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Arkansas (State of)
Update to credit analysis

Summary

Arkansas' credit (Aal, stable) credit profile continues to benefit from its exceptionally

strong governance practices, very strong reserve levels and low leverage. The state's annual
budget process proactively enacts spending cuts if revenue falls below budgeted estimates.
These cuts can be implemented without additional legislative approval. Prudent budget
management practices and an improving economy have grown the state's reserve levels even
while the state has been reducing its income tax rate. We expect these trends to continue
through the rest of fiscal 2026 and in 2027 despite uncertainty around macroeconomic
conditions, trade and federal policy risks.

Arkansas is attracting significant capital investment across several sectors, including more
than $70 billion in announced data center and aviation projects since late 2025. In addition,
ongoing expansion in steel production and defense-related manufacturing continues

to strengthen the state’s industrial base. These investments are supporting near-term
economic activity, particularly through construction, while contributing to longer-term
diversification and income growth. While some projects are capital intensive and will have
a more modest direct employment impact, they complement broader improvements in the
state’s manufacturing base and economic profile.

The state's economy continues to make gradual progress, including gains in labor force
participation and ongoing private investment. Although income levels and educational
attainment remain below national averages, these trends have shown steady improvement
over time. As a result, while it will take time for the state to narrow income gaps with the US,
current economic momentum, including sustained investment and labor market gains, points
to continued incremental improvement. Longer term, potential lithium extraction from the
Smackover formation represents an additional source of upside tied to energy transition
demand.

Long-term liabilities will continue to remain modest, driven primarily by below-median
adjusted net pension liabilities and plans for only modest annual debt issuances.


https://moodysanalytics.fra1.qualtrics.com/jfe/form/SV_6nSiBDZYONp8Y7Q?pubid=PBM_1488176
https://www.moodys.com/credit-ratings/Arkansas-State-of-credit-rating-600028059/summary
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;)gt‘)c?reserves continue to sit at all-time highs and are forecasted to grow in FY27
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[P] Fund balances for FY2026 are projected
[F] Fund balances for FY2027 are forecasted
Source: Moody's Ratings and the State of Arkansas

Credit strengths
» Strong governance and conservative budget management enabling midyear spending adjustments
» High reserve levels and sustained commitment to maintaining healthy fund balances

» Low debt burden and modest long-term liabilities relative to peers

Credit challenges
» Below-average demographic trends and labor force participation limiting economic potential

» Constraints on revenue raising due to constitutional and voter-driven limitations

Rating outlook

Arkansas' outlook is stable. We expect the state to continue its long-standing conservative fiscal practices to support reserves at or
above their current elevated levels. Additionally, the budgetary flexibility afforded by high reserves and low fixed costs position the
state well in the face of macroeconomic and federal policy uncertainty.

Factors that could lead to an upgrade

» Diversification of the state's economy towards growth industries that pay higher salaries

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.

2 25 June 2026 Arkansas (State of): Update to credit analysis



Moody's Ratings U.S. Public Finance

» |Improvement in resident per capita income to national levels and reduced poverty rates

» Continued maintenance of above-average General Fund reserves

Factors that could lead to a downgrade
» Departure from the state's long-standing conservative fiscal practices which materially lower reserve balances

» Significant increase in the state's long-term liabilities to above 300% of own source revenues

Key indicators

Exhibit 2

2021 2022 2023 2024 2025 State Medians

(2024)

Economy
Nominal GDP ($billions) 154.3 167.9 178.1 188.3 198.4 331.0
Real GDP, annual growth 7.2% 0.8% 2.4% 3.8% 2.2% 2.4%
RPP-adjusted per capita income as % of US 92.8% 93.2% 93.0% 92.9% 93.0% 97.8%
Nonfarm employment, annual growth 2.8% 3.5% 2.3% 1.4% 0.8% 1.2%
Financial performance
Available balance as % of own-source revenue 40.7% 47.5% 56.0% 67.3% 66.7% 42.3%
Net unrestricted cash as % of own-source revenue 64.1% 73.4% 81.9% 88.4% 87.6% 71.6%
Leverage
Total long-term liabilities as % of own-source revenue 117.7% 86.2% 66.5% 61.8% 54.5% 90.9%
Adjusted fixed costs as % of own-source revenue 3.8% 2.7% 3.3% 3.4% 3.0% 5.3%

Source: Arkansas Audited Statements, US Bureau of Economic Analysis, US Bureau of Labor Statistics and Moody's Ratings

Profile

The State of Arkansas encompasses 53,179 square miles and has a population of 3.1 million. The state has an economy transitioning
from an agricultural base toward manufacturing, with concentrations in trade, transportation and utilities. Arkansas ranks in the lower
half of U.S. states with nominal GDP of about $198.4 billion as of 2025, placing it 34th nationally.

Detailed credit considerations

Economy

We expect Arkansas' economy to grow at a pace broadly in line with the nation in the near term, supported by steady employment
gains and continued private investment (Exhibits 3 and 4). While growth has generally tracked the US in recent years, this performance
reflects a stable expansion supported by a diversified base of economic activity.

The state’s economy remains anchored in manufacturing, trade, transportation and agriculture. Within this base, recent years have
seen meaningful growth in high-value manufacturing sectors, particularly steel production and defense-related manufacturing, which
continue to expand capacity and importance within the state. These industries provide both economic stability and a platform for
longer-term income growth.

At the same time, there is new and ongoing development in several sectors that could lead to income and labor market gains over time
as well as incremental diversification of the economic base. Notable developments include recent announcements of more than $10
billion in data center and aviation projects, which also bring immediate support to construction activity while contributing to longer-
term economic capacity. Alongside these announcements, continued investment in steel and advanced manufacturing reinforces the
state’s evolving industrial profile.

Labor market trends have improved in recent years and represent a key area of ongoing progress. Labor force participation has risen
steadily and the gap with the US has narrowed (Exhibit 5), supported in part by in-migration and stronger employment opportunities.
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While participation remains modestly below the national level, the recent trajectory reflects positive momentum that supports further
improvement over time. At the same time, longer-term demographic trends, including slower growth in the working-age population,
may temper the pace of further gains (Exhibit 6).

Healthcare has been a consistent contributor to recent job growth, reflecting demographic demand and the state’s large rural provider
base. While the sector faces some policy uncertainty, it remains an important component of employment and service delivery across
the state.

Overall, Arkansas’ economy continues to strengthen gradually, with a combination of industrial expansion, labor market gains and
new investment supporting growth. While income levels and educational attainment remain below national averages, these structural
factors are improving over time and will continue to influence the pace at which the state converges toward national income levels. As
a result, we expect Arkansas to grow at a pace near, but modestly below, the nation over the medium term, with ongoing investment
and labor force gains supporting incremental improvement in economic fundamentals.

Exhibit 3 Exhibit 4
Arkansas employment recovery has largely kept pace with the Arkansas economic output has recovered but continues to lag US
country growth
Non-farm employment indexed to 100 Real GDP indexed to 100
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Exhibit 5 Exhibit 6
Labor force participation in the state has improved but continues to Working age population is forecasted to decline within the decade
lag national trends after years of growth bolstered by in-migration
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Finance

Arkansas' financial position remains a core credit strength, supported by conservative budgeting, structurally balanced operations and
exceptionally strong reserves. Available fund balance was equal to 66.7% of own-source revenue at the close of fiscal 2025, while

net unrestricted cash was 87.6% of own-source revenue, both well above sector medians (Exhibit 7). These elevated reserve levels
have been sustained even as the state has implemented a series of income tax reductions, reflecting a combination of disciplined
expenditure management, conservative revenue forecasting and continued strength in sales tax collections.

The fiscal 2027 budget continues this pattern of cautious financial management. The general revenue budget totals approximately
$6.7 billion and incorporates enacted tax policy changes that are expected to reduce income tax collections by $192 million in fiscal
2027 and $144 million in fiscal 2028 as those changes phase in. Despite this modest revenue pressure, we expect the state to maintain
strong operating flexibility given its demonstrated willingness and ability to adjust spending levels in response to revenue performance.

Arkansas' statutory framework remains a key support for credit quality. The Revenue Stabilization Act ties spending authority directly
to the revenue forecast and allows for midyear reductions in allotments without additional legislative action if revenues underperform.
Together with the state's constitutional requirement to maintain a balanced budget and its long-standing record of conservative
forecasting, this framework supports structurally balanced operations and reduces the likelihood of material reserve drawdowns during
periods of economic weakness.

The state's revenue mix will continue to shift modestly over the near term. Income tax reductions are expected to weigh on revenue
growth, while sales taxes are projected to account for a larger share of collections. This shift increases exposure to consumer spending
trends and economic cyclicality, but the state's sizable financial cushion mitigates this risk. Dedicated reserves remain substantial and
include approximately $1.8 billion in the catastrophic reserve fund and about $1.0 billion in reserves set aside for economic or revenue
decline, in addition to an estimated $1.3 billion unallocated surplus from fiscal 2025. These balances position the state well to absorb
both cyclical volatility and potential policy-related revenue changes.
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Liquidity
Arkansas maintains strong liquidity supported by high unrestricted cash and substantial reserve funds, including more than $2.5 billion
in readily accessible rainy-day and stabilization reserves. Cash balances continue to grow through interest earnings and accumulated

surpluses, providing a buffer against revenue volatility. The state does not rely on short-term borrowing, supported by strong internal
liquidity and conservative cash management practices.

Exhibit 7 Exhibit 8
Strong reserve growth has driven high fund balances despite tax Expenditure
cuts
[l Total available fund balance M Capital Outlay ™ Debt Service
— Fund balance ratio General Education ® Health & Human Services
B Justice & Public Safety ™ Transportation M Other
0,
$10B 70% $258
60%
9 $8B $20B
g 50%
g oy
=3
E $68B 40%;)- $15B
@ 5
3 30% g
—_ (0]
5 $4B '3 $10B
o 5
g 20%
T $28B $5B
10%
$0 0% L———____}
20192020 2021 2022 2023 2024 2025 2019 2020 2021 2022 2023 2024 2095
Source: Moody's Ratings and Arkansas' audited statements Source: Moody's Ratings and Arkansas' audited statements
Leverage

Arkansas' long-term liability burden is modest at 54.5% of own-source revenue, well below last year's the sector median of 90.9%.
Most of this liability burden is attributable to pension obligations, with net tax supported debt coming to only 6% of own-source
revenue. Fixed costs are also low at 3.0% of own-source revenue, below the fiscal 2024 sector median of 5.3%. The state has
historically fallen just short of contributing an amount to maintain level unfunded liabilities, as measured under our methodology for
calculating an adjusted net pension liability (ANPL) and assuming investment return and other actuarial assumptions are met for the
year. This “tread water” amount is determined by the actuarial cost of the year's benefit accruals (“service cost”) plus interest on the
net pension liability at the beginning of the year. The state’s failure to meet this minimal funding threshold will lead to an increasing
ANPL over time.

Legal security
The state's general obligation bonds are backed by the state's full faith and credit pledge.

Debt structure

The state’s debt profile remains conservative, consisting entirely of fixed-rate obligations, which mitigates exposure to interest rate
volatility. Net tax-supported debt is modest at approximately $808 million in fiscal 2025, down from about $1.2 billion in fiscal 2021,
reflecting a consistent trend of limited borrowing and amortization of existing obligations.
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Arkansas' total leverage burden has declined materially in recent years. Total long-term liabilities fell to $7.3 billion in fiscal 2025 from
$13.6 billion in fiscal 2021, driven primarily by reductions in pension and OPEB liabilities due to rising interest rates. As a result, the
ratio of long-term liabilities to own-source revenue improved to 54.5% in fiscal 2025 from 117.7% in fiscal 2021.

Fixed costs remain low, supporting budgetary flexibility. Adjusted fixed costs declined to 3.0% of own-source revenue in fiscal 2025
from about 3.8% in fiscal 2021, reflecting declining debt service and pension-related costs. These levels are significantly below sector
medians and underscore the state's conservative debt management practices.

The Arkansas School District Intercept Program (Aa2 stable), authorized by Arkansas Code 6-20-1204, requires the State Department
of Education's Commissioner of Elementary and Secondary Education to cure any school district debt service delinquencies by
withholding available payments of state aid due to the defaulting district. The program outlines two slightly different mechanics

for bonds issued prior to July 1, 2013 and bonds issued after. For bonds issued before July 1, 2013, the program lacks explicit timing
provisions, relying on the paying agent to notify the commissioner and superintendent of payment deficiencies, which are then
addressed by withholding state funding until resolved. Conversely, bonds issued on or after July 1, 2013, require school districts to
submit payments to the paying agent 15 days before the due date. If payments are not received five days before the due date, the
division cures the deficiency and withholds state aid until the district repays the amount. This structured approach ensures timely bond
payments and fiscal stability, with more predictable processes for bonds issued after the specified date.

Pensions and OPEB

Adjusted net pension liabilities (ANPL) have declined substantially, falling to $4.4 billion in fiscal 2025 from $9.5 billion in 2021.
This improvement reflects a combination of favorable investment performance, increasing discount rates, and consistent pension
contributions in recent years.

Relative to revenue, ANPL has also declined materially, contributing to the overall reduction in the state’s leverage ratio. Despite this
improvement, pension liabilities remain the largest component of long-term obligations.

Adjusted net OPEB liabilities (ANOL) were approximately $1.3 billion in fiscal 2025, broadly stable compared to prior years but modest
relative to the state's revenue base. OPEB benefits are funded on a pay-as-you-go basis, limiting near-term contribution requirements
but leaving the state exposed to long-term cost pressures.

Overall, Arkansas' leverage profile is strong relative to peers, characterized by declining long-term liabilities, low fixed costs, and below-
average pension and OPEB burdens. The improvement in leverage metrics over recent years has been driven primarily by reductions in
adjusted net pension liabilities and sustained growth in own-source revenue, offsetting modest borrowing needs.
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Exhibit 9
Declining pension liabilities have driven sustained improvement in
leverage metrics
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ESG considerations
Arkansas (State of)'s ESG credit impact score is CIS-2

Exhibit 11
ESG credit impact score

CIS-2

Score

U.S. Public Finance

Exhibit 10
Fixed cost burden has fallen significantly, driven by consistent
pension contributions
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ESG considerations do not have a material impact on the current rating.

Source: Moody's Ratings

Arkansas' ESG Credit Impact Score is neutral-to-low (CIS-2), reflecting moderately negative environmental risks, moderately negative

exposure to social risks, and a positive governance profile.

25 June 2026
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Exhibit 12
ESG issuer profile scores
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Source: Moody's Ratings

Environmental

Arkansas's E issuer profile score is E-3. According to Moody's Climate on Demand, Arkansas is at high risk for rising temperatures and
flooding damage. Rising temperatures will hurt the state's agriculture industry, which combined with forestry, fishing and hunting
accounts for 3.6% of the state's GDP. Housing is somewhat exposed to flooding with 9.9% of dwellings statewide in the 100/500 year
flood plain compared with 9.7% of dwellings nationwide. The state is taking measures to mitigate risks from flooding. In the last few
years, the state's Levee Task Force released a report recommending monitoring and maintenance action items for the statewide water
control system. In the face of severe weather events disaster recovery costs are not borne by the state in full. Federal funding support
from the Federal Emergency Management Agency (FEMA) and the US Department of Housing and Urban Development (HUD) are
often used to supplement state disaster relief and rebuilding costs. A large manufacturing sector drives the state's elevated carbon
transition risk.

Social

Arkansas' S issuer profile score is S-3. The state's social factors reflect a demographic profile that continues to lag the nation in income,
wages and educational attainment and labor force participation, though the state benefits from good housing affordability. Per capita
personal income has been steady at around 81% of the US level over the last five years. Wages, both hourly and total are typically
lower in Arkansas due, in part, to lower educational attainment. Only 17% of people aged 25 and above possess a bachelor's degree
compared to 22% nationally, making it more challenging for the state to attract new employers offering high-paying jobs. While the
population's average growth rate in the state over the past 10 years was 0.5%, it is a slower pace than the US, at 0.6%.

Governance

Arkansas' G issuer profile score is G-1. The state's practices include many that are hallmarks of strong governance, including multiyear
financial planning, which includes forecasts of revenue and expenditures. The state does not have a recent history of delayed budget
adoption or delayed publication of audited' financial reports. More importantly, the state's Revenue Stabilization Act results in
balanced, or nearly balanced, annual financial operations through a tiered allotment process. Reductions in the revenue forecast
automatically trigger cuts in state agency spending authority based on priority levels established when the annual budgets are enacted.
Spending is restricted to the lesser of the amount appropriated, or forecast revenue, a strong management feature that allows the
state to avoid deficit spending.Arkansas' G issuer profile score is G-1. The state's practices include many that are hallmarks of strong
governance, including multiyear financial planning, which includes forecasts of revenue and expenditures. The state does not have a
recent history of delayed budget adoption or delayed publication of audited' financial reports. More importantly, the state's Revenue
Stabilization Act results in balanced, or nearly balanced, annual financial operations through a tiered allotment process. Reductions

in the revenue forecast automatically trigger cuts in state agency spending authority based on priority levels established when the
annual budgets are enacted. Spending is restricted to the lesser of the amount appropriated, or forecast revenue, a strong management
feature that allows the state to avoid deficit spending.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.
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Rating methodology and scorecard factors

The US States and Territories Rating Methodology includes a scorecard, which summarizes the rating factors generally most important
to state and territory credit profiles. Because the scorecard is a summary, and may not include every consideration in the credit analysis
for a specific issuer, a scorecard-indicated outcome may or may not map closely to the actual rating assigned.

Exhibit 13
Measure Weight Score

Economy

Resident Income (PCI Adjusted for RPP / US PCl) 93.2% 15% Aa
Economic Growth (5-year CAGR real GDP - 5-year CAGR US real GDP) 0.0% 15% Aa
Financial performance

Financial performance Aaa 20% Aaa
Governance/Institutional Framework

Governance/Institutional Framework Aaa 20% Aaa
Leverage

Long-term liabilities ratio (adjusted long-term liabilities / own-source revenue) 54.5% 20% Aaa
Fixed-costs ratio (adjusted fixed costs / own-source revenue) 3.0% 10% Aaa
Notching factors

Scorecard-Indicated Outcome Aaa
Assigned rating Aal

Source: US Bureau of Economic Analysis, State ACFRs and Moody''s Ratings
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