

rates:
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Table 6

The major plant addition projects already included in the Company’s
major plant addition filings account for only 22 percent of the ptejeover $3.6
billion investment during this time period. The Company’s applicatiohisndase
includes other capital investments that are not as significanidaodily, but that
together make up 78 percent of the investment that will be incurredtp the
end of June 2012 in providing safe, reliable and adequate service to the

Company’s customers. In fact, only two of these projects meatutinent $110
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290 million threshold for a major plant addition filing, and one of them ig shghtly

291 in excess of that threshold.

292 Q. Given these capital investments, what would be the imapt of choosing a test
293 period that ends significantly earlier than the Test Periodproposed by the
294 Company in this case?

295 A Using a test period that ends significantly earlier than June 2012 would dsgure t
296 customers will not pay and that the Company will not recovercitsaacosts of
297 providing service during the Rate-Effective Period.

298 Impact of Energy Cost Adjustment Mechanism on Selection of the Test Red

299 Q. On March 2, 2011, the Commission approved an Energy Cost Adjustnt
300 Mechanism (ECAM). Does the ECAM remove the need to selex test period
301 that covers as much of the Rate-Effective Period as reasonably possible?

302 A. No. The ECAM allows the Company to defer and later (over the next yekgtc

303 or refund 70 percent of the difference between certain actual wet posts and

304 the level included in base rates with a carry charge of six percent.

305 As shown by Mr. Duvall in this case, the system net power @osts

306 projected to be $1.52 billion during the 12 months ending June 2012 compared to
307 $1.26 billion during the 12 months ending June 2011. If a test period earlier that
308 the one proposed by the Company is selected, system net powseincbstse

309 rates will be understated by up to $260 million depending on the test peseéd.

310 The ECAM will only provide for recovery of Utah’s share of 70 petad some

311 aspects of that amount. Utah’s share of the remaining 30 pergerto ($78

312 million on a total Company basis) that would not be recovered evémami
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ECAM is substantial and results solely from the selection néarer-term test

period and not from the accuracy of the Company’s forecast of net power costs.

Other Test Periods

Q.

Rocky Mountain Power has requested a test period that extda close to the
full 20 months from the filing date on previous occasions. Why sihld the
Commission approve the Company’s proposed test period in thicase when
it has rejected similar requests in the past?
In the Company’s 2007 general rate case, the Company, theoRiwsiPublic
Utilities and the Office of Consumer Services all supported useteét period
that extended approximately 18.5 months from the date the casdedadJAE
proposed a test period that extended 12.5 months and UIEC proposed a historic
test period. One of the principal reasons UAE argued that the -cheBiTe test
period should be used was that the Commission should proceed cautiously in
moving from use of historical test periods to a forecast tesbdoeThe
Commission accepted UAE'’s position, which, as mentioned above, hadebe eff
of immediately reducing the revenue requirement by $40 million.

The Company has filed two general rate cases sinceitiat In the first
case, it proposed a test period ending approximately 12 monthsfirtubes with
an end-of-period rate base to reflect investments through the etttk dest
period. In that case, the Commission ordered the Company to refilg aigest
period ending approximately 18 months following the original filing (150htms
from the revised revenue requirement filing date) but with arageetest period

rate base. In the second, the Company initially proposed a testl perding
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336 approximately 18 months following the proposed revenue requirement fiing

337 that case, pursuant to stipulation in the prior case, the Companeguased to
338 file for determination of test period in advance of filing iteeraase application.
339 Following the request for a test period determination, the Compdased into a
340 stipulation with other parties to avoid delay in filing its apgloma In the
341 stipulation, the Company agreed to use a test period ending appraéyidfate
342 months from the date the application would be filed, and in exchangespeurti
343 the stipulation agreed not to oppose the timing of anticipated majaraudition
344 filings expected to occur during 2010.

345 The Commission and parties have now had experience using a variety of
346 forecast test periods extending from 12.5 to 15.5 months from the ldate t
347 revenue requirement was filed in three rate cases. This iexper has
348 demonstrated that it is no more difficult to utilize a tesigaeprojected more
349 than a year into the future than a test period that is limdgedne year in the
350 future. It has also demonstrated that use of a test period endirg iosme
351 reduces the revenue requirement simply by excluding from #tepégiod costs
352 that will be incurred during the Rate-Effective Period.

353 In summary, it is apparent that the issue in determining a af@r
354 reasonable revenue requirement is the accuracy of forecatite Rate-Effective
355 Period. It is also apparent that use of a test period that gynowst of the Rate-
356 Effective Period assures that rates will not reflect théscibst will be incurred
357 during the Rate-Effective Period. This will effectively requibee Company’s
358 shareholders to subsidize service to customers. Given the expedtribe
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359 Commission and the parties during these three rate cases, thmisSam may

360 now comfortably allow the Company to use a test period that gbneral
361 corresponds with the Rate-Effective Period so that rates msgtimased on costs
362 that will be incurred during the Rate-Effective Period.

363 Conclusion

364 Q. What do you conclude?

365 A. The purpose of using a test period, whatever test period is chedenforecast
366 conditions that will be encountered during the Rate-Effectiveo®eriThe
367 Company’s proposed twelve months ending June 30, 2012 Test Period is the mos
368 reasonable test period proposed in this case to represent conditiarg ttheri
369 period the rates set in this case will be in effect. The mdjmers of the
370 Company’s need for a rate increase are rising net power aondtshe capital
371 investments the Company has made since June 2010 and will make thuonagh J
372 2012 to serve customers. This higher level of net power costs andoaalditi
373 capital investments must be included in customer rates if the GQynigpéo have
374 a reasonable opportunity to recover its costs of providing servicastonsers
375 including a reasonable return on its investments.

376 Q. Does this conclude your direct testimony?

377 A. Yes.
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