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CITY OF SAN JUAN BAUTISTA:  FUNDING ISSUES OF ITS 
WATER SYSTEM PROJECT 

SUMMARY 

The Economic Development Administration (EDA) had awarded a $3.8 million grant to 
the City of San Juan Bautista (SJB) and the San Benito County Water District (SBCWD) 
to assist in the construction of an improved water system to increase capacity and service 
within the City and the adjoining service area. SJB and SBCWD were unable to reach a 
joint agreement on the construction and administration of the project.  SBCWD then 
withdrew from the project. The EDA performed an audit of SJB to assess financial, 
managerial, and administrative support capabilities. The EDA suspended the award in 
September 2007 because the audit uncovered deficiencies in all three categories. The 
EDA’s termination of the grant “for convenience” in March 2008 included a corrective 
action plan to be implemented by SJB prior to any further eligibility for EDA assistance. 

SJB has stated to the 2007-08 San Benito County Civil Grand Jury that the City has 
viable alternatives to obtain the more than $9 million (2006 SJB estimate) needed to fund 
the project but has refused to disclose any of its plans.

PURPOSE OF INQUIRY 

The Grand Jury followed up the 2005-06 Grand Jury’s investigation into the problems 
SJB has in implementing the long-awaited construction project to upgrade and increase 
the capacity and service of its water system. The objectives of the current Grand Jury’s 
inquiry were: 

To determine what local government entities are doing to provide the people of SJB with 
a sufficient water supply and the upgrade to the city’s water delivery and wastewater 
treatment systems that would be compliant with laws and regulations. 

To discover through what financial means the SJB City Council or any other local 
agency plans to fund the construction of the project. 

METHODOLOGY

Members of the 2007-08 Grand Jury formed a special committee to investigate the 
funding of the construction of the SJB water system project. This committee conducted 
interviews as well as reviewed public documents and materials relating to the water 
system project and its funding by the EDA. 

DISCUSSION

The need for improvements of the SJB water supply, as well as of its water and 
wastewater treatment systems, has been long standing. Movement to remedy those 
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problems started in the 1990s and culminated in February 2005 with the federal 
government approving a grant application for the construction of a water treatment plant, 
access to San Felipe Project water, storm water drainage pipeline replacement, a sewer 
treatment plant, and new water holding tanks.  

SJB and SBCWD received, as co-recipients, a $3.8 million grant from the EDA towards 
the October 2001 estimated cost of $7,936,900 for the construction project. According to 
the EDA, this was an extraordinary-size grant. 

In March 2005, disagreements occurred between the SJB City Council and SBCWD 
regarding the financial management and subsequent ownership of a portion of the project.
SBCWD withdrew from the project in June 2006.

Thereafter, the federal government, through its Department of Commerce Office of 
Inspector General (OIG), performed an audit of SJB’s performance on the design phase 
of the project. In a letter dated September 10, 2007 (see public document in Figure 1 
following this report) from the EDA Regional Director (in Seattle, Washington) to SJB 
and SBCWD and in another letter also dated September 10, 2007 (see public document in 
Figure 2) to SJB, the EDA director wrote that as a result of the analysis of the OIG audit 
findings and recommendation, EDA had determined that the grant for the construction of 
the water treatment plant would be terminated “for cause.” In addition, there would be no 
allowance for EDA participation in any project costs with SJB. The following is a 
summary of the audit findings: 

The City failed to allow access to project-related documents. 

The City failed to provide adequate accounting documentation. 

The City failed to utilize promptly EDA funds to pay for engineering services. 

The City failed to demonstrate adequate management and administrative processes. 

The City failed to oversee the project-management-consultant agreement. 

It is noted that the September 10, 2007 EDA letter did not follow procedural regularity by 
including a corrective action plan to cure the above violations. The above-mentioned 
EDA letter did hold open the use of the $3.8 million grant to SBCWD without SJB. 
SBCWD expressed no interest in pursuing this invitation. Additionally, county officials 
stated in interviews that the County’s involvement in the project would infringe on SJB’s 
jurisdiction. 

SJB expressed that they have viable alternatives for funding the water system project and 
that SJB does not need the $3.8 million grant from the federal government. The funding 
sources could not be disclosed. 

SJB Appeal to EDA 

On October 12, 2007, SJB filed an appeal to the EDA to rescind the termination of the 
award.  The EDA response, dated March 21, 2008 (see public document in Figure 3), 
upheld its position regarding the lack of availability of records and documents needed to 
conduct an audit. EDA cited multiple sections of requirements and stated the need for 
SJB to cooperate with EDA could not have been made more obvious to the city.  The 
EDA also exercised its option to forgo the exit audit due to the previous conduct of the 
representatives of the City.  According to the EDA, the denial of records was justification 
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for termination of the grant “for cause” and for giving SJB a “high risk” designation.
However, as noted above, the EDA failed to provide a corrective action plan that is 
required prior to a termination.  Therefore, in light of the EDA requirement for grant 
recipients to commence construction within 36 months of receiving the award (by 
February 2008), EDA accepted the City’s offer to agree to a termination of the grant “for 
convenience” rather than termination “for cause.” As part of its termination agreement, 
SJB is required to comply with the following terms of EDA’s corrective action plan (see 
public document in Figure 4): 

SJB will pay EDA in full $53,188 plus interest for improperly billed consultant costs. 

SJB will release EDA for any costs incurred with this $3.8 million award. 

SJB will conduct an audit that contains the same scope of work as the OIG audit of 
February 2007. The audit will be paid by the City, and the auditor will be approved by 
the EDA. 

Services provided by the consultant for the previous EDA award will not be allowed to 
be billed in connection with any new EDA award. 

The City will implement a “robust code of ethics and conduct” in accordance with 
specified standards. 

The Mayor will send EDA a letter assuring the agency that the City will provide full 
access to documents, records, and personnel as requested by the EDA or OIG. 

SJB will meet all requirements that apply to any future EDA assistance. 

SJB will provide performance reports as required by any future EDA award. 

According to its April 14, 2008 letter (See Figure 5), EDA acknowledges payment of 
$53,188 from SJB, and that only interest remains due. 

The LAFCO Report 

The Local Agency Formation Commission (LAFCO) issued in its Countywide Municipal 

Services Review Draft, November 2007 that SJB needs to define the means by which the 
water system will be implemented, including the terms and conditions of SBCWD 
participation, the status of regaining the $3.8 million federal grant, and the nature of 
additional funding necessary to complete the project. SJB city officials have made 
representations to the Grand Jury that they have viable alternatives for funding the water 
system project and that SJB does not need the $3.8 million grant from the federal 
government. SJB officials have refused to disclose to the Grand Jury what those sources 
may be.  The LAFCO report reveals that SJB plans to fund the balance of the project 
through bank debt, grants, and private placement bond funding. 

LAFCO also remarked in its report that SJB officials are considering two potential 
annexations totaling more than 700 acres. Both areas are on SJB’s south boundary. 
LAFCO opined that given SJB’s financial condition and current water service levels, SJB 
needs to determine whether it is able to provide adequate service levels for the proposed 
annexing areas without further impacting current residents and businesses. 
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Current Cost Estimate for the Project 

An additional issue that the Grand Jury has not addressed yet is the current cost estimate 
for the project. The 2005-2006 Grand Jury noted in its report that SJB officials estimated 
the cost to be $9,183,000 due to inflation and the results of reviewing the proposed 
project and re-estimating project costs. According to the LAFCO report, the current cost 
estimate is $9.3 million. However, neither the Grand Jury nor LAFCO has independently 
verified the accuracy of this estimate. 
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FINDINGS 
F1. The $3.8 million EDA grant to the city was terminated for cause on September 10, 2007. 

SJB filed an appeal on October 12, 2007. The EDA revised the termination “for cause” to 
termination “for convenience” on March 21, 2008 and specified a corrective action plan. 

F2. The EDA did not terminate the grant with respect to SBCWD.  However, the grant has 
expired due to time limits.    

F3. The Grand Jury is unable to identify a governmental authority to implement the proposed 
water system project. 

F4. The Grand Jury is unable to ascertain if SJB has adequate financing for the construction of 
the water system project. 

F5. SJB is in the process of discussing with unidentified others about the potential of annexing 
adjoining lands. 

COMMENTS

The City of San Juan Bautista has stated that it intends to withhold documents about 
alternative sources of funding. It has stated that it is for a temporary and relatively short 
period.  However, Government Code §54950 (the first statute of the Brown Act) recites 
that “The people, in delegating authority, do not give their public servants the right to 
decide what is good for the people to know and what is not good for them to know. The 
people insist on remaining informed so that they may retain control over the instruments 
they have created.” 

The people of the City of San Juan Bautista and San Benito County should know what 
these sources are now. 
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RECOMMENDATIONS
R1. SJB City Council publicly disclose its plans on how SJB will meet the requirements of the 

EDA’s corrective action plan (based on Finding F1). 

R2. SBCWD determine and publicly disclose what monies it has available for the water 
system project and whether it will commit such monies to the project even without the $3.8 
million grant from the EDA (based on Findings F2 and F3). 

R3. SJB City Council consider modifying its current position regarding administration and 
ownership with SBCWD prior to re-applying for the EDA grant for the water system 
project (based on Finding F2). 

R4. SJB City Council publicly disclose plans to implement the construction of the water 
system project (based on Findings F3 and F4). 

R5. SJB City Council prepare and publicly disclose a current cost estimate for the water 
system project (based on Finding F4). 

R6. SJB City Council determine and publicly disclose what monies are now available from the 
State of California for the water-system project (based on Finding F4). 

R7. SJB City Council determine and publicly disclose what monies it now has available from 
its own reserves (based on Finding F4). 

R8. SJB City Council publicly disclose what bank debt it has secured for the water system 
project and how it intends to obtain public approval of said debt (based on Finding F4). 

R9.  SJB City Council publicly disclose what other grants it has secured for the water system 
project (based on Finding F4). 

R10. SJB City Council publicly disclose what it has done to secure private placement bond 
financing and how it intends to obtain public approval of said financing (based on Finding 
F4).

R11. SJB City Council publicly disclose the last two fiscal years’ audited financial statements, 
including the opinion of the auditor for each year and the management letter for each year 
that the auditor submitted to SJB (based on Finding F4). 

R12.  SJB City Council consider and publicly disclose how it will be able to provide adequate 
service levels for anticipated annexing areas without further impacting current residents 
and businesses (based on Finding F4 and F5). 

R13. SJB City Council identify and publicly disclose the policies regarding development fees 
to pay the costs of the project (based on Finding F5). 

R14. SJB City Council publicly disclose the name(s) of its hired consultants and advisors on 
any intended or anticipated annexations and what it has done to assure that these people 
have no conflict of interest with the City in regards to these proposed annexations (based 
on Finding F5). 
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RESPONSE REQUIRED 

To comply with the Penal Code, including sections 933 and 933.03 (see page viii of this 
document), the following affected agency (or agencies) shall respond to all relevant 
findings and recommendations, especially, without limitations, to the findings and/or 
recommendations specified below. 

The following agencies shall respond to the listed recommendations: 

City of San Juan Bautista: R1, R3 through R14 

San Benito County Water District: R2 
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Figure 1    Letter from the Economic Development Agency to the City of San Juan Bautista and the 
San Benito County Water District (Page 1 of 7) 

Source: City of San Juan Bautista Public Record, 2007. 
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Figure 1    Letter from the Economic Development Agency to the City of San Juan Bautista and the 
San Benito County Water District (Page 2 of 7) 



City of San Juan Bautista:  Funding Issues of Its Water System Project 
This report issued:  July 31, 2008 

Page 147

Figure 1    Letter from the Economic Development Agency to the City of San Juan Bautista and the 
San Benito County Water District (Page 3 of 7) 
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Figure 1    Letter from the Economic Development Agency to the City of San Juan Bautista and the 
San Benito County Water District (Page 4 of 7) 
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Figure 1    Letter from the Economic Development Agency to the City of San Juan Bautista and the 
San Benito County Water District (Page 5 of 7) 



City of San Juan Bautista:  Funding Issues of Its Water System Project 
This report issued:  July 31, 2008 

Page 150

Figure 1    Letter from the Economic Development Agency to the City of San Juan Bautista and the 
San Benito County Water District (Page 6 of 7) 
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Figure 1   Letter from the Economic Development Agency to the City of San Juan 
Bautista and the San Benito County Water District (Page 7 of 7) 
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Figure 2   Letter from the Economic Development Agency to the City of San Juan 
Bautista  (Page 1 of 5) 

Source: City of San Juan Bautista Public Record, 2007. 
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Figure 2   Letter from the Economic Development Agency to the City of San Juan 
Bautista  (Page 2 of 5) 



City of San Juan Bautista:  Funding Issues of Its Water System Project 
This report issued:  July 31, 2008 

Page 154

Figure 2   Letter from the Economic Development Agency to the City of San Juan 
Bautista  (Page 3 of 5) 
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Figure 2   Letter from the Economic Development Agency to the City of San Juan Bautista  
(Page 4 of 5) 
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Figure 2   Letter from the Economic Development Agency to the City of San Juan 
Bautista  (Page 5 of 5) 
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Figure 3   Response letter from the Economic Development Agency (EDA) to the City of 
San Juan Bautista regarding the City’s appeal to the termination of the EDA award  
(Page 1 of 4) 

Source: City of San Juan Bautista Public Record, 2007. 
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Figure 3   Response letter from the Economic Development Agency (EDA) to the City of 
San Juan Bautista regarding the City’s appeal to the termination of the EDA award  
(Page 2 of 4) 
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Figure 3   Response letter from the Economic Development Agency (EDA) to the City of 
San Juan Bautista regarding the City’s appeal to the termination of the EDA award  
(Page 3 of 4) 
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Figure 3   Response letter from the Economic Development Agency (EDA) to the City of 
San Juan Bautista regarding the City’s appeal to the termination of the EDA award  
(Page 4 of 4) 
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Figure 4   The Termination for Convenience Agreement between the EDA and the City 
of San Juan Bautista  (Page 1 of 2) 

Source: City of San Juan Bautista Public Record, 2007. 
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Figure 4   The Termination for Convenience Agreement between the EDA and the City 
of San Juan Bautista  (Page 2 of 2) 
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Figure 5   Letter from the Economic Development Agency to the City of San Juan 
Bautista regarding the Termination for Convenience Agreement  (Page 1 of 5) 

Source: City of San Juan Bautista Public Record, 2007. 
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Figure 5   Letter from the Economic Development Agency to the City of San Juan 
Bautista regarding the Termination for Convenience Agreement  (Page 2 of 5) 
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Figure 5   Letter from the Economic Development Agency to the City of San Juan 
Bautista regarding the Termination for Convenience Agreement  (Page 3 of 5) 
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Figure 5   Letter from the Economic Development Agency to the City of San Juan 
Bautista regarding the Termination for Convenience Agreement  (Page 4 of 5) 
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Figure 5   Letter from the Economic Development Agency to the City of San Juan 
Bautista regarding the Termination for Convenience Agreement  (Page 5 of 5) 




