City Council Meeting
Tuesday, September 7, 2010, 6:00 p.m.
City Hall — Council Chambers

CALL TO ORDER Mayor Slowik called the meeting to order at 6:00 p.m.
INVOCATION Councilmember James M. Campbell
ROLL CALL
Mayor Jim Slowik Paul Schmidt, City Administrator
Seven Members of the Council, Margery Hite, City Attorney
Rick Almberg Doug Merriman, Finance Director
Jim Campbell Steve Powers, Development Services Director
Scott Dudley Cac Kamak, Senior Planner
Beth Munns Cathy Rosen, Public Works Director
Danny Paggao, Mayor Pro Tem Eric Johnston, City Engineer
Jim Palmer Rick Wallace, Chief of Police
Bob Severns Mark Soptich, Fire Chief

Mack Funk, Harbormaster
Mike Mcintyre, Senior Services Director
Renée Recker, Executive Assistant to the Mayor

MINUTES

MOTION:  Councilmember Campbell moved to approve the 8/4/10 regular
meeting minutes. Councilmember Palmer seconded the motion.
Councilmembers Almberg, Campbell, Munns, Paggao, Palmer, and
Severns voted to approve the 8/4/10 minutes. Councilmember
Dudley abstained from the vote since he did not attend the 8/4/10
meeting. The motion carried.

NON-ACTION COUNCIL ITEMS

Commendation from the Police Department — Devin Brooks

Police Chief Rick Wallace gave this presentation which recognized Devin Brooks with a
Civilian Certificate of Appreciation for assisting a family involved in a car accident.

Mr. Brooks introduced his family and thanked the Police Department and Council for
this honor noting that he hoped that someone would do the same thing for his family.

Proclamation — United Way Month

Councilmember Almberg read and presented this proclamation to Tom Sundown, Chair
of this year's United Way Campaign along with Cathy Niiro, Excutive Director. Mr.
Sundown talked about this year’s financial goal to exceed last year's $275,000 . The
larger goal is to impact the community through United Way's agencies and help more
than the 41,000 people assisted by United Way last year. “Live United” is this year's
theme and the campaign’s kick-off will be September 10" at Oak Harbor High School
football game.

9/7/10 City Council Meeting
Page 1 of 19



Mayor Slowik called for a break at 6:15 p.m. and the meeting reconvened at 6:20 p.m.

Public Comments

Helen Chatfield-Weeks, 1415 SE 9", Oak Harbor. Ms. Chatfield-Weeks asked
Council to revisit their vote on the one-way/two-way designation for Pioneer Way noting
the 2,300 petition signatures had been submitted in favor of a two-way street.

Frank Scelzi, P.O. Box 2249, Oak Harbor. Mr. Scelzi presented a Secretary of
State’s corporation registration sheet, attached as Exhibit A to these minutes, in
response to comments about the existence of the Harborside Merchants Association.
Regular meetings are scheduled and the Association is planning for Halloween. Mr.
Scelzi asked that Council reconsider their actions on the Pioneer Way Improvements
Project, asked Council to work with the community, talked about undisclosed Council
interests on Pioneer Way, thanked Councilmember Dudley, and talked about the
documents posted in the window of 800 SE Pioneer Way.

Mark and Rebecca Logan, 2525 SW Navigator Loop, Oak Harbor. Mr. and Mrs.
Logan recently purchased a home and spoke with concern about the City's fencing
code. Mr. Logan had visited the Planning Department and was given fencing guidelines
and he erected a fence in accordance with his understanding of the code. He has
subsequently received a letter in violation of the code, has asked for an extension of
time to answer this violation, and asked the City this evening to re-look at the code and
address the numerous other fences which would also be in violation of the code.

Fred Henninger, 580 SE Ireland Street, Oak Harbor. Dr. Henninger spoke with
concern over ordinance enforcement and the loss of the City's code enforcement
officer. Dr. Henninger thanked the Police Department for their effort in the removal of
unlicensed vehicles on his street, but he remains concerned with the permanent storage
of boats and trailers on lawns and suggested using Citizens on Patrol to help with code
enforcement. Mayor Slowik noted that the code enforcement officer had retired, but
these duties have been assumed by the City’s building official, Dave Anderson.

Gerry Oliver, 947 NW Prow Street, Oak Harbor. Mr. Oliver thanked Mayor Slowik for
the opportunity to have served the community on the Civil Service Commission and his
appointment this evening to the Planning Commission. Mr. Oliver spoke in support of
the Council’'s Pioneer Way decisions; the one-way design is going be beautiful.

With no other comments coming forth, Mayor Slowik closed public comments at 6:30
p.m.

COUNCIL CONSIDERATION AND ACTION ON THE FOLLOWING MATTERS
Consent Agenda

Park Board Appointment — Daisy Sapida

Planning Commission Appointment — Jeff Wallin

Planning Commission Appointment — Gerry Oliver

Civil Service Appointment — Patty Encinas

Arts Commission Re-Appointment — Nora O’Connell-Balda

Arts Commission Re-Appointment — Fern Miller

. Excused Absence — Councilmember Beth Munns

GMmMOOw>
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H. Noise Permit — Richard Bond/Click Music
. Noise Permit — First United Methodist Church
J. Approval of Accounts Payable Vouchers

MOTION: Councilmember Almberg moved to approve consent agenda items A
through J with item J paying accounts payable check numbers
142535 — 142716 in the amount of $1,009,795.59, accounts payable
check number 142717 in the amount of $1,261.12, accounts payable
check numbers 142718 — 142913 in the amount of $1,384,493.47,
payroll check numbers 94035 — 94043 in the amount of $373,110.85,
payroll check numbers 94044 — 94078 in the amount of $644,284.30,
and payroll check numbers 94079 -94105 in the amount of
$50,603.87. The motion was seconded by Councilmember Severns
and carried unanimously.

Public Hearing and Final Consideration — Ordinance, Water Rates and Charges
Public Works Director Cathy Rosen presented this agenda bill and ordinance which
amends Chapter 13.32 of the Oak Harbor Municipal Code entitled “Rates and Charges.”
It establishes the criteria to be used in determining water utility rates and establishes
administrative costs and consumptions for various classes of customers. The ordinance
also provides that the water rates and charges be used exclusively for providing water
utility services. The City contracted with HDR Engineers, Inc. to prepare a
comprehensive rate study for the City's water utility. This included an analysis of the
revenue requirements for the utility, a cost of service analysis to determine the cost of
providing water service to the various classes of customers, and a rate design to
provide a fair and equitable means to distribute costs to the various classes of
customers and to meet the City's goal of encouraging water conservation. The key
changes that the proposed ordinance will make to the rate structure for the water utility
include:

= Establishing a rate structure that encourages conservation by transitioning over a five
year period from a declining block to an inclining block structure. An inclining block
structure encourages conservation by charging more per unit as consumption
increases.

= The cost of service analysis established the administrative cost of service which
includes but is not limited to meter reading, meter installation and maintenance,
billing, consumer confidence reports, water quality testing, customer notifications of
water outages, and other customer related services.

» Charging a flat monthly fee based on meter size. This is the most efficient and
effective way to cover the administrative costs.

» Reducing the administrative charges for multi-family residential customers that have
a single meter due to reduced costs associated with the consolidated nature of single
meter-based costs for meter reading, billing and the installation and maintenance of
the meters. To account for this, the cost associated with water service to a multi-
family residential building with a single meter are most equitably represented by 85%
of the meter charge times the number of units available for occupancy.
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Mayor Slowik opened the public hearing at 6:35 p.m.

Fred Henninger, 580 SE Ireland, Oak Harbor. Dr. Henninger spoke to the 85 percent
figure. Water should be sold by the unit and not by the meter. Meters are paid for and
installed; the line is paid for by the residents. | am concerned with how water funds are
spent. It is stated that these funds will be solely used for the benefit of the water district
and that is not the case. 6 4 percent is a tax. The problem with both water and sewer
is that there are no impact fees to take care of growth. We advertise for people to
come to our island, but then they can tap into everything for just the cost of hooking up.
This is burdening the customers of the system and amounts to hundreds of millions of
dollars just for water. | strongly recommend an impact fee. We are planning for a 70
million dollar sewer treatment plant but less than 10,000 people are involved with that
system. We have made it less expensive for multiple units. We have removed the
Naval Air Station which has put in many houses and none are taxed on their meters.
With my personal bill, 500 cf, $26.04 is for my water. If | moved out of town, it would
cost me $10.93 for the same amount of water. It pays not to be in the City. We have
run waterlines going out to the north. | had to pay for the water main when it came by
my house. Those outside the City must be brought in if we provide services to them.

Mayor Slowik responded to Dr. Henninger's comments. There are two taxes on your
water and neither are sales taxes; they are B and O taxes and taxes on the water
system itself which is also included in the water the City sells to the Navy. The 6 %
percent are taxes to the State for the Public Works Trust Fund. This is not a sales tax.
Impact fees will be taken up by this Council. There is a separate contract with the Navy
for their water and taxes are paid on that water. | believe that we have these items in
hand.

With no other comments coming forth, Mayor Slowik closed the public hearing at 6:45
p.m.

City Attorney Hite was asked to address the B and O tax — there are two taxes, one
levied under City code and the other levied by the State.

Council Discussion

Discussion followed regarding administrative costs versus consumption — meter
ownership and maintenance, repair and replacement, billing and processing,
compliance with State regulations, and the use of an industry standard determined
through HDR’s analysis. Consumption is per unit. Discussion continued about
consumption rates, tiers of consumption, declining/inclining block structures, water
conservation, and the Navy contract for water. Discussion followed about the number of
utility rates workshops which have been held, the long-term plans for utilities, and this
evening's ordinances addressing utility rate policies.

Councilmember Palmer recused himself from this discussion because of his property
ownership.
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Discussion continued regarding the 85 percent, multi-unit meters and billing accounts,
comparisons to other cities as presented in the analysis, the meter installation is paid for
by developers/applicants, and there are substantial system development fees for water
and sewer that are already in place. Services outside of the City are charged 150% of
the City customer rate and the City is not funding development. Discussion followed
about the ordinance’s reference to water utility districts’ service with clarification that this
language is meant to specifically address existing service to North Whidbey Water
District and to cover any emergency needs. Discussion continued about the
presentation schedule for the rates ordinance (potentially within the next two Council
meetings) and the suggested use of graphs, charts, statistics and user examples to
explain the rates.

MOTION: Councilmember Munns moved to adopt the ordinance amending
Chapter 13.32 of the Oak Harbor Municipal Code entitled “Rates and
Charges.” The motion was seconded by Councilmember Almberg.
Councilmembers Almberg, Dudley, Campbell, Munns, Paggao, and
Severns voted in favor of the motion. Councilmember Palmer had
recused. The motion carried.

Councilmember Palmer returned to the meeting.

Public Hearing and Final Consideration — Ordinance, Sewer Utility Charges

Public Works Director Cathy Rosen presented this agenda bill and ordinance which

amends Chapter 14.05 of the Oak Harbor Municipal Code entitled “Rates and

Collections.” It establishes the criteria to be used in determining wastewater utility rates

and establishes base rates for various classes of customers as well as volumetric rates

for commercial and school customers. The ordinance also provides that the wastewater
rates and charges be used exclusively for providing wastewater utility services. The

City contracted with HDR Engineers, Inc. to prepare a comprehensive rate study for the

City's wastewater utility. This included an analysis of the revenue requirements for the

utility, a cost of service analysis to determine the cost of collecting and treating

wastewater from the various classes of customers, and a rate design to provide a fair
and equitable means to distribute costs to the various classes of customers. The cost of
service analysis determined that:

* There are three main components of the annual wastewater operational costs:
collection, treatment and administrative.

» The volume of wastewater flowing into the collection system and the treatment plant
and the strength (biological oxygen demand and total suspended solids) of the
wastewater flowing into the treatment plant are the main factors affecting the cost of
service.

* Customer strength factors by class of services were based on industry standards by
class of service and the average strength of wastewater at the treatment plant.
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= In order to more accurately determine the volume of wastewater from each customer
class, the analysis was based on annual wastewater volumes that were calculated
using the winter water use average so that seasonal uses such as irrigation and other
outdoor water needs were not included in the average wastewater use volume
calculations.

* The administrative cost of service which includes but is not limited to billing and other
customer related services and permit compliance.

» The differences in annual volume and strength of wastewater create a reasonable
distinction between single-family residential, multi-family residential, commercial and
school customers.

» That multi-family units generally produce less wastewater than single-family units and
therefore should pay 85% of the single family rate times the number of units available
for occupancy.

Councilmember Palmer recused himself from this discussion because of his property

ownership.

Mayor Slowik opened the public hearing at 7:00 p.m.

Fred Henninger, 580 SE Ireland, Oak Harbor. The surveys have been done in the
winter and the multi-family residents leave more often in the winter. Water and sewer
are diminished. After | pay $7.00 for my water, | pay $36.00 to have that water run
through the sewer system. | have lived in the same house for many years. If there is a
service fee, water and sewer should parallel each other. | am paying four times more
for sewer. Again, single family residences pay the most. Seven different entities are
charged seven different fees and single family is being nailed the hardest. What about
City parking lots and City toilets and business toilet facilities. These categories and
multi-family residents should contribute equally. We have eliminated hospitals, the
Marina, and residential/commercial — why aren’t these categories special? | understand
that effluent strength is of concern to the sewer treatment plant but sewer fees are
already higher than water fees.

Mel Vance, P.O. 2882, Oak Harbor. More attention needs to be paid to the future of
the sewage treatment plant. | am not surprised by major upgrades in ten years and the
change in regulations. There are vehicle replacement funds in other cities. We need a
special fund in all of the departments for replacement of buildings; put it into an
investment account. | urge including a facilities replacement fund as policy. In my
opinion, multi-units are smaller than single-family residences. It depends on the number
of occupants which will then produce more effluent. Use the number of residents in
each unit rather than the class of unit.

With no other comments coming forth, Mayor Slowik closed the public hearing at 7:15
p.m.
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Council Discussion

Discussion followed about hotel/motel classification (commercial), schools and actual
wastewater volume, and the policy for rates as discussed in prior workshops. The
winter water usage and irrigation was discussed, with that volume as an indicator of
what is going to the wastewater treatment plant. It was noted that the ordinance’s first
page and fourth page has an error — multi-family residential unit should read 85% of the
average volume of a single-family residential household instead of 70%.

Discussion continued about Dr. Henninger's remarks and his combination of sanitary
sewer with stormwater sewer which are two separate utilities, that multi-family is also
based on the provision for occupancy and not vacancy (cannot shut a whole building
down), and that the timing is right to establish policy. This is the City's first cost of
service analysis; it was suggested that a rate review timeline could be added to the
ordinances. Ms. Rosen noted that rates are reviewed annually without a consultant,
significant changes are reviewed (tipping fees, Anacortes water rate), with a review
every three to five years for a more comprehensive study but not as comprehensive as
HDR's analysis. State law determines that this review occur every five to six years.

MOTION: Councilmember Munns moved to adopt the ordinance amending
Chapter 14.05 of the Oak Harbor Municipal Code entitled “Rates and
Collections.” The motion was seconded by Councilmember
Almberg.

AMENDMENT TO THE

MOTION: Councilmember Almberg moved to amend the original motion to
change 70% to 85% of the average volume of a single-family
residential household on pages one and four of the ordinance as
noted. The motion was seconded by Councilmember Severns.

VOTE ON THE AMENDED

MOTION: Councilmembers Almberg, Campbell, Munns, Paggao, and Severns
voted in favor of the motion. Councilmember Dudley opposed.
Councilmember Palmer had recused. The amended motion carried.

Discussion continued regarding the original motion and the high-strength surcharge. No
customers are currently being charged this surcharge but it pertains to certain types of
industrial facilities.

VOTE ON THE ORIGINAL

MOTION: Councilmembers Almberg, Campbell, Munns, Paggao, and Severns
voted in favor of the motion. Councilmember Dudley opposed.
Councilmember Palmer had recused. The original motion carried.

Councilmember Palmer returned to the meeting.

Mayor Slowik called for a break at 7:30 p.m. and the meeting reconvened at 7:35 p.m.
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Public Hearing — Adult Entertainment Work Plan (Zoning Code Amendment)
Development Services Director Steve Powers presented this agenda bill which
requested City Council approval of a six-month extension for the interim adult
entertainment facilities overlay zone adopted on March 23, 2010. A work plan
supporting the request was presented for Council information. The amended interim
ordinance adopted by the City Council on May 4, 2010, established an adult
entertainment facilities overlay zone over three parcels on NE Goldie Street. One of
these parcels is zoned Industrial (9.08 acres in size) and two are zoned Planned
Industrial Park (totaling 9.78 acres in size). It is important to note that these parcels
were identified as part of the interim ordinance and the size, number and location may
not be sufficient for the final ordinance.

Mayor Slowik opened the public hearing at 7:45 p.m.

Mel Vance, P.O. Box 2882, Oak Harbor. Mr. Vance spoke in favor of the extension
but wondered if six months is enough time. He suggested the City work with the County
to have the regulations match. All of the City's appropriate parcels come up against
County parcels. Mr. Vance suggested establishing the facilities overlay zone through
zoning rather than identified parcels. Consider planned industrial business parks and
well as industrial properties.

With no other comments coming forth, Mayor Slowik closed the public hearing at
7:48 p.m.

Council Discussion

Discussion followed about a time extension beyond the next six months and Mr. Powers
clarified that this can be extended again, if needed. In response to a Council question,
the Planning Commission will review the three tracts and their potential for subdivision.

MOTION: Councilmember Dudley moved to adopt the ordinance extending the
interim regulation for the Adult Entertainment Facilities Overlay Zone
for an additional six months. The motion was seconded by
Councilmember Severns and carried unanimously.

Public Hearing — Release of Easement

City Engineer Eric Johnston presented this agenda bill. On June 1, 2010, the City
Council approved a reimbursement agreement with West Meadows Partners, Inc., for
offsite sewer improvements associated with the Plat of West Meadows. As part of the
plat approval process, the City required an easement from the property owner for the
location of the lift station and this easement was provided to the City. The property
owner had previously provided an easement for the lift station in a different location on
the same property, however, that location was not acceptable since a lift station there
would not meet the requirements of the annexation agreement. With the easement in
place for the lift station constructed by the West Meadows Partners, there is no longer a
need for the previous easement. The current property owners, Jimmy and Mary
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Forbes, have requested that the City extinguish the easement that is not needed for City
utility purposes. The SEPA analysis was done on the proposed Release of Easement
and was available for public review nineteen (19) days prior to the public hearing.

Mayor Slowik opened the public hearing at 7:50 p.m. but there were no comments so
the public hearing was closed.

Council Discussion

Councilmember Almberg had conversations with the Forbes concerning movement of
the lift station to a different location which benefited both the City and the Forbes. Mr.
Almberg had no financial interest, did not work for the Forbes, but was paid by the
adjoining property owner. The record shows that no one objected to Councilmember
Almberg remaining for this matter. Councilmember Severns asked that the word
“dedication” be replaced with the word “conveyance” in the fourth paragraph of the
Release of Easement. There were no objections to this text replacement.

MOTION: Councilmember Munns moved to authorize the Mayor to sign the
Release of Easement. The motion was seconded by Councilmember
Palmer and carried unanimously.

Bid Award - Fuel Island Equipment Installation

City Engineer Eric Johnston presented this agenda bill which recommended awarding a
contract for the installation of the fuel island upgrade project's material and equipment
to ESE Corporation in the amount of $187,431.41. Staff received and opened four
sealed bids on July 28, 2010. The bid totals are tabulated below (amounts include
Washington State Sales Tax in the amount of 8.7%):

Contractor Location Bid Total
ESE Corporation Tacoma, WA $187,431.41
Saybr Contractors, Inc. Tacoma, WA $209,247.50
Razz Construction, Inc. Bellingham, WA $220,661.00
Pacific Environmental Port Townsend, $256,787.44
Services Co. WA
Engineer’s Estimate Oak Harbor, WA $150,000.00-

200,000.00

Staff reviewed the bid prices and is knowledgeable of the qualifications and experience
of the low bidder, ESE Corporation.

Mayor Slowik called for public comments but there were none.

Council Discussion

Discussion followed about the recommended action phrase, “in a form acceptable to the
City Attorney” and asked if the contract would return to Council if changed. City
Engineer Johnston noted that the content would not change, nor would the contract
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amount; these would be minor text amendments. City Attorney Hite was asked about
the agreement presented in the agenda bill and Ms. Hite explained how the contract
documents will be tied to the agreement. Discussion continued about the age of the
existing equipment and the needed upgrades.

MOTION: Councilmember Dudley moved to authorize the Mayor to sign a
contract in a form acceptable to the City Attorney with ESE
Corporation in the amount of $187,431.41, and authorize the City
Engineer to administratively approve changes to the construction
contract totaling not more than $18,743.00. The motion was
seconded by Councilmember Campbell and carried unanimously.

Bid Award — Scenic Heights Trailhead

City Engineer Eric Johnston presented this agenda bill which recommended awarding a
contract for construction of the Scenic Heights Trailhead Project to C. Johnson
Construction, Inc., in the amount of $233,384.41. Staff received and opened five sealed
bids on August 31, 2010. The bid totals are tabulated below (amounts include
Washington State Sales Tax in the amount of 8.7%):

Contractor Location Bid Total
C. Johnson Construction Oak Harbor, WA $233,384.41
Inc.
Taylor's Excavators Stanwood, WA $265,001.46
Advanced Construction, Mukilteo, WA $325,392.93
Inc
SRV Construction Oak Harbor, WA $334,624.21
Interwest Construction, Burlington, WA $348,893.17
Inc.

| Engineer’s Estimate | Oak Harbor, WA | $273,990.97 |

Staff reviewed the bid prices and is knowledgeable of the qualifications and experience
of the low bidder.

Councilmember Dudley stated that he has a working relationship with Corey Johnson.
Councilmember Almberg stated that he has a pending contract and other successful
projects with C. Johnson Construction, but no financial conflict of interest. Both
Councilmember Dudley and Councilmember Almberg asked to be recused from this
discussion.

Mayor Slowik called for public comments.

Fred Henninger, 580 SE Ireland, Oak Harbor. This is a parking lot and sidewalk. In
other areas, we have to pay for our sidewalks and there are other parks in need of
pedestrian access.

There were no other public comments.
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Council Discussion

Discussion followed about the area’s size (less than 1/3 acre) which is a large City lot
with five parking spaces; one is ADA accessible. The parking lot is required by our own
codes along Scenic Heights and the main goal is to provide parking for the Waterfront
Trail along the west end, provide a plaza area for public art and Freund Marsh viewing,
and incorporate decorative pavers which have been reviewed by the Parks Board,
Parks Department, and staff. Vehicles will not have back onto Scenic Heights and
funds still remain in the Park Impact Fees account. The Parks Department, Planning
Department, and past planner Rob Voight, have been the leads on this project from its
inception through today.

Councilmember Campbell still expressed concern about the text, “in a form acceptable
to the City Attorney.” Both City Attorney Hite and City Engineer Johnston assured
Council that the contract documents will be in line and there is no change to the cost of
intent of the project.

MOTION: Councilmember Munns moved to authorize the Mayor to sign a
contract in a form acceptable to the City Attorney with C. Johnson
Construction, Inc., in the amount of $233,384.41, and authorize the
City Engineer to administratively approve changes to the
construction contract totaling not more than $20,000. The motion
was seconded by Councilmember Palmer. Councilmembers
Campbell, Munns, Paggao, Palmer, and Severns voted in favor of the
motion. Councilmembers Almberg and Dudley had recused. The
motion carried.

Councilmembers Almberg and Dudley returned.

Bid Award — Marina Dredging

Development Services Director Steve Powers presented this agenda bill and both Mr.
Powers and Finance Director Merriman led PowerPoint presentations with Mr.
Merriman’s PowerPoint attached to these minutes as Exhibit B. The agenda bill
recommended awarding a contract for the Marina Redevelopment Project, Phase 2,
Dredging, to Northwest Marine in the amount of $1,893,794.00. This contract involves
maintenance dredging of the Oak Harbor Marina, both in open fairways and under and
around existing dock structures. Included in the contract is environmental mitigation as
required by the project permits. Staff received and opened four sealed bids on August
18, 2010. Bids consisted of a Base Bid (dredging of the landing float, A-dock, near
shore area and fuel float plus environmental mitigation), Bid Additive 1 (dredging of F-
dock/breakwater area) and Bid Additive 2 (limited dredging near the main walkway
intersection with B, C, D and E docks). The bid totals are tabulated below (amounts
include Washington State Sales Tax in the amount of 8.7%):
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Contractor Location Bid Total
Pacific Pile $2,371,922
American Construction $2,633,010
Northwest Marine $1,893,794
Redside Construction $2,368,364

| Engineer’s Estimate | Oak Harbor, WA | $1,850,325 |

The bid totals shown above include the contractors’ bids for the Base Bid, Bid Additive 1
and Bid Additive 2. Bid details by category and sub-area were shown on Attachment 2
of the agenda bill. The apparent low bid submitted by Northwest Marine is $43,468 or
approximately 2.3% higher than the engineer’s estimate. Staff reviewed the bid prices
and the qualifications and experience of the low bidder. In addition to the contract
amount noted above, staff seeks additional expenditure authority. The contract
specification for Bid Additive 2 includes the following language:

The quantities listed in the Bid Schedule are for the purpose of establishing unit

prices. The quantity may be increased or decreased up to 35 percent by the

Contracting Agency without re-negotiating the unit prices.
After reviewing the unit prices included in the low bid, it is possible that the City could
undertake the additional dredging allowed by this quantity increase. However, some
additional work is necessary to determine the location and quantity of the additional
dredging. With this in mind the proposed contract amount does not include the
additional dredging, but the staff recommendation requests Council grant staff the
authority to increase the contract by a predetermined amount ($151,550). This amount
is based on a 35% increase over fairway and slip dredging quantities for Bid Additive 2.
Staff's recommendation noted above is based on the following:

1. Although slightly higher than the engineer’s estimate the lowest bid is in line with
the estimated contract amount previously discussed with the City Council.

2. The estimated dredging fee necessary to support the proposed dredging for the
Base Bid, Bid Additive 1 and Bid Additive 2 is slightly higher ($1.05/linear
foot/month) than previously estimated but does not generally increase the total
moorage fee to an amount greater than the area average.

3. The total dredging fee necessary to fund the work noted above and to increase
the quantity in Bid Additive 2 by 35% is estimated at $1.15/linear foot/month.
This fee exceeds the area average for smaller slip sizes but is less than the
average for large slip sizes. Please note the actual fee will be determined by the
bond financing process (see Finance Director comments below).

4. The proposed contract responds to customer and Council sentiment to undertake
as much dredging as possible in this permit window, but without significantly
revising the estimated dredging fee amount.

Most construction projects involve change orders and modifications to the contract
plans. Delays in processing change order requests can result in costly delay claims
against the City. To minimize the possibility of delays and the resulting claims, staff
requested that the City Engineer be authorized to administratively approve up to
$189,380 or approximately 10% of the contract amount, for change orders. Due to the
nature of the proposed work it necessary for the City to contract for construction
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administrative services. This circumstance was anticipated when the City Council
authorized the Mayor to sign the dredging design contract with Reid Middleton on
December 15, 2009 in the amount of $145,322. The scope of work included with the
contract covers two phases of work. Phase A ($95,272) was for design, project
management and bidding assistance while Phase B ($50,050) was for construction
administrative services and mitigation monitoring. The Phase B amount was only to be
expended if the City awarded a dredging contract. Staff recommended that these funds
now be authorized for expenditure.

Finance Director's Comments which were part of the agenda bill:

The award of this dredging contract will require funding through the proceeds received
via the issuance of a revenue bond. This revenue bond would be entirely repaid
through annual payments coming from revenues generated through Marina operations.
It is anticipated that the revenue bond term will be for a twenty (20) year period at an
interest rate of approximately 4%, depending on the date of closing. Currently, the
financial position of the Marina does not allow for the issuance of a revenue bond
without a corresponding increase in revenues. Accordingly, the bonds will be supported
by the implementation of a dredging fee to be collected from each moorage customer, in
addition to their regular moorage fee. It will be mandatory that the approval of this
contract also gives approval to the issuance of the required financing, along with the
required rate increase to ensure timely repayment. While separate action will be brought
forward for the debt issue and related rate adjustment, be aware the Council’s approval
of this contract essentially commits the City to approving these two related functions as
well. Caution should be taken regarding the amount of total financing being considered
with this project. The recreational boating industry has historically been subject to
diverse economic fluctuations, which at times has resulted in the Marina experiencing
reductions in revenues as boat owners have curtailed boating activities during difficult
financial times. [t is critical that the financial assumptions being used are conservative,
and reflect the potential economic “perfect storm” scenario that may be experienced
during the next twenty year period during which the City will be repaying the bonds.
Examples of critical assumptions would be utilizing a model vacancy ratio that is less
than the average vacancy ratio, analyzing the financial impact between slip sizes of
changes in rate competitiveness against the revenue stream of the Marina, ensuring
that the Marina accumulate and maintain sufficient contingency reserves to pay for
operations, to repair or replace aging infrastructure, and to have a fallback “bond
repayment” reserve should the economy weaken to such a degree that Marina
revenues are not sufficient to fully fund one or more annual bond payments. Finally, the
Marina should budget to retain the current operating surplus as a capital facilities
replacement program funding source. With the proposed bond issue, the Marina will
have fully reached its capacity to pay for long-term financing without an additional rate
increase that might potentially erode the Marina’s competitive rate pricing as compared
to neighboring marinas. The current operating rate structure should be maintained to
pay for needed repairs and assets replacements on an ongoing basis, or to be used as
a potential funding source should any large scale asset failure occur during the next
twenty years. It might be tempting to tap into this current surplus to accomplish the
dredging project. Again, caution should be exercised as this is the only funding source
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available for the Marina for the contingencies referred to previously. In the worst case
scenario, if Marina revenues were to fall below required levels to repay the bond, the
City’s General Fund would be required to subsidize any shortfall, thereby reducing
funding for other essential City services.

Mayor Slowik called for public comments at 8:30 p.m.

Robert Nelson, 1415 SE 9", Oak Harbor. The estimate for $1.15 a foot extra for the
dredging fee is based on an 80 percent occupancy rate. If the occupancy rate lowers,
more will be charged per foot. Most of the Marina is used by small boats which are
easier to pull in winter and occupancy will drop and fees will not be collected from those
who leave. Secondly, it is not just a Marina; it is a City park and fully sponsored by boat
owners. It should also be supported by the City Parks Department if the public uses it. |
have never understood why there has not been a tax to support it.

Christon Skinner, 1815 SW Beeksma Drive, Oak Harbor. Mr. Skinner complimented
Council for their movement forward on large scale projects. The Marina is another
project that will take some courage. The Marina is a huge asset to the community and a
bookend for downtown. The Marina needs to be well maintained and in good working
order; don't let it become an eyesore. Another concern is, as a citizen and Marina
tenant, the permit window could close before we can treat this problem. If they expire,
we may never get another chance. | recommend an extra step to justify the
expenditure. Without dredging, the Marina will not function. City assets would be in the
mud and boat owners would be discouraged from coming in. Whidbey Island Race
Week could not accommodate larger boats. They would bypass us. Larger boats that
are more likely to become our tenants will be discouraged. We could see an increase in
Marina use if they don’t have to worry about going aground. Think big, | would prefer
not to spend this kind of money, but we won'’t have another chance.

Ken Hulett, 2820 SW Scenic Heights, Oak Harbor. | am a Marina tenant and | agree
with the previous speakers. You don't hear about the offsite economic impact. The
yard that services the boats, local boat brokers, and a whole raft of independent skilled
contractors who support the Marina community would go. Absentee owners and
guests spend money in local stores. There are a number of commercial fisherman and
recreational fisherman who use the facility. Smelt fishing happens off the docks. All of
this is a broader spectrum of economic impact. You risk losing something not
completely valued at its top dollar. The three selected comparative marinas are all port
districts and taxpayers support them. Oak Harbor is a municipal marina. We need to
change the slip configuration. There are a lot of small slips and they hold the highest
vacancy rate. This is an important facility and a real asset to the community.

Mel Vance, P.O. Box 2882, Oak Harbor. The $1.15 figure is based on 10 percent of
overrun authorizations. If the extra 10 percent came into play, it would come up to
$1.25. Where would the additional 10 percent come from? Also, there are
contingencies on bond approval at a later date. What happens if the rates are not
raised and the bonds are not approved? What would be the penalty? In principal, |
believe we should do the dredging. Can the Marina tenants pay the $1.15 or $1.25? |
have been treated in a very unfriendly manner when out on the docks; this is not a
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public park for me and this has happened on multiple occasions. We already have
problems maintaining the parks we have.

Mayor Slowik asked Mr. Vance to contact the Harbormaster, Mack Funk, if this happens
again.

Byron Scubi, 1279 Penn Cove Road, Oak Harbor. | too am worried about running out
on our permit time. Reid Middleton mentioned it would likely be impossible to get a near
shore dredging permit — anything shallower than 10 feet. | am worried about letting this
permit expire since we may not be able to do it in the future.

Dave French, Chair of the Marina Advisory Committee. | have sat on this committee
since its inception. In response to Mr Vance, | am astounded. Most people who visit
the Marina think it is extremely friendly. If you look at the history of the Marina, it has
always paid for itself. Marina tenants will be paying the bill. | agree we need more big
boats in the Marina and they have a greater economic stability. That is the case in
Marina history around here for the last twenty years. The amount of thinking that has
gone into this project is clear and thorough.

With no other comments coming forth, Mayor Slowik closed public comments at 8:45
p.m.

Council Discussion

Councilmember Munns has a boat slipped in the Marina and Councilmember Severns
holds a storage unit. The Council and attending public did not feel they need to be
recused from this discussion. City Attorney Hite noted that the associated resolution for
this agenda bill is for a construction contract and Councilmembers Munns and Severns
do not hold a financial interest. There is the potential for an increase in Marina rates,
but there were no objections. Discussion followed about the near shore depth at 10 feet
(generally speaking, it is minus 10 feet or shallower), environmental permitting, the
potential for an extension of this permit, and that if the City begins a project, we would
be viewed in a more favorable light but this does not eliminate our mitigation in the
future.

MOTION: Councilmember Campbell moved to have the subject of making the
Marina part of the parks system returned to Council before last
meeting in 2010. Councilmember Palmer seconded the motion.

Discussion continued about adding this to Council’'s agenda and if there is enough time
for staff to consider this subject.

VOTE ON THE

MOTION: Councilmembers Almberg, Campbell, Dudley, Munns, Palmer, and
Paggao voted in favor of the motion; Councilmember Severns
opposed. The motion carried.
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Continued Discussion

Discussion continued about funding for this project and if there is a funding shortfall,
concern about funding from the General Fund, the $1.15 dredging fee, vacancy
statistics, bonding capacity and how a bond will be put into place, how to position the
Marina for the future and looking toward an asset management fund, past repairs and
costs, the base bid and bid additives, and inclusion of change orders for all four
scenarios. Discussion followed regarding the Marina Redevelopment Plan, competitive
rate structures and keeping rates close to the average, the number of small slips, and
the need for large boat slip accommodation (a large demand for 30 to 40 foot slips)
which also gains more revenue. An ordinance for the rate increase and bonding will be
drafted by Mr. Merriman and Mr. Powers, and discussion continued about a 20 year
versus 10 year bond (20 years is the preferred bond), the DNR lease, and the amount
of area that will be dredged.

Councilmember Dudley asked to be on record that he thought the July 6, 2010 Council
meeting (authorization to solicit bids for marina dredging) would allow an opportunity to
receive a bid and choose the critical areas and additive numbers to be able to do
substantially more than the 35%. Discussion followed about bonding for longer than
twenty years and if it would lower linear foot cost for slip tenants, and the need to match
bonding to the asset need without extending beyond the time required for this project. It
will take six to seven weeks to lock a bond and that will not occur without first approving
an ordinance.

MOTION: Councilmember Munns moved to approve Resolution 10-22 awarding
the dredging contract. The motion was seconded by Councilmember
Almberg.

Discussion followed about smaller slip sizes and the loss of small boats without gaining
larger boats.

VOTE ON THE MOTION:
The motion carried unanimously.

Mayor Slowik called for a break at 9:45 p.m. and the meeting reconvened at 10:00 p.m.

Interlocal Agreement — Island County, Pioneer Way Street Improvements

City Engineer Eric Johnston presented this agenda bill and interlocal agreement with
Island County related to an economic development grant awarded to the City of Oak
Harbor for the SE Pioneer Way Street Improvements Project. In the fall of 2007, the
City Council authorized an application to the Island County Board of Commissioners for
a $1,000,000 grant from the Rural County Economic Development Fund to assist in
constructing improvements to SE Pioneer Way as part of the Windjammer Plan. The
Board of Commissioners unanimously approved the grant. This interlocal agreement
confirms the grant award, specifies and limits the use of the funds to the Pioneer Way
Street Reconfiguration (also known as the SW Pioneer Way Street Improvements
Project), outlines the procedures for reimbursement requests and defines the
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responsibilities of the City and County in completing the project. The agreement is
typical of reimbursement grant agreements that the City has entered into with other
State and Federal agencies for capital projects. The City is required to report to Island
County on an annual basis, for a period of 5 years, the beneficial effects of the project in
terms of jobs created or retained.

Mayor Slowik called for public comments but there were none.

Council Discussion

Discussion followed about the grant application referring to the Windjammer Plan
eighteen times and the Windjammer Plan’s reference to Pioneer Way as a two-way
street. Councilmember Dudley read a letter and email from Roger Brooks of
Destination Development (the consultant for the Windjammer Plan) and Mr. Brooks’ use
of waterfront redevelopment to attract additional traffic to downtown. Mr. Dudley felt
there is a conflict of interest in the grant application and the number of businesses
actually served along with conflict of interest with a Council member who could be
affected by this project. Mr. Dudley asked about the baseline to report beneficial effects
— during or after construction, one-way or two-way? Mr. Johnston noted that page 2 of
the interlocal agreement, number 9 — reporting, answers the baseline reporting timeline.
Mayor Slowik returned discussion to the interlocal agreement as set out in this
evening's agenda. This agreement will be returned to the County for final signature.
Councilmember Almberg asked that the record show that when he voted on the Pioneer
Way Improvements Project, he based this vote on his reliance of the funding source
which included this grant from the County. Mr. Aimberg also noted that page 29 of the
Windjammer Plan includes consideration of one-way or two-way. Discussion continued
about how the County allocates this funding and its use, and if the report to the County
per the interlocal agreement can also be made available to Council (yes). This
interlocal agreement was written by the County and this is a reimbursement grant.

MOTION: Councilmember Munns moved to authorize the Mayor to sign an
interlocal agreement with Island County for up to $1,000,000 in Rural
County Economic Development Funds for the SE Pioneer Way Street
Improvements Project, in substantially the form attached to the
agenda bill. The motion was seconded by Councilmember Palmer.

Councilmember Dudley asked that the record show that the grant application and what
the County agreed to is far different and a lot of evidence has been presented that
changing Pioneer Way from two-way to one-way is an economic detriment.

VOTE ON THE MOTION:
Councilmmembers Almberg, Campbell, Munns, Palmer, Paggao, and
Severns voted in favor of the motion. Councilmember Dudley
opposed. The motion carried.
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2011 - 2012 Strategy Statement

City Administrator Paul Schmidt presented this agenda bill seeking approval of the draft
Strategy Statement for 2011 and 2012. The draft Strategy Statement for 2011 and
2012 is a product of the 2010 City Council Retreat conducted on February 27, 2010.
This is a non-mandatory action and not mandated, but it can be used as guideline for
budget planning. Mr. Schmidt gave a PowerPoint presentation of the goals and what
has been achieved.

Mayor Slowik called for public comments.

Fred Henninger, 580 SE Ireland, Oak Harbor. Dr. Henninger felt the goals are highly
weighted toward the Chamber of Commerce and downtown; funneling funds through
the Chamber to improve downtown. He also spoke about recycling and the schedule
for recycling pick-up suggesting every two weeks rather than weekly, and losing glass
pick-up. Dr. Henninger then commented on surplusing the Navy building for a new
animal shelter.

Mel Vance, P.O. Box 2882, Oak Harbor. Mr. Vance asked that a building
replacement fund be considered and felt that several items could be taken off the list
since they have already been completed or will soon be completed. A marketing plan is
great for Pioneer Way but does nothing for the other businesses in Oak Harbor.
Expand the marketing plan to include all the businesses in town.

There were no other public comments.

MOTION: Councilmember Palmer moved to approve Resolution 10-20 with the
strategy statement as Exhibit A in the Resolution. The motion was
seconded by Councilmember Almberg. The motion carried
unanimously.

In response to public comments, Mayor Slowik noted that Mr. Schmidt wanted to stay
true to the Council’s retreat and this helps us keep our eye on the target and see how
much we have completed.

City Administrator Comments

Mr. Schmidt talked about upcoming standing committee meetings and budget workshop
dates. Development Services Director Steve Powers talked about a recent APA/PAW
joint planning award for the City’s new subdivision code. It was a multi-disciplinary
effort to achieve this award.

Council Members’ Comments

Council Members gave their respective standing committee reports. Councilmember
Palmer asked that the flags at the Veteran's Memorial Park be replaced; they are worn.
Mr. Palmer also asked for a west/east sign on the Waterfront Boardwalk advising no
skateboarding. There is an existing sign from the other direction only.
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Mr. Palmer also felt that a number of people will not shop in downtown now because of
the negative signs and complaining. The emergency response tour was mentioned by
Council along with use of bike helmets and discussion about the high school resource
officer. Councilmember Munns talked about AWC's finalization of items to be sent to
the Legislature on September 27". Ms. Munns also talked about the upcoming Military
Appreciation Picnic which will be held on September 11™.

MOTION: Councilmember Dudley moved to have an agenda item on the North
Oak Harbor Street Project added to the September 21, 2010 City
Council meeting. The motion was seconded by Councilmember
Campbell. Mr. Dudley presented a written request for this motion
which is attached to these minutes as Exhibit C.

Councilmember Dudley also talked about the Harborside Merchants Association, that
the grant application says the City meets with them regularly and have their support,
and that the City and Envirolssues should reach out to them to play a major role. Mr.
Dudley talked about the 21 year old who fell off of a wall and complimented those who
are generously helping and supporting fund-raising; the home has been made more
accessible. Councilmember Palmer reminded everyone that Pioneer Way has been
chosen as a Green Roads pilot project which is a great achievement.

Mayor’s Comments
Mayor Slowik talked about the art exhibited by Charlotte Graham in Council Chambers.

ADJOURN
With no further business coming before City Council, Mayor Slowik adjourned the
meeting at 11:00 p.m.

Connie T. Wheeler
City Clerk
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Information on debt level for Marina Dredging project.




MARINA DOCKS & BREAKWATER
MARINA - FUEL TANK

MARINA - HARBORMASTER BUILDING
MARINA - MACHINERY, EQUIP, FIXTURES
IMARINA - STORAGE SHEDS

MARINA - WET STORAGE

Current Asset List Cost
Average Estimated Useful Life - Years

Annual Replacement Contribution

S3,374,342
382,362
179,353

1,411,513
25,716
972,546

6,345,832
30

$211,528




2001 $36,276
2002 35,016
2003 21,348
2004 45,929
2005 34,099
2006 PASHO[0]0)
2007 38,119
2008 56,560
2009 34,679

Average Maintenance $36,114







