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OVERSIGHT:     
Update on customer service, billing practices and collection performance at the NYC Department of Environmental Protection 
On October 22, 2007, the Committee on Finance, chaired by Council Member David Weprin, and the Committee on Environmental Protection, chaired by Council Member James F. Gennaro, will meet at 10:00 am to conduct a joint hearing on the New York City Department of Environmental Protection’s (“DEP”) Bureau of Customer Services. This hearing will focus on how much progress DEP has made towards improving customer service, billing practices, and collection performance and how and when they plan to implement the recommendations set forth in a report issued by the consulting firm, Booz Allen Hamilton. Those invited to testify include representatives from DEP, the Water Board, Booz Allen Hamilton, the Department of Finance, and members of the public.
Background 

The City’s drinking water supply is a critical resource to over eight million New York City residents, approximately one million residents of Westchester, Putnam, Ulster, and Orange counties, and a multitude of others who work in and visit the City throughout the year.
 The water system encompasses both water and sewer systems (hereinafter referred to as the “System”). The System includes 19 upstate reservoirs providing, on average, 1.5 billion gallons of water daily to over eight million residents of the City and neighboring Westchester County; more than 340 miles of aqueducts and tunnels; approximately 5,800 miles of distribution mains and pipes; and numerous treatment and pumping facilities.
 The sewer system contains fourteen sewage treatment plants, handling an average of 1.5 billion gallons of sewage flow per day, as well as more than 6,300 miles of pipes and associated facilities. The DEP is responsible for the improvement, maintenance and operation of the System.

a. The Municipal Water Finance Authority, the Water Board, and DEP

The three entities that ensure the physical and fiscal integrity of the System are the DEP, the New York City Municipal Water Finance Authority (“Finance Authority”) and the New York City Water Board (“Water Board”). 


The Water Board and the Finance Authority were created in 1984 by a special act of the State legislature known as the “New York City Municipal Finance Authority Act”.
 This Act governs the operating and financing relationship between the City, the Water Board and the Finance Authority.  The Act empowers the Water Board to lease the System from the City and to fix and collect rates, fees, rents, and other charges for the use of the System, to produce sufficient cash to pay the debt service on the Finance Authority’s bonds and to place the System on a self-sustaining basis.



1. The Municipal Water Finance Authority
The Finance Authority is a public benefit corporation whose purpose is to finance the capital needs of the water and sewer system of the City which is operated by the DEP.
 The Finance Authority is responsible for issuing bonds to fund the capital needs of the City’s water system. The Finance Authority is administered by a seven-member Board of Directors.
 Four of the members are ex officio members: the Commissioner of Environmental Protection of the City, the Director of Management and Budget of the City, the Commissioner of Finance of the City and the Commissioner of Environmental Conservation of the State.
 The remaining three members are public appointments: two by the Mayor, and one by the Governor.
 

2. The Water Board
The Water Board has the power to fix, revise, charge and collect and enforce the payment of all fees, rates, rents and other service charges for services furnished by the System to produce cash sufficient to pay debt service on the Finance Authority’s bonds and to place the water and sewer systems on a self-sustaining basis.
 The Water Board has covenanted to establish water rates sufficient to pay debt service on all outstanding Finance Authority bonds.  The proceeds of the Finance Authority’s bonds are used exclusively to fund the capital needs of the City’s water system. 

Pursuant to agreements among the City, the Water Board and the Finance Authority, the Water Board leases the water system from the City, sets the water rates and deposits the water rate revenue in a “lock box” for the benefit of the Finance Authority. As mentioned, the Water Board is a party to a long-term lease with the City, which transferred all the water and sewer related real and personal property to the Water Board for the term of the lease. The Lease Agreement (the “Lease), dated July 1, 1985, continues until the later of the fortieth anniversary of the commencement of the lease or until the date on which all of the bonds, notes, and other obligations of the Finance Authority are paid in full or provisions for payment have been made pursuant to the applicable debt instrument.
 The Lease provides for payments to the City to cover the following:

· An amount sufficient to pay the cost of maintaining and repairing the leased property;

· An amount sufficient to reimburse the City for capital costs incurred by the City for construction of capital improvements to the leased property;

· An amount sufficient to pay the cost of other services provided by the City; 

· An amount sufficient to pay the cost of legal services provided by the City; 

· An amount sufficient to reimburse the City for the costs of the services of any City officer and employee provided on a full-time or part-time basis to the Water Board; and 

· The amount of reconciliation payments.
 

In addition to these payments, the Lease requires the Water Board to pay rent to the City, to the extent requested by the City in each fiscal year, in an amount not to exceed the greater of: 1) principal and interest for the fiscal year in City general obligation bonds issued for water and sewer purposes, or (2) 15 percent of principal and interest on Finance Authority debt for the fiscal year.
 The Water Board is obligated to allocate the revenues of the system in sequential order of importance to debt service on Water Authority bonds, the DEP’s cost of operating and maintaining the system, and rental fees to the City for the use of the system.
  

In regards to the rental payments made by the Water Board to the City, these payments have been increasing significantly over the last couple of years and will continue to rise. For instance, for Fiscal 2008, the Water Board adopted an 11.5% increase in water and sewer rates (discussed below). This amount reflects the anticipated water and wastewater expenditures for Fiscal 2008 equal to $2.18 billion. Of this amount, $155.2 million, or 7.1%, is planned for the rental payment.
 However, according to Council Finance, only $79.3 million of this amount will be used to finance outstanding GO debt, whereas $75.9 million is going straight into the City’s General Fund.
   By 2015 it is estimated that the entire rental payment will go directly to the City’s General Fund, as all outstanding GO debt issued for water and sewer projects will have been retired.  It is estimated that since Fiscal 2005, when the two numbers used to determine the rental payments amount crossed, the Water Board has put nearly $132 million directly into the City’s General Fund.  By 2012 the aggregate total will likely exceed $800 million.  

A. Water Rates
The Water Board is required to set water rates at a level that is sufficient to pay all the principal and interest on the Finance Authority’s outstanding bonds.
  Once contracts for capital projects related to the System have been registered, the Finance Authority issues bonds, and the proceeds of the bonds pay for the costs of these contracts. However, because bonds for projects that are included in the annually adopted capital plan are not issued until projects are already underway, the current year capital program has little effect on the current level of water rates.   But significant increases in capital spending on water projects over the course of the ten-year capital strategy will require additional bond issuances and - all other factors remaining equal -- will increase the Finance Authority’s debt service costs.  As debt service costs increase, so must the water rates to cover these costs.  Any significant increase in capital spending over time will therefore increase water rates not just over the course of the ten-year strategy but for the life of the bonds - generally a period of 30 years.  

The process by which the Water Board adopts water rates is as follows:


The New York City Water Board must adopt rates which will satisfy the revenue requirements of the System.

 


The Water Finance Authority projects revenue bond debt service on bonds issued after 1988 to finance water and wastewater capital projects and certifies the Fiscal Year amount to the Water Board.

 


The City Office of Management and Budget projects DEP’s operating and maintenance expenses and certifies the Fiscal Year amount to the Water Board based on the Mayor’s Executive Budget.

 


The City projects debt service on general obligation bonds to finance water and wastewater capital projects based on information received from the Office of the Comptroller and certifies the Fiscal Year amount to the Water Board.

 


The system’s consulting engineer must certify that expenses are reasonable and appropriate.

 


The Board must hold a public hearing in each borough of New York City.

 


At its annual meeting in May, the Board adopts an annual budget based on the system expenses that have been certified to it, and adopts a rate which will produce sufficient revenues to meet those expenses.

 

According to the Water Board, in establishing water and sewer rates, it seeks to achieve the following objectives:


Sufficient revenues must be raised and charges and other sources of revenue in order to satisfy the revenue requirements of the Water System and the Wastewater System.

 


Rates and charges should be equitable and fair, in the sense that charges levied on different users reflect, as closely as practicable, the costs incurred in providing water and wastewater services.

 


The rate structure, both present and long term, should provide a reasonably stable and predictable flow of revenue.

 


The rate structure should be relatively simple and easy to administer.

 


The rate structure should be understandable to the customer.


The rate structure should encourage water conservation.


On July 1, 2007, the Water Board adopted an 11.5% increase in water rates for Fiscal 2008, following public hearings in each borough.
 This represents an increase of 1.6 percentage points over the previous fiscal year and an increase of 6.9 percentage points above the average annual rate increase of 4.6% for the period extending from 1996 to 2006 (including the year 1996).
 The factors contributing to such increase include increases in System operation and maintenance costs, decreases in water consumption, and recent expansion of the capital improvement system.
 Some of the capital projects contained in the capital improvement program include: $5.8 billion to upgrade water pollution control plants, $3 billion to protect Upstate watersheds, $1.6 billion to build a filtration plant for Croton Water System, and $1.5 billion to decrease the amount of raw sewage flows into the harbor from combined sewer flows.
 


Despite the sizeable 11.5% rate increase adopted by the Water Board in July of this year, the Water Board has proposed a Fiscal 2008 mid-year rate increase.
 According to the Water Board, revenues are tracking 7% below budget (as of October 2007) as a result of greater than forecasted account delinquencies; thus, the Water Board has acknowledged that it is looking to propose an 18% mid-year rate increase to cover the $200 million anticipated shortfall in revenue in the second half of Fiscal 2008.
 



3. DEP




DEP operates and maintains the water system for the Water Board and bills the System customers on behalf of the Water Board. Approximately 95% of the DEP’s revenue stream is obtained through water and sewer rates incurred by consumers of the City’s drinking water supply, while the remaining 5% is tax levied.  The revenue collected by the DEP covers the operation, maintenance and other costs associated with the day-to-day workings of the City’s water and sewer systems.  The day-to-day workings include, among other things, the costs associated with security, property taxes paid to upstate communities on watershed lands, operating expenses, Federal and State mandates, interest payments on bonds, capital plans, water delivery and wastewater management.  



a. Water Metering

Most properties are billed based upon on-premise consumption, which is measured by a water meter at the head of the water service pipe, where it enters the building.
   ConEdison meter readers read DEP water meters from a remote reading device that is normally affixed to the front outside wall of a building.

Each property connected to the System should have at least one account which details the method of billing, and is usually mailed to the property owner quarterly.
  Most small property in the City is now billed on metered usage as measured by the water meter on the property.
 Water meters are generally read once every three months by a meter reader, and a bill is usually issued 4 to 8 days later.
 There are some properties that are still billed annually (once a year on July 1st).
 These are called ‘Fiscal Bills’, and DEP calls this method of billing ‘frontage.’
 

If the bill is dated July 1, it is most likely a Fiscal Bill, which is based upon the property’s physical features, and the number of ‘water using’ fixtures.
 On a bill, these would be listed in order and show the type of feature/fixture; the number of fixtures; the time period covered; the water charge for that feature/fixture; and immediately under the water charge, is the sewer charge.

If the bill is not dated July 1, it is most likely a meter-based bill that uses the consumption recorded on the meter since the last billing to calculate the amount due.
 This type of bill displays the following information:

· meter identification number;

· the date of the last meter reading, then the date of the most recent meter reading;

· the number of days in that period;

· the ‘type’ of meter reading the bill is based upon (an estimated or actual bill); and

· consumption usage in ‘cubic feet’ for the time period, rounded up to ‘100 cubic foot units’.

While the content of the bill is extremely informative, the presentation and organization of the data on the bill, often compacted on a single page in very small font, makes it difficult to read, as well as, understand by the average customer. 


Estimated Bills
An estimated bill may be issued if the meter reader cannot obtain a meter reading from the remote device or meter.
  DEP issues an estimated bill (bill calculated based upon an average of previous bills) if the meter reader cannot obtain access to the meter, or obtains a reading that does not match or fall in line with the history of readings on the account.
   According to DEP, if the meter reader is unable to get an actual meter reading for several successive billing cycles, a DEP Water Inspector may visit the property to try and check on the condition of the remote device and the meter.
  

As previously mentioned, estimated bills are based on the average of previous bills. This poses a problem because, among other things, the amount of water usage during one 3-month billing period is often season dependent.  In other words, water consumption may be greater in the summer months due to increased heat, than in the winter months because there is a higher likelihood that customers will water their lawn more frequently, wash their vehicles in their yard, or have a number of outdoor activities, where water will be needed.   Certainly, if there were an increase in water usage during a 3-month billing period in July, August, and September, preparing an estimated bill in December based on the previous billing period, would result in an overestimated bill.

The Water Authority of Western Nassau County (“WAWNC”), as well as other counties throughout the State, considers several factors when preparing an estimated bill, including the past actual water usage (similar to DEP), as well as the season that period falls in.
   Therefore, instead of averaging past bills, WAWNC estimates usage based on past bills during the same season or billing cycle in prior years. 


Automatic Meter Reading Services 
Generally, Automatic Meter Reading (AMR) technology is the process of reading water via a modem.
  Reports based on AMRs provide detailed information regarding consumption, actual reads and costs from the entire premise meter to individual meters for both commercial and residential units.
  Water meters that are billed by the DEP will have the data directly inputted into the DEP system, thereby eliminating erroneous billing caused by human error, as well as reliance on estimated bills.
 

An AMR is a small device that is attached to the water meter.
  It automatically reads the water reading and transmits this data to a computer-equipped vehicle.
 Thus, AMRs allows direct communication between the water and DEP---without the input of information. In contrast, if AMR technology is not available, a meter reader will personally obtain the reading and DEP will manually enter the data obtained by the meter reader. 
  

DEP is currently piloting two AMR technologies.
  Currently, DEP does not have a vendor for a city-wide fixed network AMR system, but according to DEP, installation of radio transmitters on existing meters will occur between 2008-2011 (discussed below).


b. Water Bill Collection
Since taking over the responsibility for water billing from the Department of Finance in 1995, DEP has been plagued by inaccurate and ineffective billing, a lower-than-expected rate of collection of delinquent monies owed on water bills and poor customer service.
 Today, the nature of the billing errors include, but are not limited to double billing, dramatic increases in billing, the issuance of bills to the wrong address, the issuance of estimated bills to metered customers and the issuance of bills to properties awaiting DEP repair. A review of the City’s water records by The New York Times determined that “[w]hat efforts the city has made to collect on thousands of water debts have been made all the more difficult by a broken record-keeping system that even city officials cannot make sense of. Meters that were installed were never read. Buildings that were demolished over the years continued to receive bills. And water use that would have taken a century to run up was billed to one customer in a single year.”
 Even Deputy Mayor Daniel Doctoroff acknowledged that the City “could not be proud of a billing and collection system with such ‘long standing and deeply ingrained’ problems.”

As a result, DEP’s collection rate is 87 percent compared to other cities, such as Chicago, Dallas, Boston and Philadelphia, where the collection rate is more than 95 percent.
 DEP has testified on a number of occasions on the causes for these shortcomings.
 First, DEP relies too heavily on estimated bills, as opposed to bills based on the actual reading of meters.
  This problem occurs primarily because of blocked meters and not lack of access to homes.
 Most large cities read approximately 95% of the meters, while the City reads only about 85%.
 In addition, many cities have the technology in place to read meters electronically, which makes estimated bills nearly non-existent. 
A second factor contributing to lower-than-expected bill collection rates, according to DEP, is problems with the bills themselves.
 In the past, bills have been difficult to read, are oftentimes hard to understand, and have been sent to the wrong address.
 Due to unclear billing, problems such as hidden leaks go undetected for quite some time ultimately resulting in a bill that is extremely high.
  A third factor contributing to under collection relates to inadequacies at the BCS’ customer call center.
 Extremely long peak call waiting periods due to lack of staff, an inability of staff to answer most questions or solve problems, and poor management structure all exacerbate bill collection problems and frustrate customers trying to understand their bills, pay their balances, or otherwise engage the DEP.  

The last factor contributing to under collection is the Department’s inability to collect overdue bills effectively. Currently, DEP relies on the following enforcement tools to recover past-due revenue: service termination (available for some accounts, not all), dunning notice, low and high volume outbound calling, and the sale of water and sewer liens.
 However, DEP’s authority to sell water and sewer liens has been suspended since August 31, 2006.
 Pursuant to Section 11-319 of the Administrative Code, which sunset on August 31, 2006, the liens on real property tax class one properties and In order for Tax Class 1 properites , class two2 co-ops and condos are eligible for lien sales with a minimum of three 3 years in arrears on property taxes only.  Class two rental properties, class three utility properties and class four commercial and industrial properties are eligible for lien sales with a minimum of one year in arrears on property taxes.
 If the properties have other outstanding liens, like water and sewer charges, those liens are included in lien sales.
  However, a Lloophole in the law allows class one properties and class two1, 2 co-ops and condos to get out of the lien sale by paying up property taxes only, even if there are have outstanding water and sewer liens.  The loophole was closed for class two rentals and class three properties.
 Loophole closed for class 2 rentals and class 3 properties (utilities). (I need to check the law lang for loophole closer.)The tax lien legislation was amended in 2001 to permit theThe City is permitted to sell stand alone water and sewer liens that are a minimum of one year in arrears on class four 4 properties only.
 

DEP Testimony- December 13, 2006
On December 13, 2006, the City Council’s Environmental Protection Committee held an oversight hearing on the progress the DEP had made on resolving some of the problems described above. DEP Commissioner Emily Lloyd testified that the Department was still in the process of trying to achieve accurate records of water use, providing helpful customer service, providing clear and informative billing, and carrying out effective collection practices.
 In order to meet the first objective, DEP was trying to increase the number of actual meter reads. At the time of the testimony, the Commissioner stated that Con Edison was doing the meter reads that included approximately 84% of all meter reads
. The goal at the time of the hearing was 90% and to be able to switch over to automated meter reading by 2010.
 DEP’s ability to do AMR would most likely demonstrate a dramatic drop in complaints and disputes and ensure customer confidence in the read.
 

In regards to customer service, DEP was planning to focus its efforts on the timely resolution of customer concerns, restructuring the flow of calls to reduce wait time, establish standard operating procedures, and identifying and evaluating ways to do dispute resolution.
 

In the area of effective billing and collections, the Department was trying to address the issue of old unpaid balances. In December 2006, 21,000 accounts were more than 2 years old with a total outstanding balance of $231 million.
 In order to reduce this amount, DEP stated that it would be required to utilize the following enforcement mechanisms more aggressively: payment agreements, additional mailings on overdue notices, and stand alone lien sales.
 

To meet the Department’s last objective, to provide clear and informative billing, the Commissioner testified that she would like to have the bills be “as clear as a credit card bill that you can really track through all the information.”
 The Department’s goal to provide this type of billing was June of 2007. 

To help with restructuring, identifying additional problems, overhauling the Department and to assuage negative media attention, Commissioner Lloyd testified that the Department had hired the consulting company, Booz Allen Hamilton, to “look[] at the whole place top to bottom.”
 

Booz Allen Hamilton Report
In January 2007, DEP engaged Booz Allen to analyze its Bureau of Customer Service (“BCS”) operations, make recommendations, and implement key process improvements. In the Summer of 2007, Booz Allen Hamilton, issued its findings titled “NYC DEP Bureau of Customer Services (BCS) Best Practices Customer Service Model Design Project Report” (the “Report”). The Report is to “serve as a tool for DEP managers” and help transform every major operating and customer service bureau within the bureau.
 The Report is broken down into the following areas: customer service, revenue collection, systems and technology, future organization and next steps.  

1.Customer Service
BCS customer communication channels include the telephone, borough based customer service walk-in centers, a website, and annual or quarterly bills sent via mail. According to the Report, all of these channels have been redesigned or are in the progress of being redesigned.
 For example, in the last 18 months, DEP has extended the hours of the call center thereby dramatically reducing wait time; laid the planning needed for the City’s conversion to AMR
 (as discussed, AMR will allow DEP to obtain and provide more accurate information to customers); achieved a 41 percent reduction in the time for written correspondence; and reorganized staff.

Currently, the biggest customer service challenges still facing the Department are:  1) a lack of standard operating procedures that are uniform and clearly understood; 2) policies and procedures are still executed inconsistently by customer service representatives; and 3) the lack of a quality monitoring program and training program for new hires.  To address some of these challenges, the Report recommended that DEP implement uniform standard operating procedures, restructure customer self-help areas (such as the Department’s website and automated phone system), redefine roles and responsibilities of staff, and provide quality monitoring and training programs.
 


Another issue relating to customer service is the difficulty of understanding DEP water bills. The bills have not been updated in more than 10 years and are difficult to understand and read.
 To better communicate key information to the broadest range of customers, Booz Allen Hamilton recommended changes to the bills using industry best practices.
 These changes would affect the current design, layout, content, and payment options of the bills in hopes of reducing inquiries related to the bills and providing a better understanding of water use.   

2. Revenue Collection

Revenue collection encompasses both recovering past due bills and preventing accounts from becoming past due. Since the introduction of metered service, DEP’s past due accounts have exceeded industry standard levels in amount and age. Booz Allen found that DEP has limited collections strategies to be effective in its revenue recovery activities and recommended enhancing or adopting the following collection strategies: stand alone lien sales, service terminations, payment incentive programs, dunning notices, and high and low volume outbound calling.
  

As .  Class 2 rentals, class 3 and class 4 properties that are a min of one year in arrears on property taxes are eligibleof February 20, 2007, DEP’s total delinquent balance was nearly $590 million.
  Of that amount, $273 million was owed by class one residential properties, $213 million by class two properties, and the remaining $104 million by class three and four properties.
  Multi-family walk-up apartments owed more than $100 million of class two’s outstanding balance.
  However, of the total outstanding balance, $160 million is from about 178,000 accounts less than one year in arrears.  The number of overdue accounts with outstanding bills that are between one and five years old drops significantly to 55,000, representing $256 million in delinquent balances.  The remaining $174 million is made up of 9,400 accounts that are overdue for more than five years.
  The average balance for this group is $17,168 compared to the average balance of $1,720 for accounts that are less than five years in arrears.  

  
Residential properties with outstanding water and sewer balances are concentrated in certain neighborhoods.  Attached to the Committee Report are two lists, one of class one properties and the second of class two multi-family properties, showing the number of delinquent water and sewer accounts that are more than six months in arrears with balances of more than $5,000.
  Both lists are sorted by Council District, and in descending order by districts with the most liens.  The data is from the Department of Environmental Protection, Bureau of Customer Service, and includes balances as of October 1, 2006.  

It is highly unlikely that DEP will be able to collect much of the delinquent amounts that are more than five years overdue, and the risk associated with collecting on these accounts may make them unlikely candidates for inclusion in lien sales.  In fact, DEP has estimated that it will collect as much as $133 million if legislation were passed that authorized stand-alone lien sales on residential property, but the amount is based on accounts that are less than five years in arrears.
 This would be a one-time bump up in collections, and revenue from stand-alone residential water and sewer lien sales would drop considerably in future lien sales.   This estimate may be unduly optimistic for the initial sale because lien legislation has required three years in tax arrears before the liens on class one properties and class two co-ops and condos are permitted to be sold.      

In addition to analyzing the effectiveness of stand alone lien sales, the Report reviewed other cities’ water utility collections strategies. To effectively collect outstanding bills, Washington D.C., Chicago, Boston, and Philadelphia utilize service termination and stand alone lien sales for all accounts; Washington D.C. and Chicago use autoDialer; and Washington D.C., Chicago and Philadelphia also use third party collections and multi-lingual collections notices.
   

The Report recommended the following enforcement methods for debt less than 5 years on the following timeline: low volume outbound calling (person to person)- less than 6 months; high volume outbound calling (autoDialer)- less than 6 months; dunning notice- less than 6 months; payment incentive program- less than 6 months; service termination- less than 6 months; and stand alone lien sales- more than 6 months.   Utilizing these strategies could help DEP recover 25-35% in past due accounts receivable (for those accounts which have not been outstanding for more than 5 years).
 


3. Systems and Technology

The Report found that some of the service delivery channels (phone, website and walk-in centers) do not help BCS deliver on its mission and goals and need to be updated. For example, 90 percent of all customer inquiries require a live customer service representative.
 The cost to provide this type of service ranks among the most expensive when compared to alternatives such as recorded messages and website access.
 To address systems and technology issues, the Report recommended implementing more self-service channels (e.g., the ability to allow customers to access their accounts on-line), provide standard operating procedures for inquiry responses, and implement an IT governance process.
   


4. Organization and next steps


Booz Allen is working with DEP to create a new organizational structure that combines industry best practices and employee feedback with a focus on customers. The consulting firm benchmarked BCS against other municipal water utilities to develop recommendations. To ensure DEP implements the recommendations effectively and efficiently, Booz Allen is developing roadmaps and timelines for the Department.   

The purpose of this oversight hearing is to determine the progress DEP has made in the past 18 months on customer service, billing practices and collection performance and how they plan to tackle the problems identified in the Report and implement the recommendations made by Booz Allen.
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