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Preface
It’s Great to Be Gray



[image: Image]


Who Are You?


• You’re the owner of an e-commerce business. You’ve made it over the second-year hump and are poised to break out, but you’re unsure about which strategy is best to grow your business. You don’t have a ton of money, so you need to make the right growth decision the first time. One misstep will kill your momentum.


• You run a three-person gourmet cookie company with a few corporate customers that take up most of your time. With such a small customer and employee base, you’re understandably nervous. You know that you need to grow, but how to start the process without upending your existing business? Implementing a growth strategy might upset your large customers, prompting them to move along to that next cookie. And you do not want to be left with crumbs.


• You’re a sales professional, selling mortgages. You’re doing pretty well and have great relationships with many of your clients. You know that if you had more things to sell them, it would be a cakewalk, but you’re not sure how to develop new offerings, especially ones they will prepay for.


• You’re the senior partner in a CPA firm. You’ve always been motivated by a desire to become the best CPA you can be. You want your work to matter, to be recognized for its quality and superiority. You’re great at your job, but you’ve neglected the business end of your business, and your client base is shrinking. Now you see the need to grow, but the resources available to you don’t offer an obvious path to growth.


• You own a $50 million consulting business. You’ve been cruising along, selling the same service for years. A few years back, you tried expanding your services into new markets, but the extra duties and responsibilities took your employees’ attention away from your core clientele and the effort failed, almost costing you your business. You’re doing okay now, but you don’t want to work like a dog forever.


• You’re a partner in a marketing firm that’s been doing steady business for a few years. You’re not growing, but that’s all right, because you don’t want the worries of a larger business. Besides, you wouldn’t know what to do to get bigger. You’re okay with the status quo for now. Yet you can’t help being a little worried, because you’ve seen many other businesses like yours cruise along at treetop level for years and then crash and burn. All it took was a brief financial stumble, and the owners were unable to adapt or compensate.


Not-Growing Pains


If you can identify with any of these people, this book’s for you. You realize that your business is living pretty close to the edge. You don’t have much flexibility or reserve. Yes, you may be spared the giant problems of giant companies, but the anxieties and stresses of eking out profits and growth in your business, at its current size, are hardly a blessing. You’re worried about Incredible Shrinking Business Syndrome. You also fret that you’ll never make the big bucks you’ve dreamed of. But just thinking about growing gives you the jitters. Rock and a hard place.


Somewhere in the back of your mind, you remember what older, wiser capitalists have told you: In business, there’s no standing still. Avoiding growth goes against the laws of nature; you’re either growing or dying, yet finding a niche and managing to operate there happily ever after is riddled with risk. A recession, a new technology, even a miscalculation or a sudden illness can lead to a quick demise.


Okay, so “slow and steady” isn’t as good a long-term growth strategy as you thought. You can see that a larger, broader-based business would give you more security in the long run, and that’s your ultimate goal. And, hey, when you think about it, you actually enjoy the challenge of expanding a business, upping the ante, looking for the next big thing, and making a pile of money along the way. For you, there’s nothing like the sheer joy of stomping on the gas and feeling your business lay a little rubber.


And when you really think about it, when you’re really honest with yourself, most of you (including me) have to admit that you want to be big. You’d like to be out in front of the pack, with all the money, power, and recognition that goes with the lead. You itch to be rich and have the freedom to do what you want—and this small business isn’t doing it for you.


If you were content, you wouldn’t be reading this book. Like most business owners, you want to grow. How fortunate—because you’re the person I wrote this book for.


As Big as You Like


Almost every business I come across has the potential for substantial growth; most of their operators just don’t know how to get there. A few owners are most comfortable with an operation in which they know all their employees, the financial winds are light to moderate, and they can take the family on vacation for a few weeks and not worry about what Warren Buffett thinks. But the vast majority want to look in the mirror and see an Elephant.


What sort of elephant are you?
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Well, yes, you think, of course I want my business to grow, but, come on, will I ever be Wal-Mart or Microsoft? Probably not, so why should I try to become the Elephant? The odds of that are about the same as my chances of opening a scuba shop on the moon.


You’re forgetting that Elephants come in different sizes, but all Elephants have a few things in common: They’re all companies big enough to make a difference, healthy enough to withstand strong financial winds, and strong enough to influence their market, whatever that market might be.


When you’re an Elephant, you have power, wisdom, and respect.


Becoming an Elephant means growing your company to a size that’s as big as you want. For some—me, for example—the goal is to be huge. For others, medium size is more comfortable; for still others, being a small Elephant is just fine.


Even if you genuinely wish to stay small, you need to become the Elephant in your neighborhood. If you don’t, the fickle marketplace may assign that title to one of your competitors—and no one likes living under the feet of an Elephant.


In short, you can be an Elephant—and reap Elephant benefits—without being in the Fortune 500.


Whatever size Elephant you are, you will have built-in cash reserves and access to resources that, as a smaller company, you cannot expect to enjoy. You will have more employees, but they will make your life easier by providing you (and themselves) greater job security. You might have more day-to-day problems, but you’ll have more people to handle them for you, more revenue to pay for processes and assistance. And if you hire wisely and organize well, you will have more days to spend sailing.


Why Did I Write This Book?


When I set out to put these ideas on paper, I had one goal in mind: to create the playbook that I wish I had had when I was building my businesses, a voice of experience to tell me what works and what doesn’t in a no-BS style. Since those early years, I’ve had the advantage of spending a lot of time with successful business owners and applying my ideas successfully to scores of businesses, and I’ve found that the strategies and principles I discuss here work, not only in the United States, but everywhere.


Be the Elephant is the second book in a series aimed at helping solve the real issues faced by business owners, professionals, sales professionals, managers—anyone charged with growing any part of a business. The central idea of the first book, Bag the Elephant, was to provide a strategy for getting and keeping that huge customer. The book you’re holding now focuses on a process and strategy you can implement to grow your business safely and efficiently—and become the Elephant yourself.


What Are You Worried About?


Growing a business is not easy. I should know—I’ve done it countless times. I’ve had some failures, but many successes to more than make up for them. Knowing when and how to grow effectively while keeping your eye on the current business is always a challenge.


You probably are asking yourself the same questions I’ve had to ask myself many, many times in the past:


• Should I be selling new things to the same customers? Or the same things to new customers?


• Should I be looking at a geographical expansion?


• When is the best time to expand?


• How can I make sure that my business is on solid footing and can handle the growth?


• How can I get a customer to fund my growth?


• How can I identify and mitigate the killer mistakes that can bury my company?


• What about risk?


• What about my employees? Will I alienate the others if I promote one or two to run the new venture?


• How will my current customers feel about my business expansion? Will they worry that I won’t have time for them?


• What if it doesn’t work? What then?


This book addresses all of these issues and more. I’ve spent the last five years designing and refining this strategy and have successfully applied it to the thirty-plus businesses I’ve owned or designed strategies for and the hundred-plus for which I’ve consulted in the United States, Europe, and Asia.


How to Use This Book


Read the whole thing. It’s not that long. I’ve written it in clear, concise language. Don’t just jump ahead to the growth strategy without reading and understanding the material on getting your business in shape; you need the whole package, starting with a solid foundation, in order to achieve lasting growth. If your business isn’t on solid footing, then growth may simply bring about collapse.


Pass it on to everyone in your company charged with new-business development or growing even a piece of the business. Make sure all your salespeople read it so they can expand the business they do, and yours in the bargain. It’s a great motivational tool, and it will help them reach their full potential.


Include your team. It’s vital that your vision is shared with your whole team, whether you have one or one thousand employees. Nurturing the proper growth culture is paramount to success.


Be advised: I’m not promoting some get-rich-quick thing here. This is hard work. You’ll have to buckle down and get ready to hear how it really is, in plain talk. Business clichés are a waste of time and I don’t believe in varnishing the truth. I like to roll up my sleeves and dig in. If you’re ready to do the same, then join me. If not, pass this book along to someone who can use it.


All My Children


The process of making a business successful has always fascinated me, and success, to me, means growth—big growth. I like to take small but promising businesses and turn them into big, healthy businesses. I like to create jobs, develop products, services, and people, and enhance commerce in its truest form. I marvel at how a capable businessperson can create solid value out of the thin air of ideas and ambitions. On the other hand, I’m also astounded at how seemingly smart people can work very hard on businesses that, because of a flawed business model, have no chance of success.


I’ve owned and run many businesses, and I’ve come to think of them as my children. Like an infant, a startup business is helpless, dependent entirely upon the parent. The child needs values, attention, love, and security. It needs someone to show it the way. Success means turning that infant into a healthy and productive adult that can stand on its own and command admiration and respect.


Between infancy and adulthood lies a vast field of challenges and options. As parents raising children and making crucial decisions, we often find our hearts leading one way and our minds another. Choose unwisely, and the process will fail, usually in a costly, painful way. Choose well, and you will be rewarded handsomely.


Wake up. Stand up. Look around you. See all the Elephants?


It’s time to Be the Elephant.





Part I
BEGINNINGS



“Growth is not only desirable, but necessary. To last, you have to grow.”
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The Hard Work of Standing Still
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Davenport Fine Furniture had been making and selling handcrafted furniture for fifty-three years. The owner, Barbara Davenport, inherited the company from the founder, her father. Annual sales were $1 million—not gangbusters, but still, not bad for a small, family-owned business.


Want to guess what a typical year’s profits were? Ninety thousand.


That’s pretty puny for a $1 million business, and Barbara’s son Gene knew it. He joined the company two years ago to bring some new ideas and energy into the stagnant family enterprise.


Gene knew that, with such weak profitability, Davenport Fine Furniture was on the verge of collapse. The slightest shock—a sudden shortage of hardwood, a spike in transportation costs, the loss of a top salesperson—could mean the end for Davenport.


Gene, already a savvy businessman, applied some innovative thinking to the problem. He wanted to increase the number of distributors, upgrade to a semiautomated manufacturing process, and develop a midpriced product to better meet furniture-buying trends. He wanted the company to grow.


Before long, however, Gene ran into a brick wall—his mother. Barbara was reluctant to change. After all, she was getting by. Why rock the boat—or rocking chair, as it were? Of course, she was working herself into an early grave, but she wouldn’t admit it.


Gene tried to persuade her that the bigger risk was in not growing. Not only were they vulnerable to the slightest glitch within the business, but the competition could overtake them at any time. Disaster could strike in any of a hundred ways. With such low profit margins and almost no cash reserves, the business would not be able to ride out even a modest downturn in sales. But everything he said just made Barbara more fearful—and stubborn.


It happens every day. Businesses that are not growing are dying, one by one.


Gene stuck with it for a year. Finally, frustrated that none of his ideas were even seriously considered, let alone implemented, Gene left the business. Six months later, the business left the land of the living.


You can probably think of dozens of businesses where you used to shop that are no longer in existence. One day you’re chatting about the weather with the guy behind the counter; next day, the front door is locked, the sign says CLOSED. The business that has served you for so many years is history.


It happens every day. Businesses large and small that are not growing are dying, one by one. Costs are rising; profits are shrinking. Technology is changing. Business is becoming global. Customers are driving out to the new big-box stores to buy their food, clothing, furniture, hardware, paint, and lumber. That small corner café that’s been scraping by for twenty-five years? Watch what happens when a giant national coffee chain opens up stores on the other three corners. See the camera shop next door? It’s getting steamrollered by technology that lets people take digital pictures and turn out crystal-clear prints instantly in their own home. Standing still, refusing to consider growing, is like setting up a lemonade stand in the middle of a busy highway: Now you see it, now you don’t.



The Fear of Fear Itself



It’s a sadly common story. Every year, thousands of Davenports bite the dust after scraping along for years at minimum profitability. Many owners in many industries think that as long as they’re paying their bills everything is rosy. Their ambitions are modest; they like the idea of staying small, not making too much noise, not tempting the fates. But their decision to stay small isn’t really a lifestyle choice—and it certainly isn’t a sound business decision, either. It’s a choice motivated by fear, which comes in several different flavors:


• Sometimes the fear masquerades as denial. Some business owners are selectively blind. They think that because the business is their business, their pride and joy, it is somehow exempt from the laws of both business and nature.


• Sometimes it is the fear of risk. They have a mortgage to pay off, some maxed-out credit cards, a kid or two in college. They’re fighting to make ends meet, and any hiccup could be fatal. They feel stuck. And they’re right—but it’s this mindset that has allowed the business to become so fragile.


• Sometimes it’s the fear of not knowing how to proceed. Growth is seen as a mysterious thing, fraught with obstacles and perils that smarter businesses know how to overcome.


• Sometimes it’s the fear of admitting defeat. They’re so invested in the status quo that changing or growing feels tantamount to defeat. Guess what? While these folks are afraid of admitting defeat, they’re guaranteeing it.


• Sometimes it’s the fear of the loss of tradition. They like their old business philosophy and don’t want to change it. They feel that if they work really hard and give great service, the business will come—despite years of evidence to the contrary. As with Davenport Fine Furniture, the entrenched older generation won’t let change happen.


Do you identify with any of these fears? My advice is always the same. If you’re the owner and want your business to be a success, you’ve got to find the courage to change. Otherwise, you have to rely on luck to stay afloat, or hope for a miracle if you expect to grow. You still may be doing all right now because you know the business inside out, but what happens if you fall ill or decide to leave the business? This question is usually enough to start owners thinking about how close to the edge they are running, how little margin for error their business enjoys.


As for those who are working for companies on the Snail Trail, I advise them to take a careful look at their personal goals. If their long-term goals include financial success or career advancement, they should think about moving on—even if it’s a family business, where familial loyalty must be weighed against career success.


The End … or the Beginning


I wrote this chapter with just one purpose in mind: to persuade you that growth is not only desirable, but necessary. To last, you have to grow. If you don’t grow, then it’s probably only a matter of time till your business bites the dust. You may point to successful small businesses here and there and tell me I’m mistaken, that I’m exaggerating, but the statistics are on my side. Big time.


So, if I’ve convinced you that you need to grow, that growing is a desirable thing to do, and you’re ready to get going, read on.





2
Map It Out or Mess It Up
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Fitness fanatic Thomas Leary owned Vitrex, a health products store in Phoenix. Tom’s life mission was to convert complacent couch potatoes into muscular iron men like himself. He competed as a bodybuilder and spent most of his nonworking hours hiking and biking. Vitrex was his dream—a place where he could make the world healthier, one convert at a time.


Tom’s customer base was local. He decided to expand beyond his one retail store by targeting customers who bought vitamins and other health-related products over the Internet. He set up his website, complete with an online point-of-sale program, e-commerce and fulfillment software, and a strong search-engine presence, and kicked it off with a massive online advertising campaign.


Sales quickly poured in. In just thirteen months, Vitrex’s annual sales increased from $325,000 to $1.1 million. Business was great—so great that Tom caught growth fever. He expanded his product line, remodeled his brick-and-mortar retail space, and added staff to handle the new business. He had to work fifteen hours a day instead of ten, but he was living large and loving life.


Things seemed to go smoothly for another year. Then it happened.


It started with a few random calls from customers who were upset because they were being billed for orders they hadn’t yet received. Then the volume of online orders caused outages and downtime on the website. Internet sales plummeted as online buyers grew wary and spread the word.


After four months of this, Vitrex had wasted away to a ninety-pound weakling. Even its core business had withered. So much of the company’s energy and attention had been shifted to the new initiatives that longtime customers felt they were being neglected. Once the dust had settled on Vitrex’s disastrous Internet effort, Tom turned his attention back to his original business and was surprised to see how many longtime members had cut their ties with Vitrex and gone to other health stores. He had grown, all right—smaller.


Proceed with Caution


Tom’s story is a cautionary tale for anybody in business who wants to grow. The lesson? Growth without planning is risky business—often riskier than not growing at all.


The fact that you’ve read this far tells me that you want your company to grow. And there’s no reason it shouldn’t. But the story of Vitrex is all too common. Most companies that grow experience the same problems, and many of them fail when you would least expect them to fail: after a rapid increase in sales volume—either by gaining many new customers, as was the case with Vitrex, or from a single giant customer, as in the Elephant strategy I discussed in my previous book, Bag the Elephant.


How can these businesses experience disaster after a monumental increase in sales revenue? The most common reason is that they fail to plan for growth. In a nutshell, their infrastructure won’t support a bigger business. Whether you entice one Elephant to buy your goods and services, or just a whole lot of ordinary customers, you’re biting off a lot more than you can chew if you haven’t done the planning necessary to handle the flow. You wouldn’t throw a dinner party for twenty-four people with only five place settings. You wouldn’t build an international air terminal with only five passenger gates. You wouldn’t open a 500-seat restaurant with five waiters. Why would you promise customers 500 cakes a day out of a five-oven bakery?


It’s not just a question of size, of course, but people too. Employees accustomed to doing business in a low-volume environment may not be ready to take on the newer, faster, more efficient methods required by a higher work flow. People in sales may not realize that the business cannot support the higher demand they are busy creating. Suppliers who were able to deliver raw materials for a smaller operation may be completely unable to meet the demands of your expanded business. Service personnel who deal with a few minor complaints from friendly, hometown customers may be hit with an avalanche of angry phone calls from strangers with a lot of money and market influence. If this unfolding disaster is not checked, the fast-growing business can spin out of control in a tornado of operational explosion, customer dissatisfaction, plummeting sales, and financial disaster. I call this kind of company the Shooting Star—and I think you can see why.


Harnessing the Energy


Fortunately, it’s not always fatal. Some fast-growing but unprepared companies (the lucky ones), manage to keep the business going for a while by masking the problems or applying quick fixes on the fly. But quality usually suffers from either a lack of customer service in critical areas or an overall decline in quality. A common attitude among Shooting Star owners is, “Just sell the stuff, we’ll figure out the operations later.” Their growth is exclusively sales driven.


The sad thing about the Shooting Star is that in almost all cases the inevitable hit could have been avoided simply by knowing what to do. In Vitrex’s case, Tom could have:


• created a more robust inventory supply and system, complete with backup suppliers,


• developed a customer service function to respond quickly to the issues, and


• anticipated the effects that the increase in volume might have on his website.


Well, he didn’t think of these potential problems until it was too late—and, like many businesspeople who experience the heady rush of a booming business, he got a bit dazzled by the bucks as well.


To Be the Elephant


There are three essential factors for sustainable, successful growth:


• Sales. Growing by simply increasing sales rarely works in the long run—but sales provides the cash flow necessary to pay the bills. Cash flow is the lifeblood of the business; you simply cannot function without it. Sales revenue, once it has covered expenses, yields profit that can be used to compensate yourself and others and to reinvest in the business.


• Infrastructure. Without a solid organizational infrastructure, your business will quickly hit limits on customer service and production, miss growth opportunities, swallow up both your professional and personal life, even destroy itself. With the proper infrastructure, not only can the business handle growth, you’ll be free to pursue your own destiny, whether it’s running a larger business or exploring new horizons.


• Knowledge. Knowing what to do and having the courage to do it are two different things. I always had the courage, but when I started out I lacked the knowledge. I desperately needed someone to cut through the BS and tell me what was important and what wasn’t, what to do and what to expect in return. I had to learn the hard way, by doing things wrong, but eventually I got it right.


In these pages, you’ll also learn from the experiences of others. To protect both the guilty and the innocent, I’ve disguised the identities of the people and companies involved.


The secret to successful growth is to approach it as a solid, well-thought-out project, the same way you would approach starting a new business from scratch. Controlled, sustained, profitable growth is part art and part science. It helps to have a feel for the marketplace and the competition, but nothing can take the place of knowledge: knowing whether your current business is ready for growth; knowing which of several growth opportunities has the best chance of success; knowing how to capitalize on that opportunity while minimizing your risk.


Growing successfully takes ideas, effort, action, and commitment to long-term goals. It’s a little like a buffet, in that you can select from a number of strategies and choose the best of many opportunities. But when you’re through the line, it’s best to end up with a complete, balanced meal on your plate. Otherwise, you may do yourself more harm than good.


Hungry? Let’s dig in.





Part II
ON SOLID GROUND



“Many people say they have a sound business, and truly believe it, when in fact they have no idea whatsoever whether it’s true.”
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Think You’re Ready to Grow?
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Be the Elephant focuses on strategies for growing your business effectively, but before you can even consider growing, you’ve got to make sure that the foundation of your current business is rock solid. You need to know that you’re set up for success.


Some see business as the art of turning dreams into money, but the aspect of business I’m talking about—number crunching and analysis—is more about science, and it’s essential. Without numbers, business is just expensive gambling, with your own and other people’s money.


What’s that? You’re a swashbuckling entrepreneur, not an accountant? I disagree. I’d say that you’re a gambler, not a businessperson.


Some might find it a bit boring. Maybe it is, but I say that growing and running a successful business is really a ton of fun. When you’re successful, your investors, vendors, customers, and the people who work for you will have more fun, too. So, suck it up and get this done. The allure of risk? That’s for the 70 percent who don’t last three years, not me.


Many people say they have a sound business, and truly believe it, when in fact they have no idea whatsoever whether it’s true. After you’ve finished part II, however, you’ll know one way or the other. If your business is solid, you’ll be ready to go to the next step—and grow! And if it’s not, you’ll have taken the first step toward fixing it.


What do we mean when we say “business model”? Quite simply, it’s a set of schedules that demonstrates specifically how your business is going to make money. It quantifies the assumptions you’re making that lead to your profit projections. It weaves together your product, pricing, expenses, profits, risks, income sources, and cash-flow timing. It’s a live document, a tool that you should use to shape your business for success.


Without numbers, business is just expensive gambling, with your own and other people’s money.


Don’t confuse business model with business plan. The business model tells you (and your investors) how your business will make its money, how much it will make, and when. The business plan is more comprehensive, and every business should have one. It includes detailed marketing strategies, sources of funding, corporate governance, and such. Business plan templates are widely available in books and online (see, among others, the federal government’s Small Business Administration website at www.sba.gov).


Here we will focus on the business model, which I consider more practical and indicative of success. Unlike the business plan, which is mainly a start-up roadmap, the business model should be used continually to monitor and shape your business. You’ll need a business model for each growth strategy you pursue, as well; it will tell you what works and what doesn’t.


Business Is Great (I Think)


Of the 300,000-plus businesses that open every year in the United States, most are gone in less than three years. Why? Simply because many of them should never have been opened in the first place. They had no chance of success. If only the owners had run the numbers—done a business model—they would have seen it was flawed. They would have avoided all the headaches, stress, and disappointment of failure.


Why do so many business owners wait until it’s too late to do a business model? Often it’s a combination of eagerness and overconfidence: This is a great business idea! After all, it’s your idea! How could it fail? You’ve done some math on the back of a napkin, and it works. It’s all guesswork, anyway. Besides, you feel lucky.


Luck plays a part in success, but it shouldn’t take the lead role. If you don’t do the legwork necessary to make sure your business is meeting its expectations, failure is nearly inevitable. You might be making a profit, but are you selling enough to stay in business over the long run? Are your expenses going to become a problem? You may be getting by on cash flow, but what happens when you lose your biggest customer?


Unless you’ve just started, you’ve got some history in this business. That means you can use real figures in your business model, not just estimates. And when it comes to growth projections, you don’t want to pile estimates on estimates; you need to know exactly how your business is performing now, and whether it can handle large increases in sales, production, and their associated expenses.


I once acquired a small marketing and promotion company that specialized in marketing to children. The company was losing about $100,000 per year. On the face of it, buying such a company sounds like a crazy move, but in truth it was the best purchase I ever made.


If you don’t do the legwork necessary to make sure your business is meeting its expectations, failure is nearly inevitable.


What drew me in? I worked up the business model for the company, using the same analytical tools I’m going to show you in the next few chapters. My analysis showed that although the company was headed for failure on its current path, changing a few critical components of the business model could turn the company into a big winner.


First, I charged higher fees to fewer clients, reduced costs like rent and back-office expenses, reduced risk exposure, streamlined operations, gave myself only a modest salary during the first few years, and hired sales professionals with more experience. By so doing, the company generated enough cash not only to support its growth, but also—just as important—to quickly pay off its debt.
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“A foolproof road map to success.
Don’t grow your business without it.”

—GERHARD GSCHWANDTNER, Founder and Publisher of Selling Power
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