STATE OF ARKANSAS
SARAH HUCKABEE SANDERS
GOVERNOR
Dear Co-Chairs:

Our top priority leading into fiscal session is to limit the growth of government while still
investing in our top priorities, allowing us to continue to responsibly phase out the state income
tax. Achieving all three objectives is not easy, but this budget moves us toward those goals.

Over the past three years, my administration has made a focused effort to improve
efficiency in state government through the Arkansas Forward initiative and deliver savings to the
Arkansas taxpayer. We have pushed our agencies to do more with less while still ensuring that
essential services are delivered to the Arkansans who count on them.

To continue this effort, we are proposing to reimplement categories of spending. Category
A'is our "must-haves": just as a family must pay rent or utilities, so too must state government pay
employee salaries and building maintenance. Category B is our "like-to-haves": just as families
might spend on a vacation when finances allow, so will state government fund certain
discretionary grants if our revenues are high enough.

This year's fiscally responsible spending increase is only 3%, the average over the past
several years. It allows us to invest in key priorities, the largest of which is education. Through
Arkansas LEARNS, we created the Education Freedom Account program, which enrolled a record
44,000 students this school year. This budget provides $122 million in additional funding for the
program, along with a $70 million set aside for future growth.

This budget delivers $53.4 million for the new pay plan, with the vast majority going to pay
raises for Corrections officers and state troopers. It also funds other priorities: $6 million to higher
education, $7 million to drug task forces, $5 million to improve Arkansas' SNAP error rate, and $6
million to the 10:33 Initiative, a faith-based solution to end welfare dependency and move people
from crisis to career.

My team has worked hard to build a budget that limits growth, invests in priority areas,
and allows us to make additional cuts to Arkansas' income tax once the fiscal session concludes. I
look forward to your consideration and our continued collaboration to cut costs, improve services,
and make Arkansas a great place to live, work, and raise a family.

Sincerely,

Saraé‘ Huckabee Sanders

State Capitol Building ¢ Little Rock, AR 72201
Telephone: (501) 682-2345
www.governor.arkansas.gov
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STATE OF ARKANSAS 1509 W. 7 Street, Suite 401

. Post Oftice Box 3278
Department Of Flnance Little Rock. Arkansas 72203-3278
and Adn]inistration Phone: (501) 682-5323

IFax: (501) 682-1029
dfa.arkansas.gov

March 4, 2026

Senator Jonathan Dismang, Co-Chair
Representative Lane Jean, Co-Chair
Joint Budget Committee

Arkansas General Assembly

State Capitol Building

Little Rock, AR 72201

Dear Co-Chairs:

Please find attached information detailing the economic forecast and
balanced budget for the 2027 Fiscal Year. The forecast information
reflects the Official Revenue Forecast for the 2025-2027 Biennium
provided to the Legislative Council on January 30, 2026, pursuant to Ark.
Code Ann. § 19-4-304(b).

You will also find attached a schedule reflecting the Governor's Proposed
Balanced Budget under this forecast for the 2027 Fiscal Year with a
comparison to the 2026 Fiscal Year.

Sincerel

7

James L. Hudson
Secretary
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STATE OF ARKANSAS
4 Department of Finance

and Administration

OFFICE OF THE SECRETARY
1509 West Seventh Street, Suite 401

Post Office Box 3278

Little Rock, Arkansas 72203-3278

Phone: (501) 682-2242

Fax: (501) 682-1029
www.arkansas.gov/dfa

January 30, 2026

The Honorable Ben Gilmore, Co-Chair
The Honorable Les Eaves, Co-Chair
Arkansas Legislative Council

State Capitol

Little Rock, Arkansas 72201

Dear Senator Gilmore and Representative Eaves:
In accordance with Arkansas Code Annotated §19-4-304(b)(1), | am attaching tables

summarizing the January 30, 2026, revision to the Official General Revenue Forecast for
Fiscal Years 2026 and 2027.

Summary of Net Available Revenues:

FY 2025 net available revenues totaled $6,679.4 million, a decrease of $221.1 million or
3.2 percent from FY 2024. A surplus of $367.9 million resulted from exceeding the full
amount of the allocations in the Revenue Stabilization Law.

After six months into FY 2026, year-to-date net available revenues have risen by $73.4
million, or 2.2 percent, from year earlier levels, resulting in collections that are $102.9
million above forecast at that point. Sales and use tax collections and individual income
taxes have been above forecast. Corporate Income tax collections are below forecast.

FY 2026 net available revenues are now expected to reach $6,828.4 million, an increase
of $149.0 million, or 2.2 percent from FY 2025 results. This is an increase of $149.3
million over the May 21, 2025 forecast. The FY 2026 forecast is expected to fully fund
the Revenue Stabilization Law and provide a surplus of $334.4 million.

A notable amount of FY 2026 revenue is due to one-time factors. An estimated $41
million was shifted from FY 2025 into FY 2026 due to the extension of the filing deadline
to July 31 for individual and corporate income tax payments resulting from Executive
Orders 25-08 and 25-09 issued by Governor Sanders to provide relief to Arkansans
affected by severe weather. The extended deadlines were later revised to December 3,



2025. Additionally, income tax withheld from the December 2025 Powerball jackpot
winnings contributed another $32 million. The combined total of $73 million is accounted
for in individual income tax collections. The Department of Finance and Administration
adjusted out these one-time revenues in developing its forecast for FY 2027.

FY 2027 net available revenues are expected to reach $7,015.4 million, an increase of
$187.0 million or 2.7 percent above FY 2026. The forecast projects a decline in corporate
income tax revenues due to the extension of the Net Operating Loss carryovers and
phased-in repeal of the throwback rule.

The adjustments in forecasted FY 2026 and FY 2027 net available revenues relative to
the May 21, 2025 Official General Revenue Forecast are attributable to the due date
extension, year-to-date realized collections, the Powerball jackpot winnings, and changes
in economic conditions that are discussed in more detail below.

Economic Forecast Assumptions

Economic forecasts employed by the Department of Finance and Administration indicate
continuing but generally slower growth in 2026 and 2027. Near term inflation
expectations have been reduced as lower effective tariff rates are assumed. Inflation, as
measured broadly across consumers, businesses, and government by the GDP deflator
is expected at 3.0 percent in FY 2026 and 2.5 percent in FY 2027.

Growth in U.S. real GDP is projected at 2.1 percent in FY 2026 and 2.1 percent in FY
2027. Arkansas real GDP growth is projected at 1.7 percent in FY 2026 and 1.6 percent
in FY 2027. For both Arkansas and the U.S., the projected growth is 0.5% to 1.0% higher
than assumed eight months ago.

After growth of 1.3 percent in FY 2025, Arkansas payroll employment will slow to 1.0
percent in FY 2026 and then 0.3 percent in FY 2027. Unemployment rates in Arkansas
will continue to remain lower than in the U.S. but will rise from 3.6 percent in FY 2025 to
4.3 percent in FY 2027. After ticking up to 5.6 percent in FY 2025, wage and salary
disbursements are expected to grow 4.9 percent and 4.6 percent over the next two years.

The revenue forecast is predicated on S&P Global Market Intelligence’s baseline
economic forecast which is assigned a 50 percent probability and does not include a
recession but continued, albeit slower, growth. The economic risks around the baseline
are tilted to the upside. An alternative optimistic scenario is characterized by faster
moderation in inflation. The optimistic scenario is assigned a 30% probability. The
pessimistic scenario, with a 20% probability, is characterized by higher inflation and
deteriorating financial conditions creating risk of an economic downturn. At the time of
the previous general revenue forecast, the risks to the economic forecast were tilted 35%
pessimistic and 15% optimistic.
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The Department will act expeditiously to adjust the forecast and budgets if conditions
warrant. The department utilizes more stable and conservative forecast sources and
models among national forecast contractors to maintain a conservative input process.
Revenue sources are evaluated separately to capture collection issues for each
contributing revenue line. We have provided a conservative revenue forecast recognizing
the growth opportunities and the risk profile.

Finally, all forecasted revenue amounts assume no future changes in state law
concerning tax policy. In the event changes are enacted, the Department will revise its
forecast accordingly.

| have attempted to provide this information in a format that facilitates your work. A
narrative summary of the revenue forecasts and tables for quick reference are included
with this letter.

Sincerely,
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James L. Hudson
Cabinet Secretary

JLH/WIm
Attachments (3)

CC: Governor Sarah Huckabee Sanders
Rep. Brian Evans, Speaker of the House
Sen. Bart Hester, President Pro Tempore



STATE AND NATIONAL ECONOMIC AND REVENUE FORECASTS

The following sections summarize the economic outlook for the nation and Arkansas for
the next two years with comments updating current year (FY 2026) conditions. The
Official Revenue Forecast for fiscal years 2026 and 2027 is included.

The revenue forecasts are conditionally based on the expected economic conditions in
the state and nation as of December 2025. The U.S. and state economic forecasts were
compiled from simulations representing structural economic modeling systems at S&P
Global Market Intelligence. The Office of Economic Analysis and Tax Research, DFA,
prepared the general revenue forecast.

Economic and Revenue Estimates for Fiscal Year 2026

e FY 2026 U.S. Gross Domestic Product (Real Output). This summary is based on
the December 2025 baseline forecast of S&P Global Market Intelligence. During FY
2026, the United States economy is expected to produce final goods and services
valued in inflation-adjusted dollars at $24,094.1 billion, an increase of $498.0 billion
or 2.1 percent. Two general measures of inflation indicate low to moderate price
pressures during the year. The Consumer Price Index is expected to increase 2.8
percent and the GDP price deflator is expected to rise 3.0 percent.

¢ U.S. gross domestic product in current dollars is estimated at $31,511.1 billion,
an increase of $1,545.0 billion or 5.2 percent over FY 2025.

e Average annual U.S. oil prices are estimated at $60 per barrel (domestic crude price
to refineries) in FY 2026. Weekly and monthly price swings could vary widely around
the annual average.

e FY 2026 Arkansas total personal income is estimated at $196.6 billion (current
dollars), an increase of $7.7 billion or 4.1 percent over FY 2025. Solid growth in all
components except farm income is expected.

e FY 2026 Arkansas wage and salary disbursements are estimated at $88.3 billion,
an increase of $4.1 billion or 4.9 percent. Following growth of 6.6 percent in FY 2025,
wage growth moderates as employment growth slows.

e FY 2026 Arkansas payroll employment is expected to reach a level of 1.389 million
jobs, an increase of approximately 13,500 jobs or 1.0 percent. Gains are largely
attributable to the service sectors and most notably to health care and social
assistance services growing 3.8 percent. Manufacturing job growth is 0.9 percent.



FY 2026 Gross General Revenues

Gross general revenues are estimated at $8,436.2 million, an increase from FY 2025
of $76.5 million, or 0.9 percent.

The total fee deducted from general revenue for funding of the State Central
Services Fund and Constitutional Officers Fund for FY 2026 is assumed to remain
at 3.0 percent.

In addition to the usual deductions from gross general revenues, such as the
Constitutional Officers Fund, the State Central Services Fund, and refunds of
individual and corporate income taxes, the following trust fund is noted:

e Act 1315 (1999) Educational Excellence Trust Fund. Act 1315 (1999)
established a benchmark of 14.14 percent which is applied against actual sales
and use tax collections of the previous fiscal year. $483.9 million is estimated to
be distributed (net) in FY 2026.

FY 2026 Net Available General Revenues

Net available revenues are estimated at $6,828.4 million, an increase of $149.0 million or
2.2 percent compared to FY 2025 and include impacts from recent individual and
corporate income tax cuts to collections and refunds.

FY 2026 revenues are expected to fully fund the approved Revenue Stabilization Law
and a surplus of $334 .4 million is indicated.

FY 2026 Selected Special Revenues:

e FY 2026 Educational Adequacy Fund: Act 107 of the Second Extraordinary
Session of 2003 increased the state sales and use tax rate from 5.125% to 6.0%,
effective March 1, 2004. Effective July 1, 2004, a new sales tax on selected
services went into effect in addition to an increase in vending machine decal fees.
Act 94 increased the minimum corporate franchise tax and the tax rate, effective
for calendar years beginning January 1, 2004. Effective with FY 2008, a portion
of the six-cent per gallon dyed diesel tax is also deposited to the Educational
Adequacy Fund to partially offset the revenue loss from exempting dyed diesel
from sales tax.

The additional revenues are deposited as special revenues to the Educational
Adequacy Fund to be used to fulfill the financial obligations of the state to provide
an adequate educational system. Estimate for FY 2026: $754.3 million.



e FY 2026 WorkForce 2000 (Special Corporate Income Taxes). Act 1315 (1999)
established a benchmark of 6.78 percent which will be applied against net
corporate income tax collections in the previous fiscal year. $29.0 million is
estimated to be distributed in FY 2026.

Economic and Revenue Estimates for Fiscal Year 2027

FY 2027 U.S. Gross Domestic Product (Real Output). This summary is based on
the December 2025 baseline forecast of S&P Global Market Intelligence. During FY
2027, the United States economy is expected to produce final goods and services
valued in inflation-adjusted dollars at $24,603.6 billion, an increase of $509.5 billion
or 2.1 percent. Two general measures of inflation indicate low price pressures during
the year. The Consumer Price Index is expected to increase 2.7 percent and inflation
as measured by the GDP price deflator is expected to be 2.5 percent.

U.S. gross domestic product in current dollars is estimated at $32,996.9 billion,
an increase of $1,485.7 billion or 4.7 percent over FY 2026.

Average annual U.S. oil prices are estimated at $58 per barrel (domestic crude price
to refineries) in FY 2027, a decrease of 3.7 percent. Weekly and monthly price swings
could vary widely around the annual averages.

FY 2027 Arkansas total personal income is estimated at $206.8 billion (current
dollars), an increase of $10.3 billion or 5.2 percent over FY 2026. Farm income
continues to provide some drag against the growth in all other components, but the
forecast does not assume any significant further decline in the farm economy.

FY 2027 Arkansas wage and salary disbursements are estimated at $92.3 billion,
an increase of $4.0 billion or 4.6 percent.

FY 2027 Arkansas payroll employment is expected to grow slightly to a level of
1.393 million jobs, an increase of approximately 3,600 jobs or 0.3 percent.

FY 2027 Gross General Revenues

Gross general revenues are estimated at $8,668.2 million, an increase from FY 2026
of $232.0 million, or 2.8 percent.

The total fee deducted from general revenue for funding of the State Central
Services Fund and Constitutional Officers Fund for FY 2027 is assumed to remain
at 3.0 percent.
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In addition to the usual deductions from gross general revenues, such as the
Constitutional Officers Fund, the State Central Services Fund, and refunds of
individual and corporate income taxes, the following trust fund is noted:

e Act 1315 (1999) Educational Excellence Trust Fund. Act 1315 (1999)
established a benchmark of 14.14 percent which is applied against actual sales
and use tax collections of the previous fiscal year. $494.6 million is estimated to
be distributed (net) in FY 2027.

FY 2027 Net Available General Revenues

Net available revenues are estimated at $7,015.4 million, an increase of $187.0 million or
2.7 percent compared to FY 2026.

FY 2027 Selected Special Revenues:

e FY 2027 Educational Adequacy Fund: Act 107 of the Second Extraordinary
Session of 2003 increased the state sales and use tax rate from 5.125% to 6.0%,
effective March 1, 2004. Effective July 1, 2004, a new sales tax on selected
services went into effect in addition to an increase in vending machine decal fees.
Act 94 increased the minimum corporate franchise tax and the tax rate, effective
for calendar years beginning January 1, 2004. Effective with FY 2008, a portion
of the six-cent per gallon dyed diesel tax is also deposited to the Educational
Adequacy Fund to partially offset the revenue loss from exempting dyed diesel
from sales tax.

The additional revenues are deposited as special revenues to the Educational
Adequacy Fund to be used to fulfill the financial obligations of the state to provide
an adequate educational system. Estimate for FY 2027: $776.3 million.

e FY 2027 WorkForce 2000 (Special Corporate Income Taxes). Act 1315 (1999)
established a benchmark of 6.78 percent which will be applied against net
corporate income tax collections in the previous fiscal year. $26.5 million is
estimated to be distributed in FY 2027.

Office of the Secretary and

Economic Analysis and Tax Research,
Department of Finance and Administration
January 30, 2026



Millions of Dollars

Individual Income

Corporate Income

Sales and Use Tax

Alcohol

Tobacco

Insurance

Racing

Gaming

Severance

Franchise

Real Estate Transfer

Miscellaneous

Total Gross

LESS: SCS/COF
Individual Refunds
Corporate Refunds
Claims Reserve
Econ Develop Incentive
Recycling Tax Credit
Wood Energy Products Credit
Amendment 82 Bonds
Water / Sewer Bonds
College Savings Bonds
City / County Tourist
Educational Excellence
Educational Adequacy
Highway Casino Transfer

Total Deductions

Net Available
LESS: Surplus

Net Available Distribution

Prepared by: DFA,
Economic Analysis & Tax Research

Official General Revenue Forecast
FY 2026 - 2027

FY 25 01/30/26 FY 26 Yr/Yr 01/30/26 FY 27 Yr/Yr

Actual Estimate  Increase % CH Estimate  Increase % CH
3,594.3| 3,706.0 111.7 3.1 3,7714 65.4 1.8
533.1 476.6 -56.5 -10.6 467.9 -8.7 -1.8
3,627.9| 3,605.8 77.9 22| 3,719.0 113.2 3.1
78.1 76.5 -1.6 -2.1 75.0 -1.5 -2.0
182.9 174.2 -8.7 -4.8 161.8 -12.4 -71
281.8 238.8 -43.0 -153 298.7 59.9 251
1.4 1.2 -0.2 -11.3 1.2 0.0 0.0
62.0 64.5 25 4.0 66.6 21 3.3
10.6 8.3 -2.3 -21.6 8.0 -0.3 -3.6
8.0 8.0 0.0 0.0 8.0 0.0 0.0
26 26 0.0 -0.3 26 0.0 0.0
77.0 73.7 -3.3 -4.2 88.0 14.3 194
8,359.7| 8,436.2 76.5 0.9| 8,668.2 232.0 2.8
250.5 2531 2.6 1.0 260.0 6.9 2.7
655.0 578.9 -76.1 -11.6 596.2 17.3 3.0
137.3 104.2 -33.1 -24.1 107.4 3.2 3.1
0.0 10.0 10.0 0.0 10.0 0.0 0.0
20.0 20.4 0.4 2.0 20.4 0.0 0.0
24.8 38.8 14.0 56.5 38.8 0.0 0.0
0.0 0.0 0.0 N/A 4.0 4.0 N/A
5.3 53 0.0 0.3 5.3 0.0 0.0
14.8 14.8 0.0 0.0 14.8 0.0 0.0
23.3 23.3 0.0 0.0 23.3 0.0 0.0
0.9 0.9 0.0 N/A 0.9 0.0 N/A
477.4 483.9 6.5 14 494.6 10.7 22
42.2 42.8 0.6 1.4 43.7 0.9 21
28.9 31.4 2.5 8.7 33.4 2.0 6.4
1,680.3| 1,607.8 -72.5 -4.3| 1,652.8 45.0 2.8
6,679.4| 6,828.4 149.0 22| 7,0154 187.0 2.7

367.9 334.4
6,311.5| 6,494.0 182.5 29| 7,0154 521.4 8.0
8



Economic Assumptions and the
Official General Revenue Forecast
FY 2026 - 2027

Millions of Dollars FY25 01/30/26 FY26  Yr/Yr 01/30/26 FY27  Yr/Yr
Actual Estimate Increase % CH Estimate Increase % CH
Individual Income Tax 3,594.3] 3,706.0 111.7 3.1 3,771.4 65.4 1.8
Individual Refunds 655.0 578.9 -716.1 -11.6 596.2 17.3 3.0
Net Individual Income 2,939.3| 3,1271 187.8 6.4 3,175.2 481 1.5
Corporate Income Tax 533.1 476.6 -56.5 -10.6 467.9 -8.7 -1.8
Corporate Refunds 137.3 104.2 -33.1 -24.1 107.4 3.2 3.1
Net Corporate Income 395.8 3724 -23.4  -59 360.5 -11.9 -3.2
Sales and Use Tax 3,527.9] 3,605.8 77.9 22| 3,719.0 1132 3.1
Net Economic Tax Revenue 6,863.0| 7,105.3 242.3 3.5 7,254.7 1494 2.1
Other Tax Revenue' 704.4 647.8 -56.6  -8.0 709.9 62.1 9.6
Gross General Revenues 8,359.7| 8,436.2 76.5 0.9] 8,668.2 232.0 2.8
LESS: SCS/COF 250.5 253.1 2.6 1.0 260.0 6.9 27
Individual Refunds 655.0 578.9 -76.1  -11.6 596.2 17.3 3.0
Corporate Refunds 137.3 104.2 -33.1  -24.1 107.4 3.2 3.1
Claims Reserve 0.0 10.0 10.0 0.0 10.0 0.0 0.0
Econ Develop Incentive 20.0 204 0.4 2.0 204 0.0 0.0
Recycling Tax Credit 24.8 38.8 140 56.5 38.8 0.0 0.0
Wood Energy Products Credit 0.0 0.0 0.0 0.0 4.0 4.0 0.0
Amendment 82 Bonds 53 5.3 0.0 0.3 5.3 0.0 0.0
Water / Sewer Bonds 14.8 14.8 0.0 0.0 14.8 0.0 0.0
College Savings Bonds 23.3 23.3 0.0 0.0 23.3 0.0 0.0
City / County Tourist 0.9 0.9 0.0 14 0.9 0.0 0.0
Educational Excellence 477 .4 483.9 6.5 1.4 494.6 10.7 2.2
Educational Adequacy 42.2 42.8 0.6 14 43.7 0.9 2.1
Highway Casino Transfer 28.9 31.4 2.5 8.7 33.4 2.0 6.4
Total Deductions 1,680.3| 1,607.8 -72.5 -4.5| 1,652.8 45.0 2.7
Net Available 6,679.4| 6,828.4 149.0 22| 7,0154 187.0 2.7
LESS: Surplus 367.9 334.4
Net Available Distribution 6,311.5| 6,494.0 182.5 29| 7,0154 5214 8.0
ECONOMIC ASSUMPTIONS FY2025 FY2026 FY2027
U.S. GDP Nominal (Billion $) 29,966.2| 31,511.1 1,545.0 52%| 32,9969 1,4857 4.7%
U.S. GDP Real (Billions 2017$ Chain-Weight) 23,596.1| 24,094.1 498.0 2.1%| 24,603.6 5095 21%
U.S. GDP Deflator (Chain-Wt, 2017=100) 127.0 130.8 38 3.0% 134.1 33  25%
U.S. CPI Price Index (1982-84=100) 317.8 326.8 9.0 2.8% 335.5 88 27%
OIL - Avg. Dom. Crude to Refinery ($ per bbl.) 72.8 60.0 -12.8 -17.6% 57.8 22  -37%
AR. Net General Revenue (Million $) 7,567.4 7,753.1 185.7 2.5% 7,964.6 211.5 2.7%
AR. Net GR % of Total Personal Income 4.0% 3.9% -01% -1.6% 3.9% -01% -24%
AR. Total Personal Income (Million $) 188,835.2| 196,550.7 7,715.5 4.1%| 206,810.0 10,259.2  5.2%
AR. Wage & Salary Disbursements (Million $) 84,152.9| 88,2958 4,1429 4.9%| 92,340.0 4,0442 4.6%
AR. Personal Transfer Payments (Million $) 44,234.8| 47,631.7 3,396.9 7.7%| 50,217.3 2,585.6 5.4%
AR. Per Capita Income ($) 60,945.6] 63,206.5 2,260.9 3.7%| 66,3353 3,128.9 5.0%
AR. GDP Nominal (Million $) 193,378.9( 202,768.4 9,389.5 4.9%| 211,129.9 8,361.5 4.1%
AR. GDP Real (Million $) 149,260.4( 151,774.8 25144  1.7%| 154,267.5 24927 1.6%
AR. Employment Total Payroll (Thousands) 1,375.4 1,388.9 135 1.0% 1,392.5 3.6 0.3%
AR. Employment Private Sector (Thousands) 1,163.1 1,176.3 132 1.1% 1,179.1 2.8 0.2%
AR. Employment Manufacturing (Thousands) 163.2 164.7 15  0.9% 163.4 14 -0.8%
AR. Retail Sales (Million §) 54,826.4| 57,3120 2,485.6 4.5%| 59,457.6 21457 3.7%
! Other Tax Revenue includes the Biennial Insurance Transfers in FY25 and FY27
U.S. & AR Summaries: December 2025 Baseline 9

S&P Global Market Intelligence
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