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THE ROLE OF CORPORATE GOVERNANCE IN ENSURING ECONOMIC
SECURITY OF ENTERPRISES IN THE CONSTRUCTION INDUSTRY

Iryna Mihus', Vasyl Dmitrenko?
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The formation of domestic entrepreneurship on a new civilizational basis, which
provides for the integration of Ukraine into the world economic space, leads to
intensification of the implementation of domestic companies principles and standards
of corporate governance. The following facts testify in favor of the growing relevance
of corporate governance for Ukrainian enterprises. First, in developing countries, the
introduction of corporate governance is one of the most important prerequisites for
public business. It provides for the systematization of general principles of enterprise
management, a clear and transparent distribution between the main stakeholders
(stakeholders) of authority and responsibility for increasing the value of the company.
Secondly, the quality of corporate governance is becoming one of the most important
factors that helps reduce the uncertainty of the environment of operation and
development of companies by providing information transparency for all its
stakeholders. Third, the implementation of transformational corporate governance
projects in the company becomes an impetus for qualitative and large-scale changes
in the management system, and therefore it is practically impossible without
competent consulting assistance.

In the process of privatization and privatization of domestic enterprises in
Ukraine there is a gradual formation of the institution of corporate governance. With
the formation of large Ukrainian business, the intensification of corporatization
processes, the spread of holding companies, the need for the formation and
implementation of corporate governance standards has become significantly more
relevant.

Despite the growing need to apply corporate principles of business management
in joint stock companies, most such companies in Ukraine do not have de facto
corporate governance or the level of its quality is considered low.

Today in the world there is a tendency to strengthen the foundations of the
regulatory system of corporate relations, creating generally accepted principles
(standards) that underlie effective corporate governance and can be applied in a wide
range of legal, economic and political conditions. The emergence of generally
accepted standards of corporate governance is primarily due to the growing attention
to corporate governance in the context of globalization of financial markets,
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liberalization of capital movements. This is an attempt to establish generally
accepted, transparent and understandable worldwide "rules of the game™ in the
financial market. The development of international standards of corporate governance
Is also society's response to global financial crises and due to the desire for stability
of financial markets. After all, good corporate governance is a guarantee of investor
confidence - both domestic and foreign - and contributes to the establishment of
normal production and economic activities, job creation, payment of taxes to the
budget, increase profitability and long-term production efficiency, increase stock
value.

Thus, it can be argued that corporate governance reform has become an integral
part of the modern world economy.

The modern development of corporate governance in Ukraine is characterized
by the existence of a number of problems of a conceptual nature, the uncertainty in
the interpretation of which significantly complicates the implementation of the
strategy of national model of corporate governance.

Today there is no single definition of corporate governance in either foreign or
domestic scientific literature. Different interpretations of the essence of this concept
remain quite common, so it is necessary to consider and systematize different
approaches to the definition of corporate governance [1].

Leading foreign economists Berle A. and Means G. are considered to be the
founders of corporate governance [2]. A number of classics of economics - P.
Drucker [3], J. Keins [4], A. Marshall [5-6], M. Porter [7], P. Samuelson [8], E.
Chamberlyn [9] - provided this aspect of economics is important. Further, their
research was developed in the works of such well-known foreign scientists as 1.
Akoff [10], J. Banquet [11], D. Lorsch, R. LaPorta [11], N. Minov & R. Monks [12-
13], A. Radigin [14], B. Steward [15], W. Salmon [11], W. Shein [16] and others.

Some aspects of corporate governance and valuation are considered by domestic
scientists in the study of the issue: improving the mechanism of corporate relations A.
Voronkova [17], V. Yevtushevsky [18], G. Kozachenko [19]; building the
organizational structure of corporate governance and management systems
O. Kuzmin [20], H. Nazarova [21-22], Ye. Palyha [23]; evaluation of the
effectiveness of corporate sector enterprises A. Achkasov [24], I. Blank [25],
O. Vakulchik [26], G. Volynsky [27-29], O. Ivanilov [30], V. Lushkin [31],
M. Chumachenko [32]; cost management of enterprises in terms of their adaptation to
the transformation processes of the transition period O. Mendrulom [33, 34],
R. Tianom [35]; system development of organizational and economic mechanism of
corporate governance, creation of systems to support management decisions,
investment analysis and mathematical research methods - V. Anin [36],
A. Krushevsky [37-39], V. Onishchenko [40], O. Respected [41, 42], V. Torkatyuk
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[43-46], V. Fedorenko [47]; of corporate management of financial and construction
groups in the investment process - S. Ushatsky [48-49], O. Fedosova [50]; of
strategic management - V. Michels [51], A. Nalivaykom [52], O. Tishchenko [53], L.
Shevchenko [54]; L. Shutenkom [55-57]; of corporate governance at the regional
level - P. Bubenko [58], A. Golikov [59-60], M. Dolishni, G. Kovalevsky [61-63], V.
Nikolaev [64], G. Onishchuk [65], V. Sergienko [66].

A comprehensive study of the works of foreign and domestic scientists has
shown that almost all of them focus on the problems of creating and developing
corporate relations. The issues of assessing their economic efficiency have receded
into the background, despite the fact that traditional methods of assessing the
economic efficiency of management are practically not suitable for joint stock
companies. Thus, given that the phrase "corporate governance" has become
international and widely used not only in Ukraine but also in countries with long
traditions of market economy, CIS countries, Eastern Europe, relevant research on
solving conceptual problems of corporate governance taking into account national
characteristics formation of the corporate sector of the economy. Therefore, it is
Important to systematize and generalize modern approaches to the definition of
corporate governance, taking into account national characteristics and the current
state of the corporate sector.

The analysis of scientific works and the legal base allowed to systematize the
approaches to the definition of corporate governance.

The approach, which involves the division of participants in corporate
governance into the institution of owners and the institution of managers and taking
into account their interests - is to protect the interests of a certain group of
participants in corporate relations (investors) from inefficient management. At the
same time, corporate governance is determined depending on the number of
stakeholders taken into account in corporate relations. Thus, in the narrow sense,
corporate governance is to ensure the activities of corporate managers in the interests
of owners and shareholders. That is, corporate governance is seen as ways and means
of guaranteeing all external financial investors (shareholders and creditors) a return
on their investment. In a broad sense, corporate governance - taking into account and
protecting the interests of both financial and non-financial investors (staff of the
company, suppliers, local authorities, etc.), the state as a regulator of corporate
relations, company owners (shareholders), their managers and all other employees in
the process of achieving corporate goals.

Quite close to this definition is the interpretation of corporate governance as
"establishing a balance of interests of different groups of stakeholders (shareholders,
including large and minority, holders of preferred shares, government agencies,
management)” [66]. Yu. Vynslav notes the traditional nature of this definition [67].
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Approach to the definition of corporate governance as corporate rights
management. Yevtushevsky V. considers corporate governance as management of
corporate rights [68] In this case, corporate rights in a broad sense are the right of
ownership of a share (share) in the statutory fund (capital) of a legal entity, including
the right to manage assets in case of its liquidation in accordance with current
legislation. Thus, considering corporate rights as the most common object of
corporate governance, we can describe such management as the process of regulating
the owner of the movement of his corporate rights for profit, corporate governance,
reimbursement of expenses by obtaining a share of property in its liquidation,
possible speculative transactions with corporate rights [68].

The subjects of corporate governance are the direct owners of corporate rights
(citizens, legal entities, the state), the owners and management of an individual
enterprise - the issuer of corporate rights or their owner.

More succinctly, corporate governance is a system of relations between the
company's bodies and its owners (shareholders) regarding the management of the
company's activities.

An approach to defining corporate governance as a system of relations.
Corporate governance as a system of relations between shareholders, management
bodies of a joint-stock company, its managers, as well as other stakeholders
(employees, suppliers, consumers, creditors, state and local authorities, the public,
etc.) to ensure the effective operation of the company stakeholders ”is defined in the
Concept of Corporate Governance Development in Ukraine.

Stakeholders mean persons who have a legitimate interest in the activities of the
company, ie to some extent depend on the company or may influence its activities.
Stakeholders include primarily employees (both those who are shareholders of the
company and those who are not its shareholders), creditors, consumers of the
company's products, the territorial community in which the company is located, as
well as relevant government agencies and bodies. local government [69].

This approach should include the definition of the Organization for Economic
Cooperation and Development (OECD unites 29 countries with developed market
economies): "Corporate governance is the internal means of ensuring the activities of
corporations and control over them ... One of the key elements of economic
efficiency is corporate governance, which includes a set of relations between the
board (management, administration) of the company, its board of directors
(supervisory board), shareholders and other stakeholders (stakeholders). Corporate
governance also determines the mechanisms by which the company's goals are
formulated, the means of their achievement and control over its activities are
determined "[70].



In order to determine the corporate governance rating, Standard & Poor's defines
“corporate governance as the interaction between managers, directors and
shareholders in order to manage and control the company, as well as to obtain by all
financial stakeholders their shares in the company's revenues and in its assets "[71].

An approach to defining corporate governance as a system that provides
shareholder control over the company. A good corporate governance system allows
investors to be confident that their investments are used effectively by the company's
management in financial and economic activities and, thus, increases the value of
investors' share in the company's share capital.

The approach in terms of management psychology defines corporate governance
as management that generates corporate culture, ie a set of general traditions,
attitudes, principles of behavior of participants in corporate relations.

An approach to the definition of corporate governance as the management of an
integration association. For example, by definition of Khrabrova I. [72], "corporate
governance is the management of organizational and legal design of business,
optimization of organizational structures, building within the company's inter-firm
relations in accordance with the accepted goals.” S. Karnaukhov defines corporate
governance as "management of a certain set of synergetic effects.” Yu. Vinslav
characterizes corporate governance as a system of management relations between
interacting economic entities (including managers and subordinates) regarding the
subordination and harmonization of their interests, ensuring synergy of both their
joint activities and their relations with external counterparties (including government
agencies). achieving the set goals ”’[73].

An approach to the definition of corporate governance as a set of norms, rules
and processes of the regulatory mechanism. According to the World Bank, corporate
governance combines the rules, regulations and practices of the private sector, which
allows the company to attract financial and human resources, to conduct business
efficiently and thus continue to operate, accumulating long-term economic value by
increasing the value of shares and taking into account the interests of all persons
involved in the management of the company (participants in corporate relations) and
society as a whole. These persons of the company include: shareholders, creditors,
employees, suppliers, customers, the local community as a whole, and others affected
by the company's activities [74].

According to the CFA Financial Markets Integration Center, corporate
governance is a system of internal control and management procedures of an
individual company. It provides a structure that defines the rights, role and
responsibilities of the various stakeholders within the organization. Corporate
governance is the regulation of constraints, balance of influence, balance of interests
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and initiatives that companies need to minimize and manage conflicts of interest
between insiders and external shareholders [75].

Povazhnii O. joins this approach: “The process of corporate governance is a set
of processes of regulating the interests of participating groups and managing the
corporation as an organization (involves managing its main resources, which include
production, marketing, finance, personnel and R&D)” [76-77].

Approach to the definition of corporate governance as a system of elected and
appointed bodies. Referring to world practice, this approach is supported by
Rumyantsev SA, defining corporate governance as a system of elected and appointed
bodies that manage the activities of public companies, which reflects the balance of
interests of owners and aims to ensure the maximum possible profit from all activities
of the company. with the norms of current legislation [78].

Research has shown that corporate governance is a special type of management,
the object of which is a joint stock company. The essence of corporate governance is
determined by the specifics of the object of management. In this study, a joint stock
company is understood as a set of special investments of human and physical capital.

According to Yu. Vinslav, the subject of corporate governance is the
organizational and managerial relations concerning the formation and use of share
capital (property), as well as given that modern joint-stock companies have other
legal entities, relations concerning the effective organization and coordination of
actions, which are in contact with each other, as well as with the external
environment [67].

Momot T. proposes to define "corporate governance" as a comprehensive
system of internal and external mechanisms aimed at optimizing the structure of
corporate relations to ensure harmonization of interests of all subjects of corporate
relations and the implementation of an effective investment process in a joint stock
company to maximize its capitalization [46].

We believe that “"corporate governance" is a modern, progressive type of
management within the economic system, which is characterized by a corporate
strategy, corporate style of managers at all levels, corporate culture, financial and
information openness, protection of shareholders and owners of other securities the
issuing company [79].

One of the fundamental aspects of defining the principles and mechanisms for
improving the effectiveness of corporate governance is to understand its essential
content. An overview of approaches to the interpretation of the essence of corporate
governance allows us to state the existence of at least seven approaches to the
interpretation of this definition (Table 1).
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Table 1. Basic approaches to the definition of ""Corporate Governance"

Approach The concept of "corporate governance"

Regulatory and legal A system of legislation, regulations and business practices in the private
sector that allows a company to conduct business and continue to operate,
accumulating long-term economic value by increasing the value of shares

Organizational and Management of organizational and legal registration of business,

legal optimization of organizational structures, construction of internal and
interfirm relations of the company according to the accepted purposes

Relational The system of relationships between investors, owners, managers and

stakeholders to ensure the effective operation of the company, the balance
of interests of participants in corporate relations

Administrative Management of corporate culture, ie a set of general traditions and
attitudes, the principles of the company's behavior in relation to its main
subsystems and elements, as well as in relation to society

Organizational and The system of bodies, positions, mechanisms and functions that exercise
managerial regulatory influence on the company's activities
Financial A system of bodies and mechanisms of managerial influence, which

ensures continuous optimal movement of financial flows of the company

Financial and property | The chosen method of self-government, which ensures fair and equal
distribution of performance between all shareholders, as well as
"financially interested persons, primarily creditors and investors"

Source: compiled by the authors based on materials [80-82]

Such a variety of approaches to understanding the essence of corporate
governance leads to a multifaceted assessment of its effectiveness. Note that the
effectiveness of corporate governance should be considered in three areas:

1) legal support of the rights of the company's owners, their interests and powers
regarding the formation and management of property;

2) economic, legal and mental component of the formation of the mechanism of
corporate governance;

3) ensuring the effectiveness of the developed corporate governance system and
increase its efficiency.

In the developed world there are different models of corporate governance. The
corporate governance model is a reflection of the most significant characteristics,
properties and patterns of corporate governance as an object of socio-economic
reality, created by the researcher to gain new knowledge about the corporate
governance system in accordance with the purpose of the study [83]. Experts
distinguish three models of corporate governance: Anglo-American, Japanese and
German.

The Anglo-American model (used in corporations in the UK, US, Australia,
New Zealand, Canada and some other countries) is characterized by the presence of
individual and institutional investors and the number of independent (growing)
shareholders. "external” or "outsiders"), as well as a well-developed legal framework
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that defines the rights and responsibilities of three key players - the board of
directors, managers and shareholders [84].

The Japanese model is based on close ties with a key bank and financial and
industrial network (keiretsu). The Bank provides its corporate clients with loans and
services for issuing securities, maintaining current accounts, and consulting services.
This bank is often the main internal shareholder of the company. Independent
shareholders are virtually unable to influence the firm's policy, so their number is
quite small [84].

The German model is based on the banking system (banks act as creditors,
voting agents, depositories), shareholders and employees [83]. The German model
has three unique features that distinguish it from other models: bicameral board,
consisting of executive and supervisory (supervisory) boards; legal restrictions on
shareholders' voting rights, ie the company's charter limits the number of votes a
shareholder has at the meeting, which may not coincide with the number of shares he
owns [83].

The purpose of corporate governance according to the classic version is to
protect participants in corporate relations from inefficient activities of hired
managers. According to the definition of Lozgacheva TM, the purpose of corporate
governance depends on the degree of involvement in the sphere of corporate relations
of certain categories of potential participants [85]. The degree of involvement of
participants through corporate governance is largely determined by economic, legal,
historical and ethical norms and traditions.

The analysis showed that the main goals of corporate governance are: increasing
the level of competitiveness based on creative self-realization of the executive body
of the company and staff, ensuring the integrated use of available resources,
coordination of social partnership, comprehensive focus on the consumer.

At the same time, given that the main interest of effective owners of a joint stock
company is the maximum possible increase in the value of the company, the main
purpose of corporate governance should be defined as strategic management of the
value of the company in the interests of its owners by minimizing threats.

The global financial crisis may be a significant impetus for the introduction of
corporate governance standards in Ukrainian companies. As a rule, difficult
economic conditions can not only hinder the successful development of companies,
but also create the conditions for finding ways to improve or radically change the
principles of public administration and management practices of real business. One of
the reasons for the global economic downturn, analysts recognize unreasonable
financial decisions of investors, which led to significant losses of national and private
capital. Most experts believe that corporate governance should become an effective
mechanism for ensuring the interests of owners and investors, the introduction of a

13



new management logic, which is based on approaches to prioritizing the welfare of
company owners.

The above problems determine the impact of corporate governance on the
economic security of construction companies and their economic activities in general,
which necessitates the construction of a modern Ukrainian model of corporate
governance, which would become a subsystem of the economic security of such
enterprises.

We propose to consider the system of economic security of enterprises in the
construction industry in the implementation of corporate governance as a system that
has the following components (Fig. 1).

SYSTEM OF ENSURING ECONOMIC SECURITY OF ENTERPRISES
IN THE CONSTRUCTION INDUSTRY IN THE IMPLEMENTATION
OF CORPORATE GOVERNANCE

Subsystem Subsystem
of economic security in the of economic security in the
formation of internal corporate |« formation of information
documentation and structure | transparency of the construction
" industry
Subsystem

of protection of the construction industry
enterprise from unfriendly takeovers and /
or raids

Fig. 1. Model of the system of economic security of enterprises of the

construction industry in the implementation of corporate governance
Source: compiled personally by the author

The author proposes that the main elements of the system of economic security
of construction companies in the implementation of corporate governance include the
following: objects, entities, regulatory and legal support of corporate governance,
information support, threats, methodology for assessing the state of corporate
governance (Fig. 2).
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The main elements of the system of economic security

of construction companies in the implementation of
corporate governance

md  ODbjects of corporate governance

*protection of shareholders' rights;
public company status

=l Subjects of corporate governance

«shareholders;

sexecutive body (Board);

ssupervisory body (Supervisory Board);
scorporate secretary

md  Regulatory and legal support of corporate governance,

+Constitution of Ukraine

Laws of Ukraine;

*Principles of corporate governance;
«internal regulations and instructions

Information support of corporate governance

regular information (annual report of the issuer and quarterly reports submitted to
the SSMSC)

+special information (change of officials of the issuer, issue of shares, bankruptcy
proceedings, etc.)

«information from the corporate site

Methodology for assessing the state of corporate governance
as an indicator of non-financial threats to the economic

security of the company

~assessment of corporate governance by individual indicators (assessment of the
organization and holding of the general meeting of shareholders; assessment of
the work of the supervisory board of the JSC; distribution of functions between
the governing bodies of the JSC; availability of internal documents governing
corporate governance; internal and external audits);

*monitoring the disclosure of information about the activities of the JSC (level of
information transparency);

scomprehensive assessment of the state of corporate governance of the JSC
(corporate governance rating)

Fig. 2. The main elements of the system of economic security of enterprises in

the construction industry in the implementation of corporate governance
Source: compiled personally by the authors
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Objects of corporate governance are:
- protection of shareholders' rights to receive information on the activities of
construction companies, to receive dividends, to manage its activities, to decide on
additional issues of shares and their acquisition, etc .;
- acquisition and maintenance of public company status.

The subjects of corporate governance are [86]:
- shareholders;
- executive body of the JSC (Management Board);
- supervisory body of the JSC (Supervisory Board);
- corporate secretary.

Regulatory and legal support of corporate governance in Ukraine is:
- Constitution of Ukraine [87];
- Laws of Ukraine "On Business Associations” [88], "On Joint Stock Companies"
[89], "On Securities and Stock Market" [90], etc.);
- Principles of corporate governance [91], which are implemented in Ukraine or
operate in those jurisdictions where the company plans to issue and publicly place
shares;
- internal regulations and instructions adopted by the joint-stock company in
accordance with the legislation of Ukraine and the Principles of Corporate
Governance.

In accordance with the legislation of Ukraine and the practice of joint-stock
companies, information management of corporate governance is [92]:

1) regular information (annual report of the issuer and quarterly reports
submitted to the SSMSC);

2) special information (change of officials of the issuer, issue of shares,
bankruptcy proceedings, etc.);

3) information from the corporate website, which discloses additional
information on the state of corporate governance (minutes of the general meeting of
shareholders, prospectuses of securities issues, exchange rates of the issuer's
securities on stock exchanges, etc.).

Thus, information support of corporate governance combines the rules of law,
regulations and takes into account the practice of management in the corporate sector,
which allows the company to attract financial and human resources, effectively
conduct business and continue to operate, increase the value of shares and respect the
interests of all subjects of corporate relations. Thus, the system of corporate
governance includes a set of legal and socio-behavioral norms and rules within which
the company operates and on the basis of which the relationship between its
members.
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Today in the world there are a large number of standards (principles,
recommendations, codes) in the field of corporate governance at the international and
national levels, as well as at the level of individual companies. Among them, the most
authoritative are the Principles of Corporate Governance of the Organization for
Economic Cooperation and Development (OECD), which were developed in 1999 on
the basis of appeals from a number of international organizations and 22 developed
countries, including the G7.

The OECD Principles define the main aspects of good corporate governance,
namely [70]:

1. Shareholders' rights (the corporate governance system must protect the rights
of shareholders).

2. Equal treatment of shareholders (the corporate governance system must
ensure equal treatment of all shareholders, including minority and foreign
shareholders).

3. The role of stakeholders in corporate governance (corporate governance
system should recognize the statutory rights of stakeholders and encourage active
cooperation between the company and all stakeholders to increase public wealth,
create new jobs and achieve financial stability of the corporate sector).

4. Disclosure and transparency (corporate governance system should ensure
timely disclosure of reliable information about all significant aspects of the
corporation's operation, including information on the financial position, results of
operations, composition of owners and management structure). It should be noted that
these principles are of general importance, create a "global™ vision of the components
of effective corporate governance and should be combined with the specifics of a
particular country and best practices in the private sector.

The main threats to the economic security of construction companies arising
from inefficient corporate governance are:

1) the presence of corporate conflicts between shareholders, between
shareholders and the company's management, between majority (large) and minority
(small) shareholders;

2) unregulated internal provisions;

3) hostile (unfriendly) takeover and raider capture;

4) change in the share of authorized capital of minority shareholders due to
small additional issues of shares;

5) untimely disclosure of information about the activities of the JSC, etc.

The authors argue that the methodology for assessing the state of corporate
governance as an indicator of non-financial threats to the economic security of
enterprises in the construction industry currently includes: assessment of corporate
governance on individual indicators; monitoring the disclosure of information about
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the activities of joint stock companies and determining the level of their information
transparency.

At present, unfortunately, there is no comprehensive assessment of the state of
corporate governance of construction companies, which would use an integrated
indicator (corporate governance rating) to reflect the impact of non-financial threats
on the economic security of the company in the issuance and placement of its
securities.

Therefore, best corporate governance practices should ensure that:

- members of the supervisory board act in the best interests of shareholders;

- the joint-stock company acts legally and ethically in relation to shareholders
and their representatives;

- all shareholders have the same rights to participate in the management of the
company and the fair consideration of cases by the supervisory board and board, all
the rights of shareholders and other stakeholders are clearly described and brought to
their notice;

- the supervisory board and its committees are structured to operate
independently of the board, individuals and organizations that control the board and
other non-shareholder groups;

- appropriate control and procedures accompany the daily operational work of
the board;

- shareholders learn about the operational, financial and management activities
of the joint-stock company from clear, accurate and timely reports that fully
characterize the actual state of affairs.

The above confirms the place and importance of corporate governance in the
system of economic security of construction companies and requires its inclusion as a
separate subsystem.
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