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SUBJECT: Audit of the ASEAN Coastal Resources Management 
Project, Manila, P:lilippines - Project No. 498·~0286 
Audit Report No. 2-498-89-03 

This report presents the re~)ults of audit of the [\:;:iociation 
of South East Asian Nations (MSEAN) Coastal Reso~rces 
Management Project conducted in the Philippines. lhe report 
contains two recommendations which will require action by 
your office. Please advise me within 30 daiS of any actions 
taken or planned to implement the resommend3tions in this 
report. 

I appreciate the cooperation 2nd courtesy extsnde~ to my 
staff during the audit. 

~ackgroun~ 

The purpose of the ASEA~ Coastal Resources Management 
Project was to help develop improved technical and 
institutional approaches for managing living coastal 
resource sys terns in the ASEAN countries. Trle project 1 s main 
components were resource assessment, planning and research 
and information dissemination and training. The 
International Center for Living Aquatic Resources Management 
(ICLARM) was designated as the agency responsible for 
coordinating and technically supporting the project by 
receiving and channeling grant funds to each implementing 
agency for approved activities. ICLARM is a private, 
not-far-profit, scientiFic age0cy based in Manila. 
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The A • I • D • 9 ran t t 0 Ie L A R t-.l was s i 9 n c: don 'cHl 9 U~; t 30, 19 E3 5 and 
specified a Project Assistance Completion Date of December 
31, 1989. A.I.D. provided $5 million in grant funding for 
the development of site-specific coastal management plans, 
training and information dissemination anci technical support 
to regional 3ctivitlE:s. Ttlrough AprIl '88, !l.T.D. had 
expended approximately $2.G million. The ~~EAN counterpart 
contribution was to be $1.8 million, primarily for operating 
and support costs. 

The Office of 
Audit/Manila made 
Coastal Resources 
objectives of the 
project objectives 
monitoring practices 

the Regicnal Inspector General for 
a progran! r2:~ul ts auc.Ht C'f the ASEAN 

Management ProJect. Tne specific 
audit were to determine whether (1) 

:nana gernen t 
w ere d (j t: q u~} t (~ " 

The audit included a review of project files and financial 
records maintained at the i'iSEAN Heglonal Devfdopment Office 
and at ICLARM. both located l~ Ma~ila! Philippines. Visits 
\"ere macie to the Department of Science and Technology, the 
implementing agency responsible f.r coordinating the 
Philippine project component, and four of its operational 
sit~s. We tested $136,188 in project expenditures, 
prirnari 1'/ equipment and fur;li t·,ire purchases 1 salaries, 
t r a vel a rJ c1 per (j i I.'; m . h ::; (] 1 5 :~ V :e: r 1 fie d the inc rem e n tal 
transfer of over $2.6 million jr: I~.LD. funds to ICLARtv1 Bnd 
subsequent release to the project implementing organiz~tions. 

The audit scope was reduced after the a~dit team reviewed 
management u::s::-'onsibi liL.!':'s at :~Ci_~}fU·l -3'<1 one imph:rnenting 
agency located in the Philippines. Factors cunsidered in 
reducing thE audit scope included (1) an A.I.D. mid-term 
evaluation report dated February 8, 1988, which favorably 
reported on the projectis ability to attain project 
objectives and pr~ised the full and active participation of 
all ASEAN countries and (2) the results of our testing of 
ICLARMls monitoring responsibilities which indicated strong 
project management. The audit was performed from May 
through July 1988 and was made in accordance with generally 
accepted government auditing standards. 

Results of Audit 

The audit determined that the project had proceeded as 
planned and that it was reasonable to assume that project 
objectives would ultimately be attained. ICLARM has 
provid~d strong project management, and internal controls 
appeared to be adequate, except as discussed below. 
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Despite stron~l project rnan,Jgelr!(:~nt anel adequate 
accountalJillty, some management areas, :3UCfl as financial 
monitoring, compliance with procurement procedures ano 
inventory practices, could be strengthened to provide better 
con t r 0 1 0 f pro j e c t ass e t s • A c cor din 9 1 Y ,Ie L rHH4 s t 10 U 1 d t a I< e 
steps to c?,tabLish separate l)ank accounts for A.I.D. funcJs 
ciisbul'sed in the Philippines t rf;:mlt to A.I.D. over $2,700 in 
interest earnen and estab1.ish prncedurc:'~J for remittin~J any 
subsequent interest earned, lU~Jo; A. 1.0. J ICLHRM and tI-Je 
Philippine Departrll(-:'nt of Science ~!nd Technology should 
establish procedures fl.il' improving project accountabi.lity 
a n 0, f' 0 r d .., C L . J. I' I- I- • , t" t 
- ,I ... ' , I me fl ~ "rllJ rn a nag e me n ~ ~1 C c.. 1. 0 n '3 r e .1 a : 1. n 9 _,0 
procurement and inv8ntory prJctices Jnd procedurS'~j. 

f' (' () i~ r r'i 1 c~ (1 V n r F 1 Y~i r~ r~ t' .. J ,) 1 r 1 ,] "'j 1 1_ 1~'. , -i t' ,] F) I CJ C :~~ :C ~-_; ff, (1 ; j t.. i~~ :~; (- c: (! c! iJ r f? S 

:~~ ~_ ~ ~, I r~i~-~:'T~.-~Ji ~ ~t~~~'~--~~h~:: (~}~~~~t~~~t~}ll:~ij,~~f~_e ~~E~~---~:~~ClreTt e i 
Oocumer)teC!. - Since 1985, f\. I,D. Jnd JCLARM hav(~ managed and 
coordinated tile use of 0 v e f $?, 6 fP j lU_ () n in accordance VI i t h 
tne terms ar·d condi tJons or till:' pruject C]rant agH:ement. 
fUthough rnanage;nent 1-)8':, tJeer) ::-,trr)fHJ) some areas of fund 
control needed to tJe improved. ~-)rcject funds rlad been 
commingled with other grante~ owned funds and over $2,700 Ih 
interest 2arned had not b~en remitted to A.I.D.; over 50 
percent of a $10,000 advanc~ Has not properly accounted for 
by the Philippine implemerlting agency; counterpart funding 
was much less than planned and 11ad not been validatedj 
pro cur em en t pro c e d U If: S 'If ere n (J t P r OJ e r 1 y doc LJ men ted nor eli d 
t he y s tn VI e v i ci e nee 0 f c 0 IT, r::; t 5. t j C) 1 i ; d 11 j 5. n 'i e n tor y r e cor d s 
wer2 incomplete. /,1ost caS2<j of (::H-,-·,~o[1ipllance were the 
res u 1 t 0 f fa i 1 u ret 0 C los e 1. y a CftH; ret CJ ex i s ti n 9 r e ~j u ]. at ion s 
and fully document managem2nt aCLiDiis. A:3 a l'2sult, furlds 
Vi erE: not a 1 way ssp e n t 1. n t rl e m (1 s t e f f L= 1. L !1 t in ann e r , 

Discussion C~~C2 

coordinated the use 
Project fUl1cjs '.vere 
participating ASEAN 

198::~ L\:.I;;C~ 

of OleI $2.6 
allocatee] by 

countriE'S f () r 
implementation of pilot site activities, 

"':: r F~ H ?!) (1 
if I project t'urlcis. 

each of tne 
design and 

Audit tests showed that ICLAR~ was a responsible 
organization and that project funds wpre well ~anaoed For 
e x amp 1 e ) r e iii! bur s e rn ('; n t v 0 U c her s tot ~ l.j~ n g '-- -, -, $1' 58 J 3 76 ' for 
various goods and services were correctly paid by A.I.D. 
Al tho ugh 0 n e v 0 U C ['I e r i :1 the a m 0 IJ n t 0 f 1; 8 2 9 Vi asp aid t hi ice l 
ICLARM immediately identified the discrepancy and corrected 
the erroneous payment. ICLARM also took advantage of 
purchase discounts, obtained waivers for goods and services 
not having their source and orilJin in tile Uilited States or 
in an ASEAN country, verified that taxes and customs duties 
were not paid from project funds and ensured that 
international air travel was done on American carriers when 
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available. Because project 
strong, addi.tional audit work 

m:'Hlagemcnt appeared to 
was not considored necessary. 

be 

Despite strong project management and (lclequate accc'mt~ 
ability, some management areas, such as financial 
monitoring, compliance with procurement procedures and 
inventory practices, could be strengthened to provide better 
control of project assets. 

The Project Grant Agreement provided that A.I.D. funds 
should not be commingled with other grantee oW'Ied or 
controlled funds. The Grantee was to deposit funds in a 
separ~te non-interest bearing bank account and make all 
disbursements from thi'; account. However I Office: of 
Management and Budget Circular A-lIO recently changed this 
provision anri required that grant recipients Inaint~in A.I.D. 
f~nds in interest bearinq accounts and refund to A.I.D. 
interest earned. -

During 1987, $555,350 in project funds were deposited int,o 
two ICLARM interest bearing savings accounts. These 
accounts includeo funds from (,ther sources and v/ere used Dy 
I C L A R t·1 top a y for v a rio LJ S pro J e c t e x pen d i t u res j nth e 
Philippines, including peso disbursements. Project 
expenditu~es from these aCcoullts during 1987 were $370.981, 
1 e a v in 9 an lj nus e d b a 1 a n ceo f $1 8 LI , 3 G 9 . 8 e c au S f? ex pen d i t lll(~ s 
did nee l<eep pace witt: depo';:;i.L;) a build up cf funds 
occurred toward the end of t987. We estimated that about 
$2,720 in interest, based on the applicable 3 percent rate, 
was earned from the unused funds during the first 6 months 
of 1988 and not remitted to A.I.D. This oversight was 
caused by A.I.D. not b~ing aware th2t project funds ~ere 
fluwing througt1 an interest bearing account. 

ICLARM officials agreed with our observations and indicated 
that in July two new accounts would be opened - a peso 
checking and a dollar savings account. The aC'counts would 
be for the exclusive use of project funds. ICLARM also 
agreed with the estimate of interest earned on the 
commingled funds and planned to issue a check for $2,720 to 
A.I.D. 

Accountability of funds disbursed by the Philippine 
implementing agency needed to be improved. A.I.D. Handbook 
19 prescribes procedures for managing the disbursement of 
A.I.D. funds. Because these procedures were not carefully 
followed, project funds were spent without proper 
accountability. In 1986, $10,000 in project funds were 
released to the Philippine Departmsnt of ~Clence and 
Technology, which was responsible for initial project 
implementation. The funds were depositEd in a non-interest 



bearing account that served as G revolving funci for project 
use. Expenses incurred thereafter were to be reimbursed by 
ICLARM on a continuous basis. From the original $10,000, 
project officials were able to provide documentation to 
sUbstantiate the expenditure of only $4,600, even though the 
entire amount had been disbursed. Project officials 
indicated that at various times several persons had served 
as National Coordinator for the project and, as a result, 
records of project disbursements were not retained. Also, a 
bank fire in 1936 may have destroyed some of the documents. 

ICLARM officials agreed ttlat Ule in-house capacity of the 
Philippine implementing agency to perform financial 
management functions \'/a5 weak) although it had tieen assumed 
during project design that each country would have ~his 
capability. In responding to our observation, the ICLARM 
Director of Administration and Finance stated that the 
in-country financial staff should have been trained, 
supervised and audited by the executing agency using proje~t 
funds. 

Accordi 1lg to tr1e grant a~lreement, participating ASEAN 
countries were to provide counterpart contributions in the 
amount of $1.75 million to the project. The Philippine and 
other participant counterpart contributions were set at 
$395,000 each, or an average of $79,000 per year. However, 
actual Philippjne contributions for ]986 and 1987 were 
$11,036 and $9,648, respectiv~lYl aT 13 percent of lhe 
agreed upon amount. 

Officials from the Philipp1ne ilnpl<:mentlng a~Jency were 
unable to provide t:,e audit team with documentation 
supporting any additional contributions. There was some 
evidence that F~ilippine counterpa;t fun~jng was not being 
provided in the amount agreed upon in the grant agreement 
and that A.I.D. was absorbing some of these costs. For 
example, A.I.D. funds were used to purchase a vehicle for 
the pro j e c t sit e w h i 1 eve II i c 1 e fl1 a i n ten a lIce VI a s t 0 be 
provided by the PhilIppine government. Vehicle maintenance 
costs could then be categorized as Philippine counterpart 
funding. However, the government organization that 
maintained the vehicle made those who used it pay 100 pesos 
per day for maintenance. As a result, the project staff 
chose not to utilize the vehicle for commuting purposes 
since the cost of public transportation was reimbursable 
~hile the maintenance fee was not. In another example, a 
xerox machine was purchased for the project site with A.I.D. 
funds, but the Philippine government was to be responsible 
for maintenance. A maintenance fee ~as charged to anyone 
who used the machine, including project personnel. Finally, 
the project paper specifically provided for the purchase of 
a motorboat with Philippine counterpart funds; however, 
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A.I.D. purchnscd the boat on September 25, 1907, at a cost 
of $6,377. An ICLARM offieLl1 sajel the purchase was ;) 
matter of expediency 
available. 

as t'le counterpart fundin~J was not 

The Ie L A Rt,1 D ire c tor 0 fAd mIn i s t rat jon a f1 c! 
that counterpart contributions 11<:1c1 not 
validated by ICLARM and was unsure as 
responsibi.ity. Responsibility fGr 
C 0 un t e r par teo n l: 1 i but i ens we rep r 0 v i rj C (j was 
the project agreement or other implementIng 

Finance indicated 
been monitored or 
to who had this 

assuring that 
not specified in 
documents. 

The majorIty of the purchase orders used for the purchase of 
project equipment and furniture were not prope-ly completed 
and did not shov; e\lidE~ncr: of co:npst',lion. Numerous 
regu];Jtions exist governing trw prOCUI'(;ment :if 1\.1.0. goods 
and s e r vic e s . A • I • D • H a rl d tJ 0 0 1< 1 3 \] l' esc I' i be s t hat 
procurement transacUons bt~ conciuc.:ted in a manner that 
results in open and free rcrr:rJelitior:. ICL{\Rt,' Tf',::!ulntions 
a 1 S 0 r e q u.i r e com pet i t ion iJ rnJ I:; nco u r a ~J l' P ric can d cos t 
analyses for every procuremerlt action in excess of $50. 

Forty-two purchase orders, 25 prepared by ICLARM and 17 by 
tIle Philippine implementing agency wer'e examined. The 
following conditions indicated a need for improved 
procurement practices: 

Purchase requisjtiQns 
42 purcnase orders. 
prepared, are used 
needed to justifj 
procurement. 

;::J; ,., .. 

at prepared for 39 uf 
):~ requisitions, wh~n 

: " i i d C' the information 
,:':lalvze (3 specific 

Overall, 27 of L~2 p\J:C'has(~ 'i" ~ir,d :<3 of tIle 25 
ICLARtvj purchase o[Cjers, ,;,-~r.';' completee] without 
eviderlce of ope'l and free CDi,'p,:::tition. 

E i gilt 0 f n i n e I C L A R t,j fur nit l! I S pur c II a s e 0 r d e r s we r t; 
issued to the same vendor Focolare Carpentry 
Shop. There was no evidence that other vendors 
were considered or that the most reasonable price 
was obtained. 

In one of the two ICLAR~IJ ~lurcllase orders v/here 
there was evidence of cowpetition, the purchase 
order was awarded to the highest bidder because of 
management preference. 

ICLARM officials believed that they obtained the best prices 
available based on their previocs experience of having 
purchased equipment and furniture from the same vendors. 
They acknowledged that documentation of these transactions 
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was poor and thAt procuremr::nt procf:ciU[C'5 were circumvented 
for expecLiency. fl.:?' d resu.lt, A,I.U, had no assurance trwt 
U1C most reasonablc; prlces \'ICU~ lJUt;drl0rL lCLARtv1 offjcjal~; 

agreed with our analysis of procurement practices and 
indicated that they would exert extr~ effort to properly 
document all future procurement transactions. Also, ICLARM 
plans to revise its regulations to req~ire competitive 
procurement for all transactions in exress of $100. 

Inventory records and maintenance' of IHClpr,l·ty were generally 
in accordance with property marnc)ement st.1ndards specified 
in/.\ . 1 . 0 . t~ and tJO 0 k 13 . A 11 e q u j P PH,' f1 tap pea red t 0 be 
prorJerly maJntained, marked V{Jtt~: !~~r~()~ 1r1519'1.i3 and well 
uti 1 i zed, The r ewe res pee i r j c p:' f:; " "e. ~J S S i 9 n e cj an (j he 1 d 
accountatJle for items at C2C!> ''';'i'Jcr; and the more 
expensive items were kept under lock ]!!,~j kev, 

The audit team, however, iJentlfi?d 17 items of eqUipment 
that were not: on inventory Ijst~:,. if'csc:; items cost $18,131 
an cJ inc 1 u d e (;I sci en t 1 fie e qui [) iT; C [1 t '. ;,," C1 at $1\ ! 670 . Other 
i t ems j II C 1 u rj e d b e cj s, a s t (J v e! :cl :. :1" C,iC j cab i net s) and d i v i n.g , 
cam pin g and cam era e qui p rn e r' ': , CJ f f 1. c Ld~; fro m the Phi 1 i p pin e 
implementing agency inG~cated t~2t the equipment was 
rn is c 1 ass j f 1 e d ass up p 1 i e s a I': d net (~:'. rcj e don any 0 f' the 
J r1 v e (1 tor y 1 i 5 t sis sue d t!J pro J e:~}~ f f -; i 11 s ~ E qui P fn en t r) 0 t 
properly controlled could be mis~s ~isplaced and lost 
to the pruject. 

V{ ere c (; r;-) rn e n (j t t! a t t r-l e J\ I [j / p,~) E f\ i ! 

e;l S tJ ret l~:,~ t the I f1 t ern at i. C.l r-, a 1 \" -
n e sou r c: e S 1-1 J [":C' Q ern':' Ii t i~) r ern i ~ ':' t D ,J. 

I t' ','<' ie";; i \ e 3 r rl e (j -' t; r C) u SJ ; l ..J U f'1 e L~-';J] _1- .-- " L- J v.' 

remitting any subsequent interest 
separate bank accounts for 
Philippi.ne') . 

Rec ommenrJa U.on flU ~~ 

,', 

'1 D~velopment Office 
tor Living Aquatic 

~i,? ~ l?(J ff)r lrlt.ert::st 
'.'. ;i(:~; ;:1 procedure for 
2'~ C) establishes 

'~i> I i sbuIsed in the 

\Ve r e corn In c' n d t haL the A I [) / ~\ SEA I-j r-' .- -, ; !~'!:', ,~l 1 :~': eve 10 rJ f11 e rl t 0 f fie e 
ensure that tIle International fJfiLfI for L.iving Aquatic 
Hesources t,lanagem!::rlt and the !T,.i 11.: C",ine Department of 
Science and Tecfiflology f..?stabLis r urC)Cl.<'~.:r!?s for improving 
project accountability and fc~ ja~_~enting management 
act ion s r e 1 a tin 9 top roc u rem e n tar, cl i. i~j \' C,3 i1 t 0 I j P r act ice san (I 
procedures. These 8cti.ons shuJlci a 1C'::::.:<, as a mJ:limum: 

improved accountability cf 
project implementation level; 
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n system for accumulatln~ and validating 
counterpart contributions; 

procurement practices designet to assure free and 
open competition; and 

identification of all equipment 
supplies and the designation 
responsible for its care. 

misclassified as 
of individuals 

The AIO/ASEAN Regional Development Office represontative 
agreed wi th these· recommendations, ILis!) , ICL{\RM refunded 
$2,720 to ~.I.O. on July 20, 1938; therefore, Part A of 
RecommendatIon No. 1 is closed on issuance of this report" 

Other Psrtinent Matters - -
,l\.I~O. Handbook 3 hjghlights the i.rrpnrtance of budget 
planning during project implementation and defines budgetl~g 
as essentially a forecast of expe0~itures expected to be 
made in a given future period. Budgeting involves actions 
which need to be planned, implemented and monitore~. 
Project Implementation LettLf No. 3 established the need for 
an annual financial plan which uniformly summarized the 
anticipated financial requirements f0r each country as set 
Forth in the approved workplans. 

Budgetary plans were not closely aJhersd to by project 
of f ie i a Is, espec i a lly in the P UTe ha~:, (~ Q f equipment and 
fur nit u r e • Pur c has e s we rem a de for II ,_: n· .. ti u d get e d i t ems and 
some budgeted items were never purchased, as shown below: 

P13nning documents did net appear to be logically 
developed, and there was no lE;letionship between 
planned and actual purchas~5. For example, the 
project paper specified that $30,000 In equipment 
and furniture purchases would be made for the 
Philippine SIte. The grant agreement did not 
provide for any equipment and furniture purchases. 
Yet, the 1986 annual work plan proposed a budget of 
$138,425 for these items. The actual amount spent 
in 1986 was $4,698. 

The project paper did not identify any equipment or 
furniture purchases for ICLARM; yet, the grant 
agreement specified thJt $22,300 was needed. 
Annual work budgets for ICLARM equipment and 
furniture purchases \'/ere never prepared even though 
items were purchased each year. 

A motorboat and 
amount of $6,377 

a photocopying machine in 
and $3,300, respectively, 
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purchased for the Philippine site even though these 
items were not identified in the project paper or 
grant agreement. 

A $10,000 computer 
budgeted for ICLARM 
never purchased. 

and an 
in the 

$8,000 
grant 

vehicle were 
agreement but 

Instead of purchasing a $10,000 computer, ICLARM 
purchased seven computers and five printers at a 
cost of $19,295 - enough to provide each of the CRM 
staff with a computer. 

The ASEAN Regional Development Office (ROO) stressed the 
difficulty in budgeting for regional projects and the :fact 
that pllIchases were made as the need for the item was 
established. A lack of adherence to budgetary planning, 
however, negates the intent of efre~tive project managemant 
and monitoring. 

Although the amounts expended for equipment and furniture 
purchases were small for the ASEAN Coastal Resources 
Managemen~ Project, they might be quite significant under 
other ASEAN projects funded by"A.I.D. The ASEAN Desk should 
be aware of the menner in which purchnses are made under 
ASEAN gr3nts and instruct the ASEAN ROO of the need to more 
closely adhere to budgetary guidelines. 
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APPENDIX 1 

AGE.NCY FOR INTF.RNATION/>,L nEVr~LoP~AENT 

August 29, 1ge8 

~lEHOR;\NDt.JN 

TO: 

FHOH: 

SUEd ECT : Audit of ~he ASSAD CRM Project: 
R e po r t No. 2 - 4 9 8 - 88- 11 (D r a f: t ) 

I find the r2COmme!1c1aticns contair:(oj i.!l,·t::j2':.:t :'''l-:-;()rt 
rr::a~:'onable and! understand that Ha.rrj iL'i:'::c"':';n of IO'II Office 
has been in ·jirc~ct contact I,olith ICLARI-1 en ':0 b:,,:3t close the 
recommendations as soon as possible. 



ASEAN Regional Development Office, M~n~la 

Assistant Administrator, 8urea~ for Asi~ 
and the Near East (AA/ANE) 

PhILippines! ASEAt·J Desk 

Office of East 'c'Isian Affairs (fU!E/U\) 

Office of Oevelopm::::nt Planning (AHEI ) 

Audit Liaison Office (ANE/DP) 

Bureau for External ~ffair£ (AA/XA) 

Office of Press Relations (XA/PR) 

Office of Legislative Affairs (LE~) 

Asslrtant to the Administrator for 
Management (AA/M) 

Office of Financial Management 

PPC/COIE 

Off_;e of the Inspector General 

Ie 
O/IG 
IG/PPO 
IG/LC 
IG/ADM/C&R 
IG/PSA 
1G/11 

Regional Inspectors General 

RIG/A/Cairo 
RIG/A/Dakar 
RIG/A/Nairobi 
RIG/A/::iingapore 
RIG/A/Tegucig~lpa 
RIG/A/Washington 
RIG/l/t-1anila 

r,PPENDIX 2 
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