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Overview
Rob M Marker
o S&P Global Ratings assigned its 'AA+' long-term rating to the State of Arkansas’ proposed Denver
$48.5 million series 2026 water, waste disposal, and pollution abatement facilities general 1-303-721-4267
obligation (GO) bonds. Rob.Marker

@spglobal.com
o At the same time, we affirmed our 'AA+' long-term rating on the state’s GO debt outstanding.
. . Secondary Contact
o We also affirmed our 'AA" long-term rating on the Arkansas Development Finance Authority’s ’
(ADFA) lease-backed bonds, and our 'AA-' long-term rating on the ADFA state agencies Thomas J Zemetis

facilities revenue refunding and construction bonds (justice building project). New York

1-212-4381172
e The outlook on all ratings is stable. thomas.zemetis
@spglobal.com
Rationale
Security

Arkansas' full faith and credit pledge secures its GO debt.

The ADFA lease-backed debt is secured by lease payments subject to annual appropriation made
by the General Assembly. The ADFA state agencies facilities revenue refunding and construction
bonds are secured by court filing fees and other revenues, subject to appropriation by the
Arkansas Legislature. We rate both under our "Issue Credit Ratings Linked To U.S. Public Finance
Obligors' Creditworthiness," criteria, Nov. 20, 2019.

Credit highlights

Prudent budget management practices that support timely expenditure adjustments to help
address potential revenue shortfalls and a low debt burden support the rating. Partially offsetting
these strengths are the state's lower incomes relative to those of the U.S., and generally lower
economic activity as measured by gross state product (GSP). However, other metrics have
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improved recently, including favorable population growth trends and continued private sector
investment that have helped aid general economic stability.

Arkansas’ fiscal 2027 budget is balanced, and in our view, attainable. It projects ending the fiscal
year with a $390 million surplus (equal to 5.5% of net revenue). Net revenue projections reflect
relatively flat revenue growth, with net revenue increasing to $7.1billion, a 0.2% increase from
estimated fiscal 2026. The 2027 estimates include the effect of recent legislation (act 1and 2)
that reduces the top marginal individual income tax rates to 3.7% from 3.9% and the corporate
income tax rate to 4.1% from 4.3%. These measures are estimated to reduce fiscal years 2027
and 2028 revenue by $192 million (equal to 2.7% of estimated total net available revenue) and
$145 million, respectively. The state has reduced its income tax rates several times in recent
years; however, in our view, its approach of making modest reductions over time has helped
maintain structural balance with continued surplus operating results. Given the state's prudent
budgeting practices, regular revenue monitoring, and ability to quickly introduce budget
modifications if necessary, we expect stable financial performance trends will continue despite
potentially slower national economic growth in future years. (See "Economic Outlook U.S. Q3
2026: Resilient To Layered Supply Shocks," June 24, 2026.)

With many consecutive years of healthy surplus performance results, Arkansas has prudently
built and maintained very large rainy-day funds and reserves, and we understand there are no
current plans for material drawdowns. The primary reserve accounts totaled $2.5 billion at fiscal
year-end 2025 (general revenue allotment reserve fund + budget stabilization trust fund +
catastrophic fund), or 40% of net available general fund revenue, a cushion that should help the
state manage potential future fiscal pressures if they occur.

Debt and liabilities remain low with minimal debt outstanding and adequately funded pension
plans. We expect the state’s debt and liability profile will remain a credit strength based on our
understanding that future debt plans will not significantly deviate from historical levels, keeping
the debt profile consistent, coupled with pension contributions equal to actuarially determined
amounts.

The rating reflects our opinion of Arkansas":

e Commitment to maintaining structural balance, supported by strong internal controls to
identify revenue shortfalls and, when necessary, quickly implement expense adjustments to
restore balance;

e Maintenance of robust reserves and rainy-day funds;

e High revenue-raising threshold requiring a 75% legislative majority for increasing certain
revenue, coupled with limitations on reducing public education expenditures;

e Adequate, albeit historically stable, economic profile;

e |ow debt burden, coupled with an expectation for modest new debt during our outlook period;
and

e Institutional framework that supports the predictability of the state's budgeting and
operations, and demonstrated fiscal transparency through regular reporting of key financial
information.

Environmental, social, and governance

Arkansas' environmental, social, and governance factors do not have a material influence on the
state's credit profile.
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Outlook

The stable outlook reflects our expectation that Arkansas' economic fundamentals will remain at
least stable, reserves will be maintained at levels sufficient to cushion against a potential
downturn, and officials will continue to prioritize structural balance.

Downside scenario

We could take a negative rating action if Arkansas is unable to sustain favorable financial
performance and strong reserves .

Upside scenario

We could take a positive rating action if the state’s economic metrics perform well compared with
those of the U.S,, resulting in GSP and income metrics that are more in line with national
averages.

Credit Opinion

Institutional Framework

Arkansas maintains a balanced and predictable institutional framework, supported by
constitutional provisions that ensure budget predictability. The constitution permits voter-
initiated measures; however, in recent years, none has passed that materially affected the
state’s revenues or ability to maintain at least balanced financial results.

The state constitution requires a three-fourths supermajority for increasing certain revenue
types; however, the Revenue Stabilization Act provides a strong mechanism for addressing
potential budget gaps. Under the act, the General Assembly establishes levels of priority for
general revenue spending. Successive levels of appropriations are funded only if sufficient
revenue has been generated to fund any previous level.

Arkansas operates under a biennial budget cycle but practices a hybrid approach of
recommending and reviewing budgets annually and enacting appropriations before each fiscal
year. The state files timely annual audits.

Economy

We believe that Arkansas' relatively affordable cost of living and favorable business climate, with
a low cost of doing business and favorable income and corporate tax policies, continue to make it
an attractive location for businesses looking to expand or relocate to the state. Food
manufacturing is prominent, with key operators including Tyson Foods, Butterball, Pilgrams
Pride, and Riceland Foods. Other large companies’ headquarters in the state include Walmart
(consumer goods and retail), and J.B. Hunt (logistics and transportation). Overall, we view the
state’s economy as well diversified. Arkansas has also received significant investments in data
centers, including from AVAIO Digital and Google Inc. The Arkansas Economic Development
Commission works with businesses to help drive economic advancement and development within
the state.

Arkansas' personal income per capita and GSP per capita have both modestly decreased
compared with U.S. GDP over the past few years and S&P Market Intelligence forecasts GSP will
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increaseD7.50% from 2026-2029, slightly below the U.S. GDP forecast of 8.03%. Population
growth will remain positive, but is expected to slow, increasing 0.76% from 2026-2029, which is
relatively muted compared with a strong 0.8% increase in 2024 and a 0.6% increase in 2025. We
believe GSP per capita will remain low compared with GDP per capita in the near term and per
capita personal income will continue to fluctuate near 80% of national levels. Nevertheless,
favorable personal and corporate income tax rates, competitive labor costs, and other economic
initiatives have supported strong economic development in Arkansas.

Financial Performance, Reserves, And Liquidity

Arkansas has demonstrated a commitment to enacting and maintaining structurally balanced
budgets and building up reserves to provide flexibility during weakening economic conditions and
revenue declines. The state has increased and generally maintained reserves, which, as of fiscal
year-end 2025, totaled $2.5 billion (general revenue allotment reserve fund + budget stabilization
trust fund + catastrophic fund), or 40% of net available general fund revenue, a cushion that
should help it manage potential future fiscal pressures if they occur. The balance excludes an
additional $2.1 billion (fiscal 2025 year-end) held in restricted reserve funds that have been set
aside, which are generally earmarked for specific purposes. Arkansas does not plan to draw down
reserves in the near term, and primary reserve accounts are projected to increase to a combined
$2.6 billion (excludes restricted funds) by fiscal year-end 2026. The catastrophic fund alone had a
$1.8 billion balance at fiscal 2025 year-end (29% of spending). Per state code, title 19-23-104, the
minimum balance requirement is 20% of the total amount of general revenue funds last
distributed.

The state has reduced its income tax rate over time. Most recently, during the first extraordinary
legislative session of 2026, act 1and 2 reduced the top marginal individual income tax rate to
3.7% and the corporate income tax rate to 4.1%. The reductions' effect on overall revenues is
projected to be relatively minor compared with the size of the state’s budget and overall revenue
collections, with a $192 million reduction for fiscal 2027 (2.7% of estimated 2027 net revenue) and
$145 million for fiscal 2028. The reduction was retroactive for part of fiscal 2026, so the 2027
effect includes the impact from 18 months of the lower tax rate. We expect the state will continue
to incorporate modest tax rate reductions in future legislative sessions, but that appropriate
budget adjustments will also occur if necessary to maintain balanced financial results.

Management

We consider Arkansas' budget practices, long-term planning, and management policies
comprehensive. Highlights include:

e The state forecasts tax revenue growth and economic conditions, including using the
consensus opinion of economic experts, through annual reporting to the legislature during the
budget preparation cycle.

e Pursuant to the Revenue Stabilization Act, the General Assembly establishes levels of priority
for general revenue spending. Successive levels of appropriations are funded only if sufficient
revenue has been generated to fund any previous level. Accordingly, appropriations made to
programs and agencies are only maximum authorizations to spend. Actual expenditures are
limited to the lesser of money flowing into a program's or agency's fund maintained by the
treasurer or the maximum appropriation by the General Assembly. This provides a strong and
automatic mechanism for addressing budget gaps in a timely manner. The state has
historically adhered to this funding mechanism.
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o Atwo-year formal financial plan is prepared during biennial budgeting, with up to five years for
major categories for agencies and departments, that establishes maintenance-of-effort
appropriation levels as well as the incorporation of known and likely budgetary effects.

e The long-term capital improvement program is updated annually and used to address project
needs and resources.

e The state lacks a formal debt management policy or affordability guideline that address,
among other items, the maturity schedule's structure, capacity, and length, although the state
does post a summary of debt and other debt-related transparency documents as a
supplement to its financial statements at least annually, a comprehensive investment
management policy that defines permitted investments, and provides written, publicly
available reporting, and monthly oversight.

Debt And Liabilities

Debt

Arkansas’ total tax-supported debt outstanding (S&P Global Ratings-calculated) continues to
decline, decreasing to $714 million in 2025 from more than $1 billion at the end of fiscal 2022. Our
debt calculations include GO bonds, notes payable, installment purchases, and leases.

The state's debt metrics remain favorable by most measures, and officials report no large debt
plans over the next fiscal year that we believe would modify our view of the debt profile.
Combined, net direct debt at the end of fiscal 2025 is low, in our opinion, at about $229 per
capita. Costs for debt and liabilities remain low, with combined debt service, pension, and other
postemployment benefit (OPEB) contributions equal to 2.1% of revenue in fiscal 2025.

Pensions

We consider Arkansas well positioned to manage pension liabilities. Over the past several years,
the state has paid contributions equal to its actuarially determined contributions across all its
plans. Its largest plan as measured by the state’s proportionate share of the net pension liability
is the public employees’ retirement system. The plan was 85% funded at fiscal 2025 year-end,
and the state’s proportionate share of the plan's $2.1 billion net liability was $1.3 billion.

Other postemployment benefits

In our view, Arkansas' OPEB liabilities present a moderate risk to the state, as indicated by
benefit limitations in place and the implementation of cost-saving reforms. We anticipate the
state's OPEB liability will increase in future years primarily due to the pay-as-you-go funding
approach, absent further meaningful reform efforts. However, state law grants Arkansas the
authority to amend benefit terms and financing requirements, and the state has a history of
making benefit changes to manage increasing costs.

Although the state contributes to several single-employer, defined-benefit healthcare plans,
including medical and prescription drug benefits, most liabilities are attributable to the Arkansas
State Police Medical and Prescription Plan and the Arkansas State Employee Health Plan. Both
are single-employer, defined-benefit plans provided as part of collective bargaining agreements
with labor unions. As of June 30, 2025, the plans had a combined total OPEB liability of $1.5
billion, or approximately $489 per capita.
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Arkansas--credit summary

Institutional framework (IF) 2
Individual credit profile (ICP) 1.78
Economy 4.0
Financial performance 1
Reserves and liquidity 1
Management 1.65
Debt and liabilities 1.25

Arkansas--key credit metrics

2026e 2025a 2024a 2023a
Economy
State population ('000s) 3,098 3,073 3,050
Real GSP per capita ($) 47,571 46,195
Real GSP per capita % of U.S. 70 69 69
State PCPI ($) 59,130 56,477
State PCPI % of U.S. 81 81 81
State unemployment rate (%) 3.5 31 3.2
Financial performance - S&P Global Ratings adjusted
Operating fund revenues (mil. $) 7,080 6,679 6,901 7,185
Operating fund expenditures (mil. $) 6,494 6,312 6,202 6,024
Operating result (mil. $) 585 368 698 1,161
Operating result % of revenues 8.3 5.5 10.2 16.2
Reserves and liquidity - S&P Global Ratings adjusted
Available reserves (mil. $) 2,244 2,255 2,655 3,926
Available reserves % of operating revenues 31.7 33.8 38.4 54.6
Debt and liabilities
Net direct debt cost % of revenues - 0.6 0.7 11
Pension and OPEB cost % of revenues - 1.5 1.5 1.3
Total current cost % of total government revenues -- 2.1 2.1 2.5
Net direct debt (mil. $) -- 714 765 829
Net direct debt per capita ($) - 229 247 270
Direct debt 10-year amortization (%) -- 74 76 78
Combined NPLs (mil. $) -- 1,814 2,104 2,525
NPLs per capita ($) - 582 679 822
Combined pension plan funded ratio (%) - 86.2 83.2 79.3

Financial data may reflect analytical adjustments and are sourced from issuer audit reports or other periodic disclosures.

Economic data is sourced directly from S&P Global Market Intelligence and reported on a calendar year basis, while

financial data is reported on a state fiscal year basis. Combined plan NPLs are calculated applying the respective state

proportionate share of plan NPLs. GSP--Gross state product (real). PCPI--Per capita personal income (nominal).

OPEB-Other postemployment benefits. NPLs--Net pension liabilities. e--Estimated. a--Actual.

Ratings List

New Issue Ratings
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Ratings List

US$48.5 mil wtr, waste disposal & pollution abatement facs GO bnds, taxable ser 2026 due 12/20/2056

Long Term Rating AA+/Stable

Ratings Affirmed

States

Arkansas, AR Appropriation Service Contract AA-/Stable
Arkansas, AR General Obligation AA+/Stable
Arkansas, AR Lease Appropriation AA/Stable

The ratings appearing below the new issues represent an aggregation of debt issues (ASID) associated with related maturities. The maturities similarly reflect our
opinion about the creditworthiness of the U.S. Public Finance obligor's legal pledge for payment of the financial obligation. Nevertheless, these maturities may have
different credit ratings than the rating presented next to the ASID depending on whether or not additional legal pledge(s) support the specific maturity's payment
obligation, such as credit enhancement, as a result of defeasance, or other factors.

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific meanings ascribed to them in
our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings Criteria at
https://disclosure.spglobal.com/ratings/en/regulatory/ratings-criteria for further information. A description of each of S&P Global Ratings' rating categories is
contained in "S&P Global Ratings Definitions" at https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/sourceld/504352. Complete ratings
information is available to RatingsDirect subscribers at www.capitalig.com. All ratings referenced herein can be found on S&P Global Ratings' public website at
www.spglobal.com/ratings.
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