
San Gorgonio Pass Water Agency 
 
 
DATE:  September 14, 2026   
 
TO:   Board of Directors 
 
FROM:  Lance Eckhart, General Manager  
 
BY:   Matthew Howard, Operations Manager 
 
SUBJECT:  AGREEMENT TO PROVIDE ADDITIONAL GAP FUNDING TO SOUTH 

MESA WATER COMPANY RELATED TO AMENDMENT NO. 1 TO THE 
PROPOSITION 68 DRINKING WATER CONSTRUCTION GRANT 

   
RECOMMENDATION  
 
Authorize the General Manager to enter into a Gap Funding Agreement with South 
Mesa Water Company (SMWC) to provide additional Gap Funding assistance 
associated with Amendment No. 1 to State Water Resources Control Board Grant 
Agreement No. D2202033 for completion of the County Line Pipeline Replacement 
Project, including construction of the new groundwater production well. 

 
PREVIOUS CONSIDERATION 
 

• February 14, 2022:  The Board directed staff to develop a Gap Funding 
Agreement with the Cabazon Water District to assist in utilizing awarded grant 
funding. 

 
• April 11, 2022: The Board approved an agreement with Cabazon Water District 

to provide $1.7 million in Gap Funding assistance to utilize Proposition 68 and 
Proposition 1 grant funds. 

 
• March 4, 2024: The Board approved an agreement to provide $10.2 million in 

Gap Funding assistance to South Mesa Water Company for the County Line 
Pipeline Replacement Project 
 

• April 1, 2024: The Board approved an agreement to provide $984,324 in Gap 
Funding assistance to High Valleys Water District for their Twin Pines Water 
Supply Reliability and Fire Protection Upgrades project.  
 

• February 3, 2025: The Board approved an agreement to provide $3.7 million in 
Gap Funding assistance to Banning Heights Mutual Water Company for the 
Banning Heights Emergency Replacement Water Project. 

 
BACKGROUND 
 
The Agency's Gap Funding Program (Program) was established in 2022 to address 
financial constraints faced by small disadvantaged water systems attempting to 
implement large state-funded infrastructure projects. Although these systems may 
receive significant grant awards, reimbursement-based grant programs often require the 



 
 

   
 

recipient to pay contractors and other project costs prior to receiving reimbursement 
from the granting agency. 
 
The Program was initially developed in response to the cash flow challenges 
experienced by the Cabazon Water District (CWD). CWD had been awarded 
approximately $1.7 million in grants through the State Water Resources Control Board 
(State Board) and the Department of Water Resources (DWR), but faced financial 
constraints in simultaneously funding routine operations and advancing the necessary 
funds to implement its grant-funded projects. The Agency worked collaboratively with 
CWD, State Board, and DWR grant administrators to develop a regional Gap Funding 
solution. State Board and DWR representatives acknowledged that regional Gap 
Funding had become increasingly important for small disadvantaged water systems to 
effectively utilize state grant funding. 
 
Based on the success of the initial CWD Gap Funding Agreement, the Agency 
expanded the Program to assist additional small disadvantaged community water 
systems within the Agency's service area. Since the Program's inception, the Board has 
approved Gap Funding Agreements with CWD, South Mesa Water Company (SMWC), 
High Valleys Water District (HVWD), and Banning Heights Mutual Water Company 
(BHMWC). 
 
The Program has received significant regional and statewide recognition for its 
innovative approach to supporting small water systems. The Agency received the Jim 
Byerrum Small Water Systems Champion Award from the California Association of 
Mutual Water Companies (CalMutuals) for its Gap Funding assistance to small water 
systems and was also recognized as a finalist for the 2024 ACWA Excellence in 
Innovation Award. 
 
On March 4, 2024, the Board approved a Gap Funding Agreement with SMWC to assist 
with the implementation of the Company's Proposition 68 Drinking Water Construction 
Grant through the State Board. The original grant, Agreement No. D2202033, provided 
$10,236,913 for the County Line Pipeline Replacement Project. Phase 1 of the project 
generally consists of replacing approximately 50,229 linear feet of aging and undersized 
distribution pipelines and related transmission lines and appurtenances, along with the 
consolidation of the Hillcrest Mobile Estates Water System into SMWC. Phase 2 
consists of drilling and constructing a new groundwater production well within SMWC's 
service area. 
 
Since the implementation of the original SMWC Gap Funding Agreement, the Agency 
has provided $6,325,017.13 in advanced payments to SMWC for eligible grant-funded 
project expenditures. SMWC has repaid the Agency $4,917,638.02 from 
reimbursements received through the State Board grant, resulting in a current 
outstanding balance of $1,407,379.11 associated with the original Gap Funding request. 
The Gap Funding Program has allowed SMWC to continue construction activities and 
meet contractor payment obligations while minimizing the impact of State Board 
reimbursement cycles on SMWC's limited financial resources. 
 



 
 

   
 

ANALYSIS 
 
The State Board subsequently approved Amendment No. 1 to Grant Agreement No. 
D2202033. Amendment No. 1 increased the total Project Funding Amount from 
$10,236,913 to $14,766,906, providing an additional $4,529,993 in grant funding to 
complete Phase 2 of the County Line Pipeline Replacement Project.  
 
Phase 2 consists of drilling and constructing a new groundwater production well within 
SMWC’s service area. The new well will increase SMWC’s groundwater production 
capacity and improve the reliability and resiliency of its water supply. The proposed well 
location has been shifted farther back on the property, away from County Line Road, to 
accommodate the City of Calimesa’s planned roundabout near the existing well 
location. Amendment No. 1 also extends the project schedule to provide sufficient time 
for completion of the additional work. Construction is required to be completed by 
December 31, 2027, with the final reimbursement request due by March 31, 2028. 
 
Similar to Phase 1, SMWC will be required to incur eligible project expenditures and 
submit reimbursement requests to the State Board. Contractor payment requirements 
occur on a much shorter timeframe than State Board reimbursement cycles, creating 
the same cash flow constraints addressed through the original Gap Funding Agreement. 
Based on the additional grant award and anticipated reimbursement cycles, SMWC has 
requested additional Gap Funding assistance from the Agency to support completion of 
the project. Staff has worked with SMWC to evaluate the funding required to bridge 
anticipated reimbursement cycles while limiting the Agency's financial exposure. 
 
Staff recommends establishing a maximum Gap Funding amount of 70% of the 
additional $4,529,993 grant award, or $3,170,995.10, for the additional grant-funded 
work outlined in Amendment No. 1. This percentage is consistent with the approach 
used in establishing the original SMWC Gap Funding Agreement and provides sufficient 
capacity to address potential reimbursement delays while maintaining an appropriate 
limitation on Agency funds. 
 
Under the proposed Gap Funding Agreement, SMWC will submit invoices and 
supporting documentation for eligible grant expenditures to the Agency prior to receiving 
Advanced Funds. Advanced Funds may only be used for project costs eligible for 
reimbursement under the State Board Grant Agreement. 
 
The Gap Funding Agreement also includes protections concerning repayment of 
Agency funds. SMWC is required to repay Advanced Funds following receipt of State 
Board grant reimbursements. SMWC's obligation to repay the Agency is not 
extinguished if the State Board does not reimburse a particular expenditure. If 
necessary, the parties may establish a reasonable repayment schedule, which may 
include interest at a rate permitted by law and subject to the Agency's reasonable 
discretion. Similar repayment protections were incorporated into the Agency's 
subsequent Gap Funding Agreements with HVWD and BHMWC. 
 



 
 

   
 

The $1,407,379.11 outstanding balance from the original SMWC Gap Funding request 
will continue to be tracked separately from any Advanced Funds provided for the 
additional grant award under Amendment No. 1. 
 
FISCAL IMPACT 
 
The proposed Gap Funding assistance for this project was included in the Agency’s 
adopted FY 2026-27 budget. Amendment No. 1 to the State Board Grant provides an 
additional $4,529,993 in grant funding. Staff recommends authorizing up to 
$3,170,995.10 in Gap Funding assistance, representing 70% of the additional grant 
award. The Agency has sufficient reserves to support the proposed Gap Funding, and 
associated staff costs are not expected to be material. 
 
AGENCY’S STRATEGIC PLAN APPLICATION 
 
The Gap Funding Program is consistent with the Agency’s Mission Statement to support 
the region’s quality of life through sustainable water management and with the following 
strategies:  

• Align with the current and future water landscape, supporting the region’s long-
term needs by diversifying the local supply portfolio and advancing water 
sustainability. 

• Sustain long-term financial stability by engaging in prudent planning to guide 
informed decision-making.  

• Maintain, foster, and expand collaboration with local, regional, state, and federal 
partners to develop strategic solutions to water supply challenges and 
opportunities. 

• Serve the public with dedication, determination, transparency, collaboration, and 
a commitment to expanding knowledge. 

 
ACTION 
 
Authorize the General Manager to enter into a Gap Funding Agreement with South 
Mesa Water Company (SMWC) to provide additional Gap Funding assistance 
associated with Amendment No. 1 to State Water Resources Control Board Grant 
Agreement No. D2202033 for completion of the County Line Pipeline Replacement 
Project, including construction of the new groundwater production well. 
 
ATTACHMENTS 
 

• Agreement for Providing Gap Funding to South Mesa Water Company Related to 
Approved Funding for Drinking Water Construction Grant 

• Amendment No. 1 to South Mesa Water Company and State Water Resources 
Control Board Grant Agreement for County Line Pipeline and Replacement 
Project (No. D2202033) 

• July 2026 Gap Funding Program Tracking Sheet 
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AGREEMENT FOR PROVIDING GAP FUNDING TO SOUTH MESA WATER 

COMPANY RELATED TO APPROVED FUNDING FOR DRINKING WATER 

CONSTRUCTION GRANT 

This AGREEMENT FOR PROVIDING GAP FUNDING RELATED TO APPROVED 

DRINKING WATER CONSTRUCTION GRANT (“Agreement”) is made and entered into as of 

September ____, 2026, by and between the SAN GORGONIO PASS WATER AGENCY, a public 

agency formed under the San Gorgonio Pass Water Agency Law set forth in Act 1100 of the Water 

Code Uncodified Acts (“Agency”), and the SOUTH MESA WATER COMPANY, a mutual water 

company duly formed and operating under The General Corporation Law set forth in Corporations 

Code section 100 et seq. (“Company”). Agency and Company are sometimes individually referred 

to herein as a “Party” and collectively as the “Parties”. 

RECITALS 

A. Company and Agency are member agencies of the Yucaipa Sub-basin Groundwater 

Sustainability Agency (“GSA”) – the agency charged with managing groundwater resources in the 

Yucaipa Sub-basin (“Basin”). 

B. Agency and Company participated in the preparation of the Basin Groundwater 

Sustainability Plan ("GSP"), which is administered by the GSA. On January 18, 2024, the 

California Department of Water Resources ("DWR") released its findings and determination that 

the GSP is approved and satisfies the objectives of the Sustainable Groundwater Management Act 

(“SGMA”). 

C. Consistent with the GSP, Company has identified potential regional, multi-benefit 

groundwater recharge facilities in the Calimesa Management Area ("CMA"), which is one of the 

GSP’s defined management areas within the Basin. In connection therewith, Agency has acquired 

a certain 7-acre parcel overlying the CMA upon which Agency will construct a recharge basin 

facility ("Recharge Facility") to enable the delivery of imported water to the Recharge Facility 

for groundwater recharge and replenishment activities.  

D. Company previously secured a California Proposition 68 Drinking Water 

Construction Grant (“Grant”) from the State Water Resources Control Board (“State Board”) in 
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the amount of $10,236,913.00 (referred to in State Board's records as Agreement No. D2202033, 

a copy of which is attached hereto as Exhibit “A”) for the purpose of the County Line Pipeline 

Replacement Project (“Project”). The Project was structured in phases, with Phase 1 generally 

consisting of the replacement of approximately 50,229 linear feet of Company pipelines and 

related transmission lines and appurtenances, together with the consolidation of the Hillcrest 

Mobile Estates Water System with Company, and Phase 2 consisting of the drilling of a new 

Company groundwater production well.   

E. To facilitate implementation of the original Grant and address the timing difference 

between Company’s obligations to pay Project contractors and the State Board’s reimbursement 

process, Agency and Company previously entered into an Agreement for Providing Gap Funding 

related to the approved Drinking Water Construction Grant, effective March 1, 2024 (“Prior Gap 

Funding Agreement”), a copy of which is attached hereto as Exhibit “B”.  Under the Prior Gap 

Funding Agreement, Agency agreed, subject to those applicable terms and conditions, to advance 

funds to Company to cover eligible Project costs while Company awaited reimbursement from the 

State Board.  

F. The State Board subsequently approved Amendment No. 1 to Agreement No. 

D2202033 (“Amendment No. 1”) a copy of which is attached hereto as Exhibit “C”, which 

increased the total Project Funding Amount from $10,236,913.00 to $14,766,906.00, representing 

an additional funding award of $4,529,993.00 for completion of the Project, including Phase 2.  

G. Phase 2 of the Project consists of drilling and constructing a new groundwater 

production well within Company's service area. The new production well is to be located farther 

back on the property than originally contemplated in order to accommodate the City of Calimesa's 

planned construction of a roundabout in the vicinity of the originally contemplated well location. 

The additional funding awarded through Amendment No. 1 is intended to support completion of 

the Project and construction of the Phase 2 groundwater production well.  

H. Company must submit reimbursement request forms to the State Board pursuant to 

the reimbursement procedure set forth in the Grant and said reimbursements are subject to certain 

time periods for review and payment ("Reimbursement Cycle"). Contractors require much 

shorter invoice payment turnaround in order to the undertake the Project. The Reimbursement 



3 
 

Cycle may therefore necessitate that Company advance its own funds to pay its contractors while 

awaiting reimbursement. Company is a small water system servicing a severely disadvantaged 

community and seeks to ensure its ability to advance the necessary sums consistent with the Grant. 

I. In light of the additional grant of funding pursuant to Amendment No. 1 and the 

remaining work necessary to complete the Project inclusive of Phase 2, Company has requested 

that Agency provide gap funding to bridge the timing between Company’s payment of eligible 

Project costs and its receipt of reimbursements from the State Board.  Agency is willing to consider 

advancing funds to Company in accordance with the terms and conditions of this Agreement to 

facilitate completion of the Project.  

J. Agency agrees to enter into this Agreement with Company because the Project 

provides a benefit to a severely disadvantaged community by improving the Basin's water supplies 

and helping to meet the objectives of the GSP in which Agency participates. 

NOW THEREFORE, in consideration of the foregoing recitals and the promises and 

covenants contained herein, the Parties agree as follows: 

1. Incorporation of Recitals. The above Recitals are hereby incorporated into the 

Agreement and made a part thereof by this reference.  

2. Purpose. The Purpose of this Agreement is to establish: (i) the manner, terms and 

conditions pursuant to which Agency will advance certain funds to Company and the repayment 

of those funds to Agency; and (ii) the purposes for which Company may use the funds so advanced. 

3. Effective Date. The Effective Date of this Agreement shall be September 14, 

2026. 

4.  Term of Agreement. Unless otherwise extended or earlier terminated, the term of 

this Agreement shall commence on the Effective Date and shall end on the date that is the earlier 

to occur of: (i) the date that Company repays the Advanced Funds (defined below) to Agency in 

full as required under this Agreement; and (ii) September 30, 2028 ("Term"). This Agreement 

may be terminated by either Party upon a 90-days' notice to the other Party, at which time all 
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Advanced Funds received by Company and not yet repaid to Agency shall become due and payable 

to Agency in accordance with Section 8 below. 

5. Maximum Advanced Funds. The maximum amount that may be requested by 

Company and advanced by Agency ("Advanced Funds") for any Reimbursement Cycle during the 

Term of this Agreement shall not exceed the amount of Three Million One Hundred Seventy 

Thousand Nine Hundred Ninety-Five Dollars and Ten Cents ($3,170,995.10). If the maximum 

amount of Advanced Funds is reached, Agency shall have no obligation to advance any further 

funds to Company until the pending Reimbursement Cycle is completed and the Advanced Funds 

is reduced to below the maximum amount. 

6. Payment Procedures to Company. Company will submit to Agency a copy of the 

invoice or invoices, and accompanying backup documentation, that Company has submitted or 

intends to submit to the State Board and for which Company is requesting Advanced Funds from 

Agency ("Invoices"). Subject to availability of funds as determined in Agency's reasonable 

discretion and the limitations set forth in Section 5 above, and provided Company is not otherwise 

in breach of any term of this Agreement, Agency will issue payment to Company in the amounts 

so requested within seven (7) days of receiving the Invoices. 

7. Use of Advanced Funds. Company shall use the Advanced Funds solely to pay 

Projects costs that are eligible for reimbursement under the terms of the Grant agreement 

referenced in the Recitals, and for no other purpose. 

8. Repayment of Advanced Funds to Agency. The Parties agree as follows: 

a. Company shall repay to Agency the Advanced Funds, in increments, based 

on whichever of the following occurs first: (i) within 15 days of Company's receipt of Grant 

amounts from a Reimbursement Cycle; or (ii) as other general funds become available as 

determined within Company's reasonable discretion. Said repayment obligation shall continue 

until the Advanced Funds are repaid to Agency in full; provided, however, that Advanced Funds 

not spent by Company at the time the Project is complete shall become immediately due and 

payable to Agency. 
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b. Company's obligation to repay the Advanced Funds in full to Agency is not 

limited or extinguished by reason of the failure of State Board to distribute the Grant to Company. 

If necessary, the Parties shall negotiate in good faith a reasonable repayment schedule pursuant to 

which Company will repay to Agency the Advanced Funds for which Company expected but did 

not receive Grant disbursements from State Board. Said repayment schedule may include, in 

Agency's reasonable discretion, an interest rate at a rate as permitted by law. 

c. Repayment Schedule 

The Parties shall meet and confer in good faith to establish a mutually acceptable 

schedule for repayment of the reimbursable amounts due under this Agreement. Unless the Parties 

otherwise agree in a written instrument signed by both Parties, all such amounts shall be repaid in 

full no later than the fifth anniversary of the Effective Date. Any agreed extension of that deadline 

shall specify the revised repayment schedule and final repayment date.  

c. Company's obligation to repay the Advanced Funds to Agency under this 

Agreement shall survive the expiration or earlier termination of this Agreement. 

9. Indemnification. Company shall indemnify and hold and save Agency, its officers, 

agents and employees free and harmless from any and all liabilities for any liens, claims and 

damages that may arise out of or in any way related to this Agreement and the Projects, including 

without limitation any liens, claims and damages (including attorneys' fees) arising from or in any 

way related to planning, design, construction, maintenance and operation of the Projects and any 

breach of this Agreement. The indemnification obligation under this Section 9 shall survive the 

expiration or earlier termination of this Agreement. 

10. No Partnership, Joint Venture or Agency Relation. Nothing in this Agreement 

shall be construed to render Agency in any way, or for any purpose, to be a partner, or engaged in 

a joint venture, with Company, nor shall this Agreement be construed to authorize either Party to 

act as agent for the other.  Notwithstanding anything in this Agreement, the Grant documents, or 

any other instrument to the contrary, SGPWA’s sole role and responsibility with respect to the 

Grant and the Project is to provide the temporary gap-funding advances expressly described in this 

Agreement, subject to the terms, conditions, and limitations set forth herein. Except for that 
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expressly stated funding obligation, SGPWA does not assume, and shall have no responsibility or 

liability for, any obligation relating to the Grant or the Project. 

12. Entire Agreement; Amendment. This Agreement contains the entire 

understanding between the Parties with respect to its subject matter, and supersedes all prior 

agreements, oral or written, and all prior or contemporaneous discussions or negotiations between 

the Parties. This Agreement cannot be modified or amended except in a writing signed by both 

Parties. 

13. No Waiver. Any failure or delay on the part of either Party to exercise any right 

under this Agreement shall not constitute a waiver of the right, and shall not preclude such Party 

from exercising or enforcing the right, or any other provision of this Agreement, on any subsequent 

occasion. 

14. Notices. All notices or other communications required or desired to be given 

pursuant to this Agreement shall be in writing and shall be hand-delivered or sent by a reputable 

overnight courier service providing delivery confirmation. Each such notice or communication 

shall be deemed to be duly given when hand-delivered or one (1) day after being deposited for 

next day delivery with an overnight courier. Each such notice or communication shall be addressed 

to the Parties at the address noted on the signature page, or such other address as a Party notifies 

the other in writing. 

15. Headings; Section References. Captions and headings appearing in this 

Agreement are inserted solely as reference aids for ease and convenience; they shall not be deemed 

to define or limit the scope or substance of the provisions they introduce, nor shall they be used in 

construing the intent or effect of such provisions. 

16. Severability. If any provision of this Agreement is finally determined by a court to 

be invalid or unenforceable as written, the provision shall, if possible, be enforced to the extent 

reasonable under the circumstances and otherwise shall be deemed deleted from this Agreement. 

The other provisions of this Agreement shall remain in full force and effect so long as the material 

purposes of the Agreement and understandings of the Parties are not impaired. 
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17. Binding Effect Assignment. This Agreement shall be binding on and inure to the 

benefit of the Parties, and their respective successors and permitted assigns. Company shall not 

have the right to assign its rights under this Agreement except with the prior written consent of 

Agency, which consent may be withheld at Agency's sole discretion. 

18. Attorneys' Fees. In the event that any action or proceeding is brought to enforce 

one or more of the terms of this Agreement, to restrain an alleged violation of this Agreement, or 

to determine the validity of this Agreement or any part, the prevailing Party in any such action or 

proceeding shall be entitled to recover from the other its reasonable costs and attorneys' fees, in 

addition to any other remedies available to it in law or equity. If both Parties are successful in one 

or more causes of action during any such proceeding, the costs and fees shall be apportioned as 

determined by the court. 

19. Governing Law and Venue. This Agreement is a contract governed in accordance 

with the laws of the State of California. The Parties hereby agree that venue for any action brought 

to enforce the terms of this Agreement shall be in a court of competent jurisdiction in the County 

of Riverside, California, and consent to the jurisdiction thereof. 

20. Counterparts. Counterpart execution of this Agreement is hereby authorized, 

including electronic transmission of pdf or similar format, and each counterpart of this Agreement 

so executed shall, irrespective of the date of its execution and delivery, be deemed an original, and 

all such counterparts together shall constitute one and the same instrument. 

21. Time of Essence. Time is of the essence of each and every term, condition, 

obligation and provision hereof. 

22. No Obligations to Third Parties. Except as otherwise expressly provided herein, 

the execution and delivery of this Agreement shall not be deemed to confer any rights or benefit 

upon, nor obligate any Party to any person or entity other than the Parties. 

[Signatures follow on the next page] 
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IN WITNESS WHEREOF, the Parties have executed this agreement as of the date first 

written above.  

 

COMPANY:      AGENCY: 

 

SOUTH MESA WATER COMPANY  SAN GORGONIO PASS WATER  
AGENCY  

  
 

By: _____________________________  By: _____________________________ 

Name: _____________________________  Name: _____________________________ 

Title: _____________________________  Title: _____________________________ 

 

Address: ___________________________  Address: ___________________________ 

    ___________________________      ___________________________ 
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EXHIBIT “A” 
CALIFORNIA STATE WATER BOARD AGREEMENT NO. D2202033 
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EXHIBIT “B” 
PRIOR GAP FUNDING AGREEMENT 
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EXHIBIT “C” 
AMENDMENT NO. 1 TO AGREEMENT NO. D2202033  













































































Report Date:

(Owed to Agency)

0.00

Approximate Project Cost: 1,700,000.00 Approximate Gap Funding Available: 1,300,000.00

Payments Made to CWD: 1,576,885.54 Payments Received from CWD: 1,576,885.54

1,407,379.11

Approximate Project Cost: 10,300,000.00 Approximate Gap Funding Available: 5,592,620.89

Payments Made to SMWC: 6,325,017.13 Payments Received from SMWC: 4,917,638.02

908,627.50

Approximate Project Cost: 1,000,000.00 Approximate Gap Funding Available: 91,372.50

Payments Made to HVWD: 908,627.50 Payments Received from HVWD: 0.00

887,511.95

Approximate Project Cost: 3,756,000.00 Approximate Gap Funding Available: 612,488.05

Payments Made to BHMWC: 1,487,511.95 Payments Received from BHMWC: 600,000.00

(12/19/25) 1/14/26 300,974.25 10/29/25 100,000.00

2/16/26 2/18/26 288,140.70

Gap Funding Maximum: 1,500,000

Gap Funding Maximum: 1,300,000

Gap Funding Maximum: 1,000,000

Banning Heights Mutual Water Co.   (BHMWC owes us) - Current Balance:

High Valleys Water District   (HVWD owes us) - Current Balance:

South Mesa Water Company   (SMWC owes us) - Current Balance:
7,000,000Gap Funding Maximum:

San Gorgonio Pass Water Agency
Gap Funding Program

Cabazon Water District   (CWD owes us) - Current Balance:

Summary Report
July 31, 2026

3,203,518.56OVERALL Current Balance:



South Mesa   
Water Company 
Gap Funding 
Assistance
Board of Directors Meeting
September 14, 2026



County Line Pipeline Replacement Project Phase 2

• Board approved the first Gap 
Funding Agreement with 
South Mesa Water Company 
(SMWC) on March 4, 2024, for 
Phase 1 of the CLR Pipeline 
Replacement Project 

• Phase 2 consists of drilling a 
new groundwater production 
well within the SMWC service 
area

• New production well expands 
groundwater production 
capacity and improves water 
supply reliability.



Phase 2 - County Line Pipeline Replacement Project 
• State Water Resources Control 

Board (SWRCB) Drinking  Water 
Construction Grant

• $4,529,993 Grant
• Grant includes: 

• Construction of a new production well
• Connection to SMWC’s existing water 

system
• Upon construction completion and 

regulatory requirements, SMWC must 
initiate project operations of the new 
well

• Enhances SMWC’s resilience during 
prolonged droughts and outages/ 
emergencies

Date Milestone

Completed Phase 2 – Final Plans and 
specifications

August 2026 Phase 2 – Final Budget Approval 
Package

December 2027 Completion of Construction of 
New Well 

December 2027 Final Inspection and 
Certification

December 2027 Project Completion Report 

March 2028 Final Reimbursement Request

Quarterly Progress Reports and 
Reimbursement Requests



Phase 2 - County Line Pipeline Replacement Project 



SMWC Gap Funding Agreements
• SMWC Phase 1 County Line Pipeline 

Replacement Project (Pipeline)
• Approximate Project Cost: $10.3 million
• Advanced Funds to SMWC: $6.3 million
• Payments Received from SMWC: $4.9 million
• Outstanding balance: $1.4 million

• SMWC Phase 2 County Line Pipeline 
Replacement Project (new well)

• Approximate Cost: $4,529,993 million 
• Proposed Advanced Funds to SMWC: 

$3,170,995 (70%)

- This Gap Funding Program 
request for Phase 2 was 
included in the Agency’s 
adopted FY 2026-27 budget

- Phase 1 and Phase 2 will 
be tracked separately in the 
monthly Gap Funding 
Report



Gap Funding Program Regional Benefits
• Gap Funding Regional Benefits

• Mitigates grant funding risk 
• Community impacts of 

completing projects
• Enhances economic 

development in the Region
• Long-Term sustainability
• Promotes local partnerships, 

collaboration, and Agency 
presence

• County Line Road Recharge 
and Turnout Project

• BHMWC’s New Reservoir



Recommendation
Authorize the General Manager to enter into a Gap 
Funding Agreement with South Mesa Water Company 
(SMWC) to provide additional Gap Funding assistance 
associated with Amendment No. 1 to State Water 
Resources Control Board Grant Agreement No. 
D2202033 for completion of the County Line Pipeline 
Replacement Project, including construction of the new 
groundwater production well.



Questions 


	RECOMMENDATION
	PREVIOUS CONSIDERATION
	3. July 2026 Gap Funding Program Tracking Sheet.pdf
	GAP Funding Report Jul26.pdf
	Heli-Hydrant Funding Report Jul26.pdf

	4. 2026-09-14 South Mesa Water Company Gap Funding Program #2.pdf
	South Mesa   Water Company Gap Funding Assistance
	Slide Number 2
	Slide Number 3
	Slide Number 4
	SMWC Gap Funding Agreements
	Gap Funding Program Regional Benefits
	Recommendation
	Questions	




