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1. Executive Summary

1.1 Background and Purpose

The Rincon del Diablo Municipal Water District (“District”) retained NBS to conduct a sewer capacity fee
study for two primary reasons: (1) to ensure that the fees implemented comply with legal requirements and
industry standards, and (2) to ensure that these fees reflect the cost of capital infrastructure needed to
serve new connections, or any customer requesting additional capacity in the District’s sewer system
(referred to throughout as “future customers”).

”n u

Please note, the fees updated in this study are commonly referred to as “connection fees,” “capital facility

” u

fees,” “capacity charges,” or in this case, “capacity fees.” The terms are often used interchangeably, and
California Government Code Section 66013 defines these types of fees (referred to as a “capacity charge”)
as a one-time “charge for public facilities in existence at the time a charge is imposed or charges for new
public facilities to be acquired or constructed in the future that are of proportional benefit to the person or
property being charged, including supply or capacity contracts for rights or entitlements, real property
interests, and entitlements and other rights of the local Agency involving capital expense relating to its use
of existing or new public facilities.” It authorizes public agencies to impose “connection fees” (e.g., capacity
fees) which are more appropriately called system capacity charges or capacity fees, on customers
connecting to or upsizing their connection to the sewer system, to ensure that they pay their fair share of
existing utility asset costs, plus the costs of new facilities needed to serve them. In its simplest form,
capacity fees are the result of dividing the cost (or value) of the Agency’s current system assets available for
future users plus planned capital improvements to accommodate future users, by the expected number of
future customers. As a result, future customers connecting to the Agency’s sewer utilities would enter as
equal participants, along with current customers, regarding their financial commitment and obligations to
the utilities.

Whereas sewer rate increases imposed on existing customers require a protest ballot procedure (under
Proposition 218), capacity fees do not because they are an appropriate funding mechanism for facilities that
benefit new development agencywide and may be imposed by a majority vote of the governing legislative
body, which in this case is the District’s Board of Directors. This report provides the documentation and
findings necessary for the adoption of proposed capacity (system capacity) fees.

1.2 Overview of Capacity Fee Program Methodology

Various methodologies have been and are currently used to calculate sewer capacity fees. The most
common methodologies are based on the following from the American Water Works Association’s
Principles of Water Rates, Fees and Charges?, also referred to as Manual M1, and the Water Environment
Federation’s Financing and Charges for Wastewater Systems (Manual of Practice No. 27)%:

e The value of existing (historical) system assets, often called a “system buy-in” or “replacement
cost” methodology.

1 Principles of Water Rates, Fees, and Charges, Manual of Water Supply Practices, M1, AWWA, seventh edition, 2017.
2 Financing and Charges for Wastewater Systems, Manual of Practice No. 27, Water Environment Federation, Fourth Edition,
2018.
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e The value of planned future improvements, also called the “incrementa
development” methodology.

or “system

e A combination of these two approaches.

As the existing treatment plan is built out and has significant existing capacity for future connections
available, this analysis uses the “system buy-in approach”? to ensure that new customers connecting to the
District’s sewer system will enter as equal participants with existing customers regarding their financial
commitment and obligations to the utility.

In its simplest form, capacity fees (also referred to as connection fees, capital facility fees, or system
development charges) are calculated by dividing the costs allocated to future development by the number
of units of new development anticipated:

e Costs of facilities and improvements that are required to serve new development are those that
can reasonably be allocated to future development.

e The number of new units (i.e., growth) are those units projected to occur within the timeframe
covered by the capacity fee analysis.
Capacity fees are one-time fees intended to reflect the cost of existing infrastructure and planned
improvements available to new services, and place new utility customers or existing customers requesting
an increase in service capacity on equal basis from a financial perspective with existing customers. Once
new customers are added to the system, they then incur the obligation to pay the same service charges or
monthly usage rates that existing customers pay.

This capacity fee study and the recommended fees assume a given level of development activity over the
course of the study period based on data available from the District’s 2019 Sewer System Master Plan. The
development that occurs may result in both different impacts and fee revenues than those that are
calculated in this study. For that reason, regular updates are recommended to adjust the fees to match the
needs created by the rate of actual development.

In developing the proposed fees, NBS worked cooperatively with District staff. The fees presented in this
study reflect input provided by District staff regarding financial matters, available capacity in the sewer
system, existing asset values, and planned capital improvements.

Section 2 discusses in more detail the development of the sewer capacity fees and present the updated fees
recommended for new and upsized connections.

3 Method of calculating capacity fees (also known as System Development Fees, Connection Fees, Capital Facility Fees) are set forth
in the American Water Works Association’s Principles of Water Rates, Fees and Charges Seventh Edition (2017) pages 311 to 347.
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2. Sewer Capacity Fee Study

2.1 Existing Connections and Projected Future Growth

The first step in calculating capacity fees involves a review of the system planning criteria. Different types of
customers have the potential to use more of the sewer system’s capacity depending on the flow and the
strength of sewer effluent. The potential capacity demanded is therefore proportional to the type of
customer (i.e. residential, low-, medium-, or high-strength commercial, etc.).

The number of equivalent dwelling units (EDU’s) is used as a variable for the potential demand that each
customer can place on the sewer system. An EDU is the amount of capacity required by a single-family
residential customer in the system and it is utilized as the common denominator for assessing future
customer impacts on the utility. A significant portion of a sewer system’s capacity, and in turn, the utility’s
fixed capital costs, are related to meeting system capacity requirements. Therefore, the capital facility fee
for a new service will be proportional to the number of EDU’s assigned to each connecting customer.

The estimated number of EDU’s to connect to the wastewater system over the next 20 years were
estimated using the District’s 2019 Sewer Master Plan in order to establish the system planning criteria for
the utility. From Table 5-2 in the District’s 2019 Sewer Master Plan, the HGV + HGVS + Valiano + Eden
growth scenario was utilized as the maximum buildout growth scenario over the 20-year time horizon. The
result of the existing customers versus future customers based on this growth scenario is summarized in
Figure 1.

Figure 1. Estimated Capacity Allocation

Total
1 Existing Future X
Wastewater Treatment Plant Capacity Capacity
Customers Customers .
Requirement
Existing vs. Potential Future Connections 745 939 1,684
Capacity Allocation to Existing & Future Customers 44.24% 55.76% 100%

1. Capacity is allocated to existing and future customers based on the number of new connections that are expected to connect.
From Table 5-2 Wastewater Service Cost Comparison, 2019 Sewer Master Plan.
Assume HGV + HGVS + Valiano + Eden growth scenario.

The resulting allocation of costs to future customers based on the wastewater treatment plant capacity
allocation analysis, as shown in Figure 2, is 44.24% allocated to existing customers and 55.76% allocated to
future customers.

Figure 2. Projected Customer Growth

Existing vs. Future Connections Existing vs. Future Connections (%)

Demographic Statistics® Existing Potential Future
Customers Customers
Number of EDUs 745 939 1,684 44.24% 55.76% 100%

Existing Customers | Future Customers

1. Based on calculation in Table 2 for future customers and estimated daily flow per account in Table 1.
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2.2 Existing Assets

The sewer utility’s capital assets include existing assets (i.e., the system buy-in). For the sewer utility, the
District’s asset cost list was provided in current year dollars, with current assets valued as of September 30,
2024. The estimated replacement cost was developed as the cost basis for the new sewer capital facility
fees. An important aspect of this study is how the value of existing utility assets is determined. For
example, the purchase price does not account for wear and tear, and current book value (purchase price
less accumulated depreciation) typically underestimates the “true value” of facilities as it does not account
for cost increases over time. Therefore, this study uses the replacement cost new less depreciation (RCNLD)
approach to calculate the system buy-in cost bases summarized in Figure 3 to estimate existing asset values,
because it provides an up-to-date asset value that reflects estimated cost inflation.

Figure 3. Summary of Existing Asset Values

Original Values® System
Asset Category’ Depreciation Buy-In
Asset Cost to Date Cost Basis
Sewer System Assets

Land $ 1,746,000 | $ -8 1,746,000
Building 15,762,000 3,416,189 12,345,811
Pipelines and Appurtenances 5,501,028 414,842 5,086,186
Total Capital Facilities & Equipment S 23,009,028 | S 3,831,032 | $ 19,177,996

1. Current assets are valued as of September 23, 2024.

Fully depreciated assets have been excluded from this analysis. Source file: Sewer Asset Listing Report 09.23.24. pdf

The replacement cost is calculated by escalating the book value of existing assets to current-day values
using inflation factors from the Handy-Whitman Index of Public Utility Construction Costs for Water Utility
Construction, followed by subtracting depreciation. Figure 3 summarizes the System Buy-In Cost Basis by
Asset Category for the water utility. For this analysis, assets that have exceeded their useful life (as defined
in the District’s asset records) were considered to have no remaining value.

System buy-in costs were allocated to existing users based on the 44.24% percent allocation factor shown in
Figure 2 (and 55.76% percent allocation factor for future users). The resulting allocation of existing system
assets to existing and future users is shown in Figure 4 where future users are allocated approximately $9.7
million of existing sewer assets.

Figure 4. Existing Asset Values Allocated to Future Customers

System Buy-In Allocation Basis (%)’ Distribution of Cost Basis ($)

Asset Category" Cost Basis

Exclude from Existing Existing Future
(Current Year S) Future Customers

Analysis Customers Customers Customers

Sewer System Assets
Land S 1,746,000 100.00% 0.00% 0.00% S - s -
Building 12,345,811 0.00% 44.24% 55.76% 5,461,775 6,884,036
Pipelines and Appurtenances 5,086,186 0.00% 44.24% 55.76% 2,250,124 2,836,062
Total Capital Facilities & Equipment $ 19,177,996 9.10% 40.21% 50.68% $ 7,711,899 | $ 9,720,098

1. Current assets are valued as of September 23, 2024. Fully depreciated assets have been excluded from this analysis. Source file: Sewer Asset Listing Report 09.23.24.pdf
2. Based on proportionate allocation between existing and future users. See Table 2 in Exhibit 1 for demographic expectations.
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2.3 Calculated Capital Facilities Fees

The sum of the existing asset values (that is, the system buy-in costs) defines the total cost basis allocated
to future customers. The total cost basis is then divided by the number of future customers, measured in
EDU’s, expected to connect to the system (that is, the 939 EDU’s shown in Figure 2). The calculation for the
base sewer capital facility fee is shown in Figure 5.

Figure 5. Summary of New Base Capital Facility Fee

Calculation of Proposed Sewer Capacity Charge | Capacity Fee
System Cost Basis S 9,720,098
Planned Additional EDUs" 939

Calculated Capacity Charge Per EDU S 10,350

Current Capacity Charge Per EDU

1. Refer to Exhibit 1 for customer growth projections.

Consistent with the District’s 2019 Sewer Master Plan (Pages 23 and 24), the District utilizes as flow value of
160 gpd as the baseline for calculating EDU’s for residential customers. For non-residential customers, the
following formula is applied by the District to calculate EDU’s:

Generation Rate’ (gpd/acre) * Acres / 160 (gpd) = Number of EDU’s

Figure 6 provides an example table of the generation rates utilized by the District for non-residential land
uses. Generation rate determinations for new or upsized connections to the sewer system are based on the
District’s Sewer Master Plan and final determinations of generation rates are made on an individual basis by
District’s Engineering Manager.

Figure 6. Generation Rates for Non-Residential Customers

Land-use (Non- Generation Rate
Residential) (gpd/Acre)
Fire Station 1500
Commercial 2500

Park 500
Institutional 1500

The EDU assignments for residential and non-residential customers are then used to calculate the sewer
capacity fee for connecting customers. Figure 7 presents an example of sewer capacity charge calculations
for a range of hypothetical EDU values based on the above calculated unit rate of $10,350 per EDU. This
calculation in Figure 7 below is for example purposes only. It is noted that this table does not include the
full range of possible EDU and capacity fee values. EDU assignments and capacity fee determinations for

new or upsized connections to the sewer system are made on an individual basis by District’s Engineering
Manager.

4 Generation rate is determined by District staff based on flow per acre for designated land use.
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Figure 7. Summary of Capacity Fees per Equivalent Dwelling Unit

Number of EDU's | Capacity Fee ($)

1 S 10,350
2 S 20,700
3 S 31,050
4 S 41,400
5 S 51,750
6 S 62,100
8 S 82,800
10 S 103,500
12 S 124,200
16 S 165,600
20 S 207,000

2.4 Sewer Capital Facility Fee Findings Statements

The new sewer capacity fees calculated in this study are based on regulatory requirements and generally

accepted industry standards, and are further detailed in Appendix A. This study concludes the following

findings:

ONBS

The purpose of the District’s sewer capacity fee is to ensure that new connections reimburse
and/or mitigate a reasonable portion of the District’s planned capital investments. These
investments benefit and/or are necessary to accommodate increased demand for sewer
service.

The District uses capacity fee proceeds to fund capital investments in the sewer system, which
include the future design and construction of planned facilities.

All parcels seeking permission to connect to the District’s sewer system are subject to the sewer
capital facility fee, payment of which is a condition of connection approval.

Capacity fees for new sewer customers vary depending on the estimated number of EDU’s the
connection will serve, which is generally proportionate to the demands a parcel place on the
wastewater utility system. Figure 2 illustrates the number of EDU’s, along with the number of
accounts currently connected to the system.

The District has made investments in sewer infrastructure and plans to invest further in
expanded and upgraded facilities. These investments make possible the availability and
continued reliable provision of utility service sufficient to meet demands of growth within the
District’s service area.

Without capital investment in existing facilities, the wastewater system capacity available to
serve the needs of future connections would be uncertain. Without planned investments in
future facilities, wastewater service would not be sustainable at the level of service enjoyed by
current users. This report identifies the total value of wastewater system assets that are
attributable to serving future connections.

Sewer Capacity Fee Study Report — Rincon del Diablo
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e Upon payment of a capacity fee, a new customer incurs the obligation to pay the same ongoing
service rates as existing customers, regardless of the date of connection to the systems or the
actual start of service. Capacity fees ensure that, over time, ongoing service rates are not
disproportionately burdened by the accommodation of system growth.
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3. Recommendations and Next Steps

3.1 Consultant Recommendations and Next Steps

NBS recommends the District take the following actions:

Approve and Accept this Study Report: NBS recommends the Board of Directors formally
approve and adopt this Study and its recommendations and proceed with the steps outlined
below to implement the new capital facility fees. This will provide documentation of the study
and the basis for adopting the new capital facility fees.

Implement Sewer Capacity Fees: Based on the analysis presented in this report, the Board of
Directors should implement the new sewer capacity fee of $10,350 per EDU, as described in this
study.

Periodically Review Capacity Fees: Any time a District adopts capacity fees, they should be
periodically reviewed to incorporate new capital improvement programs, significant repair and
replacement projects, or new planning data (i.e. customer growth estimates). This will help
ensure the fees generate sufficient revenue to cover the cost of capital projects, support the
fiscal health of the District, and ensure future customers invest their fair share of infrastructure
costs.

Annually Update Capacity Fees: NBS recommends applying an inflation factor to the capacity
fees on an annual basis. Annually, the District should review the Engineering News Record’s
Construction Cost Indices and calculate the percentage change in construction costs and apply
that change to the capacity fees to ensure they keep pace with cost inflation.

3.2 Recommended Actions after Adoption of Capacity Fees

There are several requirements to fulfill after the impact fees are adopted. There are accounting, reporting,

and other transparency requirements. Any fees collected must be deposited in a separate account or fund.

Agencies must adopt annual reports within 180 days of the close of each fiscal year. These reports should

detail what money has been collected, the beginning and ending balance of the accounts, how the money

was spent, and when the identified projects will be constructed, and any refunds.

California Government Code 66001 (d)(1) requires that “Following the fifth fiscal year following the first
deposit into the account or fund, and every five years thereafter, the local agency shall make all of the

following findings with respect to that portion of the account or fund remaining unexpended, whether

committed or noncommitted:

(A) Identify the purpose to which the fee is to be put.

(B) Demonstrate a reasonable relationship between the fee and the purpose for which it is charged.

(C) Identify all sources and amounts of funding anticipated to complete financing in incomplete

improvements identified...

(D) Designate the approximate dates on which the funding referred to in subparagraph (C) is expected

to be deposited into the appropriate account or fund.

ONBS
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Failure to make these findings could result in refund requirements. It is also good practice to alert finance
staff and the implementing department staff on what the funds can be used for.

While the nexus study should be reviewed every few years, the California Government Code requires that
the nexus study needs to be updated every 8 years. This implies that the master plans, capital
improvement plans, and other documents used in the nexus study be updated as well.

3.3 Principal Assumptions and Considerations

In preparing this study and the recommendations included herein, NBS has relied on a number of principal
assumptions and considerations with regard to financial matters, number of customer accounts, asset
records, planned capital improvements, and other conditions and events that may occur in the future. This
information and assumptions were provided by sources we believe to be reliable, although NBS has not
independently verified this data.

While we believe the use of such information and assumptions is reasonable for the purpose of this Study
and its recommendations, some assumptions will invariably not materialize as stated herein or may vary
significantly due to unanticipated events and circumstances. Therefore, the actual results can be expected
to vary from those projected to the extent that actual future conditions differ from those assumed by us or
provided to us by others.
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Technical Appendices

These Appendices contain:

e Appendix A: Sewer Capacity Fee Study Summary Tables
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Appendix A. Sewer Capacity Fee Study Summary Tables
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RINCON DEL DIABLO MUNICIPAL WATER DISTRICT Exhibit 1 - Demographics
Sewer Capacity Fee Study
Demographic Data and Projections

TABLE 1 : ESTIMATED EXISTING EDUS IN THE SEWER UTILITY

Estimated Existing EDUs"
Number of Existing Equivelant Service Units 745
Estimated Daily Flow per Account/EDU (gal) 160
1. From Table 2-9 Current Projected Wastewater Volumes, 2019 Sewer Master Plan.

TABLE 2 : ESTIMATED CAPACITY ALLOCATION

Total
L Existing Future )
Wastewater Treatment Plant Capacity Capacity
Customers Customers X
Requirement
Existing vs. Potential Future Connections 745 939 1,684
Capacity Allocation to Existing & Future Customers 44.24% 55.76% 100%

1. Capacity is allocated to existing and future customers based on the number of new connections that are expected to connect.
From Table 5-2 Wastewater Service Cost Comparison, 2019 Sewer Master Plan.
Assume HGV + HGVS + Valiano + Eden growth scenario.

TABLE 3 : EXISTING AND FUTURE CUSTOMERS

Existing vs. Future Connections Existing vs. Future Connections (%)
Demographic Statistics’ Existing Potential Future
Customers Customers
Number of EDUs 1,684
1. Based on calculation in Table 2 for future customers and estimated daily flow per account in Table 1.

Existing Customers | Future Customers

Prepared by NBS
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Exhibit 2 - Summary of Existing Assets

RINCON DEL DIABLO MUNICIPAL WATER DISTRICT
Sewer Capacity Fee Study
Existing Capital Facilities and Equipment

TABLE 4 : EXISTING ASSETS - ORIGINAL AND REPLACEMENT VALUE

Original Values® System
Asset Category1 Depreciation Buy-In
Asset Cost to Date Cost Basis
Sewer System Assets

Land 3 1,746,000 | $ NS 1,746,000
Building 15,762,000 3,416,189 12,345,811
Pipelines and Appurtenances 5,501,028 414,842 5,086,186
Total Capital Facilities & Equipment S 23,009,028 | $ 3,831,032 | $ 19,177,996

1. Current assets are valued as of September 23, 2024.
Fully depreciated assets have been excluded from this analysis. Source file: Sewer Asset Listing Report 09.23.24.pdf

TABLE 5 : ALLOCATION OF EXISTING ASSETS TO EXISTING AND FUTURE SEWER CUSTOMERS
Distribution of Cost Basis ($)

Allocation Basis (%)z

System Buy-In

Asset Category' Cost Basis Exclude from Existing Existing
(Current Year $) e . Future Customers . Future Customers
Sewer System Assets
Land S 1,746,000 100.00% 0.00% 0.00% S -1s -
Building 12,345,811 0.00% 44.24% 55.76% 5,461,775 6,884,036
Pipelines and Appurtenances 5,086,186 0.00% 44.24% 55.76% 2,250,124 2,836,062
Total Capital Facilities & Equipment $ 19,177,996 9.10% 40.21% 50.68% S 7,711,899 | $ 9,720,098

1. Current assets are valued as of September 23, 2024. Fully depreciated assets have been excluded from this analysis. Source file: Sewer Asset Listing Report 09.23.24.pdf
2. Based on proportionate allocation between existing and future users. See Table 2 in Exhibit 1 for demographic expectations.

Prepared by NBS
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RINCON DEL DIABLO MUNICIPAL WATER DISTRICT
Sewer Capacity Fee Study

Allocation of Cash Reserves and Outstanding Debt to Existing and Future Services

TABLE 6 : ALLOCATION OF DEBT TO EXISTING AND FUTURE USERS

Exhibit 4 - Cash Reserves & Debt

% Allocation® S Allocation
. Outstanding e o
Outstanding Debt el Exclude from Existing Future Exclude from Existing Future
Analysis Customers Customers Analysis Customers Customers
100.00% 44.24% 55.76% S -1S -1S -
No Existing Debt 100.00% 44.24% 55.76% - - -
100.00% 44.24% 55.76% - - -
Grand Total $ - 100.00% 44.24% 55.76% S -1$ -1$ -
TABLE 7 : ALLOCATION OF CASH RESERVES TO EXISTING AND FUTURE USERS
i % Allocation $ Allocation
12 Beginning — =
Cash Reserves Cash Exclude from Existing Future Exclude from Existing Future
Analysis Customers Customers Analysis Customers Customers
Operating Reserve S 248,744 100.00% 100.00% 0.00% $ 248,744 ( S 248,744 | $ -
Fund Balance 18,489,943 100.00% 100.00% 0.00% 18,489,943 18,489,943 -
Total Beginning Cash $ 18,738,687 100.00% 100.00% 0.00% $ 18,738,687 [ $ 18,738,687 | $ -

1. Beginning cash balances provided by City staff. Source file: Sewer Balance Sheet as of 06.30.24.pdf

Prepared by NBS
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RINCON DEL DIABLO MUNICIPAL WATER DISTRICT
Sewer Capacity Fee Study
Planned Capital Facilities and Asset Improvements

TABLE 8 : ALLOCATION OF PLANNED CAPITAL IMPROVEMENT COSTS TO EXISTING AND FUTURE SEWER CUSTOMERS

Project #

Project Description1

Current Cost

Estimate
(2024)

System
Development
Cost Basis

Exclude from
Analysis

% Allocation
Existing
Customers

Future
Customers

Exhibit 5 - Planned Assets

Distribution of Cost Basis ($)

Exclude from
Analysis

Existing
Customers

Future
Customers

52147 SLUDGE BIN 10,000 10,000 100.00% 44.24% 55.76% 10,000
52198 WW PEIR AND MASTER PLAN 219,349 219,349 100.00% 44.24% 55.76% 219,349
52159 WASTEWATER COST OF SERVICE STUDY 30,000 30,000 100.00% 44.24% 55.76% 30,000
52160 SOLAR UPGRADE PROJECT (SEWER FACILITIES) 25,000 25,000 100.00% 44.24% 55.76% 25,000
TBD WASTEWATER MASTER PLAN 50,000 50,000 100.00% 44.24% 55.76% 50,000
TBD PLANT / LIFT STATION REHABILITATION PROGRAM 250,000 250,000 100.00% 44.24% 55.76% 250,000
Grand Total $ 584,349 | $ 584,349 100.00% 0.00% 0.00% $ 584,349

1. Capital project costs were provided by District Staff per District's Adopted CIP Budget.

Prepared by NBS
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RINCON DEL DIABLO MUNICIPAL WATER DISTRICT
Sewer Capacity Fee Study
Unit Cost Calculation

TABLE 9 : SUMMARY OF COSTS ALLOCATED TO FUTURE SEWER CUSTOMERS

System Asset Values Allocated to Future Customers | Replacement Cost

Existing and Planned Assets:

Existing System Buy—In1 S 9,720,098
Future System Expansion2 -
Total: Existing & Future System Costs S 9,720,098
Adjustments to Cost Basis:
Cash Reserves® S -
Outstanding Long-Term Debt (Principal)3 -
Total: Adjustments to Cost Basis S -
Total Adjusted Cost Basis for New Customers S 9,720,098

1. Refer to Exhibit 2 for summary of existing assets.
2. Refer to Exhibit 5 for detail related to planned capital assets.
3. Refer to Exhibit 4 for detail related to cash reserves and outstanding debt.

TABLE 10 : CALCULATION OF THE SEWER BASE CAPACITY FEE PER EDU

Calculation of Proposed Sewer Capacity Charge

Capacity Fee

System Cost Basis S 9,720,098
Planned Additional EDUs" 939
Calculated Capacity Charge Per EDU S 10,350

Current Capacity Charge Per EDU

1. Refer to Exhibit 1 for customer growth projections.
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