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Please state your name, title, and business address.

My name is Robert M. Conroy. I am the Director — Rates for LG&E and KU
Services Company, which provides services to Kentucky Utilities Company (“KU”)
and Louisville Gas and Electric Company (“LG&E”) (collectively “the Companies™).
My business address is 220 West Main Street, Louisville, Kentucky, 40202. A
complete statement of my education and work experience is attached to this testimony
as Appendix A.

Have you previously testified before this Commission?

Yes. I have previously testified before this Commission in proceedings concerning
the Companies’ most recent rate cases, fuel adjustment clauses, and environmental
cost recovery (“ECR”) surcharge mechanisms.

What is the purpose of this proceeding?

The purpose of this proceeding is to review the past operation of KU’s environmental
surcharge during the six-month billing period ending April 30, 2011 that is part of the
two-year billing period also ending April 30, 2011, determine whether the surcharge
amounts collected during the period are just and reasonable, and then incorporate or
“roll-in” such surcharge amounts into KU’s existing electric base rates.

What is the purpose of your testimony?

The purpose of my testimony is to summarize the operation of KU’s environmental
surcharge during the billing period under review, demonstrate that the amounts
collected during the period were just and reasonable, present and discuss KU’s
proposed adjustment to the Environmental Surcharge Revenue Requirement based on

the operation of the surcharge during the period and explain how the environmental
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surcharge factors were calculated during the period under review. Further, my
testimony will recommend that the cumulative ECR revenue requirement for the
twelve-months ending with the expense month of February 2011 be used for purposes
of incorporating or “rolling-into” KU’s electric base rates the appropriate surcharge
amounts using the methodology previously approved by the Commission, most
recently in Case No. 2009-00310.

Please summarize the operation of the environmental surcharge for the billing
period included in this review.

KU billed an environmental surcharge to its customers from November 1, 2010
through April 30, 2011. For purposes of the Commission’s examination in this case,
the monthly KU environmental surcharges are considered as of the six-month billing
period ending April 30, 2011; that same review period is part of the two-year billing
period also ending April 30, 2011. (The three previous billing periods were reviewed
in Cases No. 2009-00501, 2010-00241, and 2010-00474.) In each month of the six-
month period under review in this proceeding, KU calculated the environmental
surcharge factors in accordance with its tariff ES, and the requirements of the
Commission’s previous orders concerning KU’s environmental surcharge.

What costs were included in the calculation of the environmental surcharge
factors for the billing period under review?

The capital and operating costs included in the calculation of the environmental
surcharge factors for the six-month billing period were the costs incurred each month

by KU from September 2010 through February 2011, as detailed in the attachment in
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response to Question No. 2 of the Commission Staff’s Request for Information,
incorporating all required revisions.

The monthly environmental surcharge factors applied during the billing period
under review were calculated consistent with the Commission’s Orders in KU’s
previous applications to assess or amend its environmental surcharge mechanism and
plan, as well as Orders issued in previous review cases. The monthly environmental
surcharge reports filed with the Commission during this time reflect the various
changes to the reporting forms ordered by the Commission from time to time.

Has the Commission recently approved changes to the environmental surcharge
mechanism and the monthly ES Forms?

Yes. In Case No. 2009-00310, KU’s most recent ECR two-year review, the
Commission approved changes to the environmental surcharge mechanism that
include the calculation of the monthly billing factor using a revenue requirement
method instead of a percentage method (eliminating the use of the Base
Environmental Surcharge Factor (“BESF”)), the elimination of the monthly true-up
adjustment, and revisions to the monthly reporting forms to reflect the approved
changes. Pursuant to the Commission’s December 2, 2009 Order in that case, the
changes were implemented with the December 2009 expense month that was billed in
February 2010. The approved changes only impact the timing and accuracy of the
revenue collection, not the total revenues KU is allowed to collect through the ECR.
Are there any changes or adjustments in Rate Base from the originally filed

expense months?

G
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Yes. KU included a prior period adjustment in its January 2011 expense month
filing, incorporating and adjustment to Construction Work in Process costs incurred
for the expense months September 2009 through November 2010. No additional
changes were identified as a result of preparing responses to the requests for
information in this review.

Are there any changes necessary to the jurisdictional revenue requirement
(E(m))?

Yes. Adjustments to E(m) are necessary for compliance with the Commission’s
Order in Case No. 2000-00439 to reflect the actual changes in the overall rate of
return on capitalization that is used in the determination of the return on
environmental rate base. The details of and support for this calculation are shown in
KU’s response to Question No. 1 of the Commission Staff’s Request for Information.
As a result of the operation of the environmental surcharge during the billing
period under review, is an adjustment to the revenue requirement necessary?
Yes. KU experienced a cumulative over-recovery of $3,580,868 for the billing period
ending April 30, 2011. KU’s response to Question No. 2 of the Commission Staff’s
Request for Information shows the calculation of the cumulative over-recovery. An
adjustment to the revenue requirement is necessary to reconcile the collection of past
surcharge revenues with the actual cost for the billing period under review.

Has KU identified the causes of the net over-recovery during the billing period
under review?

Yes. KU has identified the components that make up the net over-recovery during

the billing period under review. The components are (1) changes in overall rate of
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return as previously discussed, and (2) the use of 12 month average revenues to
determine the billing factor. The details and support of the components that make up
the net over-recovery during the billing period under review are shown in KU’s
response to Question No. 2 of the Commission Staff’s Request for Information.
Please explain how the function of the ECR mechanism contributes to the net
over-recovery in the billing period under review?

The use of 12-month average revenues to calculate the monthly billing factor and
then applying that same billing factor to the actual monthly revenues will result in an
over or under-collection of ECR revenues. Typically it will result in an over-
collection during the summer or winter months when actual revenues will generally
be greater than the 12-month average and an under-collection during the shoulder
months when actual revenues will generally be less than the 12-month average. In
the billing period under review, the use of 12-month average revenues contributed to
the net over-recovery as shown in KU’s response to Question No. 2 of the
Commission Staff’s Request for Information.

During the period under review, KU’s actual revenues were significantly
greater than the 12-month historical average due to the more severe than normal
temperatures during the winter billing months of December through February. The
table below shows a comparison of the 12-month average revenues used in the
monthly filings to determine the ECR billing factor and the actual revenues which the

ECR billing factor was applied in the billing month.
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Actual Revenues
12-Month Average Subject to ECR
Expense Month Revenue Billing Month Billing Factor

September 2010 $ 100,402,603 | November 2010 $ 91,686,347
October 2010 101,296,429 | December 2010 110,812,859
November 2010 102,819,017 | January 2011 132,686,258
December 2010 104,328,682 | February 2011 116,588,648
January 2011 106,403,777 | March 2011 105,689,933
February 2011 107,016,860 | April 2011 95,882,475

What kind of adjustment is KU proposing in this case as a result of the operation
of the environmental surcharge during the billing period?

KU is proposing that the net over-recovery be refunded over the six months following
the Commission’s Order in this proceeding. Specifically, KU recommends that the
Commission approve a decrease to the Environmental Surcharge Revenue
Requirement of $596,811 for four months and $596,812 for two months, beginning in
the second full billing month following the Commission’s Order in this proceeding.
This method is consistent with the method of implementing previous over- or under-
recovery positions in prior ECR review cases.

What is the bill impact on a residential customer for the proposed refund of the
over-recovery?

The inclusion of the refund in the determination of the ECR billing factor will
decrease the billing factor by approximately 0.55%. For a residential customer using
1,000 kWh, the impact of the adjusted ECR billing factor would be a decrease of
approximately $0.38 per month for six months (using rates and adjustment clause

factors in effect for the August 2011 billing month).
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Should the Commission approve the incorporation into KU’s base rates the
environmental surcharge amounts found just and reasonable for the two year
billing period ending April 2011?

Yes. It is appropriate, at this time, to incorporate surcharge amounts found just and
reasonable for the two year billing period ending April 2011 into electric base rates.
KU recommends that an incremental environmental surcharge amount of $49,410,832
be incorporated into base rates at the conclusion of this case. KU determined the
incremental roll-in amount of $49,410,832 using environmental surcharge rate base as
of February 28, 2011 and environmental surcharge operating expenses for the twelve
month period ending February 28, 2011. If approved, the total amount of
environmental surcharge that will be included in base rates will be $161,413,973.
The amount of environmental surcharge that will be included in base rates represents
rate base and operating expenses associated only with KU’s 2005, 2006, and 2009
amendments to its Compliance Plan. All costs associated with the 2001 and 2003
amendments to the Compliance Plan were removed from ECR recovery and included
in base rates, consistent with the Commission’s approval of the Stipulation and
Recommendation in Case No. 2009-00548.

If the Commission accepts KU’s recommendation to incorporate the proposed
amount into base rates, what will be the impact on KU’s ECR revenue
requirement?

The incorporation of the recommended surcharge amount into base rates will increase

base rates and, two months later, decrease ECR revenues by an equal amount. There
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will be no impact on the environmental costs KU is allowed to recover from its
customers; only the method of collection will be impacted.

Please explain why ECR revenues will not decrease in the same month that base
rates will increase.

The ECR is billed on a two-month lag, meaning that costs are incurred, for example,
in February 2011 (expense month) and ECR revenues are collected two months later
in April 2011 (billing month). KU’s determination of costs recoverable through the
billing factor (E(m) for the expense month) are reduced by the ECR revenue included
in base rates. Therefore, total ECR costs for the month of February are collected
from customers through base rates in February and through the ECR billing
mechanism in April. If base rates increase due to a roll-in in February, the portion of
ECR costs incurred in February that is recovered through base rates will increase and
the resulting decrease in the ECR billing factor will be applied in April. If the
decrease in the ECR billing factor were applied in February, the same month that base
rates change, then KU would not be collecting the correct amount of ECR revenue
associated with costs incurred in December. This is because the February billing
factor is associated with the December expense month and must be calculated using
base rates in effect in December.

Is KU proposing any changes to the monthly reporting forms used for
calculating the environmental surcharge?

KU currently has pending before the Commission its application for approval of the
2011 amendments to its Compliance Plan (Case No. 2011-00161). In that case, KU

proposed certain modifications to the monthly filing forms that can be implemented
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upon the issuance of the Commission’s Order in this case, should such an Order be

issued prior to the issuance of an Order in Case No. 2011-00162. Specifically, the

modifications that KU could implement (related only to this review case) are the
elimination of references to KU’s 2001 and 2003 Amendments to its Compliance

Plan, consistent with the Commission’s Order in Case No. 2009-00548, as currently

included on ES Forms 2.10 and 2.50.

What rate of return is KU proposing to use for all ECR Plans upon the

Commission’s Order in this proceeding?

KU is recommending an overall rate of return on capital of 10.56%, including the

currently approved 10.63% return on equity and adjusted capitalization, to be used to

calculate the environmental surcharge. This is based on capitalization as of February

28, 2011 and the Commission’s Order of July 30, 2010 in Case No. 2009-00548.

Please see the response and attachment to Commission Staff’s Request for

Information Question No. 6 following this testimony.

What is your recommendation to the Commission in this case?

KU makes the following recommendations to the Commission in this case:

a) The Commission should approve the proposed decrease to the Environmental
Surcharge Revenue Requirement of $596,811 for four months and $596,812
for two months beginning in the second full billing month following the
Commission’s Order in this proceeding;

b) The Commission should determine environmental surcharge amount for the

six-month billing period ending April 30, 2011 to be just and reasonable;



d)

The Commission should approve the use of an overall rate of return on capital
of 10.56% using a return on equity of 10.63% beginning in the second full
billing month following the Commission’s Order in this proceeding.

The Commission should approve a “roll-in” of $49,410,832 in incremental
environmental costs into KU’s base rates, for a total base rate ECR component
of $161,413,973, to be included in base rates following the methodology

previously approved by the Commission and implemented by KU.

Does this conclude your testimony?

Yes.
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The undersigned, Robert M. Conroy, being duly sworn, deposes and says that he
is Director - Rates for LG&E and KU Services Company, and that he has personal

knowledge of the matters set forth in the foregoing testimony, and that the answers

contained therein are true and correct to the best of his information, knowledge and
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belief.

Subscribed and sworn to before me, a Notary Public in and before said County
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APPENDIX A
Robert M. Conroy

Director — Rates

LG&E and KU Services Company
220 West Main Street

Louisville, Kentucky 40202
(502) 627-3324

Education
Masters of Business Administration
Indiana University (Southeast campus), December 1998. GPA: 3.9.
Bachelor of Science in Electrical Engineering;
Rose Hulman Institute of Technology, May 1987. GPA: 3.3

Essentials of Leadership, London Business School, 2004.
Center for Creative Leadership, Foundations in Leadership program, 1998.

Registered Professional Engineer in Kentucky, 1995.

Previous Positions

Manager, Rates April 2004 — Feb. 2008
Manager, Generation Systems Planning Feb. 2001 — April 2004
Group Leader, Generation Systems Planning Feb. 2000 — Feb. 2001
Lead Planning Engineer Oct. 1999 — Feb. 2000
Consulting System Planning Analyst April 1996 — Oct. 1999
System Planning Analyst III & IV Oct. 1992 - April 1996
System Planning Analyst I Jan. 1991 - Oct. 1992
Electrical Engineer II Jun. 1990 - Jan. 1991
Electrical Engineer I Jun. 1987 - Jun. 1990

Professional/Trade Memberships

Registered Professional Engineer in Kentucky, 1995.
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Response to IC Question No. 1
Page 1 of 2
Conroy / Charnas

KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s Questions Raised at the
September 28, 2011 Informal Conference

Case No. 2011-00231
Question No. 1

Witness: Robert M. Conroy / Shannon L. Charnas

Q-1. Refer to page 3 of 3 in the Attachment to KU’s response to Question No. 1. Please
explain the basis for the following:

a. The Jurisdictional Rate Base Percentage contained in column 8 (87.19%).

b. Environmental Surcharge (Net of ECR Roll-in) contained in Column 11
($182,154,874).

A-1. a. The Jurisdictional Rate Base Percentage is the amount of rate base KU allocates
to its Kentucky retail customers. The allocation is determined annually through a
Cost Separation Study that assigns all of KU’s revenues, expenses, and
investments to jurisdictions using a variety of appropriate allocators. KU includes
a Cost Separation Study in its supporting documents when requesting an
adjustment to base rates. Further, KU’s annual cost separation studies are the
basis for the jurisdictional financial statements filed quarterly in compliance with
various merger commitments.

See Attachment 1 to this response for a revised page 3 of 3 in the Attachment to
Response to Question No. 1. The previous version inadvertently included
incorrect debt and equity amounts and the jurisdictional rate base percentage from
2009 instead of from 2010. As shown in Attachment 1 the rate of return from the
revisions did not change. See Attachment 2 to this response for documentation of
the Jurisdictional Rate Base Percentage (87.36%) at December 31, 2010.



Response to IC Question No. 1

Page 2 of 2
Conroy / Charnas

b. The Environmental Surcharge (Net of ECR Roll-in) is determined by subtracting
the ECR rate base rolled-in to base rates from the total ECR rate base at April 30,

2011. See below:

Jurisdictional
Rate Base
Total Company Percentage
ECR Rate Base at April 30, 2011 $ 1,212,576,264 87.36%
Less ECR Rate Base Rolled-in to
Base Rates $ 1,003,659,102 87.36%
ECR Adjustment to Capitalization  §$ 208,917,162 87.36%

Kentucky Retail
$ 1,059,306,624

$ 876,796,592

$ 182,510,033

ECR Rate Base at April 30, 2011 is from ES Form 1.10, line (1) RB, filed with
the Commission on May 20, 2011. ECR rate base rolled-in to base rates is
provided in the attachment to Question No. 3(b). The change to the
Environmental Surcharge adjustment to capitalization from the original filing is

due to the updated jurisdictional rate base percentage.
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Q-2.

A-2.

KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s Questions Raised at the
September 28, 2011 Informal Conference

Case No. 2011-00231
Question No. 2

Witness: Robert M. Conroy

Refer to page 2 of 3 in the Attachment to KU’s response to Question No. 2. Please
explain why the values in Column 7 for the expense months of September 09,
October 09, and November 2009 do not equate to the calculation of Column 5 divided
by Column 6 as indicated.

The values in Column 7 of page 2 of 3 in the Attachment were originally presented to
the Commission in Case No. 2010-00241 as the “As Filed” Current Environmental
Surcharge Factor (“CESF”). The review case responses and attachments for the first
six-month period in this two-year review originally presented the amounts in Column
7 as recalculated CESF, reflecting what the factors would have been using the revised
rates of return. In preparing the current attachment, KU ensured that previously
provided information remained unchanged in this attachment, but neglected to
address the column heading that indicates that all amounts in Column 7 are the result
of a calculation. Going forward, Columns 7, 8 and 9 will not be part of this
attachment.






Q-3.

A-3.

KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s Questions Raised at the
September 28, 2011 Informal Conference

Case No. 2011-00231
Question No. 3

Witness: Robert M. Conroy

Refer to page 1 of 2 in the Attachment to KU’s response to Question No. 5.  Please
provide the following:

a.

Explain why the calculation of the Jurisdictional Environmental Surcharge Gross
Revenue Requirement of $161,413,909 is not equal to the Total Company
Jurisdictional Environmental Surcharge Gross Revenue Requirement of
$184,815,707 multiplied by the Jurisdictional Allocation Ratio of 87.3378%.

Supporting documentation for the Jurisdictional Environmental Revenue
Previously Rolled In showing the amount from Case No. 2009-00310 and the
effect of eliminating the 2001 and 2003 Plans.

The difference is due to rounding. Please see the revised attachment that rounds
the Jurisdictional Allocation Ratio and then calculates the Jurisdictional
Environmental Surcharge Gross Revenue Requirement. As a result of the
rounded calculation, KU’s incremental roll-in amount should be $49,410,832, and
Mr. Conroy’s revised testimony reflecting this change is submitted with responses
to this data request.

See attached.



REVISED Attachment to Response to Question No. 5(a)
Provided in Response to Informal Conference Question No. 3(a)
Page 1 of 1

Conroy

Kentucky Utilities Company
Calculation of ECR Roll-in At February 28, 2011

Calculation of Revenue Requirement for Roll-In:

Environmental Compliance Rate Base
Pollution Control Plant in Service
Pollution Control CWIP Excluding AFUDC

Subtotal

Additions:
Limestone, net of amount in base rates
Emission Allowances, net of amount in base rates
Cash Working Capital Allowance

Subtotal

Deductions:
Accumulated Depreciation on Pollution Control Plant
Pollution Control Deferred Income Taxes
Pollution Control Deferred Investment Tax Credit

Subtotal
Environmental Compliance Rate Base
Rate of Return -- Environmental Compliance Rate Base

Return on Environmental Compliance Rate Base

Pollution Control Operating Expenses
12 Month Depreciation and Amortization Expense
12 Month Taxes Other than Income Taxes
12 Month Operating and Maintenance Expense
12 Month Emission Allowance Expense, net of amounts in base rates

Total Pollution Control Operating Expenses

Gross Proceeds from By-Product & Allowance Sales

ES Form 2 00, February 2011
ES Form 2 00, February 2011

ES Form 2 00, February 2011
ES Form 2.00, February 2011
ES Form 2.00, February 2011

ES Form 2.00, February 2011
ES Form 2.00, February 2011
ES Form 2.00, February 2011

ES Form 1.10, February 2011

See Support Schedule A
See Support Schedule A
See Support Schedule A
See Support Schedule A

See Support Schedule B

Total Company Environmental Surcharge Gross Revenue Requirement - Roll In Amount

Return on Environmental Compliance Rate Base
Pollution Control Operating Expenses
Less Gross Proceeds from By-Product & Allowance Sales

Roll In Amount
Jurisdictional Allocation Ratio - Roll In
Jurisdictional Revenues for 12 Months for Roll In

Roll In Jurisdictional Environmental Surcharge Factor:

See Support Schedule C

See Support Schedule C

Total Company Environmental Surcharge Gross Revenue Requirement -- Roll In Amount

Jurisdictional Allocation Ratio -- Roll In

Jurisdictional Environmental Surcharge Gross Revenue Requirement - Gross Roll In Amount

Less Jurisdictional Environmental Revenue Previously Rolled In'

Jurisdictional Environmental Surcharge Gross Revenue Requirement -- Net Roll In Amount

Environmental
Compliance Plans

1,252,593,579
123,872,733
1,376,466,312

628,513
479,331
1,989,279
3,097,123

79,045,364
59,015,174
27,465,981

165,526,519

10 86%

$_ 131.844.409
34,499,460
1,825,344

15,914,229
304,575

b 52,543,608

(427,690)

131,844,409

52,543,608
(427,690)

$ 184,815,707

87.3378%

1,284,202,314

$ 184,815,707
87.3378%

b 161,413,973
112,003,141

5 49,410,832

! Amount Previously Rolled-in is the roll-in from Case 2009-00310 less the amounts associated with KU's 2001 and 2003 Plans, which were

eliminated from the ECR in KU's most recent base rate case
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KENTUCKY UTILITIES COMPANY

Response to Commission Staff’s Questions Raised at the
September 28, 2011 Informal Conference

Case No. 2011-00231
Question No. 4

Witness: Robert M. Conroy / Shannon L. Charnas

Q-4. Refer to KU’s response to Question No. 6. Provide a schedule showing KU’s
adjusted rate of return on common equity as of February 28, 2011 in the same format
as the page 3 of 3 in the Attachment to KU’s response to Question No. 1.

A-4.  The requested schedule showing KU’s adjusted rate of return on common equity as of
February 28, 2011 is attached. Also attached to this response are the following
revised attachments from KU’s original data responses reflecting the updated
jurisdictional rate base percentage as explained in the Response to Question No. 1:
Revised Attachment to Question No. 6(a) showing updated jurisdictional balances for
debt and equity; Revised Attachment to Question No. 6(c) Page 1 also showing
updated jurisdictional balances for debt and equity.

The Environmental Surcharge (Net of ECR Roll-in) is determined by subtracting the
ECR rate base rolled-in to base rates from the total ECR rate base at February 28,
2011. See below:

Jurisdictional
Rate Base
Total Company Percentage Kentucky Retail
ECR Rate Base at Feb. 28, 2011 $ 1,214,036,916 87.36% $ 1,060,582,650
less ECR Rate Base Rolled-in to
Base Rates $ 1.003.659.102 87.36% § 876.796.592
ECR Adjustment to Capitalization  $ 210,377,814 87.36% § 183,786,058

ECR Rate Base at February 28, 2011 is from ES Form 1.10, line (1) RB, filed with
the Commission on March 18, 2011. ECR rate base rolled-in to base rates is provided
in the attachment to Question No. 3(b).
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1 Long-Term Debt
2 Short-Term Debt

3 Common Equity

REVISED Attachment to Response to Question No. 6 (a)
Provided in Response to Informal Conference Question No. 4

Kentucky Utilities Company
Outstanding Balances - Capitalization
As of February 28, 2011

2 3
Outstanding Balance
Outstanding Balance KY Jurisdictional
Total Company 87.36%
$1,840,062,186 $1,607,478,326
$0 $0
$2,086,482,246 $1,822,750,890

Page 1 of 1
Charnas
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