CITY AUDITOR 345 6" Street, Suite 600, Bremerton, WA 98337-1873 & Phone (360) 473-5369

October 22, 2009

Cecil McConnell, Mayor Pro Tempore
Roger Lubovich, City Attorney

The Office of the City Auditor has completed a review of the city’s participation in the
Bremerton Government Center and has issued the attached report. Several city
management issues are identified. One significant deficiency is of the city’s recorded
legal title to its condominium units in the building. Several other problems were noted
that the city should convey to the condominium association for resolution.

Sincerely,

Gary W. Nystul

cc:  City Council



REVIEW OF BREMERTON GOVERNMENT CENTER

Purpose

The Office of the City Auditor reviews various phases of city operations for compliance
and performance. This review of the Bremerton Government Center was scheduled on
the 2009 work plan.

Scope

This is a review of the documents, records, agreements, expenditures and conditions of
the city’s interest in the condominium association incorporated as the Bremerton
Government Center Association for the years 2006, 2007, 2008 and throuogh July 2009.

Statement of Auditing Standards

This compliance audit was conducted in accordance with Generally Accepted
Government Auditing Standards, except Standard 3.50 requiring an external quality
control review. Those standards require that the auditor plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for findings and
conclusions based on audit objectives. The auditor believes that the evidence obtained
provides a reasonable basis for the findings and conclusions based on the audit
objectives.

Objective
The objective of this audit was to:

e Review the documents and agreements creating the condominium association for
compliance by the city and others

* Review city expenditures including payments on the note payable to the Kitsap
County Consolidated Housing Authority

* Review the city’s compliance with the condominium association by-laws, and
rules and regulations

* Report any observations or findings relative to economy, efficiency or compliance

Summary of the Results
* The documents recorded at the county courthouse do not show the city, or any of

the other unit owners, as having a legal interest in the condominium units they are
purchasing.



e A number of owner association legal and compliance issues were noted that the
city, as one owner in the building, should convey to the condominium association
board for discussion and correction.

BACKGROUND

For several years the city had been exploring ways to acquire a new city hall. The county
health district and the county were also searching for new office space. In 2000, a study
of a proposal was undertaken by the city, county and Kitsap County Consolidated
Housing Authority. A plan was eventually formulated which included a public-private
partnership to construct a government center office building in downtown Bremerton.
The result is the Norm Dicks Government Center which is a condominium office
building originally owned by the City of Bremerton, Kitsap County, Kitsap County
Health District, Bremerton Housing Authority, Kitsap County Consolidated Housing
Authority (KCCHA) and Washington Mutual Bank.

On March 1, 2003 the city council, by resolution, approved four documents formalizing
the adoption of the building project. These documents are:
* Interlocal Agreement between the city, county and KCCHA for the development
of a governmental office building
¢ Construction and Development Agreement between these same parties to set forth
their intentions and agreements with respect to the initial construction and
development of the project
¢ Real Estate Contract and Security Agreement between the city and KCCHA for
the purchase of space in the building by the city and the sale of revenue bonds by
KCCHA to finance the city’s purchase
¢ Continuing Disclosure Agreement between the city and U.S. Bank National
Association relative to the issuance of the revenue bonds by KCCHA

To finance the project, the Kitsap County Consolidated Housing Authority sold revenue
bonds. The real estate contract listed above is the agreement by which the city purchased
two condominium units. The city’s purchase price for its 15,138 square feet of unit
office space is $6,405,000. The city makes monthly payments to a bank account which is
in the name of the KCCHA. Monthly payments range from $33,916.67 to $34,354.17
with the city’s final payment on June 1, 2034.

A non-profit corporation condominium association (Bremerton Government Center
Association) has been created. The condominium has seven office units and one garage
unit. Each unit in the building has a representative to the association. Association voting
is generally based on the percentage of square feet of each office unit compared to the
total of all office units. The garage unit percentage of 7% is based on the declared value
of the units.



The condominium units, percentage of interest and current owners are as follows:

Unit Allocated Interest Owner
Garage 7.00% Bremerton Capital Group LLC
1 6.66 KCCHA
2 6.79 BHA
3 20.37 Health District
4A 16.57 Health District
4B 3.11 Kitsap County
S5A 3.03 City of Bremerton
SB 7.01 BHA
5C 6.30 Kitsap County
5D 3.24 KCCHA
6 19.92 City of Bremerton

The affairs of the Association are governed by a board of directors. Each unit owner may
appoint one director. The board has hired the KCCHA to manage the building. KCCHA
provides overall building management and staff for the concierge desk. Some tasks, such
as janitorial, are contracted out by KCCHA.

FINDINGS AND RECOMMENDATIONS

Two categories of findings and recommendations have been identified. One category
consists of items which relate to the city’s interest in the condominium units and
association. The other category consists of items relating to the building association that
the city, as one owner, may wish to have its representative convey to the association
board for consideration and correction.

CITY ISSUES

1. No recorded record of the city’s ownership interest

A review of ownership information as shown on the Kitsap County property
records indicates that the city does not have a recorded ownership interest in the
two units it is purchasing. The city is making the purchase under the Real Estate
Contract and Security Agreement between the city and the Kitsap County
Consolidated Housing Authority. There does not appear to be any recorded
document to show that the city has a purchaser’s interest in the building.

RECOMMENDATION.

The City Attorney should obtain the proper legal documents to exhibit the city’s
purchaser interest in its condominium units and then ensure they are properly
recorded with the county.



2. Record of loan payments

The city is making monthly payments for the purchase of its units in the building.
These payments are to a bank account that is in the name of the KCCHA for the
revenue bond that financed the project. The city does not receive a year end
annual statement of payments and principal balance from the KCCHA or the bank
Trustee.

RECOMMENDATION

The city should ensure that the payment records of the trustee, KCCHA and city
agree at year end. Such agreement can be evidenced by an annual statement of
principal and interest paid and principal balance.

3. Appointment of city representative

There is no evidence that the city’s representative to the Board of the Association
has been appointed in writing as required by Sections 1.4 and 3.1 of the By-Laws.

RECOMMENDATION

The city’s participation in the Association is properly under the jurisdiction of the
mayor. The mayor should designate the city’s representative as required by
Section 1.4 and 3.1 of the By-Laws. In deciding who to appoint, consideration
should be given to selecting a management staff member who has a working
knowledge of municipal finance and an understanding of building management
issues.

4. Encroachment on city right-of-way

On the 5" Street side of the government center building some of the steps, lawn,
and lights of the building have been constructed in the public right-of-way. (See
attached drawing.) The city has not granted the Government Center permission to
encroach upon the public right-of-way.

RECOMMENDATION
The city should request that the Association correct the encroachment by
requesting a right-of-way permit under Chapter 11.02 BMC.



GOVERNMENT CENTER ASSOCIATION ISSUES

The following items are issues of the Bremerton Government Center Association.
They are recommended to be submitted to the Association Board for
consideration and resolution. They are not listed in any order of importance.

1. The common areas of the building, including parking level P1, are owned by the
Association. However, the deed information on file with Kitsap County does not
show the Association as the owner of this property. As discussed above for the
city ownership interest, the Association should also obtain a recorded interest in
the common areas.

2. The Association has landscaping, lights, and trees on the north end of Lots 46 &
47 at the corner of 6™ Street and Pacific Avenue. This land is not owned by the
Association. There is no evidence that the Association has an easement or written
permission to encroach on or use this land. (See attached drawing.)

3. The Kitsap County Health District has exclusive use of all area inside its exterior
door just off the elevator on the third floor. However, on the condominium
documents, this space is shown as OLCE (office limited common element). The
square footage is not counted as part of the Health District’s space but is part of
the total building common area. The space meets the definition of area belonging
to a “unit.” The Board should consider if this space is “office limited common”
or part of a unit and make any changes as appropriate.

4. In similar fashion, the hallway space past the door on the 6™ floor of the City
space is also listed as office limited common. The Board should also consider the
proper classification of this space.

5. Expenditures of the Association are made by the management company KCCHA.
They prepare the financial statements for the Board and prepare monthly
narratives about financial activity. Detail of the expenditures such as a check
register or disbursement journal is not provided to the Board for their review. The
Board should periodically review check registers or similar listings of
expenditures. Supporting documents should be reviewed as deemed necessary.

6. Minutes of Board meetings are prepared by the management company, KCCHA.
After approval by the board they are signed by the person preparing the minutes
and the KCCHA manager. These are Association documents and should be
signed by the Board President and the Board Secretary.

7. The budget for 2008 indicates that unit 5D has been split between KCCHA and
the Port of Bremerton. Article 23 of the Condominium Declarations provides a
procedure for subdividing and altering units. There is no indication this
procedure has taken place. If KCCHA is selling or subdividing a part of unit 5D,



the procedure required by the condominium declarations and bylaws should be
followed. In the absence of such transfer of ownership, the budget document
should follow the ownership allocations.

8. Article 12 of the Condominium Declaration states that the owners of the units
constitute the owners association. It further provides that the number of Board
members and qualifications and procedures for election to the Board shall be
provided in the Bylaws. Article 13 states that each owner shall be entitled to
appoint one Board member. Section 1.1 of the Bylaws states that “Each Unit
Owner shall be entitled to one membership in the Association regardless of the
number of Units owned.” Based on the recorded documents there should be five
Board members. They are from: KCCHA, BHA, Kitsap Health District, Kitsap
County, and City of Bremerton. Section 3.1 also states that the appointment of
directors shall be in writing and submitted to the Secretary/Treasurer by the unit
owner. If the Port of Bremerton is not the owner of a unit, they are not a member
of the Association or the Board.

9. The minutes of the Board meetings should identify who are the Board members
and who are the others in attendance. The present minutes merely list everyone in
attendance. The minutes state that some owners have more than one person in
attendance and do not distinguish who is the board member.

10. Article 19 of the Declaration specifies the types and amounts of insurance
required. The insurance policy in effect for September 1, 2008 to August 31,
2009 names the Kitsap County Health District as the insured. There are no
endorsements with the policy stating the Bremerton Government Center
Association is the insured. An invoice received by the City for the policy renewal
of September 1, 2009 through August 31, 2010 states that it is for an extension of
coverage through Kitsap Health District. It references the Norm Dicks
Government Center but not the Bremerton Government Center Association. It
lists liability coverage for the common areas and property coverage for the
structure. The Association should verify that the portions of the building that are
owned by the condominium association are covered by adequate insurance with
policies under which the Association is the insured.

R:\City Auditor\Brem Govt Center\Report Outline.doc



(1661) €

~ ON393

! {
v
/ v

F¥ S IITALS TG 3

/////////////

; . - : y ..
4 ﬁ T T Hsnsssansnnnn |_ \s\éan uisIxa Jo 9304 :IION
St m— . 4
_ N [ R D J
\ f S — =

\/ - it : 0 8

N b | 1 VAR - oL 30

@ =

AR

01092£0¢
| juswmespy

A 4%:14
00z# o
od n
88820
=
{
1
I
&
N\
A\
Y
3
2
&
4
<]
7\
Y
3

MLZ& yE IO

f

3 ;Zf.(f[‘. L0 N

8
1
10
=]
e
jEnul 111
3070
AN
I {1
o
3]
o
2
PS
ARRRNH
|
(_

=3
H 3970 4
e | I A > 3
101 MR NS . i . L 7 B
o, . B . ay BE
/////////////// y/ . = I xmmamaaEazzEERzEEEEEE: »_ 7
ppppppppppp = u o W zegiz O SR Z

5 N Y
M 19258 N m Pl B S & )

Y
3
Fups 0Nl

=24

~
%
AR

68201

3T
W

S
: 14 PP S H I
LS

ITTYLS 419 D

______ =i

_____ -

——— i B i 23 0 0 O W O
& 0B TLJAAA-,A p
4 \ ,,_ g
M LESZ.88 N L VL

NOILOSNIHSVM ‘XIN10D dVSLIM ‘NOLIAWHANLT A0 ALID
WM “HI DY ““N¥e dML ‘€1°2dS (3#/1°'MS #/T°MS) € LOT L.,A0D
WNINIWOANOD V

AALNHAI LINANWNHAAOD NOLHAANALL



| pegd A Ahh0OELOHOOE

Py TS SINVEINSN0o QST

” Xg_pewos
NOLLYATZ ONIIO O ¥0/10/6 roa " " " _ — 4
NOUVATE #0014 4 5
rTY P

m wenw amn [
m 2 INGWITTE NOWNCO QALINIT PIL0 0
n : NG NORROD QILINTI ZOVHYD 307
i N
s bs ON3931 NVId d00T1Td ddIHL
o -
(uvis)
00
I 1 z
2
20 2P
T 50w O % | = == X I
5  eans) o sk alda i 5
z 30 )]
i £y
\Lﬁm sy |
= | it 5o | = |k
zo ||
B4 3
_ 350
wws) s
20 _.s. N u.uﬂ.o m cu%m
] X T] T il
T s @ i \ = T
Bbs LZycL
z2:0z1=0
€] . Gl o]
£8Z -doaﬂ 50 009 .-db.N 60 Pk (4 KX t-L] 60 14 h.o.nuﬂ 0 F2 4 a.ﬂbﬂ.-d 082 80, bN.O.O L9

=

NOLONIHSVM °‘XLNNO0D JdVSLIM ‘NOLIIAWITLIL A0 XLID
WM “HI D N¥E dML ‘€1°2dS “(3/TMS ¥/T°MS) &€ LOT I.AO0D
WAININOANOD V

AHAINAID LNANWNIAAOD NOLIANAHLG




