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FEDERAL NORTHERN RESIDENTS DEDUCTIONS 
 
 

INTRODUCTION 

 

Residents of northern and isolated areas in Canada face several challenges relative 
to those living in southern and more populated regions.  In addition to a difficult climate and 
restricted access to goods and services, they usually face higher living costs because long 
distances from major markets add to the cost of basic goods and services.  Because of these 
challenges, employers often find it difficult to recruit and retain employees, particularly skilled 
workers in general and people in the medical profession in particular.  Moreover, employment 
tends to be either seasonal or closely tied to the economic cycle because these areas tend to have 
largely resource-based economies.  This, too, can be a disincentive for prospective employees. 

The federal Northern Residents Deductions (NRD),(1) a tax policy delivered 
through the federal government’s Income Tax Act, is designed to address some of these 
difficulties.( )2   It provides a residency deduction of up to $15 a day (depending on whether the 
person resides in the Northern Zone or the Intermediate Zone) worth up to $5,475 annually,(3) a 
deduction for up to two employer-provided vacation trips per year, and a deduction for unlimited 
employer-provided medical travel.(4)  According to projections by the Department of Finance, the 
NRD cost the federal government $125 million in forgone tax revenue or “tax expenditures” in 

                                                 
(1) Some provinces, such as Quebec, offer a virtually identical deduction for persons living in remote and 

isolated areas. 

(2) Throughout this document, the acronym “NRD” will be used in the singular form even though the NRD 
refers to deductions in the plural. 

(3) Technically, the deduction is the lesser of either a) 20% of the taxpayer’s revenue, or b) $15 multiplied 
by the number of days the taxpayer lived in one of the designated zones, with a minimum residency of 
six months.  Any taxpayer with an annual revenue of at least $27,375 and who lived the full year in the 
Northern Zone benefits from the $5,475 maximum deduction.  The maximum deduction for 
Intermediate Zone residents is one-half that amount, i.e., $2,737.50. 

(4) This summary is from the Department of Finance publication Tax Expenditures:  Notes to the 
Estimates/Projections, p. 28, available at:  http://www.fin.gc.ca/toce/2000/taxexpnot_e.html.  For details 
on how the deduction actually works, see Canada Customs and Revenue Agency Tax Form “T2222:  
Northern Residents Deductions,” available at:  http://www.cra-arc.gc.ca/E/pbg/tf/t2222/README.html. 

 

http://www.fin.gc.ca/toce/2000/taxexpnot_e.html
http://www.cra-arc.gc.ca/E/pbg/tf/t2222/README.html
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2003.(5)  This paper looks at the NRD in detail, starting with a discussion of who is eligible for 
the NRD, then moving to a short historical summary and finally looking at some of the policy 
rationales for and against the NRD.  
 

NORTHERN VERSUS INTERMEDIATE ZONES 

 

To be eligible for the Northern Residents Deductions, a person must reside at least 

part of the year in one of two zones, either the Northern Zone (also known as Zone A) or the 

Intermediate Zone (also known as Zone B).  Residents of the Northern Zone are eligible for full 

NRD benefits, while residents of the Intermediate Zone are eligible for 50% of the benefits 

available to Northern Zone residents.  

According to section 7303.1(1) of the Income Tax Regulations, the Northern Zone 

includes all of the Yukon, Nunavut, the Northwest Territories and Labrador (including Belle 

Isle), as well as: 

 
• those parts of British Columbia, Alberta and Saskatchewan that lie north of 

57˚30’N latitude 

• that part of Manitoba that lies 
i north of 56˚20’N latitude, or 
ii north of 52˚30’N latitude and east of 95˚25’W longitude 

 
• that part of Ontario that lies 

i. north of 52˚30’N latitude, or 
ii. north of 51˚05’N latitude and east of 89˚10’W longitude 

• that part of Quebec that lies 
i. north of 51˚05’N latitude, or 
ii. east of 63˚00’W longitude and north of the Gulf of St. Lawrence. 

 

There are no Northern Zone communities in the Maritimes or Newfoundland. 

Intermediate Zone (Zone B) communities include the Queen Charlotte Islands, 

Anticosti Island, the Magdalen Islands and Sable Island (the only NRD area in the Maritimes).  

According to section 7303.1(2) of the Income Tax Regulations, Intermediate Zone communities 

also include: 

 
(5) Department of Finance, Tax Expenditures and Evaluations 2003, Table 1, available at:   

http://www.fin.gc.ca/taxexp/2003/taxexp03_2e.html. 

http://www.fin.gc.ca/taxexp/2003/taxexp03_2e.html
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• that part of British Columbia that lies 
i. north of 55˚35’N latitude, or 
ii. north of 55˚00’N latitude and east of 122˚00’W longitude 
 

• that part of Alberta that lies north of 55˚00’N latitude 

• that part of Saskatchewan that lies 
i. north of 55˚00’N latitude, 
ii. north of 54˚15’N latitude and east of 107˚00’W longitude, or 
iii. north of 53˚20’N latitude and east of 103˚00’W longitude 

• that part of Manitoba that lies 
i. north of 53˚20’N latitude, 
ii. north of 52˚10’N latitude and east of 97˚40’W longitude, or 
iii. north of 51˚30’N latitude and east of 96˚00’W longitude 

• that part of Ontario that lies north of 50˚35’N latitude 

• that part of Quebec that lies 
i. north of 50˚35’N latitude and west of 79˚00’W longitude, 
ii. north of 49˚00’N latitude, east of 79˚00’W longitude and west of 74˚00’W 

longitude, 
iii. north of 50˚00’N latitude, east of 74˚00’W longitude and west of 70˚00’W 

longitude, 
iv. north of 50˚45’N latitude, east of 70˚00’W longitude and west of 65˚30’W 

longitude, or 
v. north of the Gulf of St. Lawrence, east of 65˚30’W longitude and west of 

63˚00’W longitude. 
 

Appendix A provides a detailed list of some of the eligible Northern and 

Intermediate Zone communities.  Appendix B maps the contours of the Northern Zone, as first 

calculated by the Task Force on Tax Benefits for Northern and Isolated Areas, which is 

discussed in detail below.  

 

HISTORICAL CONTEXT 

 

  Employers in northern and isolated areas sometimes pay above-average wages or 

benefits in order to recruit and retain employees.  Prior to the introduction of the Northern 

Residents Deductions in 1986,(6) the value of these additional benefits was not always reported, 

even though they constituted a taxable benefit under paragraph 6(1) of the Income Tax Act.   

 
(6) Specifically, section 110.7 was added to the Income Tax Act.  The measure became effective on 1 January 1987. 
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This conflict between practice and the law came to light after an audit by Revenue 
Canada( )7  in the late 1970s revealed that non-reporting of benefits was widespread in northern 
communities.  Acting on the audit, Revenue Canada put northern employers and employees on 
notice that it intended henceforth to collect tax owing on these hitherto unreported amounts.  
This announcement generated concern amongst northern residents.  The federal government 
responded by announcing a moratorium on taxation of these benefits in order to study the issue 
more closely.   

In 1980, the federal government issued a remission order that absolved 
northerners from any liabilities that may have otherwise accrued on unpaid taxes for housing and 
travel benefits supplied by employers.  In so doing, the government essentially gave a tax 
advantage to northern residents who worked for employers willing and able to provide these 
benefits.  The unemployed, people who chose to stay out of the labour force, and those who 
worked for employers who could not afford or were unwilling to extend housing or travel 
benefits did not benefit from the remission order, which was applied retroactively to 1978 and 
was subsequently extended on a year-by-year basis until the NRD came into effect in 1987.   

The NRD created a federal housing tax benefit for all persons living in designated 
northern communities, regardless of whether they worked or not, or of when they worked.  
Employees of firms that provided travel and medical benefits still, however, enjoyed a tax 
advantage relative to those who did not.(8)  In choosing which communities would be eligible for 
the NRD, the federal government applied the same criteria it used to decide who amongst its own 
employees were eligible for northern and isolated area pay premiums.   

Northerners and persons in isolated communities were not, however, satisfied 
with this new arrangement.  Many complained that the NRD was too arbitrary, largely because 
some communities found themselves ineligible for the NRD benefits even though they shared 
much in common or were situated close to eligible communities.(9)  Many also complained that 

 
(7) Later renamed the Canada Customs and Revenue Agency, and now the Canada Revenue Agency. 

(8) As noted above, employees can deduct up to two employer-provided non-medical-related trips from 
their income each year plus an unlimited number of medical-related trips. 

(9) The pre-1993 rules stipulated that communities south of 55˚ latitude and more than 160 kilometres from 
a community of 10,000 persons were eligible for the NRD.  This rule created situations where two 
neighbouring communities – one inside the limit and the other outside – received different tax treatment 
despite their virtually identical circumstances.  This situation happened, for example, along the south 
shore of the Gaspésie region of Quebec where, because of their distance (more than 160 kilometres) 
from two major urban centres with populations in excess of 10,000 people (Gaspé and Matane), a 
number of communities qualified for the deduction.  Others, very near to these eligible communities and 
also on the south shore but not quite 160 kilometres from Gaspé or Matane, failed to qualify.  
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the NRD regulations were too complex (see Appendix C for a description of these repealed 
criteria), leading to frequent disputes with Revenue Canada about interpretation of the rules. 

On 29 April 1988, the Task Force on Tax Benefits for Northern and Isolated 
Areas was created by the federal government to consult with affected communities and to 
recommend alternative approaches to determining eligibility.  It reported in October 1989, 
recommending that the government abandon its community-by-community approach because 
“some communities, ineligible on grounds of population or distance, bordered on others which 
qualified for benefits despite the fact that their residents shared many services, had common 
work places, and faced the same environmental and climactic conditions.”(10)  Using analysis that 
relied on a combination of factors such as isolation, vegetation, permafrost, population and 
distance to urban centres, the Task Force proposed a single Northern Zone.  The Task Force also 
said that while some southern communities did score highly in its ranking system, it 
recommended against including them as eligible communities because “to make exceptions on a 
community-by-community basis would perpetuate the inequities and anomalies of the current 
system.”(11)  The government adopted the Task Force’s recommendation for a Northern Zone but 
also chose to add an Intermediate Zone (as described above) when it amended the regulations to 
the Income Tax Act in 1993.   
 
RATIONALE FOR SPECIAL TAX TREATMENT 
 

Special tax treatment for northern and isolated areas is usually justified on five 
main grounds.  
 
   A.  Sovereignty 
 

Nation states the world over have historically acted to secure their claims over 

sparsely populated and isolated areas by a variety of means.  In some countries and in some 

historical periods, these attempts to secure sovereignty have meant forcibly moving people into 

(or out of) northern and/or isolated areas.  In more recent times, governments have attempted to 

establish and/or maintain claims to these areas by generating economic activity and providing 

incentives for people to locate to these regions. 

 
(10) Report of the Task Force on Tax Benefits for Northern and Isolated Areas, October 1989, p. 29. 

(11) Ibid., p. 30. 
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   B.  Economic Development 
 

Employment in northern and isolated areas tends to be concentrated in mines, 
forestry, energy development projects, administrative centres, military installations and tourism.  
These sectors of the economy tend to be either seasonal or subject to cyclical fluctuations, 
leading to sporadic demand for workers.  Special tax treatment (i.e., tax incentives) can help 
employers in these areas recruit and retain workers, most of whom are from more populated 
southern areas which benefit from less cyclical economies, a milder climate, easier access to 
health, cultural and educational facilities, and better transportation and communication linkages.  
The tax incentives may also encourage less-skilled workers to continue living in these areas 
during the off-season or in an economic downturn, thus sustaining a local labour pool for 
employers. 
 

   C.  Regional Differences in Wages and Cost of Living 
 

The cost of living in northern Canada and in small, isolated communities is, 
generally speaking, higher than in large urban centres, primarily because of higher transportation 
costs.  Shipping goods from distant major centres via ice roads, water, rail or air adds to the cost 
of basic necessities such as food, clothing and shelter.  To entice workers to these isolated areas 
and to compensate for higher living costs, some firms pay their workers “isolation pay” in the 
form of above-average wages, or benefits such as housing or travel benefits, or both.  Combined 
with a progressive tax system (i.e., a tax that is larger as a percentage of income for those with 
larger incomes), these higher benefits may lead to unequal tax treatment.(12)  Consequently, some 
argue that special tax treatment is required to redress this inequity.(13)

 
(12) To illustrate, consider two taxpayers:  one living and working in a populated southern area, another 

living and working in a northern area.  The southern person earns $32,000 a year and the northern 
person $40,000.  If the cost of living in the north is 25% higher, both have the same purchasing power 
(i.e., they can purchase an identical basket of goods).  For the sake of simplicity, assume zero tax credits 
or deductions.  Assume also that the southern person faces a combined federal/provincial marginal tax 
rate of 26% (roughly the situation of someone making $32,000 in New Brunswick in 2004), while the 
northern person faces a combined rate of 29% (roughly the situation of someone making $40,000 in 
Nunavut).  The southerner pays $8,320 in taxes, while the northerner pays $11,600, leaving a disposable 
income of $23,680 and $28,400 respectively.  Remember, however, that the northern resident pays 25% 
more for the same goods and services that his or her counterpart might purchase in the south, which 
means that his or her $28,400 is really worth $22,720 in the south.  As a result, the northerner has 
$960 ($23,680 – $22,720) less than his or her southern counterpart because of the progressive tax system.   

(13) While the logic of the argument is straightforward, it is not clear that the cost of living in northern and 
isolated areas is necessarily higher.  Residents of northern and isolated areas may, for example, have 
different consumption patterns, preferring to eat locally obtained meats (caribou, seal, etc.) and engage 
in activities particular to the north, such as year-round snowmobiling, skiing or hunting for certain 
species not found in more southern areas. 
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   D.  Regional Differences in the Level of Goods and Services 
 

Residents of northern and isolated areas generally have less access to specialized 

goods and services, particularly with respect to health care, education and recreation.  The 

federal government has a long tradition of supporting regions through its equalization and 

Territorial Formula Financing (TFF) programs, which help provinces and territories provide 

basic services comparable to those available elsewhere.  Those in favour of special tax treatment 

for northern and isolated areas argue that the equalization and TFF programs are insufficient and 

need to be augmented by tax measures such as the NRD. 

 

   E.  Environmental Hardship 
 

Northern areas typically experience long, cold winters and have barren terrain.  

Farming is virtually non-existent.  Distance from major population centres adds to the sense of 

isolation.  As noted, some employers provide additional benefits to help employees alleviate this 

sense of isolation.  Consequently, the argument is made that special tax assistance is needed so 

that these types of benefits – typically not needed in southern or urban areas – are affordable and 

practical for northern residents, again with a view to attracting and retaining workers. 

 

ARGUMENTS AGAINST SPECIAL TAX TREATMENT 

 

  As noted, the Department of Finance calculates the tax impact of the Northern 

Residents Deductions.  This suggests that the Department of Finance views the NRD as a 

deviation from a benchmark tax system that the Department presumably feels would be equitable 

to all Canadians.(14)  There are three major types of arguments used against special tax treatment, 

whether for residents of northern and isolated areas, or for businesses or individuals more 

generally. 

 

 
(14) Tax expenditures are defined as deviations from a benchmark system that theoretically treats all tax-

paying individuals in an equitable fashion.  In practice, of course, it is almost impossible to implement a 
perfectly fair tax system.  
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   A.  Freedom of Choice  
 

The freedom of choice argument says that the federal government should not 

subsidize individuals’ choices.  People choose to live in isolated and remote areas presumably 

because they believe the quality of life there is superior to the quality of life elsewhere.  They 

may, for example, appreciate the strong sense of community typical of isolated and remote areas, 

something that may be difficult to replicate or find in more southern or populated locales.  They 

may also appreciate the relative isolation for its own sake, for the lack of pollution and noise, or 

the availability of wide open spaces and even the extended cold periods.  These are all things that 

residents of more southerly and populated areas find difficult to obtain, and yet no one is 

suggesting that the federal government provide them with a tax deduction.  To the extent that 

northern and isolated residents live in these areas because they appreciate their “intrinsic 

qualities,” the NRD is a windfall gain for these residents and an unnecessary federal government 

incentive.  

 

   B.  Let the Market Do the Job  
 

The free market argument says that market forces are better at determining 

population levels in northern and remote areas and, moreover, government subsidies are likely to 

lead only to negative outcomes.  For example, the NRD may be just enough of an incentive to 

encourage unemployed people to stay in these northern and remote areas during economic 

downturns, thereby depressing wages unduly.  Without the NRD, the unemployed would likely 

migrate to more populous and economically vibrant areas in the south.  When the northern and 

isolated area economies recover, wages would be under more pressure to rise (because of the 

smaller labour pool), attracting some of the erstwhile residents back to the north.  In short, the 

market will solve any potential labour shortages through the price (wage) mechanism. 

 
   C.  Regional Tax Discrimination 
 

Proponents of the regional tax discrimination argument say that the NRD is not 

only unnecessary, it may even be harmful to the extent that it benefits Northern and Intermediate 

Zones relative to other areas of the country that are ineligible for the deduction.  This criticism 

was frequently voiced following the initial introduction of the NRD, when eligibility was 

determined on a community-by-community basis according to what some believed were 
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arbitrary criteria.  This argument proved to be an important reason for the 1993 amendments to 

the NRD.  With the move to two major zones (i.e., Zone A and Zone B), the argument has lost 

some of its appeal, although communities near and around crucial border areas – those near the 

55th or 60th parallel, for example – may still feel disadvantaged either because they are ineligible 

for the deduction despite being close to eligible communities (which is the case for some 

communities south of the 55th parallel) or because they have access to only 50% of the deduction 

(i.e., those who are in the Intermediate Zone but near the border of the Northern Zone).   

 
CONCLUSION 
 

The Northern Residents Deductions tax program was created in 1986, 
implemented in 1987 and amended in 1993.  The 1993 amendments created a Northern Zone, 
whose residents are eligible for 100% of the deduction, and an Intermediate Zone, whose 
residents are eligible for a 50% deduction.  

The NRD was, and is, designed to provide an incentive to encourage workers, 

particularly skilled workers, to work and live in northern and remote areas by compensating 

them for higher living costs and making it more affordable to travel south for holidays and 

medical treatment.  In so doing, it also formalized an informal practice first uncovered by 

Revenue Canada in the 1970s of not reporting employer-provided housing and travel benefits.  

Beginning in 1987, employers and employees were required to report the amount of these 

benefits on their income tax returns, with the NRD essentially rendering all or a portion of these 

benefits tax-free.  While there are a number of arguments for and against the NRD, and while the 

NRD appears to provide a substantial financial incentive to move to, and remain in, northern and 

isolated areas, there has been no detailed analysis of the effectiveness of the measure in attaining 

its stated objective. 
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APPENDIX C 
 

NORTHERN RESIDENTS DEDUCTIONS CRITERIA, 1987-1993(1)

 
 

7303. (1)(REVOKED):  An area is a prescribed area for a taxation year for the purposes of 
section 110.7 of the Act where it is 
(a) an area in Canada that is on or north of the 60th parallel of north latitude; 

(b) an area in Canada south of the 60th parallel of north latitude and on or north of the 
55th parallel of north latitude that, in the preceding taxation year, met the following requirements: 

(i) it had a population of less than 10,000, and 

(ii) there was no all-weather road providing access to the area or, where there was an all-
weather road providing access to the area, it was more than 80 kilometres by all-weather 
road from the administrative centre of the urban centre that was nearest to the area; 

(c) an area in Canada south of the 55th parallel of north latitude other than an area that is situated 
in grassland south of the 50th parallel of north latitude, that, in the preceding taxation year, met 
the following requirements: 

(i) it had a population of less than 10,000, 

(ii) it was entitled to a total of 50 points or more determined under subsection (7), 

(iii) where there was no all-weather road providing access to the area, it was more than 
80 kilometres in a straight line from the administrative centre of the nearest urban centre 
with a population of 50,000 or more, and 

(iv) where there was an all-weather road providing access to the area, it was more than 
320 kilometres by all-weather road from the administrative centre of the urban centre 
with a population of 50,000 or more that was nearest to the area by all-weather road and 
was more than 160 kilometres by all-weather road from the administrative centre of the 
urban centre that was nearest to the area; 

(d) an area in Canada south of the 60th parallel of north latitude and on or north of the 
55th parallel of north latitude that, in any preceding taxation year after 1985, met the 
requirements set out in paragraph (b) and in the immediately preceding taxation year met the 
following requirements: 

(i) it had a population of less than 15,000, and 

(ii) there was no all-weather road providing access to the area or, where there was an all-
weather road providing access to the area, it was more than 1,610 kilometres by all-
weather road from the administrative centre of the urban centre with a population of 
100,000 or more that was nearest to the area; or 

                                                 
(1) CCH Canadian, 2003, Canadian Income Tax Act with Regulations, 75th Edition, Toronto:  CCH 

Canadian, pp. 2662-2663. 



 
 

 
 

 

ii

(e) an area in Canada south of the 55th parallel of north latitude other than an area that is situated 
in grassland south of the 50th parallel of north latitude that, in any preceding taxation year after 
1985, met the requirements set out in paragraph (c) and in the immediately preceding taxation 
year met the following requirements: 

(i) it was entitled to a total of 50 points or more determined under subsection (7), 

(ii) where there was no all-weather road providing access to the area, it had a population 
of less than 15,000, and 

(iii) where there was an all-weather road providing access to the area, 

(A) it had a population of less than 10,000, or 

(B) it had a population of more than 9,999 and less than 15,000 and it was more 
than 1,610 kilometres by all-weather road from the administrative centre of the 
urban centre with a population of 100,000 or more that was nearest to the area. 

 

NOTE:  SUBSECTION (7) WAS USED TO DETERMINE THE POINTS MENTIONED 
IN 1(c)(ii) and 1(e)(i) above.  SUBSECTION (7) READS AS FOLLOWS: 
 
7303(7)(REVOKED):  For the purposes of subparagraphs (1)(c)(ii) and (e)(i), the number of 
points to which an area is entitled is the aggregate of 

(a) where the population of the area is 

(i) from 1 to 99, 50 points, 

(ii) from 100 to 499, 40 points, 

(iii) from 500 to 999, 35 points, 

(iv) from 1,000 to 1,999, 30 points, 

(v) from 2,000 to 4,999, 25 points, 

(vi) from 5,000 to 7,499, 15 points, and 

(vii) from 7,500 to 9,999, 5 points; 

(b) where there is no all-weather road providing access to the area, the aggregate of 15 points and 

(i) if the area is not served by a scheduled air, rail or ferry passenger service, 15 points, 

(ii) if the area is served by a scheduled air, rail or ferry passenger service on fewer than 
4 days per week, 10 points, and 

(iii) if the area is served by a scheduled air, rail or ferry passenger service on more than 
3 days per week, 5 points, 

(c) where the distance by all-weather road between the area and the administrative centre of the 
urban centre with a population of 15,000 or more that is nearest to the area is 



 
 

 
 

 

iii

(i) equal to or more than 402 kilometres but less than 483 kilometres, 5 points, 

(ii) equal to or more than 483 kilometres but less than 803 kilometres, 10 points, and 

(iii) equal to or more than 803 kilometres, 15 points, 

(d) where the area is in 

(i) tundra, 30 points, or 

(ii) open woodland, 15 points, and 

(e) where the area 

(i) falls on or is encompassed by a line on one of the maps set out in Schedule X to which 
a point value has been assigned, the number of points assigned to that line, 

(ii) falls entirely between two lines on one of the maps set out in Schedule X to which 
point values have been assigned, the higher number of points assigned to one of the lines, 

(iii) falls between a line on one of the maps set out in Schedule X to which a point value 
has been assigned and the southern boundary of Canada, the number of points assigned to 
that line, 

(iv) falls west of the most westerly line on the map of British Columbia set out in 
Schedule X to which a point value of 15 points has been assigned, 20 points, and 

(v) falls between the most northerly line on one of the maps set out in Schedule X to 
which a point value has been assigned and the northern edge of the map, the number of 
points that is 5 points more than the number assigned to that line. 
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