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February 10, 2004 
 
Honorable Vicente C. Pangelinan 
Speaker 27th Guam Legislature 
155 Hesler Street 
Hagåtña, GU 96910 
 
Dear Speaker Pangelinan:   
 
Pursuant to the Office of the Public Auditor’s (OPA) responsibility as established 
by Public Law 26-144, which requires OPA to be “an observer throughout the 
outsourcing process (of water meters)1,” this office conducted a formal review 
into the Invitation for Bid (IFB) 2003-0112 administered by the Guam Waterworks 
Authority (GWA).  The OPA has completed a review of this project and presents 
this interim report.    Based on our review of documents received from the Guam 
Waterworks Authority (GWA) and the scope of OPA’s involvement, we observed 
areas where GWA’s procurement can be improved.   
 

Scope and Objective 
 
Our objective was to ensure that the process relative to P.L. 26-144 for the 
outsourcing of water meters was presented in an open and fair procurement 
setting.  The scope of our work was limited to the outsourcing of water meters as 
authorized by P.L. 26-144.   
 

Background 
 
The GWA is losing an estimated $7,000 a day due to unaccounted-for water 
related to water meters under-registering water flow.3  The equipment’s 
malfunction can be attributed to an outdated water meter system. 
                                                 
1 P.L. 26-144, “An Act to Add Article 4 to Chapter 14 of Title 12 of the Guam Code Annotated, 
Relative to Requiring the Guam Waterworks Authority (GWA) to Outsource the Maintenance and 
Operation of Water Wells, Booster Pump Stations, and Meters and for Other Purposes” 
specifically provides in §14403, ¶ 4:  “The Public Auditor shall be an observer throughout the 
outsourcing process specified in this Section, and shall receive copies of all documents involved 
and shall be invited to any meetings regarding the outsourcing process specified in this section.” 
 
2 Multi-step Sealed Bidding for Water Meters with Radio Frequency Transmitter and Drive-by 
Reading System, Accessory Equipment, Installation, and Financing. 
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To address the concerns of the water meter system, several parties have made 
efforts to rectify the situation.  The Guam Legislature passed P.L. 26-144 that 
requires GWA to outsource the installation, maintenance, and reading of the 
water meter system.  The United States Department of Justice Environment & 
Natural Resources Division and GWA agreed to the entry of a Stipulated Order 
for Preliminary Relief, Civil Case No. 02-00035 that outlines the progress GWA 
has to make in order to outsource the water meters.  The Consolidated 
Commission on Utilities (CCU) and GWA issued the IFB 2003-011 for the 
outsourcing of water meters.   
 
The IFB seeks to outsource the installation of 37,4004 small meters for residential 
customers and 1,4055 large meters for larger structures that have a demand for 
more water flow.  
 

Observations and Conclusions 
 
Attempts to Outsource Water Meters 
Documents received from GWA establish that three attempts were made to 
outsource the maintenance and operations of water meters.  The first attempt 
was made on March 6, 2003 with Request for Quote (RFQ) 2003-001, the 
second was on May 24, 2003 with IFB 2003-007, and the third was on August 8, 
2003 with IFB 2003-011.  The OPA was not notified of these attempts nor was it 
represented at any of the meetings associated with these bid requests. 
 
According to GWA management, the procurement process was new and unique 
to them in the first attempt.  RFQ 2003-01 was published on March 6 and opened 
for bid in April 24.  After protests were filed, this RFQ was cancelled. 
 
IFB 2003-007 was published in May 24.  GWA stated that at a prebid conference 
on June 5, the participants stated that they did not understand the process of 
how things were to be conducted.  After multiple vendors filed protests, this IFB 
was also cancelled.  
 
OPA’s Involvement 
The third and final announcement was published on August 8, 2003.  Six 
potential bidders and an OPA representative attended a prebid conference on 
August 21.  The following day, GWA provided the potential bidders with answers 
to questions that were raised at the conference.  From September 15 through 
November 24, GWA conducted product-tests for those that submitted bids.  On 

                                                                                                                                                 
3 IFB 2003-011 Bid Packet, p. 16. 
4 The following is a breakdown of the small water meters: 33,500 units of 5/8” x ¾” , 3,000 units of 
¾”, and 900 units of 1”. 
5 The following is a breakdown of the large water meters: 450 units of 1 ½”, 600 units of 2”, 100 
units of 3”, 135 units of 4”, 70 units of 6”, and 50 units of 8”. 
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the basis of the product-test phase, GWA management disqualified two of the six 
IFB respondents due to malfunctions in their water meters.   
 
During the first phase of IFB 2003-011, GWA held three meetings on November 
10, 14, and 26.  The OPA was not notified and did not attend any of these 
meetings. GWA has, however, provided the OPA with minutes for these 
meetings.  According to the minutes, the purposes of the meetings were to 
evaluate whether vendors who submitted bid proposals were able to pass the 
first phase of the bid, which entailed physical testing of the water meters. 
 
The OPA was notified and attended the bid opening on December 10.  Four 
vendors who had passed the first phase of the process submitted bids; two 
vendors were later disqualified due to insufficient bid bonds, as determined by 
GWA management.  
 
GWA held another meeting on December 12.  OPA was notified of this meeting 
fifteen minutes prior to its scheduled start, yet on short notice an OPA 
representative attended the meeting.  The purpose of this meeting was to award 
the contracts for the large and small water meters.   
 
According to local media reports, a meeting was held on December 23 to discuss 
the disqualification of a bidder due to an oversight by GWA.  OPA was not 
notified of and did not attend this meeting.  It is evident that the OPA has not 
been consistently informed of meetings regarding the outsourcing of the 
maintenance and operations of water meters. 
 
Disclosure of Confidential Information During the Evaluation of the IFB 
According to minutes of the November 26, 2003 meeting, GWA management 
determined that some confidential information related to some vendors had been 
released by the Procurement Manager to other vendors.  Although GWA 
management acknowledged that there was nothing to indicate the bid process 
had been significantly compromised, the General Manager determined that the 
Procurement Manager should no longer participate in the selection process.  An 
OPA representative was not present at this meeting; this information is based 
solely on a copy of the minutes provided by GWA management. 
 
GWA General Manager’s Involvement 
During a GWA meeting on December 16, the OPA noted that General Manager 
David Craddick did not participate in the proceedings of the IFB.  According to 
Mr. Craddick, he did not participate because he invited bidders to participate and 
bid on this project.    OPA also noted that the General Manager made the final 
determination as to the amount of preferences to be given to each bidder.  The 
selection of the winning bid was made based on the preferences assigned. The 
decision of the General Manager to not participate with the IFB, yet have the final 
determination in the overall IFB preferences appears to be inconsistent in 
carrying out the provisions of the bid. 
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We are concerned there was no independent verification or review by another 
professional engineer(s) as to the amount of preferences assigned to each 
bidder.  Because the award was made based on the preferences, the assignment 
of the preferences becomes crucial as to who will get the award.   
 
We urge that other independent engineers, possibly from the Guam Power 
Authority or contracted professional engineers independently assign preferences 
to the respective bidders to ascertain if they are reasonably consistent with the 
preferences allotted by the General Manager.     
 
As GWA will be having other major bid proposals, we recommend that GWA 
have other independent professional engineers be assigned to the review, 
evaluation, and selection of these future projects. 
 
Subsequent to the issuance of this report, OPA was informed that GWA had 
obtained a third party review from the Water & Energy Research Institute (WERI) 
engineers.  The review supported GWA’s properly identified preferences and 
stated that it was “very appropriate for the purchase of the sophisticated 
electronic reading meters that you are planning to purchase.”   
 
We commend GWA for responding timely to our recommendation.  The WERI 
report confirmed and validated GWA’s selection of preference points.  
 
Lack of Competition with Vendors 
According to the minutes of the meeting held on November 26, the Procurement 
Officer determined there would be adequate price competition from the four 
remaining bids that moved on to the second phase.  Of the four remaining bids, 
however, two were subsequently disqualified due to insufficient bid bonds.  The 
remaining two bids were from the same company, but submitted two different 
water meters.   
 
OPA reviewed documents to support the first bidders’ disqualification and 
confirmed that the vendor did not provide for a proper bid bond in time.  The 
second bidder disqualified was to be awarded the contract for large water 
meters, however, a letter of intent was later rescinded.  A thorough review by 
GWA management of the second bidder’s documents was not initially made, but 
was later found to be deficient because of the insufficient bid bond.  The decision 
to rescind the intent to award was made during the meeting held on December 
23 by the Consolidated Commission on Utilities; the OPA was not notified of this 
meeting and did not attend it.   
 
OPA attended a meeting on January 9, 2004 at GWA.     The purpose of the 
meeting was to discuss the disqualification of the bidder who was originally 
awarded the contract for large water meters and the re-award of the contract to 
another bidder. 
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Participation of companies where GPA or GWA Employees Have A 
Financial Interest 
During the December 12 meeting, a GWA representative noted a high-ranking 
Guam Power Authority (GPA) official had a 35% shareholder interest with one of 
the vendors that submitted a bid.  After hearing this, OPA had concerns about 
the GPA official and the significant shareholder interest in the vendor’s 
operations.  After discussions with Chief Financial Officer and Procurement 
Specialist at GWA, they determined that OPA’s concern did not have any bearing 
on the recommendation for selection and did not think it was a problem.  
  
OPA staff members visited the vendor and inquired with management about the 
GPA official’s involvement with the operations of the company.  The 
management verified the GPA official did have a 35% shareholder interest, but 
did not have any involvement in the day-to-day operations of the company.   
 
According to 4 G.C.A. §15206 (a),6 an employee with a controlling interest in a 
company is allowed to enter into contracts with the Government of Guam 
provided that the whole process has gone through an “open, public process.”  A 
potential conflict of interest may exist if this process does not go through an 
“open, public process.”  In this instance, the bidding company has three major 
shareholders and two minor shareholders; the GPA official has a 35% 
shareholder interest, a second partner has a 35% interest, a third partner has a 
20% interest, and two employees with 5% each.  The GPA official’s significant 
financial interest, although not controlling, could be reasonably construed as a 
conflict of interest. 
 
We recommend that the CCU establish a policy addressing whether or not it will 
allow companies affiliated with senior management officials and other CCU 
employees to bid on contracts of the CCU and its sister companies.   
 
Subsequent to the issuance of this report, OPA was provided with a letter of 
affidavit from the CCU Chairman indicating that the GPA official was not involved 
in the day-to-day operations of the company that submitted the bid to GWA. 
 
Question of Procurement Jurisdiction 
On November 5, 2003, the OPA met with representatives from Raytheon 
Technical Services Guam (Raytheon) to discuss the privatization process of 
GWA.  Raytheon contended that P.L. 24-295 designated it to manage the 
privatization of GWA.  Section 7 of that public law repeals and reenacts 12 
G.C.A. § 14112 and provides in ¶ (b)(1) of that section that GWA “shall enter into 
one or more joint operating agreements with private contractors operating U.S. 
military water production and distribution systems or wastewater disposal 
                                                 
6 4 GCA §15206 (a) states that “A territorial agency shall not enter into any contract with an 
employee or with a business in which an employee has a controlling interest, unless the contract 
has been awarded through an open, public process.”   
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systems, or both, regulated under the Federal Clean Water Act and Safe 
Drinking Water Act, in conformance with its rules and regulations and with 
statutory authority contained in this chapter.”  As Raytheon is the private 
contractor operating the U.S. military water production and distribution systems, it 
contended that Raytheon is the company designated by the Legislature to enter 
into a joint operating agreement with GWA. 
 
During our meeting with the Raytheon representatives, we advised them to 
obtain concurrence from the Attorney General of Guam before proceeding with 
their claim.  A transmittal with Raytheon’s claim was later submitted to the Office 
of the Attorney General via OPA.  Until this issue is resolved, challenged, or set 
aside, uncertainty may exist whether GWA can negotiate or award a contract. 
 
Subsequent to the issuance of this report, CCU responded that when they met 
with Raytheon representatives, Raytheon contended that they not manage the 
privatization of GWA, but that the entire operation be solely outsourced and 
privatized to them.  CCU stated that “given the fact that other laws allow 
CCU/GWA to find private partners for operations, the CCU has gone on record 
since August (2003), published articles and media reports that it will utilize all the 
laws in place to pursue a competitive bid process (as opposed to a sole source) 
for finding potential partners.”  
 

Management Response 
 
We provided a draft copy of this report to the CCU Chairman, GWA General 
Manager, and the Attorney General’s Office in January 2004.  Preliminary 
comments from the CCU Chairman and GWA General Manager indicated they 
generally concurred with the findings of this report and have already taken 
corrective action to remedy OPA’s concerns.  The GWA General Manager and 
CCU Chairman did not concur with our observation regarding outside engineers 
conducting an independent review of the preferences, however, GWA did obtain 
a third party review from the Water & Energy Research Institute (WERI) and 
satisfied the recommendation of OPA.  See Appendix A for GWA General 
Manager’s response and Appendix B for CCU Chairman’s response to our 
report.   
  

Recommendations 
 
Based on our review of documents submitted to OPA and our observations, we 
recommend the following with respect to the proposed project and IFB 2003-011.  
Subsequent to the issuance of our draft report, GWA and CCU may have already 
addressed some of our recommendations. 
 

• We urge that GWA not award any contract for the proposed project and 
hold in abeyance any and all Memorandum of Understanding’s, 
Memorandum of Agreement’s, or other agreements that have been 
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initiated between GWA and bidders to IFB 2003-011, until an independent 
review by independent engineers is conducted. 

 
As stated previously, GWA did obtain an independent review from 
engineers at WERI.  WERI confirmed the preferences assigned by GWA 
management were warranted.  This recommendation has been addressed 
to OPA’s satisfaction and is closed. 
 

• As GWA will be having other major bid proposals, we recommend the 
establishment of a team consistent of GWA, GPA, and other professional 
engineers to the review, evaluate, and select any relevant future projects. 

 
• We recommend that the CCU establish an ethics policy determining 

whether or not senior management officials or other CCU employees may 
bid on government contracts or their sister companies.  

 
• The CCU should determine their position on Raytheon’s contention that 

they are the designated company to manage the privatization of GWA per 
P.L. 24-295, otherwise uncertainty will exist on whether GWA can 
negotiate or award a contract that may outsource its functions. 

 
As stated previously, CCU has stated their position on the situation with 
Raytheon.  CCU stated that “given the fact that other laws allow 
CCU/GWA to find private partners for operations, the CCU has gone on 
record since August (2003), published articles and media reports that it 
will utilize all the laws in place to pursue a competitive bid process (as 
opposed to a sole source) for finding potential partners.”  This 
recommendation has been addressed to OPA’s satisfaction and is closed. 

 
• For future IFB’s, RFQ’s, and RFP’s, we recommend that all parties 

involved understand the rules, regulations, and relevant laws that affect 
the process of soliciting bids, quotes, and proposals.  If necessary 
management should seek guidance with regard to questions they might 
have before proceeding with the procurement.  Additionally, GWA staff 
and management participants should be made aware of confidential 
information.  If necessary a confidentiality statement should be signed by 
participating members, which outlines any penalties associated with a 
breach of confidentiality.   

 
• We recommend that OPA be informed in a timely manner of any 

meetings, conferences, or other relevant issues that deal with the 
outsourcing of GWA.  

 
GWA has since been in contact with OPA through electronic mail and 
telephone conversations since the issuance of the draft preliminary report 
regarding progress of the water meter project and of relevant meetings.  
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We thank GWA for providing us with timely information regarding the 
outsourcing of water meters.  As OPA is an observer to the outsourcing of 
GWA, we look forward to future notifications relative to this process.   

 
Limitations of the Report 

 
This letter contains only evidentiary conclusions based on documentation 
received by GWA and reviewed by OPA staff.  OPA did not perform an audit 
utilizing Generally Accepted Government Auditing Standards.   
 
This letter has been released to the GWA General Manager, the Consolidated 
Commission on Utilities, the Governor, members of the 27th Guam Legislature, 
and the Attorney General.  This letter is a matter of public record and its 
distribution is not limited. 
 
OFFICE OF THE PUBLIC AUDITOR 
 
Senseramente, 
 

 
 
Doris Flores Brooks, CPA, CGFM  
Public Auditor 
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Appendix A: Guam Waterworks Authority General Manager’s Response 
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Appendix B: Consolidated Commission on Utilities Chairman’s Response 
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