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What You Need to Know About the
Market This Quarter

We highlight the most significant market developments and put them in context for long-term investors. We also
examine market corrections and the notoriously poor track record of market timing, some key portfolio construction
techniques and themes that bear watching.

STOCK INSIGHTS

The US market gave back some of its exceptional gains since
2022, as valuations fell and market leadership rotated.

BOND INSIGHTS

Bond investments tend to be steadier than stocks, but which
types of bonds and how much should depend on the investor.

THINGS TO CONSIDER

+ Corrections happen (a lot) more often than bear markets

- Al and the Cybersecurity “arms race”

- Defense spending may rise due to great power competition

Source: Morgan Stanley Wealth Management GIO.
Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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Stocks Have Been Strong, But Recently | stocknsignts
Gave Back Some Gains

PERFORMANCE OF SELECT U.S. STOCK MARKET INDEXES (%)
AS OF MARCH 31, 2025
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Note: Large Cap stocks represented by the S&P 500 Index. Large Cap Value and Large Cap Growth stocks represented by the Russell 1000 Value Index and the Russell 1000 Growth Index, respectively. Small
Cap stocks represented by the Russell 2000 Index. Total returns shown. Source: Morgan Stanley Wealth Management GIO, Bloomberg.

Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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Stock Market Leadership Changed in the ok msights
First Quarter

PERFORMANCE OF SELECT STOCK MARKET INDEXES (%)
AS OF MARCH 31, 2025

2024 RETURN YEAR-TO-DATE RETURN

US Stocks 25.7% -4.3%

International Stocks 6.5% 5.2%

Communication Services 41.5% -6.2%
Technology 40.2% -12.7%

Consumer Discretionary 31.4% -13.8%

Real Estate 4.3% 3.6%

S&P 500 Sectors

Health Care 0.8% 6.5%
Materials 0.2% 2.8%

Note: Total returns shown. US Stocks represented by the S&P 500. International stocks represented by the MSCI All Country World Ex US Index. Top and bottom 3 sectors of the S&P 500 in 2024 shown.
Source: Morgan Stanley Wealth Management GIO, Bloomberg.

Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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Stocks Declined Due to Falling Valuations; — IE=rm
Expectations of Near-Term Earnings Increased

Increasing perceptions of risk or decreasing long-term growth expectations can drive lower valuations

S&P 500: CHANGE IN ESTIMATED EARNINGS AND VALUATIONS (%)
AS OF MARCH 31, 2025
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Note: Earnings estimates and valuations based on consensus estimates sourced by Bloomberg. Source: Morgan Stanley Wealth Management GIO, Bloomberg.
Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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Not All Bonds Are Created Equal: Consider
Interest Rate and Credit Risks When Investing

The two primary sources of bond risk, interest rate and credit risk, vary a lot depending on bond type

SENSITIVITY TO INTEREST RATE CHANGES EXPOSURE TO POSSIBLE DEFAULT OR RESTRUCTURING
Potential Potential
Return Return

Short Intermediate Long
Maturities Maturities Maturities

Government Investment Grade High Yield
Debt Credit Bonds

IS )

Interest Rate Risk Credit Risk

Source: Morgan Stanley Wealth Management GIO.
Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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The Role of Bonds in a Portfolio

Stocks have grown faster than bonds historically but are also more susceptible to episodes of short-
term losses. An investor’s chosen mix should account for growth needs and tolerance for losses.

STOCKS HAVE SHOWN GROWTH OVER THE LONG TERM (%) BONDS CAN BE LESS SUCEPTIBLE TO SHORT-TERM LOSSES (%)
JANUARY 1, 1995 TO MARCH 31, 2025; CUMULATIVE TOTAL RETURN JANUARY 1, 2025 TO MARCH 31, 2025; CUMULATIVE TOTAL RETURN
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Note: Large Cap stocks represented by the S&P 500 Index. Bonds represented by the Bloomberg US Aggregate. Bonds represented by the Bloomberg US Corporate High Yield Index. Total returns shown.
Source: Morgan Stanley Wealth Management GIO, Bloomberg.

Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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Corrections Are Frequent And Often
Short-Lived

In 26 corrections since 1975, 73% never became “bear markets” (declines of 20% or more). On average,
markets recovered from corrections within 5 months, whereas recovery after bear markets took longer.

S&P 500 DECLINES OF 10% OR MORE AVERAGE TIME UNTIL S&P 500 RECOVERS PRIOR PEAK (MONTHS)
1975-2024; PEAK TO TROUGH 1975-2024
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Note: Does not include current decline, as the market has not yet recovered the prior peak. Source: Morgan Stanley Wealth Management GIO, Bloomberg.

Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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Many People Sell During Downturns, Fearing
More Losses. The Vast Majority End Up Worse Off.

What would have happened if an investor bought and sold when many real-world investors did?

60/40 STOCK/BOND PORTFOLIO; MARKET TIMING SCENARIO BASED ON ACTUAL PEAK TARGET DATE FUND REDEMPTIONS ($)
OCTOBER 2007 TO DECEMBER 31,2010

$110,000
Investor sells when

$105,000 abnormal selling peaked T
(Point of Maximum Fear) $19,000+
wealth
difference

$100,000

$95,000

$90,000

$85,000

$80,000
$75,000 Wi I

$70,000

Investor re-enters market when

$65.000 investor flows normalize

Oct '07 Apr '08 Oct '08 Apr'09 Oct '09 Apr'10 Oct'10

= 60/40 Portfolio: Stays Invested == 60/40 Portfolio: Sells During Market Stress

Note: Measured using daily total return data, assuming daily rebalancing. Investment grade bonds represented by the Bloomberg US Aggregate Index, equities by the S&P 500, and cash by three-month T-bills.
Timing of selling and re-entering the market backed as historical fund flow data for Target Date Funds as measured by Morningstar. Source: Morgan Stanley Wealth Management GIO, Bloomberg, Morningstar.

Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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Diversification Is a Steadier Ride

The characteristics of each asset class, or type of investment, make them more or
less appropriate for different economic environments.

AS OF MARCH 31, 2025
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Things to Consider

1Q 2025
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Note: Large Growth Stocks represented by the Russell 1000 Growth Total Return Index. Large Value Stocks represented by the Russell 1000 Value Total Return Index. Small Growth Stocks represented by the
Russell 2000 Growth Total Return Index. Small Value stocks represented by the Russell 2000 Value Total Return Index. Bonds represented by the Bloomberg US Aggregate Total Return. High Yield Bonds
represented by the Bloomberg Global High Yield Index total return. Emerging Market stocks represented by the MSCI Emerging Markets index total return. Foreign Stocks represented by the MSCI EAFE index
total return. Diversified portfolio represented by equally-weighted portfolio of asset classes shown. Source: Morgan Stanley Wealth Management GIO, Bloomberg.

Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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Active or Passive Management?

Both approaches have strengths and weaknesses that can complement
one another in an overall portfolio.

PASSIVELY MANAGED FUNDS ACTIVELY MANAGED FUNDS
HOW DOES IT WORK? Typically holds all the securities which compose Typically applies proprietary research and trading
the index they track; minimal trading strategies to identify potential investment

opportunities

PROS » Typically offer lower fees « Can help manage risks, including index

«  Can be more efficient in taxable account concentration risk
*  Potential to outperform index

CONS * Lacks proactive risk control » Typically require higher fees

(may hold highly concentrated positions) +  Potential to underperform market index

* No potential to outperform the market

WHERE HAVE * Highly-traded, transparent markets *  Complex, less-liquid markets
THEY USUALLY -
BEEN MORE EFFECTIVE?

When underlying index delivers »  During periods of elevated volatility and
diversified exposure changes in market leadership

Source: Morgan Stanley Wealth Management GIO.
Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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We Expect Artificial Intelligence (Al) to
Spark a Cybersecurity “Arms Race”

Al is revolutionizing cyber operations, creating a self-reinforcing demand for innovation

TARGETS DEFENSE

More complex

systems and greater

use of data present Al
more potential

vulnerabilities

More advanced
capabilities for
prevention, detection,
and mitigation of
threats

More effective techniques to
OFFENSE find and exploit vulnerabilities

Source: Morgan Stanley Wealth Management GIO
Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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Defense Stocks Are Anticipating
Significantly More Demand

Geopolitical tensions and new technologies appear set to increase defense spending across the globe

GLOBAL AEROSPACE AND DEFENSE STOCK RETURNS RELATIVE TO GLOBAL STOCKS (%)
JANUARY 1, 2024 THROUGH MARCH 31, 2025
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Note: Global Aerospace and Defense represented by the MSCI World Aerospace and Defense. Global stocks represented by the MSCI Al Country World Index. Relative performance measured by the difference
in total returns. Source: Morgan Stanley Wealth Management GIO, Bloomberg.

Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material.
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Disclosures

For index, indicator and survey definitions referenced in this report please visit the following: https://www.morganstanley.com/wealth-investmentsolutions/wmir-definitions

Important note regarding economic sanctions. This report may reference jurisdiction(s) or person(s) that are the subject of sanctions administered or enforced by the U.S. Department of the
Treasury’s Office of Foreign Assets Control (“OFAC”), the United Kingdom, the European Union and/or by other countries and multi-national bodies. Any references in this report to jurisdictions,
persons (individuals or entities), debt or equity instruments, or projects that may be covered by such sanctions are strictly incidental to general coverage of the relevant economic sector as
germane to its overall financial outlook, and should not be read as recommending or advising as to any investment activities in relation to such jurisdictions, persons, instruments, or projects. Users
of this report are solely responsible for ensuring that their investment activities are carried out in compliance with applicable sanctions.

Important Risk Considerations

Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally the longer a bond's maturity, the more sensitive it is to this risk. Bonds may also be subject to call risk, which
is the risk that the issuer will redeem the debt at its option, fully or partially, before the scheduled maturity date. The market value of debt instruments may fluctuate, and proceeds from sales prior to
maturity may be more or less than the amount originally invested or the maturity value due to changes in market conditions or changes in the credit quality of the issuer. Bonds are subject to the credit
risk of the issuer. This is the risk that the issuer might be unable to make interest and/or principal payments on a timely basis. Bonds are also subject to reinvestment risk, which is the risk that
principal and/or interest payments from a given investment may be reinvested at a lower interest rate.

High yield bonds (bonds rated below investment grade) may have speculative characteristics and present significant risks beyond those of other securities, including greater credit risk, price
volatility, and limited liquidity in the secondary market. High yield bonds should comprise only a limited portion of a balanced portfolio.

Equity securities may fluctuate in response to news on companies, industries, market conditions and general economic environment.

Companies paying dividends can reduce or cut payouts at any time.

Treasury Inflation Protection Securities’ (TIPS) coupon payments and underlying principal are automatically increased to compensate for inflation by tracking the consumer price index (CPI). While
the real rate of return is guaranteed, TIPS tend to offer a low return. Because the return of TIPS is linked to inflation, TIPS may significantly underperform versus conventional U.S. Treasuries in times of
low inflation.

Investing in smaller companies involves greater risks not associated with investing in more established companies, such as business risk, significant stock price fluctuations and illiquidity.

Stocks of medium-sized companies entail special risks, such as limited product lines, markets, and financial resources, and greater market volatility than securities of larger, more-established
companies.

Yields are subject to change with economic conditions. Yield is only one factor that should be considered when making an investment decision.

Artificial intelligence (Al) is subject to limitations, and you should be aware that any output from an IA-supported tool or service made available by the Firm for your use is subject to such limitations,
including but not limited to inaccuracy, incompleteness, or embedded bias. You should always verify the results of any Al-generated output.

Environmental, Social and Governance (“ESG”) investments in a portfolio may experience performance that is lower or higher than a portfolio not employing such practices. Portfolios with ESG
restrictions and strategies as well as ESG investments may not be able to take advantage of the same opportunities or market trends as portfolios where ESG criteria is not applied. There are
inconsistent ESG definitions and criteria within the industry, as well as multiple ESG ratings providers that provide ESG ratings of the same subject companies and/or securities that vary among the
providers. Certain issuers of investments may have differing and inconsistent views concerning ESG criteria where the ESG claims made in offering documents or other literature may overstate ESG
impact. ESG designations are as of the date of this material, and no assurance is provided that the underlying assets have maintained or will maintain and such designation or any stated ESG
compliance. As a result, it is difficult to compare ESG investment products or to evaluate an ESG investment product in comparison to one that does not focus on ESG. Investors should also
independently consider whether the ESG investment product meets their own ESG objectives or criteria. There is no assurance that an ESG investing strategy or techniques employed will be
successful. Past performance is not a guarantee or a dependable measure of future results.

Investing in foreign markets entails greater risks than those normally associated with domestic markets, such as political, currency, economic and market risks. Investing in currency involves
additional special risks such as credit, interest rate fluctuations, derivative investment risk, and domestic and foreign inflation rates, which can be volatile and may be less liquid than other securities
and more sensitive to the effect of varied economic conditions. In addition, international investing entails greater risk, as well as greater potential rewards compared to U.S. investing. These risks
include political and economic uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in countries with emerging markets and frontier markets,
since these countries may have relatively unstable governments and less established markets and economies.

Asset allocation and diversification do not assure a profit or protect against loss in declining financial markets.

Growth investing does not guarantee a profit or eliminate risk. The stocks of these companies can have relatively high valuations. Because of these high valuations, an investment in a growth stock
can be more risky than an investment in a company with more modest growth expectations.

Value investing does not guarantee a profit or eliminate risk. Not all companies whose stocks are considered to be value stocks are able to turn their business around or successfully employ
corrective strategies which would result in stock prices that do not rise as initially expected.

Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many sectors and companies. Technology stocks may be especially volatile. Risks
applicable to companies in the energy and natural resources sectors include commodity pricing risk, supply and demand risk, depletion risk and exploration risk. Health care sector stocks are
subject to government regulation, as well as government approval of products and services, which can significantly impact price and availability, and which can also be significantly affected by rapid
obsolescence and patent expirations.

The indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the performance of any specific investment. The indices
are not subject to expenses or fees and are often comprised of securities and other investment instruments the liquidity of which is not restricted. A particular investment product may consist of
securities significantly different than those in any index referred to herein. Comparing an investment to a particular index may be of limited use.
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The indices selected by Morgan Stanley Wealth Management to measure performance are representative of broad asset classes. Morgan Stanley Wealth Management retains the right to change
representative indices at any time.

Performance of indices may be more or less volatile than any investment product. The risk of loss in value of a specific investment (such as with an investment manager or in a fund) is not the
same as the risk of loss in a broad market index. Therefore, the historical returns of an index will not be the same as the historical returns of a particular investment product.

Disclaimer

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States. This material has been prepared for informational
purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or other financial instrument or to participate in any trading strategy. Past performance is not
necessarily a guide to future performance.

The author(s) (if any authors are noted) principally responsible for the preparation of this material receive compensation based upon various factors, including quality and accuracy of their work, firm
revenues (including trading and capital markets revenues), client feedback and competitive factors. Morgan Stanley Wealth Management is involved in many businesses that may relate to
companies, securities or instruments mentioned in this material.

This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any security/instrument, or to participate in any trading
strategy. Any such offer would be made only after a prospective investor had completed its own independent investigation of the securities, instruments or transactions, and received all information
it required to make its own investment decision, including, where applicable, a review of any offering circular or memorandum describing such security or instrument. That information would contain
material information not contained herein and to which prospective participants are referred. This material is based on public information as of the specified date, and may be stale thereafter. We
have no obligation to tell you when information herein may change. We make no representation or warranty with respect to the accuracy or completeness of this material. Morgan Stanley Wealth
Management has no obligation to provide updated information on the securities/instruments mentioned herein.

The securities/instruments discussed in this material may not be appropriate for all investors. The appropriateness of a particular investment or strategy will depend on an investor’s individual
circumstances and objectives. Morgan Stanley Wealth Management recommends that investors independently evaluate specific investments and strategies and encourages investors to seek the
advice of a financial advisor. The value of and income from investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates,
securities/instruments prices, market indexes, operational or financial conditions of companies and other issuers or other factors. Estimates of future performance are based on assumptions that
may not be realized. Actual events may differ from those assumed and changes to any assumptions may have a material impact on any projections or estimates. Other events not taken into account
may occur and may significantly affect the projections or estimates. Certain assumptions may have been made for modeling purposes only to simplify the presentation and/or calculation of any
projections or estimates, and Morgan Stanley Wealth Management does not represent that any such assumptions will reflect actual future events. Accordingly, there can be no assurance that
estimated returns or projections will be realized or that actual returns or performance results will not materially differ from those estimated herein.

The summary at the beginning of the report may have been generated with the assistance of artificial intelligence (Al).

This material should not be viewed as advice or recommendations with respect to asset allocation or any particular investment. This information is not intended to, and should not, form a primary
basis for any investment decisions that you may make. Morgan Stanley Wealth Management is not acting as a fiduciary under either the Employee Retirement Income Security Act of 1974, as
amended or under section 4975 of the Internal Revenue Code of 1986 as amended in providing this material except as otherwise provided in writing by Morgan Stanley and/or as described at
www.morganstanley.com/disclosures/dol.

Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors do not provide legal or tax advice. Each client should always consult his/her personal tax and/or
legal advisor for information concerning his/her individual situation and to learn about any potential tax or other implications that may result from acting on a particular recommendation.
This material is disseminated in Australia to “retail clients” within the meaning of the Australian Corporations Act by Morgan Stanley Wealth Management Australia Pty Ltd (A.B.N. 19 009 145 555,
holder of Australian financial services license No. 240813).

Morgan Stanley Wealth Management is not incorporated under the People's Republic of China ("PRC") law and the material in relation to this report is conducted outside the PRC. This report will be
distributed only upon request of a specific recipient. This report does not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors must have the relevant
qualifications to invest in such securities and must be responsible for obtaining all relevant approvals, licenses, verifications and or registrations from PRC's relevant governmental authorities.

If your financial adviser is based in Australia, Switzerland or the United Kingdom, then please be aware that this report is being distributed by the Morgan Stanley entity where your financial adviser is
located, as follows: Australia: Morgan Stanley Wealth Management Australia Pty Ltd (ABN 19 009 145 555, AFSL No. 24081 3); Switzerland: Morgan Stanley (Switzerland) AG regulated by the Swiss
Financial Market Supervisory Authority; or United Kingdom: Morgan Stanley Private Wealth Management Ltd, authorized and regulated by the Financial Conduct Authority, approves for the purposes
of section 21 of the Financial Services and Markets Act 2000 this material for distribution in the United Kingdom.

Morgan Stanley Wealth Management is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section 15B of the Securities Exchange Act (the “Municipal
Advisor Rule”) and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of the Municipal Advisor Rule.

This material is disseminated in the United States of America by Morgan Stanley Smith Barney LLC.

Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any
damages of any kind relating to such data.

This material, or any portion thereof, may not be reprinted, sold or redistributed without the written consent of Morgan Stanley Smith Barney LLC.

© 2025 Morgan Stanley Smith Barney LLC. Member SIPC.
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