AUDIT PROCEDURES

Port of Camas-Washougal
Audit Period Ending: 12/31/2006

J.4.PS - Constituent Referral

Procedure Step: Audit Work
Done By: SAA, 10/29/2007
Review By: RLM, 2/28/2008

Purpose/Conclusion;
P "

rurpose:
To address the audit concerns expressed by the constituent referral.

Conclusion:

We have addressed the audit concerns expressed by the constituent referral.

Tes ting Strategys

Develop and perform audit procedures to address the constituent concern.

PolicyicriteriaZ
Policy 1530 - Constituent Referrals (effective 10/01/04)

BACKGROUND

Citizens who observe what they believe to be illegal or inappropriate activities by government employees
or agencies may report those activities through our Constituent Referral Program. We examine those
issues that are within our authority to audit. If the concerns are not within the statutory jurisdiction of
our office to review, we will assist citizens in contacting the proper agency.

Citizens who bring concerns to our office do not have the same legal protections as those contained in
the state employee Whistleblower Act, so anonymity is not guaranteed. Correspondence between our
office and the citizen falls within the scope of the Public Records Act. If a citizen wishes to remain
anonymous, the Public Records Act is explained to him/her.

REQUIREMENTS

1) Constituent referrals will be recorded in a database by the Administrative Assistant of the Constituent
Program.

Audit Managers are responsible for informing the Administrative Assistant of constituent referrals received
directly by the audit team.

2) When a citizen concern is sent to the main office in Olympia, the Local/State Government Liaison and
Administrative Assistant will work with the audit teams to determine if the issues are audit-related. If the
issues are audit-related, the Administrative Assistant will notify the citizen of the anticipated completion
date of the audit.

Constituent referrals should be examined as soon as practicable. Audit Managers will determine if it is
reasonable to wait until the next regular examination of the entity to review the issues.
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3) If the issues are not audit-related, the Administrative Assistant will send a letter to the constituent
under the State Auditor?s signature explaining that the concerns are not within our statutory jurisdiction
to review,

4) Work performed to examine constituent referrals will be documented in accordance with Audit Policy
3310 - Standards for Audit Documentation.

5) The Administrative Assistant will send a letter identifying the results of the review to the constituent.
The audit team is responsible for drafting the letter. The letter is reviewed by the Administrative

Assistant, the Communications Manager and the Chief of Staff and is sent out under the State Auditor?s
signature.

Record of Work Done:

The Port has entered into an option agreement on an exclusive basis with a private development
company known as RiverWalk on the Columbia, LLC (Riverwalk).

Auditor Procedures/Results:

{ We received a Constituent Referral dated March 12, 2007 from Concerned Citizens In Action (CCIA), a
publicly registered corporation with the State of Washington, regarding the Port of Camas-Washougal
RiverWalk project.

The following are the itemized concerns:

L. _Insufficient Public notice

Thére was not sufficient and reasonable public notice before this contract was approved by the Port of
Camas/Washougal Commission. The contract was negotiated in executive session for a period of months
and then the Commission gave 24-hour riotice for a special meeting where this contract was both
introduced and approved with no prior public notice. We believe that this process was specifically
designed to by-pass and avoid public comment on this contract before it was approved.

We reviewed the 2005 Board minutes and noted the following Executive Session notes:

1. June 27, 2005 - Rick Bowler Marina Project - "Rick Bowler has been invited to present his vision
for the marina area."

2 July 25, 2005 - RiverWalk Development - Discussion. Sheldon is "seeking direction from the C's
where do we want to go from here?"

3 September 12, 2005 - RiverWalk / Rick Bowler - "Discuss all that is going on in this area.”

4, September 26, 2005 - RiverWalk/Rick Bowler - "Follow on from meeting with Rich and Mark
Benson from last week."

b; October 3, 2005 - Riverwalk

6. October 24, 2005 - RiverWalk - "Rick Bowler and Mark Benson will be here for any last minute

issues before going into the public session to make this known to all."

We also noted a special meeting, dated October 28, 2005 at 3:00 PM.
According to RCW 42.30.080, special meetings should be advertised "at least twenty-four hours before
the time of such meeting as specified in the notice." The Port complied with this RCW and did advertise
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this special meeting twenty-four hours in advance. The purpose shown in the agenda was an executive
session related to property disposition and an open meeting to discuss RiverWalk LLC. No further
explanation of RiverWalk was stated to the public.

The October 28, 2005 meeting minutes document a "presentation from Rick Bowler concerning the
RiverWalk project and the terms of an option agreement with RiverWalk. It was thereafter moved by
Alan Hargrave, seconded by Rich Gunderson and unanimously declared to be the Order of the Board to
authorize the execution of a one year option agreement with two six month extensions with RiverWalk,
LLC to allow for the commencement of a due diligence process incorporating a Master Plan for
development of properties located generally along the Columbia River, subject to final review by Port
Counsel and Counsel for RiverWalk, LLC."

The option agreement was signed in the special meeting by the Port Commissioners, Alan Hargrave,
Richard Gunderson, and Jim Carroll and also the RiverWalk on the Columbia LLC manager/members, Rick
Bowler, Marilee Thompson, Mark Benson and Mary C. Benson on October 28, 2005. The completed
option agreement is dated November 8, 2005. Few members of the public were present.

_I_t is standard business practice to develop and approve a strategic plan and pursue public comment on a
project this extensive. At the time of this audit, the Port does not have a strategic plan nor was public
commient obtained regarding mixed use development prior to the special meeting.

w
The Port of Camas/Washougal did not exercise proper fiduciary responsibility in protecting public assets
by conducting proper due diligence in preparation to determine the appropriateness of such a contract.
This includes: not conducting property appraisals for all Port land included in the lease-option contract;
not conducting studies investigating possible revenue sharing options; and not applying commonly
accepted commercial business practices in determining the appropriateness of the lease conditions.

Conducting proper due diligence - Property Appraisals for all Port land included in Lease option contract:

We noted no property appraisals conducted prior to entering into the option agreement for due
diligence.
/—-—-———-—

Property appraisals are not required for property purchase

RCW 53.08.010 related to property acquisition states:

"A port district may acquire by purchase, for cash or on deferred payments for a period not
exceeding twenty years, or by condemnation, or both, all lands, property, property rights, leases,
or easements necessary for its purposes... and such right shall be exercised in the same manner
and by the same procedure as provided for cities of the first class insofar as consistent with this
title, and in connection therewith the county treasurer shall perform the duties of the treasurers
of such cities.”

Valuation of property is defined by RCW 39.30.010

"Whenever used in chapter 42, Laws of 1970 ex. sess., the term "value of the taxable property”
shall mean the actual value of the taxable property in a taxing district incurring indebtedness, as
the term "taxing district" is defined in RCW 39.36.010, to be ascertained by the last assessment
for state and county purposes previous to the incurring of such indebtedness..."”
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Appraisals were conducted by PGP Valuation Inc. in 2007 for the following properties:

1. Ledington Ownership South of SR-14, west of S 7th Street - 3/30/07

2 Lots 7 & 8, Block 2, JA Lechner Subdivision (Arthur Kardinal Ownership - 4 Plex Appraisal) -
4/3/07

3: Parker House Restaurant & Surplus Land, 56 S 1st Street (Victor Espinoza Ownership) - 3/30/07

4, Lots 10, Block 2, JA Lechner Subdivision (Jane Kirk Ownership) - 4/16/07

Other properties negotiated or purchased with no appraisal noted:

Shirley Little property - purchased - no appraisal - paid $145,736
Hambleton Brothers Lumber, Inc. ownership - no appraisal noted
Robert Corbett ownership - purchased - no appraisal - paid $244,966
Ronald Gustafson ownership - no appraisal noted

~yilad o oy

Conducting proper due diligence - Revenue Sharing Options.

We inquired of Sheldon Tyler, Executive Director, whether the Port had performed a study investigating
possible revenue sharing options. The Port contracted a study in 2007 to review the results of all
previous studies. We obtained a list of all previous studies and noted no study regarding revenue
sharing for Port property included in the option agreement.

We requested copies of all due diligence studies performed under the option agreement. The Port does
not retain copies of studies performed but relies upon RiverWalk LLC to retain study information and
documentation therefore we were not provided with copies of the studies.

Revenue sharing options under consideration by the parties to the agreement will be included in the
Master Development Agreement. The option agreement does not determine details of revenue sharing.

Conducting proper due diligence - Appropriateness of lease conditions:

We noted that the option agreement states that exercising the option and execution of the Ground Lease

Master Development Agreement shall be as follows:
"The base monthly payment will be $100 per month. Port will retain all existing tenants and
revenues and (agrees that all renewals shall be with consent of RiverWalk LLC) until each
tenant's land is deeded for redevelopment under the ground lease."”

We inquired of the port attorney, Shawn MacPherson on 8/27/07 whether the Port had entered into a
ground lease agreement. Mr. MacPherson stated that there is no ground lease agreement in place at this
time.

We have not noted any due diligence studies pertaining to market rates to be charged or lease
conditions. We will evaluate lease terms upon release of the Master Development Agreement or Ground
_ Lease Agreement.

3. _Fallure to calculate reasonable value

We believe that the Port's failure to properly evaluate and calculate a reasonable value for the lease-
option payment in this contract has resulted in a "gifting of public assets.” In this lease-option contract,
the Port has agreed to offer waterfront properties valued greater than $100 million to Riverwalk, LLC for
only $1,000 for the first year, then renewable for another $1,000 for each 180 day extension. Upon sole
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