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Praise for Stop the Retirement Rip-off

“401(k) plans are costly, inefficient clunkers. Fortunately, there is a way out, and Loeper’s book provides us a great map.”

—Evan Cooper, Senior Managing Editor of Investment News

“If you want to know what’s lurking inside of your 401(k), read this book.”

—John F. Wasik, author of The Merchant of Power and Bloomberg News columnist

“Loeper’s new book shows plan participants how to actually do something about these [401(k)] costs.”

—W. Scott Simon, J.D., CFP®, AIFA®, author of The Prudent Investor Act: A Guide to Understanding

“This book should spur an entire new industry of 401(k) police . . . This is just too important an issue to be ignored.”

—Len Reinhart, Former President of Lockwood Advisors (an affiliate of Pershing) and Past President of Smith Barney Consulting Group
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This book is dedicated to my children, Brian and Megan. I am incredibly proud of both of you for the unique personal qualities you possess. Remember, it is your life and to be happy you need to fearlessly pursue your passions. You have but one life, and it is up to you to make the most of it. Don’t let anyone push you around or tell you how you should live YOUR life!





“I swear by my life, and my love of it, that I will never live for the sake of another man, nor ask another to live for the sake of mine.”

—Ayn Rand, Atlas Shrugged




Preface

Over the last 20 years or so, there has been a major shift in the retirement plans that companies offer their employees. Your parents were probably covered by a pension plan (specifically, a defined-benefit pension plan) where the company guaranteed a certain fixed lifetime income (the “defined benefit”). Upon retirement, this would provide an ongoing retirement paycheck throughout their lives. Such plans have become less and less popular among employers because the guaranteed benefits cost the company a lot of money.

Employers have increasingly switched to 401(k), 457, and 403(b) plans (collectively known as participant-directed retirement plans), which transfer the risk of the ultimate retirement benefit (along with most of the other expenses) to employees. Such plans have been around for quite some time but were initially not very popular. Employers loved these participant-directed plans, though, because instead of the employer guaranteeing a specific benefit (and paying for 100 percent of the cost of the benefit as in many older pension plans), the employer could move both the costs and risk to its employees. Despite this, these types of retirement plans gained in popularity among employees as well, influenced partially by the high market returns some of the mutual funds experienced. Also, many companies that previously could not have afforded the cost or risk of a traditional pension plan could afford to offer a participant-directed retirement plan, since the employees carried the burden of most expenses and all of the risk. Thus, many small companies that never would have had any retirement plan at all started these retirement plans in an attempt to compete with larger employers’ benefit plans. Even though the employee was assuming 100 percent of the investment risk, 100 percent of the retirement benefit risk, and, in many cases, most of the cost in the form of annual contributions (most participant-directed retirement plans have some matching contribution by the employer), the flexibility of these plans ultimately made them attractive to some employees.

There is nothing wrong with an employer trying to reduce its share of the costs of retirement benefits by moving to these plans. After all, if your employer doesn’t pay attention to its costs, it won’t be in business for long! Such retirement benefit plans are offered by employers in order to be competitive in recruiting talent and having employees perceive a positive benefit to encourage them to stay with the company. Therefore, your employer’s goal is to offer the greatest benefit as perceived by employees and recruits at the lowest cost to the company. This is Economics 101. A retirement plan with participant direction and funding (such as 401(k), 403(b), and 457 plans1) fits the bill perfectly today, because employees view them in a positive light while generally bearing most of the costs and risks and saving the company a mountain of expenses.

Throughout this book, whenever I use the term 401(k) plan, it is also meant to cover 457 and 403(b) plans as well, even if they are not specifically mentioned. However, if there are differences applicable between these types of plans, they will be highlighted and spelled out for you.

As mentioned, when 401(k) plans first came out, they were not viewed as positively by employees as they are today. (Although the bear market in 2008 through early 2009 has had many participants change that view.) Many large companies were slow to move to 401(k) plans because of the revolt from employees. That might be hard to imagine today when it is expected that a company will offer a 401(k) plan, and such plans are normally viewed as a positive benefit to employees. But back when most employees were covered by pension plans, the companies that attempted to switch to a 401(k) plan often froze the benefits in their existing pension plans and offered employees these new 401(k) plans instead. As you might imagine, these employers experienced a fair number of complaints from their employees. At the time, the existing employees covered by the old pension plan realized that with the new 401(k), they were taking on the investment risk, the benefit risk, and most of the cost and expenses. It seemed like a rip-off when compared to the old pension plan in which the employer carried all of the risks and expense.

However, over time, more and more employers were able to pull off this switch, and as new people—who never had the safety of a pension plan guarantee—entered the workforce, the 401(k) became an expected, popular benefit. Also, remember that because the cost and risk to the employer is practically nothing, or at least very small relative to older types of retirement plans, many more companies that would not have offered any retirement plan at all under previous rules now found themselves in a position to offer a retirement plan to their employees.

So that is where we are today. There is more than $3 trillion in 401(k) plans covering more than 47 million employees and well more than $1 trillion in 403(b) and 457 plans covering millions more. Odds are that you—and if married, your spouse or both of you—participate in such plans. More than 600,000 employers offer these plans, meaning that a retirement benefit program is no longer just for large public companies, as was generally the case in the past. There are fewer than 6,000 public companies in the United States, which means that more than 98 percent of these 401(k) plans are offered by smaller, privately held companies.

Over the past 20 years, employers have been able to dramatically reduce their benefit costs and risks and transfer most of these to their employees, and they have done so with their employees generally being happy about it! If you are happy, the person sitting in the cube or office next to you is happy, and your employer is happy, shouldn’t we just all lock arms and sing “Kumbaya”?

The Rip-off YOU CAN FIX

Complacency and the general euphoria employers and employees alike have with their retirement plans have created a massive opportunity for product vendors to excessively profit from your retirement savings.

This is not someone crying wolf. A study by the Center for Retirement Research at Boston College noted, “The bottom line is that over the period 1988 to 2004 defined-benefit plans outperformed 401(k) plans by one percentage point. This outcome occurred despite the fact that 401(k) plans held a higher portion of their assets in equities during the bull market of the 1990s.”

Since you are bearing all of the risks in your 401(k), what does this 1 percent cost YOU? All things being equal, except this extra 1 percent cost, you may be surprised to find that the price to your lifestyle is HUGE.

For example, if you are 40 years old with $75,000 in your 401(k) plan, and you are earning $50,000 a year, contributing 10 percent with a 50 percent match by your employer, and planning on retiring at age 65 with the hope of a $32,000 annual retirement income, this 1 percent excess expense can cost you any one of the following:


	A 90 percent chance that this excess cost will reduce your retirement fund at age 65 by somewhere from $100,000 to $700,000

	Working three more years to age 68

	Working an extra hour every day for 25 years until age 65

	Living on 22 percent less than you desired ($25,000 instead of $32,000)

	Accepting a 72 percent greater chance of outliving your resources (31 percent versus 18 percent)

	Increasing your annual savings by 80 percent from $5,000 (10 percent) to $9,000 (18 percent)



There is a reason why you are bearing this burden, and it DOES NOT generally have to do with your employer saving money on the costs of offering you a retirement plan. Your employer wants you to perceive a positive benefit from the 401(k) plan it offers. If you and your neighbor in the next cube both perceive the 401(k) plan as an attractive benefit, then your employer has done its job, even if you are getting “taken” to the tune of more than $100,000!

Fixing This Is Up to You!

How would you spend an extra $4,000 a year for the next 25 years? How much more secure would your retirement be with an extra $100,000 or more? How much more time could you spend at your family dinner table if you could work an hour less each day? What would you do in retirement with an extra $7,000 every year? What would you do in retirement if you could retire three years earlier? THIS is the price of complacency to many retirement plan participants.

In the old days of defined-benefit plans, your employer assumed the burden of all of the risks and all of the expenses, and those employers that still offer such plans still carry that burden. Back then, and today as well, employers who accepted the risks and carried the expense of a defined-benefit plan bore a huge incentive to reduce the costs, because THEY would get the benefit of doing so. The benefit they promised was fixed, the variable of the COST of that benefit saved the company money. THEY could avoid increasing THEIR contribution for your benefit by 80 percent if they saved 1 percent in expense. That might just be the reason, or at least part of the reason, that such plans outperform 401(k) plans by 1 percent a year.

In a 401(k) plan, because YOU bear this expense, your employer has little motivation to shop for a better deal if you and your associates are content, even though it probably should be looking for that better deal in its role of a “prudent fiduciary.” This prudent fiduciary standard may be a bit different for 401(k) plans than in some 403(b) and 457 plans. Regardless, the vendors of plans in this market have no reason to compete on fees since practically no one is complaining about them.

A study by the Government Accountability Office2 commissioned by Congressman George Miller of California reported that in 2005, despite 47 million people being covered by 401(k) plans, the Labor Department received only 10 complaints about fees. If you aren’t complaining, and no one else in your company is complaining, and if your employer really doesn’t care as long as you are happy with the plan, your employer isn’t going to bear even the tiny cost of shopping for a better deal.

This is about to change though because new fee-disclosure rules are about to go into effect. The first version of this book took you through the steps needed to uncover the numerous deeply hidden fees. This version of Stop the Retirement Rip-off has been written to acknowledge the new fee disclosure rules to save you what was some fairly arduous work and focus more on higher value things that you might enjoy. The new fee disclosure rules go into effect for plan years that end beginning in 2012, meaning that if your plan’s fiscal year end is January 2012, you will start to see statements after the end of the plan year that explicitly show you how much your retirement plan is costing you. If your plan’s fiscal year falls on a calendar year, you will have to wait until early in 2013 to discover what your retirement plan is costing you. BE PREPARED FOR RETIREMENT PLAN STICKER SHOCK! Many of you will be surprised to learn that you may be paying thousands of dollars a year in fees in your retirement plan. I suspect this will create the participant revolt that is needed to get many of these ill-designed retirement plans finally fixed.

Your retirement plan is probably one of your most important future sources of financial security. This book makes it easy for you to take the steps needed to add more than $100,000 to your retirement nest egg without taking more risk or saving more money. This can allow you to improve your lifestyle, increase your benefits, identify the hidden costs, and improve your standing within your company by proactively helping your employer to take needed action.

There is no reason, other than the price of this book and a little bit of your time, why you can’t capture the opportunity to improve your lifestyle, reduce how much you need to save, retire earlier, or work less. Isn’t $100,000 worth a few hours of your time?

1401(k) plans are sponsored by companies; 403(b) plans are generally for educators, such as teachers and administrators; and 457 plans are for government workers, such as police and fire department employees.

2U.S. Government Accountability Office, “Private Pensions: Changes Needed to Provide 401(k) Plan Participants and the Department of Labor Better Information on Fees,” GAO-07–2, 1 November 2006, p. 21.
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Introduction

Make the Most of Your Life!

When the first version of this book was released in 2009, much of the content was dedicated to mapping out the steps you would need to take to sort your way through the maze of hidden documents to uncover the outrageous hidden expenses that exist in a majority of participant-directed retirement plans like 401(k) plans (generally corporate retirement plans), 403(b) plans (generally education, healthcare, and other non-profit employee plans), and 457 plans (generally local government plans).

The vast majority of retirement-plan participants, as of this writing, still do not know how much of their retirement savings are being skimmed away (or perhaps “scooped” would be a more appropriate word since the word “skimming” discounts the extent of the pillaging that is going on) and how the unscrupulous product vendors have been arduously working and lobbying to keep these expenses hidden from you. Despite the vendors’ efforts, this is about to change because new fee-disclosure regulations are going into effect beginning in 2012.

The new fee-disclosure regulations will apply to all corporate and many 403(b) plans after their 2012 fiscal year end. This means that participants in these types of plans will actually be getting relatively clear and concise disclosures about their real total costs beginning in February 2012, for plans that have fiscal year ends of January 2012. If your plan has a December end fiscal year, your first real full fee-disclosure statement will not come until January 2013.

I would like to think that my consumer advocacy books, other writings, and media appearances had some impact on getting these long-overdue disclosures in the hands of retirement-plan participants. Regardless of whether my efforts contributed to the new disclosures, the new regulations have created the opportunity to rewrite this book to eliminate the soon-to-be-unnecessary content about how to ferret through your expenses and instead focus on some higher value content that you can act on to improve your lifestyle.

Even though your retirement expenses will be disclosed to you in the coming years, and many people will be shocked to discover what they are actually paying, this doesn’t mean that your employer will necessarily take the steps needed to improve your retirement plan to eliminate needless and wasted expenses. So the content in Chapters 4 through 6 that guide you through motivating your employer to fix your retirement plan without sounding like a complainer is still applicable. The new disclosures just make this job a lot easier for you and your co-workers and my suggestions there have been updated to recognize this.

Additionally I’ve added new content for participants that will not benefit from these new disclosure regulations (some 403(b) and most 457 plans), added new up-to-date content covering new resources that are available to you, added additional educational content about how you can protect yourself from vendors and your employer, as well as some valuable educational content about the choices you have about how you can make the most of your life.

It is important to note that not all retirement plans have excessive fees, but if the company you work for has fewer than 1,000 employees, or if you are in a 457 or 403(b) plan, the odds are high that you are paying them. It is currently still difficult to figure out what you are really paying but soon the new disclosures (for many participants) will make it as easy as reading your statement and looking for the fee disclosures.

Chapter 1 will expose to you why fees matter. The expenses scooped out of your retirement assets matter a lot and unlike so much of the rest of retirement investing that has so much uncertainty, fees are 100 percent certain. For most participants (especially if you take the steps needed to get your employer to fix your plan as outlined in this book) fees are something that you can control with certainty and the price to your lifestyle of evading this responsibility could cost you thousands or even a million dollars or more!

Chapter 2 outlines the litany of expenses that might be dragging down your retirement assets. Most (but not all) of these expenses will be disclosed to you when the new disclosures go into effect for your plan (after fiscal plan years ending in 2012) so you will no longer need to expend the effort to hunt them down. But, you should understand what the supposed purpose of these expenses is to help you be more effective in your conversations with your employer. This is important because the employer may have been convinced by a product vendor that all participants put a value on whatever sizzle they are selling, when the reality might be that few participants put a value on it and the expense of that needless “service,” “feature,” or “option” drags down everyone’s assets, including all of those who don’t want it. Being informed to discuss with your employer that, for example, you don’t appreciate being forced to buy insurance you do not need is helpful in getting your employer to take action to reduce the expenses you are being forced to pay.

In Chapter 3, you learn about the uncertainty of the markets and the impact of certain fees and how together they impact the quality of your lifestyle both now and in retirement. We will also expose how the typical advisor and retirement planning tools are designed to scare and guilt you into needlessly sacrificing your lifestyle (is that a service you want to pay for???). Additionally, since many plan participants are already in some pretty decent-quality retirement plans, we will expose to you when the excess costs are too insignificant to bother rocking the boat with your employer which will enable you to skip some of the chapters and move on to higher value things you can do to make the most of your life. However, our example in the preface showed how a typical 40-year-old middle-class participant (with $75,000 in his 401(k) and saving $5,000 a year) had a 90 percent chance of adding anywhere from $100,000 to more than $700,000 to his retirement fund by finishing the steps in this book. In reality, the cost savings and benefits could be far greater. So, Chapter 3 will show some examples of the price to your lifestyle at various ages and contribution levels, so you can see if it is worth going any further. You will also see what the benefits might be to improving your lifestyle if you are successful in getting your employer to improve your retirement plan.

Chapter 4 introduces you to how to approach your employer by Complaining without Sounding Like a Complainer. Let’s assume you, like millions of other Americans, find out in the new disclosures you will be receiving starting sometime in 2012 or 2013 that it is worthwhile to take the next step because your retirement plan is costing you absurd amounts of excess fees. You also will have discovered that these excess fees carry a huge cost to the lifestyle you want to live. Knowing these costs exist isn’t going to change things unless you take action. You might view yourself as just a cog in the company wheel, and you don’t want to “make waves” with those in command. But there are ways to correct these expenses, and, instead of being viewed as a complainer, you might actually end up being viewed as a hero in the eyes of both your bosses and your coworkers. This chapter gives you all of the secrets to fix your retirement plan in a positive and proactive manner.

If you approach your employer about the needlessly high expenses and they ignore you, as will often be the case, the subject of Chapter 5 is the next step—rallying your troops. After discovering your expenses were way too high and were materially affecting your quality of life and proactively and positively bringing it to your employer’s attention, bringing just a few of your coworkers to the cause can make the difference in getting your employer to take the steps needed to fix your broken retirement plan.

This is often needed when the distractions of day-to-day business have the “powers that be” in your company complacently ignoring your initial attempt to highlight the problem of excess expenses. Getting a copy of this book to your human resources or benefits department might be a good way to get your employer to focus on the problem. We also give you a no-cost way to help your fellow associates and coworkers join in your rally to get your employer to spend a few hours working on this problem. Your associates also will be protected from being viewed as complainers, and it generally will not take more than an e-mail and a brief discussion over the water cooler to encourage a few of your coworkers to help in the cause. Your one voice may not be enough, but if your employer receives just a couple of additional questions from other employees, it is likely your employer will wake up and take notice. If they hear one complaint, they might assume you are the only one who cares. If the employer hears three or more complaints or questions, they will assume there might be many others who have not yet complained. At this point the employer may become concerned that it is losing the positive benefit it is trying to create by sponsoring the retirement plan, and it might take action to solve the problem.

In Chapter 6, we move on to What Happens If My Employer Ignores Us? This step is the course of last resort for those of you who already as individuals and with the help of coworkers have shed light on the expenses to your employer, yet the retirement plan remains needlessly expensive. If you have figured out that your expenses are far too high, if the price to your lifestyle of these expenses is too great, if you and your associates have let your employer know about these expenses and where to go to for a solution and nothing happens, it is time to take more drastic action.

While several lawsuits have been filed against employers that ignore their fiduciary obligations and as I predicted in my book The Four Pillars of Retirement Plans, the number of lawsuits have been burgeoning in just the last couple of years, there is an easier and less disruptive way to solve the problem that will bring in the government on your side as an added bonus. The government exists only because you pay taxes to fund their activities, so this course of action, while drastic and unnecessary in most cases and a bit more adversarial than the teamwork methods shown in prior steps, might be the only way for you to get your employer to wake up and fix the problem.

Specifics are provided in Chapter 6 that explain some of the terminology of the Employee Retirement Income Security Act (ERISA), where to go, how to remain anonymous, and what you should say to put the fear of government intervention to work for your retirement. Finally, we will also explore how to overcome one of the most common defenses for using overpriced investments (past performance or performance track records) and what the real facts are about fund ratings and track records.

Once your retirement plan has been fixed and you are free of the excessive needless expenses that drag against your lifestyle, it is time to reap the rewards of your efforts. The next step—Making the Most of Your Life—is covered in Chapter 7. Your expenses now are reasonable, and the options this creates to improve your lifestyle are vast. Should you:


	Save less money?

	Plan on retiring earlier?

	Work fewer hours?

	Add a travel budget to your plan for retirement?

	Take less investment risk so that market gyrations still let you sleep at night?

	Take the vacation of your dreams?

	Leave a bequest to your church or school?

	Buy the new sports car you have always dreamed about?

	Pay off credit card bills?

	Send your child to a private school?

	Build an addition on your house?

	Help your elderly parents improve their lifestyle?

	Upgrade the way you pursue your hobby?

	Buy a vacation home?



While this list of options just scratches the surface of the choices you have, if your retirement plan is costing you too much, then executing the steps outlined in this book will enable some (maybe many) of your dreams for a better life to confidently become a reality. While it may seem too good to be true, any one of these goals (or any others you might have that are not on the list) might be achievable if you can move the expenses of your retirement plan to your pocket, instead of an investment product vendor’s pocket.

This Is Why It Is So Important for You to Take the Steps Needed to Improve Your Retirement Plan!

You might be skeptical that saving 1 percent in expenses in your retirement accounts could produce options like these to improve your lifestyle. A quick calculation for our sample middle-class American with $75,000 in his 401(k) would infer that the benefit of saving 1 percent in fees is worth only $750 a year. But remember that this person is contributing 10 percent of his income ($5,000 a year), and his employer is matching an additional $2,500 so that the $75,000 balance will likely accumulate to far more money in the coming year. In fact, if he earns 7 percent on his $75,000, a year later his retirement plan would be worth $87,750. His investment may have grown by 7 percent but his excess fees grew from $750 to $877 because of the growth in assets and additional contributions. That is a 16.9 percent increase in fees!

Think about the way compound interest works. In 10 or 20 years, your 401(k) could easily be worth $250,000 to more than $1 million! An extra 1 percent expense at that point could cost you $2,500 to more than $10,000 a year! If your fees are growing by more than twice the rate you are growing your investments, this will clearly compound into some serious money.

The severe market declines we experienced in 2008, often cited as being “unprecedented,” are actually a reality of the capital markets and should be planned for because no one knows when such markets might occur. All investments have risk. Just in the past few years, we’ve seen equities experience 40 percent losses, gold decline by 30 percent (only to rebound to new highs as of this writing), oil decline by 50 percent from record closing prices, then again rebounding and declining again in spring of 2011, and of course the five-plus-year bear market in residential real estate with losses approaching 50 percent or more in some areas. With such declines randomly occurring without warning, it might seem there is nowhere one could hide. These market gyrations should really be expected, and the uncertainty should be planned for, measured, and monitored in modeling our retirement lifestyle. It is easy for us to become complacent when long periods of time pass without such devastating markets, and this creates false confidence or over confidence that sometimes results in reckless decisions. Experiencing the pain of these losses sometimes has the opposite emotional effect of becoming excessively fearful. Just as the emotions of overconfidence result in reckless decisions to ignore risk, the emotions of loss cause us to make reckless decisions to avoid risk and those emotions are exploited by product vendors peddling guarantees. A new Chapter 9 shows us that there is no free lunch and those emotional guarantees that are sold by exploiting your emotional fears also have a price.

Understand both sides of the equation, objectively and free of product marketing spin designed to exploit emotion instead of reason. For example, the bear market of 1973 through 1974 had the stock market declining by almost 50 percent. In the crash of 1929, with the ensuing Great Depression, total stock market losses over several years were even worse. These are the realities of the markets and you can choose to ignore the risk of these environments to your lifestyle, or you can plan for them and model allocations and simulations that prepare you for these markets in advance like we do with all of our clients. Since your investments will go up and down over time but will grow in the long run, your contributions each year will become a smaller percentage of your total account balances, reducing the percentage growth in your fees while increasing the dollar expense of excessive fees. There are a lot of uncertainties in the markets, your goals, and what you personally value, and also a lot of choices of how you can “spend the dividend” you get by taking the steps needed to fix your retirement plan.

Chapter 7 walks you through the process that you and your spouse or partner can go through to figure out how and on what you can confidently use the “expense saving dividend” benefit of your repaired retirement plan. Without this step, you really won’t realize the benefits of the first steps you took to get your retirement plan fixed.

Your assets (and their expenses), allocation choices, goals, dreams, priorities, and how you personally value each of these items are inextricably connected. The bottom line is that while you may have fixed the problem of paying needless expenses by taking the first few steps, you may still be saving too much, working too long, vacationing too little, or merely compromising something you value to achieve something you do not value as much. The real payoff comes from making informed choices about what makes the most sense for what you personally value.

How do you know if you are making an informed choice? How do you choose an asset-allocation strategy? How can you tell whether your adviser is conflicted or is helping you make the most of your life? What questions should you ask? How can you select investments that avoid needless expenses and risk? Fixing the expenses in your retirement plan is not going to improve your life if the advice you get is conflicted, you have a poor asset allocation, or you choose investments that expose you to unnecessary risks. If you want to learn more about all of the conflicts that exist throughout the financial services industry as well as the media and web sites, you may want to pick up a copy of my book, Stop the Investing Rip-off, Second Edition ( John Wiley & Sons, Inc., 2012). It could be a handy reference guide for you. It covers, in much more detail than we can cover within the topic of this book, the details of the conflicts that are present, the parts of the sales pitches you don’t hear but need to know, and the specific questions to ask any vendor of financial products or services in order to protect yourself. Some key issues are covered in this book, though.

Finally, to truly make the most of your life, this initial process of making informed choices cannot be a one-time event. To make the most of your life it needs to become a continuous process responding to the changes in your life, your values, your priorities, and the markets. We call this continuous life relative advice “Wealthcare,” and our process is so unique it actually has been patented. How this process works and the benefits to improving your lifestyle are explored along with several helpful tools enabling you to implement choices in Chapter 8. Fixing your retirement plan may be a one-time event, but making the most of the only life you have should be a continuous process.
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