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April 2026

Mayor Randall Noblett
City Mavyor

City of Cave Springs
134 N. Main Street
Cave Springs, AR 72718

Dear Mr. Noblett:

We are pleased to present this Report for the water cost of service, financial projection and rate study for
the City of Cave Springs (Cave Springs). This report was prepared to provide Cave Springs with a
comprehensive examination of its financial projection and existing rate structure by an outside party in
conformance with Act 605 from the Arkansas Department of Agriculture. Please note other specific
requirements in Act 605 that relate to the City of Cave Springs as well as its asset management plan for
the sewer department,

The specific purposes of this rate study are:

¢ Determine water utility’s revenue requirements for fiscal year 2026

* Identify cross-subsidies that may exist between rate classes

* Suggest rate adjustments needed to meet targeted revenue requirements
* lidentify the appropriate monthly customer charge for each customer class

This report includes results of the water cost of service, financial projection and rate study and suggestions
on future rate designs.

This report is intended for information and use by the utility and management for the purposes stated
above and is not intended to be used by anyone except the specified parties.

Sincerely,

Utility Financial Solutions, LLC
Mark Beauchamp

CPA, MBA, CMA

185 Sun Meadow Ct

Holland, MI 49424




Ufs' UTILITY FINANCIAL
SOLUTIONS, LLC

Water Department

TABLE OF CONTENTS
L INBOAUCTION oo s b sassssssseess e ee e eeeeeeeeoeseeeee pi
2. Financial Projection SUMMAIY ..............ccceeirummmsmmnnnesssosssoeseeesossesssssseesssssssss oo eooeeoeeeeesseoe . 3
ULITEY RATE PrOCESS ..ovvvvre sttt st sttt oo oo seseeeeeesoseoe . 3
Utility REVENUE REQUITEMENTS ...vvvvve e erscatecennessisssmesmseomssasinse s ee e esres e eeeeoesooeoeeoooe 3
POJEELRA CASN FIOW ovovoncceverrce s essessesse e s asseeseme s et s s oo eeos oo oo eeeeeeesoeeeeeeeeeeeees. 5
MIRIMUM CaSH RESEIVE c..c.ccooerrvreee vttt sttt et eesssssssnssmssse oo eeeeeeseseseesessesi 6
DEDE COVRIABE RALIO ..c....cosscoenerreerresne s siatsssssaeasessmaseass stssmssass sttt e s s sesssssemsemssssss e eesseeseeeosesse . 7
Optimal Rate Funded Capital (Target Operating INCOME oo 8
L T 9
3. COSt Of SEIVICE SUMMAIY cooovv..oeeeevveeeeeeess e esaa s eeseeseee e eeeee oo eeeeee . 10
COSt OF SRIVICE COMPOMENLS ..covvvrvrrrrriereseciesceceeceetsessi e etsee s ee et eeee oo s oo eeees oo 11
4. SIGNIfICANT ASSUMPLIONS...ccciooerecctvevviiioceanncacsssee st esseesssses e s e oo eseeeeesoeeeeeee. 13
5. Considerations and Additional INFOFMATION .....c.eeee.vevooneeeeeee oo 15
6. OpLiONal SEWEr RALE DESIEN ........ovvvvsecererreenseessssssees e ssas e seesseeesess oo ee e oo soseeseeeeees s 16
7. Sewer AsSet Management Plan .............ooevrreeeeseeeresssesssessseeeeseesensssssssseees oo oo eesseeseeoe 21
8. Approved Provider Statement for Utility Financial SOIUTIONS, LLC ..ot 22
LIST OF TABLES
Table 1~ Projected FINANCial SALEMENTS...........cccemmrrviveeeseeeeeeeeee oo s ooeoeeeoeoeeoeseeeee oo 4
Table 2 - Projected Cash Flows (without rate AAJUSEMENTS) oottt e oo 5
Table 3 — Minimum Cash Reserves (without rate AAJUSTMENTS ).ttt 6
Table 4 — Projected Debt Coverage Ratios (without rate adjustments) .........ooeeeeecerroreeeees oo, 7
Table 5 — Target Operating Income Calculation (without rate adjustments)..........cooceeeerrmeoeroeeee, 8
Table 6 ~Summary of Financials without Rate AQJUSTMENT ...t 9
Table 7 — Projected ReVENUE AQJUSTMENTS .........rveeeesneeeeeeecereesaeeeseneseeseess oo oeeeeeeee e 9
Table 8 — Cost Of SEIVICE SUMMAIY.........coooccccrvcereresesiaieee oo ooeeseseeeeese oo eee oo eeeoeeeeeeeeeseeee 10
Table 9 — Comparison of Current Flat Charge (Fixed) With COSt Of SEIVICE eovvvmvvvvrooooeoooeoeooooooeooooe 11
Table 10 — Comparison of Current Volume Charge (Variable) with Cost of SErvice w......oooveemvveveeeeie, 12
Table 11 - Projected Operating Revenue & EXPENSES ..ottt s 13
Table 12 — Bonding Assumptions for ARDOT and Scissortail Connection Capital Projects .......coveeveeennnnn, 14
%

City of Cave Springs
Water Cost of Service & Financial Projection Page | 1



U% UTILITY FINANCIAL
_ SOLUTIONS, LLC

Table 13 — Capital IMProvements ProjRCtION. .......c...ive.veeeeseeeeneeseeess e eeeessse e e eeeseseeseee e 14

Water Department

1. Introduction

This report was prepared to provide the City of Cave Springs (Cave Springs) with a water cost of service,
financial projection and rate study and a comprehensive examination of its existing rate structure by an
outside party.

The specific purposes of the study are identified below:

1. Determine water utility’s revenue requirements for fiscal year 2026. Cave Springs’s revenue
requirements were projected for the period from 2026 — 2030 and included adjustments for the
following:

a. Projected costs
b. Capital improvement plan projected over next five years

2. Suggest rate adjustments needed to meet targeted revenue requirements. The primary purpose
of this study is to identify appropriate revenue requirements and the rate adjustments needed to
meet targeted revenue requirements. The report includes a long-term rate track for Cave Springs
to help ensure the financial stability of the utility in future years.

3. [Identify the appropriate monthly customer charge for each customer class. The monthly
customer charge consists of fixed costs to service customers.

%—_
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2. Financial Projection Summary

Water Department

Utility Rate Process

Cave Springs retained Utility Financial Solutions to review utility rates and cost of service and make
suggestions on the appropriate course of action. This report includes results of the water cost of service
and unbundling study and suggestions on future rate designs.

The assumptions used to develop the expense projection are described in greater detail in the “Significant
Assumptions” section of this report and were developed collaboratively with staff.

Utility Revenue Requirements

To determine revenue requirements, the revenues and expenses for Fiscal Years 2023 and 2024, and 2025
& 2026 budget were analyzed with adjustments made to reflect projected operating characteristics. The
projected financial statements are for cost of service purposes only.

Table 1 is the projected financial statement for the Water Department from 2026 — 2030.

The following pages review cash flow, debt coverage ratio, and rate of return which are important
indicators of financial health.

T T
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SOLUTIONS, LLC

UTILITY FINANCIAL

Table 1 - Projected Financial Statements

Water Department

Projected Projected Projected Projected Projected
Description 2026 2027 2028 2029 2030

Operating Revenues:
Total Water Sales $ 1,859,320 S 2,456,932 § 2,554,105 § 2,656,085 § 2,763,268
Water Connection Fees 23,375 30,888 32,110 33,392 34,739
Penalties 2,282 3,016 3,135 3,260 3,392
Miscellaneous 30,000 30,000 30,000 30,000 30,000
Total Operating Revenue $ 1,914,977 § 2,520,836 $ 2,619,350 $ 2,722,737 $ 2,831,399

Operating Expenses:
Water Purchases S 1,327,975 § 1,782,593 S 1,954,017 § 2,143,422 & 2,358,407
Salaries, Wages & Benefits 167,634 172,663 177,843 183,178 188,674
Retirement - APERS 24,470 25,204 25,961 26,739 27,542
Payroll taxes 11,673 12,023 12,384 12,755 13,138
Employee benefits 24,121 24,844 25,590 26,357 27,148
Repairs and Maintenance 605,006 623,156 641,851 661,106 680,939
Fuel 7,053 7,264 7,482 7,707 7,938
Dues and Subscriptions 15,918 16,396 16,388 17,395 17916
Bank Fees 3,621 3,729 3,841 3,956 4,075
Office Supplies 26,297 27,086 27,899 28,736 29,598
Computer Software 8,158 8,402 8,654 8,914 9,181
Professional Fees 162,572 167,450 172,473 177,647 182,977
Insurance 4,152 4,276 4,405 4,537 4,673
Miscellaneous Exp 22,216 22,882 23,569 24,276 25,004
Training 5,078 5,231 5,387 5,549 5,716
Utility permits and locates 2,360 2,431 2,504 2,579 2,656
Utilites 3,553 3,660 3,769 3,883 3,999
Bad Debt Expense{lncome) 5,000 5,150 5,305 5,464 5,628
Depreciation Expense 163,962 176,846 239,487 287,051 763,205
Total Annual Operating Expense $ 2,590,819 $ 3,091,288 $ 3,359,308 $ 3,631,251 $ 4,358,413

Other Income / {Expense): '

Interest and Other Income S 25,948 S 5,536 & 15,842 § (12,455) S (30,031)
Interest on Long Term Debt (14,654) (64,288) (110,884) (107,315) {483,572)
Non Operating Income/Expense $ 11,294 $ (58,752} §  (95,042) $ (119,770) $ (513,603)
Netincome $ (664,547) $ (629,204) $ (835,000) $ (1,028,284} $ (2,040,618}
Adjusted Operating Income [1] $ (675,842) $ (570,452) $ (739,958) $ (908,514) $ (1,527,015)

[1] Water impact fees removed from "Adjusted Operating Revenue”

Please reference the Assumptions section of this report for historical revenues and expenses

Note 1: Arkansas Department of Agriculture Act 605 requires the City to maintain a refurbishment and replacement
account (depreciation expense) that is used for capital (asset) replacement projects greater than 51,000 fAct. 605

of 2021 : 1.4}

Note 2: Arkansas Department of Agriculture Act 605 requires the City to maintain an asset management plan on
essential assets of the department. This analysis included a 5-year capital program based on the results of the
City’s 2026 asset management analysis [Act. 605 of 2021 : IV.3.a.ii.1]

&_—_ﬁ_—
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Projected Cash Flow

Water Department

Table 2 is the projected cash flow for 2026 — 2030, including projections of capital improvements as provided by
Cave Springs. To project actual cash flow the following adjustments are made:

* Depreciation expense (a non-cash item) is added back since it reduces net income on the income
statement but doesn’t involve an actual cash outflow.

¢ Debt principal payments are subtracted. These are actual cash outflows, but they are not treated
as expenses on the income statement above under accrual accounting.

* Capital Expenditures are subtracted. Like principal repayments, these are actual cash outflows
that are not treated as expenses on the income statement above.

* Bond Sales are added in 2025 to fund a WWTP capital project that will conclude in 2026 when
bond payments are assumed to begin.

The projection starts with the actual cash balances from year end 2025. It's important to note that
changes in the capital improvement plan can have a significant impact on projected cash balances, as
they involve large expenditures.

» If new projects are added, or if existing projects become more expensive than anticipated, this
can significantly reduce projected future cash balances.
* Conversely, delaying or scaling back capital projects can help preserve cash.

The cash balance for 2026 is projected at $369k and $-3.5M in 2030. The suggested minimum cash reserve
level for 2026 is $770k and $1.6M for 2030.

Table 2 - Projected Cash Flows {without rate adjustments)

Projected Projected Projected Projected Projected
Description 2026 2027 2028 2029 2030
Projected Cash Flows
Net Income $ (664,547} S (629,204) $ (835,000) $ (1,028,284) S {2,040,618)
Depreciation Expense/Amortization 163,962 176,846 239,487 287,051 763,205
Subtract Debt Principal {9,874) {10,240} (74,129} (77,698) (81,441)
Add Bond Sale Proceeds - 2,000,000 - - 15,200,000
Cash Available from Operations $ (510,459) $ 1,537,402 $ (669,642) $ (818,931) § 13,841,146
Estimated Annual Capital Additions (850,350) {850,350)  {1,216,800) (352,800) (15,360,300)

Net Cash From Operations $ (1,360,809) $ 687,052 $ (1,886,442) (1,171,731} $ {1,519,154)

Beginning Cash Balance S 1,729,877 S 369,068 S 1,056,120 S {830,323} $ (2,002,054)
Ending Cash Balance $ 369,068 $ 1,056,120 $ (830,323) $ (2,002,054} $ (3,521,208)
Recommended Minimum Cash Reserve $ 770,139 $ 891,772 $ 1,040,480 S 1,077,064 S 1,634,179

Cash balances decrease throughout the projection period.

City of Cave Springs
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Minimum Cash Reserve

Water Department

Table 3 details the minimum level of cash reserves required to help ensure timely replacement of assets
and to provide financial stability of the utility. The methodology used to establish this target is based on
the following assumptions.

Allocator Risk Factor Assigned
Operation & Maintenance Less Depreciation Expense 45 day working capital lag = 12.3% factor
Purchased Water Highest monthly water bill = 11.5% factor
Historical Rate Base Greater than 50% Depreciated = 3.0% factor
Current Portion of Debt Service Payment Highest annual debt payment
Five Year Capital Improvements — Net of Bond Praceeds 20% of five year capital plan

Based on these assumptions, Cave Springs should maintain a minimum of $770k in cash reserves for 2026
and $1.6M in 2030.

Table 3 — Minimum Cash Reserves {without rate adjustments)

Projected Projected Projected Projected Projected
Description 2026 2027 2028 2029 2030
Minimum Cash Reserve Levels Determinants
O&M Less Depreciation & Water Expense $ 1,098,882 $ 1,131,848 $ 1,165804 § 1,200,778 $ 1,236,801
Purchased Water Expense 1,327,975 1,782,593 1,954,017 2,143,422 2,358,407
Historical Rate Base 5,895,113 6,745,463 7,962,263 8,315,063 23,675,363
Current Portion of Debt Service Payment 24,528 74,528 185,013 185,013 565,013

Five Year Capital Improvements - Net of band proceeds 1,430,600 1,430,600 1,430,600 1,430,600 1,430,600
Minimurn Cash Reserve Allocation

Operation & Maintenance Less Depreciation Expense 12.3% 12.3% 12.3% 12.3% 12.3%
Purchased Water Expense 11.5% 11.5% 11.5% 11.5% 11.5%
Historical Rate Base 3% 3% 3% 3% 2%
Current Portion of Debt Service Payment 80% 80% 80% 80% 80%
Next Years Capital Improvements - Net of bond proceed: 0% 0% X% 0% 0%
Five Year Capital Improvements - Net of bond proceeds 20% 20% 20% 20% 20%
% Plant Depreciated 30% 29% 27% 30% 14%

Calculated Minimum Cash Level
Operation & Maintenance Less Depreciation Expense $ 135479 $ 139543 $ 143,729 ¢ 148041 S 152,482

Purchased Water Expense 152,065 204,123 223,752 245,441 270,058
Historical Rate Base 176,853 202,364 238,868 249,452 473,507
Current Portion of Debt Service Reserve 19,622 59,622 148,011 148,011 452,011
Five Year Capital Improvements - Net of bond proceeds 286,120 286,120 286,120 286,120 286,120

Recommended Minimum Cash Reserve Levels $ 770,139 $§ 891,772 § 1,040,480 $ 1,077,064 § 1,634,179
Projected Cash Reserves $ 369,068 $ 1,056,120 $ (830,323) $ (2,002,054} $ (3,521,208)

Projected cash balances are below the suggested minimums during the projection period under current
rates.

%
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uﬁé UTILITY FINANCIAL
SOLUTIONS, LLC

Debt Coverage Ratio

Table 4 is the projected debt coverage ratios with capital additions as provided by Cave Springs. Debt
coverage ratio is a measurement of debt affordability and measures the cash flow from operations in that
fiscal year. A ratio of 1, indicates there was enough cash flow from operations to pay the debt payment
one time. The minimum suggested debt coverage ratio for prudent financial planning purposes is 1.40.

Maintaining a 1.40 debt coverage ratio is good business practice and helps to achieve the following:

a. Helps to ensure debt coverage ratios are met in years when sales are low due to cold or wet
summers or loss of a major customer(s).

b. When debt coverage ratios are consistently met, it may help obtain a higher bond rating if revenue
bonds are sold in the future, to lower interest cost.

Table 4 — Projected Debt Coverage Ratios {(without rate adjustments)

Projected Projected Projected Projected Projected
Description 2026 2027 2028 2029 2030
Debt Coverage Ratio
Net Income $ (664547) $ (629,204) $ (835000) $ (1,028,284) $ (2,040,618)
Add Depreciation/Amortization Expense 163,962 176,846 239,487 287,051 763,205
Add Interest Expense 14,654 64,288 110,884 107,315 483,572
Cash Generated from Operations $  (485,931) $ (388,070) 5 ({484,629) $ (633,918) $ {793,840)
Debt Principal and Interest S 24528 & 74,528 § 185013 § 185013 § 565,013
Projected Debt Coverage Ratio (Covenants) (19.81) (5.21) {2.62) {3.43) {1.40)
Minimum Debt Coverage Ratio 1.4 1.4 14 1.4 1.4
Bond agreement: 3% of revenue depreciation reserve
Total Water Sales S 1,859,320 5 2,456,932 $ 2,554,105 % 2,656,085 $ 2,763,268
Bond agreement 3% 3% 3% 3% 3%
Bond agreed annual reserve 5 55,780 § 73,708 5 76,623 5 79,683 & 82,898

Annual reserve included as depreciation expense $ 163,962 $ 176,846 $ 239,487 $ 287,051 § 763,205

Debt coverage is below the minimum beginning in 2026 without changes in rates.

Note: Arkansas Department of Agriculture Act 605 requires a minimum debt coverage ratio of 1.1

%
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Optimal Rate Funded Capital (Target Operating Income)

Water Department

The optimal rate-funded capital target, or target operating income, is an essential concept in utility
finance. It ensures the utility can meet its current financial obligations, plan for future capital needs, and
operate in a financially sustainable and responsible manner. This concept is central to rate setting and is
designed to balance the need for financia! sustainability with the goal of fair and equitable rates for
customers.

The operating income target aims to address several key financial needs for the utility.

A. Funding of Interest Expense on Outstanding Debt Principal — Utilities often take on debt to fund
major capital projects. The interest on this debt is a recurring expense that must be paid to keep
the utility in good financial standing. By setting rates to achieve a target operating income, the
utility ensures it has enough revenue to cover these interest payments.

B. Funding of Inflationary Increase on Assets Invested in the System — As time passes and inflation
occurs, the cost to replace or upgrade the utility's assets (e.g., pipes, treatment plants) increases.
Target operating income should be sufficient to cover these increased costs, ensuring that the
utility can continue to maintain and replace its infrastructure as needed without placing a financial
burden on future generations.

Maintaining an ideal operating income helps ensure that current customers are paying for the full cost of
the services they are receiving, rather than deferring these costs to future generations. This is a key
principle of intergenerational equity and ensures the utility remains financially viable. Table 5 identifies
the utility basis target established for 2026 is $180,343 and increases to $593,351in 2030.

Table 5 ~ Target Operating Income Calculation {without rate adjustments)

Projected Projected Prajected Projected Projected
Description 2026 2027 2028 2029 2030

Optimal Operating Income Determinants

Net Book Value/Working Capital S 4129351 § 4,802,855 S 5,780,168 S 5,845,917 S 20,443,012

Qutstanding Principal on Debt 385,470 2,375,230 2,301,101 2,223,402 17,385,257

System Equity $ 3,743,881 $ 2427625 § 3,479,067 $§ 3,622,514 $ 3,057,755

Debt:Equity Ratio 9% 49% 40% 38% 85%
Optimal Operating Income Allocation

Interest on Debt 3.71% 4.67% 4.67% 4.66%" 4,66%

System Equity 4.43% 4,35% 4.27% 4.41% 3.59%
Optimal Operating Income

Interest an Debt S 14,654 S 64,288 §$ 110,884 $§ 107,315 § 483,572

System Equity 165,689 105,695 148,566 159,729 109,778

Optimal Operating Incoma 3 180,343 $ 169,983 $ 259,450 § 267,044 $ 593,351
Projected Adjusted Operating Income $  (675,842) $ (570,452} $ {739,958) $ (908,514) $ (1,527,015}
Rate of Return in % 4.4% 3.5% 4.5% 4.6% 2.9%

Projected operating income shows losses throughout the projection period.

_——_——_——Eﬁﬁ—_
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Projected Rate Track

Increasing rates require balancing the financial health of the utility with the financial impact on customers
and cost of service results. Table 6 is the summary financial projection without any rate changes.
Operating income is negative and continues to fall to $-1.5M in 2030.

Table 6 — Summary of Financials without Rate Adjustment

Projected Effective Total Adjusted Optimal Projected Recommended  Debt
Fiscal Rates Rate Rate Capital Operating  Operating Cash Minimum Cash Coverage Bond Issues
Year Effective on: Adjustments Adjustments Plans Income Income Balances Reserve Ratio 20Yr @ 5%
2026 Jul 1, 2026 0.0% 0.0% $ 850,350|S (675,842) 5 180,343 | S 369,068 % 770,139 (18.81) $ -
2027 Jan. 1, 2027 0.0% r 0.0% 850,350 (570,452) 169,983 1,056,120 891,772 {5.21) 2,000,000
2028 Jan. 1, 2028 0.0% 0.0% 1,216,800 {739,958} 259,450 (830,323} 1,040,480 (2.62) -
2029 fan. 1, 2029 0.0% T 0.0% 352,800 (908,514 267,044 | (2,002,054) 1,077,064 {3.43) =
2030 fan. 1, 2030 0.0% 0.0% 15,360,300| (1,527,015) 593,351 | (3,521,208) 1,634,179 (1.40) 15,200,000

The study identifies increasing current revenues throughout the projection period to keep operating
Income positive. Table 7is a summary of the financial results detailing the projected revenue adjustments.

Table 7 — Projected Revenue Adjustments

Projected Effective Total Adjusted Optimal Projected Recommended Debt
Fiscal Rates Rate Rate Capital Operating  Operating Cash Minimurn Cash Coverage Bond Issues
Year Effective on: Adjustments Adjustments Plans Income Income  Balances Reserve Ratio 20Yr @ 5%
2026 Jul 1, 2026 20.0% 10.0% S 850,350| % (489910} $ 180,343 | S 555000 3 770,139 (12.23) § -
2027 Jan. 1, 2007 20.0% < 20.0% 850,350 221,544 169,983 2,037,237 891,772 5.46 2,000,000
2028 Jan. 1, 2028 5.5% 5.5% 1,216,800 271,325 259,450 1,176,794 1,040,480 2.93 -
2029 Jan. 1, 2022 5.5% r 5.5% 352,800 348,910 267,044 1,292,593 1,077,064 3.53 B
2030 Jan. 1, 2030 5.5% 5.5% 15,360,300 6,990 583,351 1,356,864 1,634,179 1.40 15,200,000

h
R e S ae——————————————— ——
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3. Cost of Service Summary

A cost of service study was completed to determine the cost of providing service to each class of customers
and to assist in designing water rates for customers. A cost of service study consists of the following
general steps:

1. Determine utility revenue requirement for test year 2026.
2. Classify utility expenses into common cost pools.
3. Compare revenues received to the cost of service.

The cost of service summary is included as Table 8 which compares the projected cost to serve with the
revenue received. The “% change” column is the revenue adjustment necessary to meet projected cost
of service requirements. The cost of service summary uses the current rates, including any adjustment
factors.

Table 8 — Cost of Service Summary

Projected
Cost of Service Revenues
Customer Class (S) (5) % Change
Water Sales S 1,997,515 S 1,200,157 66.4%
Customer Service Charges 717,990 659,162 8.9%
Total § 2,715504 $ 1,859,320 46.0%

[—— m e § e S — O ——————————————————— —_ S—————————————— ——————————————————— = e B M e i |
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Cost of Service Components

The cost of service study is a critical tool in utility finance and management. It ensures that rates are set
based on actual costs, and it helps to distribute those costs fairly among customers, based on how they
use the service. It provides guidance for setting rates that support the utility's financial health and its
capacity to provide reliable service in the long-term.

The purpose of a cost of service study is to allocate costs to customer classes, identify costs related to the
flow component (Volume Costs) and customer service costs based on the size of meter installed to serve
the customer location. The cost of service study was based on recognized procedures from the Water
Environment Federation (WEF).

The two main billing components of water rates are described below.

Customer Costs (Fixed) are costs associated with serving customers regardless of volume or demand
characteristics. Expenses related to minimum distribution system size, services, billing, and collection
costs were allocated on the relative size of meters and number of customers. Meter sizes are used as
a proxy for each customer’s potential impact on the distribution system.

Volume Costs (Variable) are costs that tend to vary with the quantity of water distributed, including
costs associated with treatment, chemicals, electricity, pumping, transmission, and distributing water
to customers.

Table 9 details the current minimum bill and provides a comparison with the cost of service. The rates
below are not the suggested rates. They are used as a guide to move toward cost of service slowly over
time.

Table 9 — Comparison of Current Flat Charge {Fixed) with Cost of Service

Cost of Service

Meter Current Meter
Customer Class $/Month $/Month Variance
5/8" Meter - Residential 2091 & 19.80 6%
5/8" Meter - Irrigation 20.91 19.80 6%
1" Meter - Commercial & City 33.85 21.58 57%

#
City of Cave Springs
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Table 10 outlines the cost of service volume rates compared to the current volume charge. The rates

below are not the suggested rates. They are used as a guide to move toward cost of service slowly over
time.

Water Department

Table 10 — Comparison of Current Volume Charge (Variable) with Cost of Service

Cost of Service Current

Commodity by Commodity
Customer Class Class Charge Variance
Residential Usage (01) S 10.46 § 7.48 40%
Irrigation Usage (06,07) 10.46 7.48 40%
Commercial Usage {05) 10.46 8.10 29%

“
e R —
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4. Significant Assumptions
This section outlines the procedures used to develop the cost of service for Cave Springs and the related
significant assumptions.

Rate Implementation
Anticipated rate adjustments are modeled to take place on July 1% 2026, and each January 1% thereafter.

Forecasted Operating Revenue & Expenses
Forecasted expenses were based on 2023 and 2024, and 2025 & 2026 budget and adjusted for inflation.
Table 11 is a summary of the expenses used in the analysis.

Table 11 - Projected Operating Revenue & Expenses

Actual Actual Actual Projected Projected Projected Projected Projected
Description 2023 2024 2025 2026 2027 2028 2029 2030
Operating Revenues:
Total Water Sales $1,538,092 $1,674,026 $1,812,419 $ 1,859,320 S 2,456,932 $ 2,554,105 $ 2,656,085 $ 2,763,268
Water Connection Fees 82,490 32,756 23,375 23,375 30,888 32,110 33,392 34,739
Penalties 20,201 14,975 2,282 2,282 3,016 3,135 3,260 3,392
Miscellaneous 109,345 67,664 23,542 30,000 30,000 30,000 30,000 30,600

Total Operating Revenue $1,863,428 $1,816,321 31,861,619 § 1,914,977 § 2,520,836 § 2,619,350 § 2,722,737 § 2,831,399
Operating Expenses:

Water Purchases $ 954,159 § 994,677 51,136,509 § 1,327,975 § 1,782,593 $ 1,954,017 § 2,143,422 § 2,358,407
Salaries, Wages & Benefits 182,601 150,780 162,752 167,634 172,663 177,843 183,178 188,674
Retirement - APERS 23,758 24,470 25,204 25,961 26,739 27,542
Payroll taxes 11,333 11,673 12,023 12,384 12,755 13,138
Employee benefits 23,418 24,121 24,844 25,590 26,357 27,148
Repairs and Maintenance 269,644 646,297 587,384 605,006 623,156 641,851 661,106 680,939
Fuel 5,146 4,943 6,847 7,053 7,264 7,482 7,707 7,938
Dues and Subscriptions 26,612 28,721 15,455 15,918 16,396 16,838 17,395 17,916
Bank Fees 2,557 3,747 3,515 3,621 3,729 3,841 3,956 4,075
Office Supplies 21,670 28,671 25,532 26,257 27,086 27,859 28,736 29,5938
Computer Software 12,251 11,008 7,920 8,158 8,402 8,654 8,914 9,181
Professional Fees 67,601 127,955 157,837 162,572 167,450 172,473 177,647 182,977
Insurance 3,862 832 4,031 4,152 4,276 4,405 4,537 4,673
Miscellaneous Exp 72,540 68,619 21,569 22,216 22,882 23,569 24,276 25,004
Training 32,684 1,715 4,930 5,078 5,231 5,387 5,549 5716
Utility permits and locates 2,900 2,572 2,291 2,360 2,431 2,504 2,579 2,656
Utilites 1,873 4,396 3,450 3,553 3,660 3,769 3,883 3,999
Bad Debt Expense{Income) 9,198 (861} 10,957 5,000 5,150 5,305 5,464 5,628
Depreciation Expense 133,422 136,780 163,962 163,962 176,846 239,487 287,051 763,205

Total Annual Operating Expense  $1,799,221  $2,210,352 52,373,449 5 2,550,819 $ 3,091,288 § 3,359,308 $ 3,631,251 § 4,358,413
Other Income / (Expense):

Interest and Other Income $ 4235 $ 10,838 § 2511 5 25948 S 5536 $ 15842 5 (12455} $ {30,031}
Interest on Long Term Debt {16,014) {15,689) (15,171} {14,654) {64,288) {110,884) {107,315) {483,572}
Non Operating Income/Expense § 26,097 $ (9,944) $ (12,661) $ 11,204 $ (58,752) § (95,042) § (119,770) 5 (513,603}
Netlncome $ 90,304 § (404,475) $ (524,491) § (664,547) S (629,204) $ (835,000) $(1,0287284) $(2,040,618)
Adjusted Operating Income {1] $ (49,093) § {421,431) § {511,831) $ (675,842) § (570,452} § (739,958) 5 (908,514) ${1,527,015)

[1] Water impact fees removed from "Adjusted Operating Revenue”

City of Cave Springs
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Unit Sales
Growth projections used for 2026 — 2030 based on discussions with management.
Annex Current  Total Total Commaodity
Fiscal | Area#  Area# Meter Meter Est. Sales Sales Flow
Year | Meters Meters Counts Growth Flow Growth
2026 - 2,765 2,765  2.3% 190,900

2027 755 2,903 3,658 32.3% 252,258 32.1%
2028 755 3,049 3,804 4.0% 262,235 4.0%
2029 755 3,201 3,956 4.0% 272,705 4.0%
2030 755 3,361 4,116 4.0% 283,710 4.0%

Inflation
Inflation was assumed at 3.0% annually.

Depreciation Expense
Depreciation expense was projected based on historical capital additions and discussions with

management on future capital additions.

Interest Income
Interest income was forecasted based on projected cash balances and an interest rate of 1.5%.

Bonding
Cave Springs anticipates bonding for a large ARDOT and water tower projects planned in 2026 and 2030.

Table 12 — Bonding Assumptions for ARDOT and Water Tower Capital Projects

Fiscal Bond Issues
Year 20Yr@ 5% Period Rate

2026 S = 20 5.00%
2027 2,000,000 20 5.00%
2028 S 20 5.00%
2029 S 20 5.00%
2030 15,200,000 20 5.00%

Capital Improvements
The capital improvement projections were provided by Cave Springs. Projections for 2026 — 2030 are
outlined in Table 13.

Table 13 - Capital Improvements Projection

Water Total
Fiscal | System  MCE Projects  Capital
Year cip clp Plans

2026 $ 156,300 S 694,050 S 850,350
2027| 156,300 694,050 850,350
2028| 156,300 1,060,500 1,216,800
2029| 156,300 196,500 352,800
2030| 155,300 15,204,000 15,360,300

City of Cave Springs
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SOLUTIONS, LLC

5. Considerations and Additional Information

1. Cave Springs is projected to require an increase in rates charged to customers. This rate track will
increase the operating income and help to stabilize cash balances.

Projected Effective Total Adjusted Optimal Projected Recommended  Debt
Fiscal Rates Rate Rate Capitai Operating  Operating Cash Minimum Cash Coverage Bond Issues
Year Effective on: Adjustments Adjustments Plans Income Income Balances Reserve Ratio  20Y¥r@ 5%
2026 Mul 1,2026 20.0% 10.0% $ 850,350|5 ({489,910} $ 180,343 |5 555000 S 770,138 {12.23) § -
2027 Jan. 1,2027 20.0% " o20.0% 850,350 221,944 169,983 2,037,237 891,772 5.46 2,000,000
2028 Jan. 1, 2028 5.5% 5.5% 1,216,800 271,325 259,450 1,176,794 1,040,480 2,93 B
2029 Jan. 1, 2029 5.5% ¥ s5s5% 352,800 348,910 267,044 1,292,593 1,077,064 3.53 :
2030 Jan. 1, 2030 5.5% 5.5% 15,360,300 | 6,990 583,351 1,356,864 1,634,179 1.40 15,200,000

2. Unknown events can occur that affect a utility’s financial plan. It is recommended that Cave Springs
have the financial projection study updated annually to ensure the utility can meet revenue
requirements with the current rate plan. Cost of service studies are separate from the financial

projection and can be refreshed every 3-5 years.

City of Cave Springs
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Water Department

6. Optional Sewer Rate Design
Rate Summary:

City of Cave Springs Water Department
Water Rate Design Summary

20,91
Rates Current Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
Monthly Meter Charge
Meter Size
Residential Base Charge S 19.80 § 23.00 § 26.00 5 30.00
Irrigation Base Charge S 19.80 S 23.00 $ 26,00 $ 30.00
Commercial Base Charge S 2158 § 28.00 S 36.00 S 45.00
City Base Charge S - $ 28.00 S 3600 S 45.00
Usage Charge Per 1,000 Gallons
Res (Excess Usage 01) S 748 § 9.08 $ 11.20 S 11.23
Irrigation (All Usage 06,07) $ 7.48 § 2,08 $ 11.20 $ 11.23
Com (Excess Usage 05) S 810 § 939 § 11.20 $ 11.23
City (Excess Usage 03) S - ] 939 § 1120 5 11.23
Res - 1st 1,000 S 5 S = s - 5 -
Irr - No free units S 7.48 5 9.08 5§ 11.20 S 11.23
Com - 1st 1,000 5 - S - S - S -
City - 1st 1,000 s - $ - S - s -
Revenue from Rate & 1,859,320 § 2,231,588 S 2,678,268 & 2,825,573
Change from Previous - 20.0% 20.0% 5.5%
Average $ Change per Month Usage (x1,000) Jun.1,2026 lan. 1, 2027 Jan. 1, 2028
Residential Base Charge 57 S 19.84 § 15.13 5§ 4,19
Irrigation Base Charge 6.6 § 3558 § 2196 § 9.22
Commercial Base Charge 48 § 71.40 5§ 18.13 § 9.16
City Base Charge 116 § 18.53 § 2455 § 0.38

%

City of Cave Springs
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City of Cave Springs Water Department

Effect of Rate Design
Residential Customer

Rates Current Jun. 1, 2026 lan. 1, 2027 Jan. 1, 2028
Monthly Meter Charge S 19.80 § 23.00 $ 26.00 S 30.00
Usage Charge per 1,000 Gallons

1st 1,000 gallons S -8 - 8 - $ -
All Excess {x1,000 gallons) S 7.48 § 9.08 $ 11.20 $ 11.23

Average $ Change per Month

Usage {x1,000) Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
2.9 5 6.18 S 695 S 4.06
3.6 S 732 S 846 $ 4.09
43 S 8.47 § 998 § 411
5.0 S 961 § 11.50 § 413
5.7 Avg. Usage S 10.76 5§ 13.01 $ 4,16
6.4 5 11.90 § 14.53 S 4.18
7.2 S 13.05 S 16.05 $ 4.20
7.9 S 14.19 § 17.56 S 4.23
8.6 5 15.34 S 19.08 S 4.25

Monthly Bill By Usage

Usage (x1,000) Current Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
2.9 S 33.73 § 39.90 $ 46.85 S 50.91
3.6 S 39.08 S 46,40 S 54.86 $ 58.95
4.3 5 44,43 S 52.90 S 62.88 S 66.99
5.0 S 4978 S 59.39 S 70.89 S 75.02
5.7 s 55.13 § 65.89 § 78.90 S 83.06
6.4 S 60.48 S 72.38 S 86.91 $ 91.09
7.2 S 65.83 §$ 78.88 § 94.93 S5 99.13
7.9 8 7118 § 85.38 § 102,94 § 107.17
8.6 S 76.54 § 91.87 S 110.95 S 115.20

“
City of Cave Springs
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Water Department

City of Cave Springs Water Department

Effect of Rate Design
Irrigation Customer

Rates Current Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
Monthly Meter Charge 5 19.80 § 23.00 $ 26.00 S 30.00
Usage Charge per 1,000 Gallons

All Usage (x1,000 gallons) § 7.48 § 908 $ 11.2¢ § 11,23

Average $ Change per Month

Usage (x1,000) Jun. 1, 2026 Jan. 1,2027 Jan. 1,2028
3.3 5 8.47 S 998 $§ 4.11
4.1 5 9.78 S 11.72 S 4.14
4.9 ) 11.10 5 13.47 s 4.16
5.8 S 1242 § 15.21 § 4.19
6.6 Avg. Usage S 13.73 s 16.96 S 4.22
7.4 5 15.05 S 18.70 § 424
8.2 S 16.37 S 2045 5 4.27
9.1 5 17.68 S 2219 S 4,30
9.9 S 19.00 S 23.93 S 4.33

Monthly Bill By Usage

Usage (x1,000) Current jun. 1, 2026 lan. 1, 2027 Jan. 1, 2028
3.3 S 44.42 § 52.89 § 62.87 5 66.97
1.1 S 50.58 S 60.36 S 72.08 S 76.22
4.9 ] 56.73 S 67.83 S 81.30 § 85.46
5.8 S 62.89 § 75.30 S 20.52 s 94.71
6.6 S 69.04 S 82.78 § 99.73 S 103.95
7.4 5 75.20 S 90.25 § 108.95 S 113.19
8.2 ) 8135 s 97.72 § 118.16 S 122.44
9.1 S 87.51 5 105.19 § 127.38 § 131.68
9.9 S 93.66 S 11266 § 136.60 S 140.92

%
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City of Cave Springs Water Department

Effect of Rate Design
Commercial Customer

Rates Current Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
Monthly Meter Charge 5 21.58 § 28.00 §$ 36.00 § 45.00
Usage Charge per 1,000 Gallons

1st 1,000 gallons S - 8 = 19 - B =
All Excess {x1,000 gallons) s 810 § 9.33 § 11.20 § 11.23

Average $ Change per Month

Usage {x1,000) Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
2.4 S 821 § 10.52 § 9.05
3.0 S 898 S 1160 § 9.07
3.6 8 9.75 § 12.68 § 9.09
4.2 S 10.53 § 13.76 § 9.11
4.8 Avg. Usage S 11.30 § 1484 § 9.12
5.4 S 12.07 S 15.92 § 9.14
6.0 S 12.84 § 17.01 & 9.16
6.6 S 1361 S 18.09 s 9.18
7.2 S 14.38 $ 19.17 S 9.20

Monthly Bill By Usage

Usage (x1,000) Current Jun. 1, 2026 lan. 1,2027 lan. 1, 2028
2.4 ) 32.84 s 41.05 5 51.57 § 60.61
3.0 S 37.68 § 46.66 5 58.26 S 67.33
3.6 S 4252 % 52,27 & 64.95 S 74.04
4.2 S 47.36 S 57.89 § 7165 § 80.75
4.8 5 5220 § 63.50 $ 78.34 § 87.46
54 S 57.04 5 69.11 § 85.03 S 94.17
6.0 S 61.88 S 7472 S 91.72 S 100.89
6.6 S 66.72 § 8033 § 98.41 S 107.60
7.2 S 7156 S 85.94 § 105.11 S 114.31

TS EEEEEEEEEEE————S

City of Cave Springs
Water Cost of Service & Financial Projection Page | 19



Uf‘é UTILITY FINANCIAL
SOLUTIONS, LLC

Water Department

City of Cave Springs Water Department
Effect of Rate Design

City Customer

Rates Current Jun, 1, 2026 Jan. 1, 2027 Jan. 1, 2028

Monthly Meter Charge S - S 23.00 $ 36.00 S 45.00
Usage Charge per 1,000 Gallons
1st 1,000 gallons s s S - (3 - 5 -
All Excess (x1,000 galions) S - $ 939 § i1.20 § 11.23
Average $ Change per Month

Usage (x1,000) Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
5.8 S 7297 5% 16.67 5 9.16
7.2 S 86.56 S 19.29 $§ 9.21
8.7 S 100.15 § 2191 s 9.25
10.1 S 113.74 S 24.53 § 9.30
11.6 Avg. Usage S 127.33 $ ZI415' "5 9.35
13.0 5 140.92 s 29.77 § 9.40
14.5 S 154.52 § 3239 § 9.45
15.9 ] 168.11 § 35.01 S 5.49
17.4 S 181.70 § 3763 S 9.54

Monthly Bill By Usage

Usage (x1,000) Current Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
5.8 s - S 72.97 § 89.64 § 98.80
7.2 S - S 86.56 $ 105.85 S 115.06
8.7 s - S 100.15 S 122.06 § i31.32
10.1 S - S 113.74 5§ 138.27 § 147.57
11.6 5 - S 127.33 § 154.48 S 163.83
13.0 S - s 140.92 S 170.69 § 180.09
14.5 S - S 15452 § 186.90 $ 196.35
i5.9 5 - S 168.11 S 203.11 S 21261
17.4 S - s 181.70 5 219.32 s 228.86

TSR —

City of Cave Springs
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7. Water Asset Management Plan

2025 dollars

In

Replacement costs stated i

Note

00£'80¢ 6.

0 SN

ONnSHOD .ﬁ&
ONTEON

YT 000} § BoL-qng Buiapaly p saumury icjepy]

00062 o <50 Al B ok e § SaM[ej, aseajoy Iy

NOY Joje oquo o ieUN| 005U0E 8/ ¢z |oosd ]z oW $ SaNfep, JojenA
pessuddnsajossol 0s'ss  § ¢7 o6 §| s oot § SjUeipAH a4

SIBLOJS1Y aEieyo pue abesn Jojem ainseal igjeimase o] afoeu 000'se6c ¢ 07 000 $ , 9667 1000 $ Sy oBM
0w § 000 §  [EoL-ung souefaruoy) sejen

afeea) sojem ‘siauojsna o sazem BuLq o} aieun| 679701 §  ¢r |09 §| Mz |oms § ) Dudig serp)
aeyea) saen ‘siowiojsno of e Bl o} e 709§ §7 | Shl b W | 000 § ) Duidid Joren
obeyes) ojen ‘srauojsn o) mpm Bukg ol 3] GOSLTr 8| §2 | oM § aSr [oo0'sy $ 8 :Buidq ejep
olieyea) Jolem 'sioujsna o) Jegem Buug o) ageun| 295259 §] g7 | $ By 0009 § 9 Bud ey
aeyea) Jojent ‘sieojsno of e Big 0y aigeln g1 178§ 67 9 § 182 o0 $ b Ddld Joje)
abexea) salem ‘siauiojs o) aem B o sigeun| g 6 5T o S| & [oog 3 & By ey
ofieyea) ejp siouoisna of ol Buug ojaceun| 006167 §| Sz | oy § 61€7 000 § £ Budg eiem
abeyes) o ‘sowojsno o, o Buig oy aieinl 0 7ey 8| §7 Ik §1 s ool § &) Budd ey
abexes) ojen ‘stewojsnd o) e Buusg o) aigeun| og0'zc b1 87 |og S| wr |00 § &7 Budg sereny
afexea) selew ‘siawojsmd of jaye Buuq of ejgeun| czgh) §] ¢ o $1 1eez  loos $ a) -Budd sieg)
et LUV il B8 Ch s P | aueAano) sojep

0702 15 Uose

"oU] ‘siaauiBg Bupinsuos) puelsiop A4 pasedolg

Kiojuany jassy Jaeg
Ue|d Juauiafiecey yassy
sBuudg areq jo Ay

City of Cave Springs

Page | 21

Water Cost of Service & Financial Projection



Water Department

Ufé UTILITY FINANCIAL
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8. Approved Provider Statement for Utility Financial Solutions, LLC

ARKANSAS DEPARTMENT OF AGRICULTURE

Natural Resources Division
10421 West Markham Straet, Littde Rock, AR 72205
agriculture.arkansas.gov
{501) 68241611

Wes Ward
Secratary of Agriculture

Sarah Huckabee Sanders
Govermnor

November 7, 2023

Delivery via emall to Mark Beauchamp at mbeauchamp@ufsweb.com

Mark Beauchamp, President
Utility Financial Solutions, LLE
185 Sun Meadow (1t

Holland, MI 49424

Subject: Retail Water Provider — Rata Study Provider Application
Mr. Beauchamp,

Per Act 605 of 2021 {8cl), the Arkansas Natural Resources Commission maintains an approved fist of
enlities 1o conduct rate studies for waler service providers, The Department recetved your application
for inclusion on the list of approved rate study providers, Upon review of your applicatinn, we have
determined that Utility Financial Solutions, LLE meets the requirements for inclusion on the apgroved
fist,

As acknowledged on your application, all rate studies performed by an appreved rate study provider shall
be an objective and unbiased review of the water service provider's fiscal status. Any rate studies you
complete For entities subject to the Act must include a certification that such study complies with the Act
and the Rules implementing the Act. Please note that the Arkansas Natural Resources Commission may
remove an approved rate study provider fram its list of approved entities if it determines that an entity
violated Arkansas law or Caommission rules in performing a rate study

Please do not hesitate to call me at {501} 682-3977 or via etnail at darla.brooks@agriculture arkansas.goy
If you have any questions or need additional infarmation.

Sincerely,

Dete 5240

Darla 5. Brooks
Audit Coordinator - Act 505 Compliance

City of Cave Springs
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April 2026

Mayor Randall Noblett
City Mayor

City of Cave Springs
134 N. Main Street
Cave Springs, AR 72718

Dear Mr. Noblett:

We are pleased to present this Report for the wastewater cost of service, financial projection and rate
study for the City of Cave Springs (Cave Springs). This report was prepared to provide Cave Springs with a
comprehensive examination of its financial projection and existing rate structure by an outside party in
conformance with Act 605 from the Arkansas Department of Agriculture. Please note other specific
requirements in Act 605 that relate to the City of Cave Springs as well as its asset management plan for
the sewer department.

The specific purposes of this rate study are:

* Determine wastewater utility’s revenue requirements for fiscal year 2026

* Identify cross-subsidies that may exist between rate classes

¢ Suggest rate adjustments needed to meet targeted revenue requirements
* Identify the appropriate monthly customer charge for each customer class

This report includes results of the wastewater cost of service, financial projection and rate study and
suggestions on future rate designs.

This report is intended for information and use by the utility and management for the purposes stated
above and is not intended to be used by anyone except the specified parties.

Sincerely,

Utility Financial Solutions, LLC
Mark Beauchamp

CPA, MBA, CMA

185 Sun Meadow Ct

Holland, M1 49424
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Wastewater Department

Uﬁé UTILITY FINANCIAL
' SOLUTIONS, LLC

1. Introduction

This report was prepared to provide the City of Cave Springs (Cave Springs) with a wastewater cost of
service, financial projection and rate study and a comprehensive examination of its existing rate structure
by an outside party.

The specific purposes of the study are identified below:

1. Determine wastewater utility’s revenue requirements for fiscal year 2026. Cave Springs’s
revenue requirements were projected for the period from 2026 - 2030 and included adjustments
for the following:

a. Projected costs
b. Capital improvement plan projected over next five years

2. Suggest rate adjustments needed to meet targeted revenue requirements. The primary purpose
of this study is to identify appropriate revenue requirements and the rate adjustments needed to
meet targeted revenue requirements. The reportincludes a long-term rate track for Cave Springs
to help ensure the financial stability of the utility in future years.

3. Identify the appropriate monthly customer charge for each customer class. The manthly
customer charge consists of fixed costs to service customers.

s ———
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U% UTILITY FINANCIAL
SOLUTIONS, LLC

2. Financial Projection Summary

Wastewater Department

Utility Rate Process

Cave Springs retained Utility Financial Solutions to review utility rates and cost of service and make
suggestions on the appropriate course of action. This report includes results of the wastewater cost of
service and unbundling study and suggestions on future rate designs.

The assumptions used to develop the expense projection are described in greater detail in the “Significant
Assumptions” section of this report and were developed collaboratively with staff.

Utility Revenue Requirements

To determine revenue requirements, the revenues and expenses for Fiscal Years 2023 and 2024, and 2025
& 2026 budget were analyzed with adjustments made to reflect projected operating characteristics. The
projected financial statements are for cost of service purposes only.

Table 1 is the projected financial statement for the Wastewater Department from 2026 - 2030.

The following pages review cash flow, debt coverage ratio, and rate of return which are important
indicators of financial health.

Ty ST .
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Ufé UTILITY FINANCIAL
SOLUTIONS, LLC

Table 1 - Projected Financial Statements

Wastewater Department

Projected Projected Projected Projected Projected

Description 2026 2027 2028 2029 2030
Operating Revenues:
Total Wastewater Sales S 878507 $§ 921837 § 967,435 $ 1,015,261 $ 1,513,651
Minimum Charge Revenue 2,685 2,318 2,957 3,103 4,626
Miscellaneous 15,000 15,000 15,000 15,000 15,060

Total Operating Revenues $ 896,192 $ 939,704 §$ 985,392 $ 1,033,364 § 1,533,277
Operating Expenses:

Treatment NACA Expense $665,540 S 685506 $ 706071 727,253 5 749,071
Treatment Plant Expense - - - = =
Salaries/wages 110,085 113,387 116,789 120,292 123,901
Retirement - APERS 16,857 17,363 17,884 18,420 18,973
Payroll taxes 8,095 8,338 8,588 8,846 9,111
Employee benefits 29,410 30,292 31,201 32,137 33,101
Contract labor 70,306 72,415 74,588 76,825 79,130
Dues & subscriptions 60,348 62,159 64,023 65,944 67,822
Office supplies 4,887 5,033 5,184 5,340 5,500
Computer software 9,536 9,822 10,117 10,420 10,733
Plant materials and supplies 12,920 13,308 13,707 14,118 14,542
Professional fees 60,029 61,830 63,685 65,595 67,563
Repairs & maintenance 169,830 174,925 180,172 185,577 191,145
Fuel 5,239 5,396 5,558 5,725 5,897
Insurance 5,651 5,821 5,996 6,175 6,361
Miscellaneous 4,300 4,429 4,562 4,699 4,840
Small eguipment 2,405 2,477 2,551 2,628 2,707
Utilities 39,503 40,688 41,909 43,166 44,461
Depreciation Expense 190,040 211,520 224,060 228,560 272,710

Total Operating Expenses $ 1,464,981 $ 1,524,709 $ 1,576,645 $ 1,621,722 $ 1,707,667
Other Income & (Expense)

Interest and Other Income $ 10,332 s 7,749 $  (10,248) $ (21,715) § (33,919)
Interest On Long Term Debt (156,200)  {151,859)  (147,400) (142,818}  (198,109)
Tapping/connection fees 20,000 20,000 20,000 20,000 20,000
Impact fees 58,000 58,000 58,000 58,000 58,000

Non Operating Income/{Expense) $ (67,868) $ (66,110) $ (79,648) $§ (86,534) $ (154,028)
Netncome $ (636,657) $ (651,115) $ (670,900) $ {674,891) 5 (328,418)
Adjusted Operating Income[1] $ (490,788) $ (507,004) § (513,252) $ (510,358) $ (96,390)

Note: Adjusted operating income includes revenue from tap and reconnection fees

Please reference the Assumptions section of this report for historical revenues and expenses

Note 1: Arkansas Department of Agriculture Act 605 requires the City to maintain a refurbishment and replacement

account (depreciation expense) that is used for capital {asset] replacement projects greater than $1,000 [Act. 605
of 2021 : liL4]

Note 2: Arkansas Department of Agriculture Act 605 requires the City to maintain an asset management plan on
essentiol assets of the department. This analysis included a 5-year capital program based on the results of the
City's 2026 asset management analysis [Act. 605 of 2021 : IV.3.a0.ii.1]
B e —
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Uﬁé UTILITY FINANGIAL
: SOLUTIONS, LLC

Projected Cash Flow

Wastewater Department

Table 2 is the projected cash flow for 2026 — 2030, including projections of capital improvements as provided by
Cave Springs. To project actual cash flow the following adjustments are made;

* Depreciation expense (a non-cash item) is added back since it reduces net income an the income
statement but doesn’t involve an actual cash outflow.
* Debt principal payments are subtracted. These are actual cash outflows, but they are not treated
as expenses on the income statement above under accrual accounting.
¢ Capital Expenditures are subtracted. Like principal repayments, these are actual cash outflows
that are not treated as expenses on the income statement above.
* Bond Sales are added in 2025 to fund a WWTP capital project that will conclude in 2026 when
bond payments are assumed to begin.

The projection starts with the actual cash balances from year end 2025. It's important to note that
changes in the capital improvement plan can have a significant impact on projected cash balances, as

they involve large expenditures.

¢+ Ifnew projects are added, or if existing projects become more expensive than anticipated, this
can significantly reduce projected future cash balances.
* Conversely, delaying or scaling back capital projects can help preserve cash.

The cash balance for 2026 is projected at $517k and $-3.5M in 2030. The suggested minimum cash reserve
level for 2026 is $983k and $1.2M for 2030.

Table 2 — Projected Cash Flows (without rate adjustments)

Projected Projected Projected Projected Projected
Description 2026 2027 2028 2029 2030
Projected Cash Flows

Net Income $ (636,657) $ (651,115) $ (670,900) $ (674,891) $ (328,418)
Depreciation Expense/Amortization 190,040 211,520 224,060 228,560 272,710
Subtract Debt Principal (188,606) (223,190) (227,649) {232,231) (273,231)
Add Bond Sale Proceeds 1,000,000 - - - 1,200,000
Cash Available from Operations § 364,777 $ (662,785) $ {674,490} S (678,562) § 871,061
Estimated Annual Capital Additions 537,000 537,000 90,000 135,000 2,072,500
Net Cash From Operations $ ({172,223) ${1,199,785) § (764,490} 5 (813,562) $(1,201,439)

Beginning Cash Balance
Ending Cash Balance

$ 688799 $ 516,576 $

(683,209) $(1,447,698) $(2,261,261)
$ 516,576 $ (683,209) $(1,447,698) $(2,261,261) $(3,462,700)

Recommended Minimum

$ 982,638 $ 1,022,966 $ 1,028,723 ¢ 1,035,076 $ 1,157,245

Cash balances decrease throughout the projection period.

_——%
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Minimum Cash Reserve

Wastewater Department

Table 3 details the minimum level of cash reserves required to help ensure timely replacement of assets
and to provide financial stability of the utility. The methodology used to establish this target is based on
the following assumptions.

Allocator Risk Factor Assigned
Operation & Maintenance Less Depreciation Expense 45 day working capital lag = 12.3% factor
Historical Rate Base Less than 50% Depreciated = 1.0% factor
Current Portion of Debt Service Payment Highest annual debt payment
Five Year Capital Improvements — Net of Bond Proceeds 20% of five year capital plan

Based on these assumptions, Cave Springs should maintain a minimum of $983k in cash reserves for 2026
and $1.2M in 2030.

Table 3 — Minimum Cash Reserves (without rate adjustments)

Projected Projected Projected Projected Projected
Description 2026 2027 2028 2029 2030

Minimum Cash Reserve Levels Determinants

Operation & Maintenance Less Depreciation Expense  § 1,274,941 $ 1,313,180 $ 1,352,585 $ 1,393,162 $ 1,434,957

Historical Rate Base 24,634,737 25,171,737 25,261,737 25,396,737 27,469,237

Current Portion of Debt Service Payment 344,806 375,049 375,049 375,049 471,340

Five Year Capital Improvements - Net of bond proceed 1,171,500 1,171,500 1,171,500 1,171,500 1,171,500
Minimum Cash Reserve Allocation

Operation & Maintenance Less Depreciation Expense 12.3% 12.3% 12.3% 12.3% 12.3%
Historical Rate Base 1% 1% 1% 1% 1%
Current Portion of Debt Service Payment 100% 100% 100% 100% 100%
Five Year Capital Improvements - Net of bond proceed 20% 20% 20% 20% 20%
% Plant Depreciated 16% 17% 17% 18% 18%

Calculated Minimum Cash Level
Operation & Maintenance Less Depreciation Expense § 157,184 $ 161,900 $ 166,757 $ 171,760 $ 176,913

Historical Rate Base 246,347 251,717 252,617 253,967 274,692
Current Portion of Debt Service Reserve 344,806 375,049 375,049 375,049 471,340
Five Year Capital Improvements - Net of bond proceed 234,300 234,300 234,300 234,300 234,300

Minimum Cash Reserve levels $ 982,638 $ 1,022,966 $ 1,028,723 % 1,035,076 $ 1,157,245
Projected Cash Reserves $ 516,576 $ (683,209) 5(1,447,698) 5$(2,261,261) $(3,462,700)

Projected cash balances are below the suggested minimums during the projection period under current
rates.

%
City of Cave Springs
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Ul'(é SOLUTIONS, LLe - Wastewater Department
Debt Coverage Ratio

Table 4 is the projected debt coverage ratios with capital additions as provided by Cave Springs. Debt
coverage ratio is a measurement of debt affordability and measures the cash flow from operations in that
fiscal year. A ratio of 1, indicates there was enough cash flow from operations to pay the debt payment
one time. The minimum suggested debt coverage ratio for prudent financial planning purposes is 1.40.

Maintaining a 1.40 debt coverage ratio is good business practice and helps to achieve the following:

a. Helps to ensure debt coverage ratios are met in years when sales are low due to cold or wet
summers or loss of a major customer(s).

b. When debt coverage ratios are consistently met, it may help obtain a higher bond rating if revenue
bonds are sold in the future, to lower interest cost.

Table 4 - Projected Debt Coverage Ratios {without rate adjustments)

Projected Projected Projected Projected Projected

Description 2026 2027 2028 2029 2030
Debt Coverage Ratio

Net Income $ (636,657) $ (651,115) $ (670,900) $ (674,891) $ (328,418)
Add Depreciation/Amortization Expense 190,040 211,520 224,060 228,560 272,710
Add Interest Expense 156,200 151,859 147,400 142,818 198,108
Cash Generated from Operations  $ {290,417} $ (287,736) $ {299,441} $ (303,513} § 142,401

Debt Principal and Interest S 344,806 S§ 375,049 S 375049 S 375,049 S 471,340
Projected Debt Coverage Ratio (Covenants) (0.84) {0.77) {0.80} (0.81} 0.30
Minimum Debt Coverage Ratio 1.4 1.4 1.4 1.4 1.4

Debt coverage is below the minimum beginning in 2026 without changes in rates.

Note: Arkansas Department of Agriculture Act 605 requires a minimum debt coverage ratio of 1.1

%
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Uﬁé UTILITY FINANCIAL
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Optimal Rate Funded Capital (Target Operating Income)

Wastewater Department

The optimal rate-funded capital target, or target operating income, is an essential concept in utility
finance. It ensures the utility can meet its current financial obligations, plan for future capital needs, and
operate in a financially sustainable and responsible manner. This concept is central to rate setting and is
designed to balance the need for financial sustainability with the goal of fair and equitable rates for
customers,

The operating income target aims to address several key financial needs for the utility.

A. Funding of Interest Expense on Outstanding Debt Principal — Utilities often take on debt to fund
major capital projects. The interest on this debt is a recurring expense that must be paid to keep
the utility in good financial standing. By setting rates to achieve a target operating income, the
utility ensures it has enough revenue to cover these interest payments.,

B. Funding of Inflationary Increase on Assets Invested in the System — As time passes and inflation
occurs, the cost to replace or upgrade the utility's assets (e.g., pipes, treatment plants) increases.
Target operating income should be sufficient to cover these increased costs, ensuring that the
utility can continue to maintain and replace its infrastructure as needed without placing a financial
burden on future generations.

Maintaining an ideal operating income helps ensure that current customers are paying for the full cost of
the services they are receiving, rather than deferring these costs to future generations. This is a key
principle of intergenerational equity and ensures the utility remains financially viable. Table 5 identifies
the utility basis target established for 2026 is $628,549 and increases to $742,914 in 2030.

Table 5 ~ Target Operating Income Calculation {without rate adjustments)

Projected Projected Projected Projected Projected

Description 2026 2027 2028 2029 2030

Optimal Operating Income Determinants

Net Book Value/Working Capital $20,686,245 $21,011,726 $20,877,666 $20,784,106 $22,583,896

Outstanding Principal on Debt 7,891,415 7,668,225 7,440,576 7,208,345 8,135,114

System Equity 512,794,831 $13,343,501 $13,437,090 $13,575,761 $14,448,782

Debt:Equity Ratio 38% 36% 36% 35% 36%
Optimal Operating Income Aliocation

Interest on Debt 1.98% 1.98% 1.98% 1.98% 2.24%

System Equity 3.69% 3.71% 3.75% 3.79% 3.77%
Optimal Operating Income

Interest on Debt S 156,200 § 151,858 $ 147,400 & 142,818 § 198,109

System Equity $ 472348 S 495545 S 504,020 $§ 514,248 S 544,204

Optimal Operating Income $§ 628,549 § 647,404 $ 651,420 $ 657,066 $ 742,914
Projected Operating Income $ (490,788) $ (507,004) $ {513,252) $ (510,358) S (96,390)
Rate of Return in % 3.0% 3.1% 3.1% 3.2% 3.3%

Projected operating income shows losses throughout the projection period.

T T e T —
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Projected Rate Track

Wastewater Department

Increasing rates require balancing the financial health of the utility with the financial impact on customers
and cost of service results. Table 6 is the su mmary financial projection without any rate changes.
Operating income is negative and continues to fall to $-96,390 in 2030.

Table 6 — Summary of Financials without Rate Adjustment

Projected Effective Capital Adjusted Optimal Projected Recommende Deht
Fiscal Rates Rate Rate Improvement Operating  Operating Cash d Minimum Coverage Bond Issues
Year  Effective on:  Adjustments Adjustments Plan Income Income Balances  Cash Reserve Ratio {20Yr @ 5%)
2026 ful. 1, 2026 0.0% 0.0% S 537,000 | 5 (490,788) $ 628549 | § 516,576 $ 982,638 {0.84} 51,000,000
2027 Jan. 1, 2027 00% 7 0.0% 537,000 | (507,004} 647,404 (633,209) 1,022,966 {0.77} -
2028 Jan. 1, 2028 0.0% 0.0% 90,000 {513,252) 651,420 | (1,447,698} 1,028,723 {0.80) -
2029 an. 1, 2029 00 7 o0.0% 135,000 {510,358) 657,066 | (2,261,261} 1,035,076 {0.81) -
2030 Jan. 1, 2030 0.0% i 0.0% 2,072,500 (96,390) 742,914 | (3,462,700) 1,157,245 0.30 1,200,000

The study identifies increasing current revenues throughout the projection period to keep operating
income positive. Table 7 is a summary of the financial results detailing the projected revenue adjustments.

Table 7 — Projected Revenue Adjustments

Projected Effective Capital Adjusted Optimal Projected Recommende Debt
Fiscal Rates Rate Rate Improvement Operating  Operating Cash d Minimum Coverage Bond Issues
Year  Effective on:  Adjustments Adjustments Plan Income Income Balances  Cash Reserve Ratio {20¥r @ 5%)
2026l 1, 2026 50.0% 25.0% $ 5370008 {271,162) 5 628549 | & 736,203 $ 982,638 (0.21} $ 1,000,000
2027 Jan. 1, 2027 50.0% 50.0% 537,000 301,055 647,404 347,772 1,022,966 1.40 -
2028 tan. 1, 2028 4.0% 4.0% 50,000 407,467 651,420 519,467 1,028,723 1.70 -
2029  Janm, 1, 2029 4.0% " 4.0% 135,000 535,262 657,066 781,032 1,035,076 2.06 -
2030 Jon. 1, 2030 4,004 i 4.0% 2,072,500 | 1,585,610 742,914 1,307,228 1,157,245 3.57 1,200,000

%
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Wastewater Department

Ufé UTILITY FINANCIAL
SOLUTIONS, LLC
3. Cost of Service Summary

A cost of service study was completed to determine the cost of providing service to each class of customers
and to assist in designing wastewater rates for customers. A cost of service study consists of the following
general steps:

1. Determine utility revenue requirement for test year 2026.
2. Classify utility expenses into common cost pools.
3. Compare revenues received to the cost of service.

The cost of service summary is included as Table 8 which compares the projected cost 1o serve with the
revenue received. The “% change” column is the revenue adjustment necessary to meet projected cost
of service requirements. The cost of service summary uses the current rates, including any adjustment
factors.

Table 8 — Cost of Service Summary

Projected
Cost of Service Revenues
Customer Class {S) ($) % Change
Customer Service Charges "¢ 454384 § 878,507 -48.3%
Wastewater Sales ¥ 1543461 . 0.0%
Total $ 1997844 $ 878,507 127.4%

m
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Uﬁé UTILITY FINANCIAL
| SOLUTIONS, LLC

Cost of Service Components

Wastewater Department

The cost of service study is a critical tool in utility finance and management. It ensures that rates are set
based on actual costs, and it helps to distribute those costs fairly among customers, based on how they
use the service. It provides guidance for setting rates that support the utility's financial health and its
capacity to provide reliable service in the long-term.

The purpose of a cost of service study is to allocate costs to customer classes, identify costs related to the
flow component {Volume Costs) and customer service costs based on the size of meter installed to serve
the customer location. The cost of service study was based on recognized procedures from the Water
Environment Federation {WEF).

The two main billing components of wastewater rates are described below.

Customer Costs {Fixed) are costs associated with serving customers regardless of volume or demand
characteristics. Expenses related to minimum collection system size, services, billing, and collection
costs were allocated on the relative size of meters and number of customers. Meter sizes are used as
a proxy for each customer’s potential impact on the collection system.

Volume Costs {Variable) are costs that tend to vary with the quantity of wastewater collected,
including costs associated with treatment, chemicals, electricity, pumping, transmission, and
collecting wastewater from customers.

Table 9 details the current minimum bill and provides a comparison with the cost of service. The rates
below are not the suggested rates. They are used as a guide to move toward cost of service slowly over
time.

Table 9 — Comparison of Current Flat Charge (Fixed) with Cost of Service

Cost of Service  Current Meter

Customer Class Meter S/Month S/Month Variance
Residential & Condo Meter § 2579 S 50.00 -48%
Commercial Meter 32.27 55.00 -41%

%—
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Table 10 outlines the cost of service volume rates compared to the current volume charge. The rates

below are not the suggested rates. They are used as a guide to move toward cost of service slowly over
time.

Wastewater Department

Table 10 — Comparison of Current Volume Charge (Variable) with Cost of Service

Cost of Service Current

Volume by Volume
Customer Class Class Charge Variance
Residential User Usage S 18.94 S - 0%
Commercial User Usage 18.60 - 0%

et ————
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Uﬁé RNy D Wastewater Department

4. Significant Assumptions
This section outlines the procedures used to develop the cost of service for Cave Springs and the related
significant assumptions.

Rate Implementation
Anticipated rate adjustments are modeled to take place on July 1%t 2026, and each January 1% thereafter.

Forecasted Operating Revenue & Expenses
Forecasted expenses were based on 2023 and 2024, and 2025 & 2026 budget and adjusted for inflation.

Table 11 is a summary of the expenses used in the analysis.

Table 11 — Projected Operating Revenue & Expenses

Actual Actual Actual Projected Projected Projected Projected Projected
Descripficn 2023 2024 2025 2025 2027 2028 2029 2030
Operating Revenues:
Total Wastewater Sales S 795469 S 835070 S 854,232 $ 878507 S$ 921,887 § 967,435 § 1,015261 § 1,513,651
Minimum Charge Revenue - 380 - 2,685 2,818 2,957 3,103 4,626
Miscellanecus = o 55,885 15,000 15,000 15,000 15,000 15,000

Total Operating Revenues $ 795,460 § 835070 $ 910,127 5 896,192 § 939,704 § 985,392 3 1,033,364 & 1,533,277
Operating Expenses:

Treatment NACA Expense 5 -5 - 218,499 $665540 S 685506 S5 706,07t & 727,253 & 749,071
Treatment Plant Expense 121,737 - - - - -
Salaries/wages 83,659 84,159 106,878 110,085 113,387 116,789 120,292 123,901
Retirement - APERS 16,366 16,857 17,363 17,884 18,420 18,973
Payroll taxes 6,141 5,874 7,859 8,095 8,338 8,588 8,845 9,111
Employee benefits 30,259 32,086 23,316 25,410 30,292 31,201 32,137 33,101
Contract labor 81,600 86,400 36,775 70,306 72,415 74,588 76,825 79,130
Dues & subscriptions 10,772 156,810 8,189 60,348 62,159 64,023 5,944 67,922
Cffice supplies 4,015 4,822 5,396 4,887 5,033 5,184 5,340 5,500
Compuier software 12,347 11,008 4,420 9,536 9,822 10,117 10,420 10,733
Plant materials and supplies - 33,174 4,457 12,920 13,308 13,707 14,118 14,542
Professional fees 71,273 124,297 154,112 60,029 61,830 63,685 65,595 67,563
Repairs & maintenance 257,265 116,996 120,389 169,830 174,925 180,172 185,577 191,145
Fuel 3,701 4770 6,789 5,239 5,396 5,658 5725 5,897
Insurance 4,824 4,774 5,862 5,651 5,821 5,996 6,175 6,361
Miscellaneous 163,807 14,184 4,343 4300 4,429 4,562 4,659 4,840
Small equipment 4,466 1,157 1,382 2,405 2,477 2,551 2,628 2,707
Utilities 37,700 39,242 29,668 39,503 40,688 41,909 43,166 44,461
Depreciation Expense 180,920 180,421 182,474 190,040 211,520 224,060 228,560 272,710

Total Operating Expenses” $1,187,154 $1,145514 $1,167,714 § 1,464,981 $ 1,524,709 § 1,576,645 § 1,621,722 § 1,707,667
Other Income & {Expense}

Interest and Other Income s 2,113 & 6,130 S 679 § 10332 § 7749 S (10,248) $ (21,715) § {33,919)
Interest On Long Term Debt 4 (327} § (48,122) {48122) {155,200}  {151,859)  (147,400)  (142,818) (198,109
Tapping/connection fees 37,500 2,500 22,420 20,000 20,000 20,000 20,000 20,000
Impact fees 178,000 34,000 58,000 58,000 58,000 58,000 58,000 58,000

Non Operating Income/{Expense} $2,160,201 $3,038374 $ 32,977 $ (67,868) $ (66,110) § (79,648} & (86,534) § (154,028)
Netincome $1,768516 $2,728310 § (224,610) & {636657) § (651,115) $ {670,900) $ (574,891) & (328,418}
Adjusted Operating Income[1] $ (176,185} $ {273,564) $ (177,168) & (490,788) $ (507,004) § (513,252) $ {510,358) § [96,390)

Note: Adjusted operating income includes revenue from tap and reconnection fees

e e . . o - e -e-—— e e e e ey
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Wastewater Department

Unit Sales
Growth projections used for 2026 — 2030 based on discussions with management.
Annex Current Total Total Commodity
Fiscal | Area# Area # Meter Meter Est. Sales | Sales Flow
Year | Meters Meters Counts Growth Flow Growth
2026 1,462 1,462 2.3% 41,590 3.4%
2027 1,535 1,535 5.0% 85,615 4.9%
2028 1,611 1,611 5.0% 89,849 4.9%
2029 1,692 1,692 5.0% 94,291 4.9%
2030 755 1,777 2,532  45.6% 140,578 49.1%

Billed commodity units are not available currently for specific customer meters with sewer. This study
based available commodity units for each sewer customer class based on average monthly water
consumption per meter using 2024 water billing statistics. It is recommended that the first year of billed
sewer commodity be reviewed with assumptions used in this analysis for reasonableness.

Residential class units based on average water commodity per meter in:

e Non-summer (Nov-Apr) : based on water consumption in billing period

s Summer {May-Oct) : based on average monthly water consumption in non-summer season
Commercial class units based on water consumption in billing period

Inflation
Inflation was assumed at 3.0% annually.

Depreciation Expense
Depreciation expense was projected based on historical capital additions and discussions with
management on future capital additions.

Interest Income
Interest income was forecasted based on projected cash balances and an interest rate of 1.5%.

Bonding
Cave Springs anticipates bonding for a large WWTP capital project planned in 2025 and 2026.

Table 12 — Bonding Assumptions for ARDOT and Scissortail Connection Capital Projects

Fiscal Bond Issues Period
Year (20Yr @ 5%} (years) Rate
2026 S 1,000,000 20 5.00%

2027 S 20 5.00%
2028 - 20 5.00%
2029 - 20 5.00%

2030 1,200,000 20 5.00%

..
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Wastewater Department

Capital Improvements

The capital improvement projections were provided by Cave Springs. Projections for 2026 — 2030 are
outlined in Table 13.

Table 13 — Capital Improvements Projection

MCE Sewer Capital
Fiscal | Projects System  Improvement
Year Cip CIP Plan
2026| $ 501,000 $ 36,000 3§ 537,000
2027 501,000 36,000 537,000
2028 - 90,000 90,000
2029 - 135,000 135,000
2030 1,937,500 135,000 2,072,500

——_—%—_—_
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5. Considerations and Additional Information

UTILITY FINANCIAL
SOLUTIONS, LLC

Wastewater Department

1. Cave Springs is projected to require an increase in rates charged to customers. This rate track will
increase the operating income and help to stabilize cash balances.

Projected Effective Capital Adjusted Optimal Projected  Recommende Debt
Fiscal Rates Rate Rate Improvement Operating  Operating Cash d Minimum Coverage Bord Issues
Year  Effective on:  Adjustments Adjustments Plan income Income Balances  Cash Reserve Ratio {20Yr @ 5%)
2036 Jul. 1, 2026 50.0% 25.0% $ 5370005 (271,162) $§ 628549 |5 735208 $ 982,638 {0.21) 3 1,000,00
2027 Jan. 1, 2027 5.0 | 50.0% 537,000 301,055 647,404 347,772 1,002,966 1.40 =
2028 Jan. 1, 2028 4.0% 8.0% 90,000 407,467 651,420 519,467 1,028,723 1.70 N
2029 Jan. 1, 2029 4.0% 4.0% 135,000 £35,262 657,066 721,032 1,035,076 2.06 =
2030 Jan. 1, 2030 a7 sox 2,072500| 1,535,610 742,914 1,307,228 1,157,245 3.97 1,200,000

2. Unknown events can occur that affect a utility’s financial plan. It is recommended that Cave Springs
have the financial projection study updated annually to ensure the utility can meet revenue
requirements with the current rate plan. Cost of service studies are separate from the financial
projection and can be refreshed every 3-5 years.

e e ——

City of Cave Springs
Wastewater Cost of Service & Financial Projection

Page | 16



U% UTILITY FINANGIAL
SOLUTIONS, LLC

Wastewater Department

6. Optional Sewer Rate Design

Rate Summary:

Rates Current Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
Monthly Meter Charge
Meter Size
Residential Base Charge S 50.00 § 38.00 § 25.00 s 25.00
Residential Minimum Charge S 15.00 § 2100 $ 29.00 $ 30.00
Commercial Base Charge S 55.00 § 4550 $ 3500 S 35.00
Condo User Base Charge S 50.00 § 38.00 § 25.00 $ 25.00
Condo User x5 Base Charge S 50.00 § 38.00 $ 25.00 § 25.00
Usage Charge Per 1,000 Gallons
All Units [1] ) - [ 796 § 18.82 §$ 19.20
Revenue from Rate $ 881,192 5 1,321,757 S 1,982,636 S 2,062,463
Change from Previous {0) 50.0% 50.0% 4.0%
Average $ Change per Month Usage (x1,000) Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
Residential Base Charge 45 5§ 23.80 § 35.90 3 4.39
Commercial Base Charge 48 § 2853 § 4145 § 4.67
Condo User Base Charge 45 § 23.80 S 35.90 § 4.39
Condo User x5 Base Charge 45 5§ 23.80 § 35.80 § 4,39

City of Cave Springs

Wastewater Cost of Service & Financial Projection Page | 17



Wastewater Department

UFé UTILITY FINANCIAL
* SOLUTIONS, LLC

City of Cave Springs Wastwater Department

Effect of Rate Design
Residential Customer

Rates Current Jun. 1, 2026 Jan. 1, 2027 Jan. 1,2028
Monthly Meter Charge S 50.00 S 38.00 S 25.00 S 25.00
Usage Charge per 1,000 Gallons

All Units [1] $ - 7.96 $ 18.82 § 19.80

Note [1]: Commodity in May through Oct billed based on average water consumption in Nov through Ap
Average $ Change per Month

Usage (x1,000) Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
0.5 $ (8.02) $ {7.57} $ 0.49
15 S (0.07) § 330 s 1.46
2.5 s 7.89 § 14.17 § 2.44
3.5 S 15.85 5 25.04 3 3.42
4.5 Avg. Usage S 23.80 S 35.90 S 4.39
5.5 S 3176 S 46.77 § 5.37
6.5 5 39.72 § 57.64 5§ 6.35
7.5 S 47.67 S 68.50 S 7.32
8.5 s 55.63 S 79.37 & 8.30

Monthly Bill By Usage

Usage (x1,000) Current Jun. 1, 2026 Jan. 1, 2027 Jan. 1, 2028
0.5 S 50.00 § 4198 S 3441 % 34.90
15 S 50.00 5 4993 § 53.24 § 54.70
2.5 S 50.00 $§ 57.89 S 72.06 S 74.50
35 S 50.00 § 65.85 § 90.88 S 94.30
4.5 S 50.00 5 73.80 § 109.71 S 114.10
5.5 S 50.00 s 8176 5 128.53 5 133.90
6.5 S 50.00 S 89.72 § 147.35 5 153.70
7.5 S 50.00 S 97.67 $ 166.18 &S 173.50
8.5 S 50.00 § 105.63 5 185.00 S 193.30

Note: For customers with wells and are only provided with a sewer service, the commodity charge will be based
on 4,500 gallons, the average residential class, non-summer water consumption.

City of Cave Springs
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Uﬁé UTILITY FINANCIAL
_ SOLUTIONS, LLC

Wastewater Department

City of Cave Springs Wastwater Department

Effect of Rate Design
Commercial Customer

Rates Current Jun. 1, 2026 ian. 1, 2027 Jan. 1,2028
Monthly Meter Charge S 55.00 § 4550 § 35.00 $ 35.00
Usage Charge per 1,000 Gallons

All Units [1] S - 5 7.96 § 18.82 S 19.80
Average Monthly Bill ($) S 55.00 § 83.53 & 124,98 5§ 129.65

Note [1]: Commodity billed based on water consuption in bifling period
Average $ Change per Month

Usage (x1,000) Jun. 1, 2026 Jan. 1,2027 lan. 1, 2028
2.4 S 89.52 § 15.47 § 2.33
3.0 S 14.27 S 2197 S 2.92
3.6 S 15.03 s 28.46 S 3.50
4.2 5 23.78 § 3495 § 4.08
4.8 Avg. Usage S 28.53 § 41.45 5 4.67
5.4 S 33.29 § 4794 § 5.25
6.0 S 38.04 § 54.43 § 5.83
6.6 S 42.80 § 60.93 § 6.42
7.2 S 4755 § 67.42 S 7.00

Monthly Bill By Usage

Usage {x1,000) Current Jun, 1, 2026 Jan. 1, 2027 Jan. 1, 2028
2.4 S 55.00 S 64.52 S 79.99 S 82.32
3.0 S 55.00 S 69.27 S 91.24 s 94.15
3.6 S 55.00 § 74.03 § 102.49 § 105.99
4.2 S 55.00 § 7878 S 113.73 s 117.82
4.8 S 55.00 S 83.53 § 12498 5 129.65
5.4 S 55.00 S 88.29 5§ 136.23 s 141.48
6.0 5 55.00 § 93.04 § 147.48 S 153.31
6.6 S 5500 S 97.80 S 158.72 s 165.14
7.2 S 55.00 S 10255 § 169.97 § 176.97

#—%

ity of Cave Springs
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Ufé UTILITY FINANGIAL
SOLUTIONS, LLC

Note: Replacement costs stated in 2025 dollars (page 2 of 2)
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Wastewater Department

U% UTILITY FINANGIAL
- SOLUTIONS, LLC

8. Approved Provider Statement for Utility Financial Solutions, LLC

ARKANSAS DEPARTMENT OF AGRICULTURE

Matural Resources Division
s 10421 West Markham Street, Litthe Rock, AR 72205
Sarah H%ﬂ‘f‘ﬁﬁz f""r‘d‘*" agriculture.arkansas.gov
' {501) 682-14611

Wes Ward
Secretary of Agriculture

November 7, 2023

Delivery via emall to Mark Beaucharmp at mbeauchamp@ufsweb.com

Mark Beauchamg, President
Utility Financial Solutions, tiC
185 Sun Meadow (1.

Helland, M 49424

Subject: Retail Water Provider - Rate Study Provider Application
Mr. Beauchamp,

Per Act 605 of 2621 {Act), the Arkansas Natural Resaurces Commission maintains an approved list of
entities to conduct rate studies for water service providers, The Department received your application
for inclusion on the list of approved rate study providers. Upon review of your application, we have
determined that Utility Financial Solutions, LLC meets the requirements for inclusion on the approved
Hst.

As scknowledged on your application, all rate studies performed by an approved rate study provider shall
be an ohjective and unbiased review of the water service provider's fiscal status, Any rate studies you
complete for entities subject to the Act must Include a certification that such study compties with the Act
and the Rules implementing the Act. Please note that the Arkansas Natural Resources Cammission ray
remove an approved rate study provider from its list of approved entities if it determines that an entity
violated Arkansas law or Commission rules in performing a rate study

Please do not hesitate to call me at {501) 682-3977 or vis email at darla.brooks @3 griculture arkansas.gov
if you have any questiens or need additional information.

Sincerely,

Dede 2.0

Darla S, Brooks
Audit Coordinator — Act 805 Compliance

City of Cave Springs
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Water and Sewer Rate Study Fact Shest

City of Cave Springs

Arkansas law requires the rate study to be performed and rate increases to be
implemented:

Act 605 of 2021 requires a rate study every 5 years for all retail water providersin
the state.

Act 925 of 2025 requires a rate study every 5 years for sewer collection and sewer
freatment providers in the state.

Both Act 605 of 2021 and Act 925 of 2025 require the city to implement of each
study’s recommended rate increases. The rate studies are required to be filed with
Arkansas Legislative Audit and the Arkansas Department of Agriculture’s Natural
Resources Division

Both Act 605 of 2021 and Act 925 of 2025 state that the failure of a water or sewer
provider to perform the rate studies, or to implement recommended rate
increases, will put the utility provider in “fiscal distress”

The water and sewer rates studies are based on current and future obligations and
projections.

The City of Cave Springs Water and Sewer Department has been able to absorb rate
increases and increasing costs for over 10 yvears without a rate increase:

The last water rate increase was adopted on October 12, 2015 by Ordinance No.
2015-09

The last water rate change was actually a small rate reduction that was adopted on
lune 28, 2022 by Ordinance No. 2022-16.

For the past 10 years, the City of Cave Springs Water and Sewer Department has
been able to absorb increases in water purchase costs and increasing costs without
passing these costs on to the users.

The current sewer rate was based on a monthly flat fee that has to change in order to

reflect usage:

The residential sewer rates has always been charged a $50.00 monthly flat rate that
was put into place through a previous sewer system that has been discontinued.
The city’s new system connection is billed based on usage.

With the flat monthly rate, low use customers have subsidized high volurme users.
Sewer billing based on use is the standard and promotes equity and pay for use.
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Stricken language would be deleted from and underlined language would be added to present law.
Act 605 of the Regular Session

State of Arkansas As Engrossed: H3/11/21
93rd General Assembly 1
Regular Session, 2021 SENATE BILIL 386

By: Senator A. Clark
By: Representative Love

For An Act To Be Entitled
AN ACT TO AMEND THE LAW CONCERNING RETAIL WATER
PROVIDERS AND RELATED SERVICE; AND FOR OTHER
PURPOSES.

Subtitle
TO AMEND THE LAW CONCERNING RETAIL WATER
PROVIDERS AND RELATED SERVICE.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF ARKANSAS:

SECTION 1. Arkansas Code Title 14, Chapter 234, is amended to add an

additional subchapter to read as follows:

Subchapter 8 — Oversight of Retail Water Providers

14-234-801. Findings — Definitions.

{a) The General Assembly finds that:

(1) Oversight of providers in the state is primarilv handled by

the Arkansas Natural Resources Commission and the Department of Health;

(2) The oversight of these providers is spread out and results

in the inability of a single state entity to monitor and help initiate

necessary changes in public access of water, rate structures, the

sustainability of the providers, and the protection of consumer rights;

(3) While local control is important, the current landscape of

providers has the potential to create inefficiencies in service and

instability in fiscal management;

(4) Combining smaller providers mavy be necessary in some areas

LT e
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As Engrossed: H3/11/21 SB386

in order to guarantee dependable and plentiful provision of water and to

avoid unsustainable rate increases;

{5) Many providers have an aging workforce, and there is a need

for education of the governing bodies of these providers concerning the

importance of recruiting and retaining an expert workforce; and

(6) Training of local, state, and federal leaders on issues

surrounding provider persconnel, finances, compliance, and environmental

factors is needed.

(b} As used in this subchapter:

(1) "Commission" means the Arkansas Natural Resources

Commissions

(2) "Provider" means any provider of retail water service; and

(3) "Provider board" means the governing bodv of a provider,

whether the governing body is organized as a board, commission, committee,

council, or other type of entity.

14-234-802. Fiscal distress — Improvement plans — Rates and rate

studies.

{a)(1) TFor the purposes of this section, a provider is in fiscal

distress if the provider:

(A) Fails to obtain a rate study as required under this

section;

(B) Fails to implement a completed rate study required

under this section; or

(C) Has been found by the commission tc be in significant

noncompliance with rules of the commission because of inadeguate funds for

operation and maintenance or inadegquate compliance with rules of the

commission.

(2) A provider may be found by the commission to be subject to

this section if a member of the provider’s board does not receive the

training required under § 14-234-805.

(b) The commission shall maintain and publish on the commission’s

website a list of providers in fiscal distress.

(c){(1l) A provider shall obtain a rate study on the following schedule:

(A) Bv July 1, 2024, and every five (5) vears thereafter

for a provider that serves five hundred (500) or fewer customers;

2 03-11-2021 13:32:49 KLL115
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As Engrossed: H3/11/21 SB386

(B) By July 1, 2025, and every five (5) vears thereafter

for a provider that serves five hundred one (501) to one thousand {(1,000)

customers; and

(C) By July 1, 2026, and every five (5) vears thereafter

for a provider that serves more than one thousand (1,000) customers.

{2)(A) Rates shall adequately address costs for:

(i) Operation and maintenance:

(ii) Debt service;

(iii)} Required reserves;

(iv) Depreciation:

(v) Future capital expenses;

(vi) An annual audit or agreed-upon procedures and

compilation report; and

{vii) Other expenses as necessary.

(B)(i) The rates recommended in the rate study that is

obtained and chosen by the provider shall be implemented by the provider in

the manner provided under the applicable law for modifying rates.

(ii) Except as provided in subdivision

{(c)(2)(B)(diii) of this section, an increase in rates recommended in the rate

study shall be implemented within one (1) year of the receipt of the rate

study.

(iii) Tf recommended rates increase the provider’s

rates by fifry percent (50%) or more from the fiscal vear before the rate

study was completed, the provider may phase in the rate increase over a two-

year period.
{d){1) The commission shall determine by rule the requirements of the

rate study, including without limitation a review of the provider’s

refurbishment and replacement account and asset management plan.

(2)(A) The rate study shall use as its basis the guidelines of

the American Water Works Association and the Water Environment Federation.

(B) The commission shall determine by rule an appropriate

entity to provide guidelines for the rate study to use as its basis if

guidelines of the American Water Works Association and the Water Environment

Federation are unavailable.

f{e} A provider shall deposit a minimum of five percent (5%) per annum

of gross revenues in a dedicated refurbishment and replacement account within

3 03-11-2021 13:32:49 KLL115
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As Engrossed: H3/11/21 $B386

twelve (12) months of implementation of the rate, unless a different amount

is determined by a rate study.

(£)(1) The commission shall maintain an approved list of entitdies to

conduct rate studies required by this section, includine without limitation

the Arkansas Rural Water Association, professional engineers, certified

public accountants, economists, and actuaries.

(2) 1f a provider chooses an entity to conduct the rate study

that is not on the approved list of entities, the entitv is required to have

conducted at least one (1) rate study in the state in the previous five-vyear

period.

(£)(1) To ensure fiscal soundness, the commission shall consider and

approve a new provider with fewer than three hundred (300) customers within

the proposed service area only if:

(A) The commission determines that public health or the

environment is threatened without the approval of the new provider; or

{(B) There is no other viable alternative.

(2) A new provider with fewer than three hundred (300) customers

seeking approval shall:

(A) Be organized through a political subdivision,

including without limitation an improvement district, a county, or a

municipality;

(B) Demonstrate the ability to remain fiscally

sustainable; and

(C) Complete a technical, financial, and managerial

capacity review conducted by the commission.

(h)¢(1l) A provider that plans to undertake a major development project

shall obtain a rate study or amend the provider’s existing rate study before

beginning the major development project to include consideration of the

financial impact of the major development project on the Ffiscal

sustainability of the provider.

(2) As used in this subsection, "major development project"

means a project that exceeds twenty percent (20%) of gross revenues of the

provider for the immediately preceding fiscal vear.

Li) A provider shall file its most recent rate study annually with

Arkansas Legislative Audit at the same time the provider files its audit

report or agreed-upon procedures and compilation report as required under §

4 03-11-2021 13:32:49 KLL115
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As Engrossed: H3/11/21 SB386

14-234-120.

9)(1) The commission shall annually identify and notify a provider if

the provider is in fiscal distress.

{2) The provider may appeal the finding to the Pulaski County

Circuit Court.

K)(1) A provider found to be in fiscal distress shall file an

improvement plan with the commission, including without limitation specific

action to be taken to correct financial, technical, and managerial

deficiencies, within ninety (90) days of the finding of fiscal distress.

(2)(A) Upon receipt of the improvement plan under this

subsection, the commission shall review the improvement plan and:

(i) Approve the improvement plan in whole or in

part;
(ii) Modify the improvement plan; or

(iii) Deny the improvement plan.

(B) At the time the commission determines that the

provider is no longer in fiscal distress, the commission shall remove the

fiscal distress designation and notify the crovider.

(1) If a provider is found to be in fiscal distress, the provider

shall not receive state financial assistance for water operations until an

improvement plan that has been approved by the commigsion is in place, unless

the financial assistance is immediately necessary to ensure preservation of

the public peace, health, and safety, as determined by the commission.

(m) If the provider is found to be in fiscal distress, the provider

shall obtain written authorization from the commission to:

(1) Incur additional debt:

(2) Accept assistance for the refurbishment or replacement of

facilities or construction of facilities not within the provider’s

improvement plang: or

(3) Transfer assets to another entity.

14-234-803. Workforce recruitment and retention — Education.

A provider shall:

{1) Work with the Association of Arkansas Counties and the

Arkansas Municipal League to develop training for leaders of the county or

municipality;

5 03-11-2021 13:32:49 KLL115
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As Engrossed: H3/11/21 SB386

(2) Provide suitable compensation and incentives to encourage

individuals to consider a career with the provider; and

(3) Promote the recruitment, education, and licensing of

employees of the provider.

14-234-804. Municipal providers — Provision of water to nonresident

customers — Advisory committee.

(a)(1) Tf a municipal provider is unable or unwilling to provide

service to a nonresident property owner residing in the provider's service

area, the commission may require the municipal provider to release the

nonresident property owner to a willing provider.

(2) If required by the willing provider, a nonresident property

owner may be required to pav the costs of necessary extensions to connect to

the willing provider.

(3) A municipal provider shall not release a service area of the

municipal provider if the release would invalidate or encumber the issuance

or retirement of a bond, promissory note, or certificate of indebtedness

related to the service area.

(b)(1) A municipal provider that is willing to provide service to

areas outside the municipal boundaries and within its service area shall do

so through an application made by the affected property owner or through an

agreement executed by the municipal provider and the affected property owner.

(2) Tf the municipal provider has a prerequisite that the

affected property owner annex inte the municipal boundaries before providing

service, the prerequisite shall be clearly defined in an application or

agreement.

{(3) Failure to clearly define any annexation requirement within

the application or agreement prohibits the municipal provider from requiring

annexation in exchange for service for those areas without agreement from the

affected property ocwner.

{c)(1) TIf a municipal provider services customers outside the

municipal boundaries of the municipal provider and the number of those

customers coutside the municipal boundaries and in unincorporated areas equals

or exceeds twenty percent (20%) of the total customer base of the municipal

provider, a nonvoting advisory committee to the municipal provider board

shall be created by the governing body of the municipality in which the

6 03-11-2021 13:32:49 KLLI15
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As Engrossed: H3/11/21 SB386

municipal provider is located.

(2) The makeup and duties of an advisory committee created under

subdivision (e} (1) of this section shall be determined by the governing body

of the municipality that creates the advisory committee.

(3) Two (2) nonresident customers from the area served outside

the municipal boundaries and in unincorporated areas shall serve on_ the

advisory committee.

{(d) The commission shall intervene if a municipal provider:

{1) Is prohibited from providing water to potential customers

within the municipal provider’s service area by the political subdivision

under which the municipal provider is organized;

(2) Practices business irrespomnsibly in relation to consumer

rights; or

(3) Is not following best management practices in providing

water service.

(e) Except as otherwise provided in this section, 2 consumer shall not

be denied access to service if suitable distributien and collection

infrastructure already exists or if the consumer is willing to pay for

suitable distribution and collection infrastructure, unless:

(1) A municipal provider has made the decision not to extend

service outside the municipal boundaries of the municipal provider;

(Z2) An engineering, capacity, physical feasibility, or fiscal

feasibility dissue exists as determined by a professional engineer or

certified public accountant: or

{3) A consumer does not submit an application or enter into an

agreement under subsection (b) of this seetion.

14-234-805. Training.

(a)y({l)(A) Within one (1) vear of election or appointment, a majority

of the members of a provider board shall receive a minimum of eight (8) hours

of provider training as promulgated by rule of the commission.

(B) A member of a provider board as of January 1, 2021,

shall receive the training required under this section by December 31, 2022,

£2) TIf a majority of the members of a provider board do not

receive the training required under this section, the commission may find the

provider is subject to § 14-234-802.

% 03-11-2021 13:32:49 KLL115
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As Engrossed: H3/11/21 SB386

(3) This section does not apply to a member of a provider board

who has served on the provider board for ten (10) vears or more.

(b) The commission shall consult with an advisory training board for
the development of the training required under this section, whose members

shall include without limitation:

(1) The Secretarv of the Department of Health or his or her

designee;

{2) The Director of the Arkansas Natural Resources Commission or

his or her designee:

(3) The State Director of the United States Department of

Agriculture Rural Development in Arkansas or his or her designee;

(4) The Chief Executive Qfficer of the Arkansas Rural Water

Association or his or her designee:

(5) The Executive Director of the Association of Arkansas

Counties or his or her designee;

(6) The Executive Director of the Arkansas Municipal League or

his or her designee;

(7) The Chief Executive Officer of Central Arkansas Water or his

or her designee:

(8) The Chair of the Board of Directors of Communities

Unlimited, Inc., or his or her designee;

{(3) The Chair of the Arkansas Water Works and Water Environment

Association, Inc. or his or her designee:

(10) The Director of the Arkansas Environmental Training Academy

or his or her designee;

(11) The Chair of the House Committee on City, County, and Local

Affairs;

{(12) The Vice Chair of the House Committee on City, County, and

Local Affairs;
{13) The Chair of the Senate Committee on City, County, and

Local Affairs;

(14) The Vice Chair of the Senate Committee on City, County, and

Local Affairs; and

(15) The President of the Arkansas Water and Wastewater Managers

Agsociation.

8 03-11-202]) 13:32:49 KLL115
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14-234-806. Rules.

The commission shall promulgate rules necessary to implement this

subchapter.

14-234-807. Applicability.

This subchapter does not apply to:

{1) A water system regulated by the Arkansas Publie Service

Commission as a public utility under § 23-1-101(9)

(2) A municipal utility svstem owned or operated by a

municipality that provides electric service to retail customers in addition

to water service, including an electric system:

(A) Managed or operated by a nonprofit corporation under §
14-199-701 et seq.; or

{B) Owned or operated by a municipality or by a

consolidated utility district under the General Consolidated Public Utility

System Improvement District Law, § 14-217-101 et seq.;

(3) A privately owned provider that supplies the majority of its

retail water service to nonresidential customers; or

(4) A water system operated jointly between two (2)

municipalities in which each municipality is located in a different state.

SECTION 2. TEMPORARY LANGUAGE. DO NOT CODIFY. Rules.

{a) When adopting the initial rules to implement this act, the

commission shall file the final rules with the Secretary of State for

adoption under § 25-15-204(f):

{l1) On or before January 1, 2022; or

(2) If approval under § 10-3-309 has not occurred by January 1,

2022, as soon as practicable after approval under § 10-3-309.

(b) The commission shall file the proposed rules with the Legislative

Council under § 10-3-309(¢) sufficiently in advance of January 1, 2022. so

that the Legislative Council may consider the rules for approval before

January 1, 2022,

/s/fA. Clark
APPROVED: 4/5/21

9 03-11-2021 13:32:49 KLL115
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Stricken language would be deleted from and underlined language would be added to present law.
Act 925 of the Regular Session

State of Arkansas As Engrossed: H3/20/25 S4/7/25
95th General Assembly A Bill
Regular Session, 2025 HOUSE BILL 1701

By: Representatives Gonzales, L. Johnson
By: Senator G. Stubblefield

For An Act To Be Entitled
AN ACT TO AMEND THE LAW CONCERNING SEWER COLLECTION
AND SEWER TREATMENT PROVIDERS AND RELATED SERVICES;
AND FOR OTHER PURPOSES.

Subtitle
TO AMEND THE LAW CONCERNING SEWER
COLLECTION AND SEWER TREATMENT PROVIDERS
AND RELATED SERVICES.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF ARKANSAS:
SECTION 1. Arkansas Code Title 14, Chapter 239, is amended to add an

additional subchapter to read as follows:

Subchapter 1 — Oversight of Wastewater and Sewer Retail Providers

14-239-101. Legislative findings.

The General Assembly finds that:

(1) Oversight of providers in the state is primarily handled by

the Arkansas Natural Resources Commission and the Division of Envirormental

Quality;

(2) Wastewater and sewer systems need to have rates that support

capital improvement needs: and

(3) Tt is necessary to improve the operations and

infrastructures of wastewater and sewer systems in the state similar to the

reform of retail water providers by Acts 2021, No. 605.

14-239-102., Definitions.

L
‘M\ ‘ ‘|| 04-07-2025 14:38:23 SSS110
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As Engrossed: H3/20/25 S4/7/25 HB1701

As used in this subchapter:

(1) "Provider" means any public or private provider of a seyage

collection service or sewage treatment service: and

(2) “Provider’s board" means the governing body of a provider,

whether the governing body is orsanized as a board, commigsion, committee,

council, or other type of entity.

14-239-103. Fiscal distress — Improvement plans — Rates and rate

studies — Definition.

(a) (1) For the purposes of this section, a provider is in fiscal

distress if the provider:

(A) Fails to obtain a_rate study as required under this

section;
(B Fails to implement a completed rate study required

under this section; or

{C) Has been found by the Arkansas Natural Resources

Commission to be in significant noncompliance with rules of the commission

because of inadequate funds for operation and maintenance or inadequate

compliance with rules of the commission.

(2) A provider may be found by the commission to be subiect to

this section if a member of the provider’s board does not receive the

training required under § 14-239-105.

{(b) The commission shall maintain and publish on the commission’s

website a list of providers in fiscal distress.

f{e)(l) A provider shall eobtain a rate study on the following schedule:

(A) By July 1, 2028, and evervy five (5) vears thereafter

for a provider that serves five hundred (500) or fewer customers:

(B) By July 1, 2029, and every five (5) vears thereafter

for a provider that serves not less than five hundred one (501) and not more

than one thousand (1,000) customers; and

{C) By July 1, 2030, and every five (5) vears thereafter

for a provider that serves more than one thousand (1,000) customers.

(2)(A) Rates and other revenue dedicated to the support of the

provider’s wastewater and sewer systems shall adequately address costs for:

{i)_ Operation and maintenance;

(ii) Debt service:

2 04-07-2025 14:38:23 585110
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As Engrossed: H3/20/25 S4/7/25 HB1701

(iii) Required reserves:

(iv) Depreciation;

(v) Future capital expenses:

(vi) Preparation and publication of an annual

financial report as currently required by law; and

(vii) Other expenses as necessary.

(B)(i) The rates recommended in the rate study that is

obtained and chosen by the provider shall be implemented by the provider in

the manner provided under the applicable law for modifying rates.

{ii) Except as provided in subdivision

{e)(2)(B)(d41) and (e) (2)(B)(iv) of this section, an increase in rates

recommended in the rate study shall be implemented within one (1) vear of the

receipt of the rate study.

(iii) Except as provided in subdivision

(c)(2)(B) (iv) of this section, if recommended rates increase the provider’s

rates by fifty percent (50%) or more from the fiscal vear before the rate

study was completed, the provider may phase in the rate increase over a two-

year period.

(iv) 1If, through the rate study, it is recommended

that a series of rate increases be implemented over a period of time that

exceeds the periods of time required in subdivisions (c)(2)(B)(ii) and

(e)(2)(B)(diii) of this section, the provider may implement the series of rate

increases without regard to the limitations of subdivisions (c)(2)(B)(ii) and

(c)(2)(B)(iil) of this section, provided that the series of rate increases

conform with the recommendations of the rate study.

£{d)(1l) The commission shall determine by rule the requirements of the

rate study, including without limitation a review of the provider’s

refurbishment and replacement account and asset management plan.

(2)(A) The rate study shall use as its basis the guidelines of

the American Water Works Association and the Water Environment Federation.

(B) The commission shall determine by rule an appropriate

entity to provide guidelines for the rate study to use as its basis if

guidelines of the American Water Works Association and the Water Environment

Federation are unavailable.

(ed{(l) A provider shall deposit a minimum of five percent (5%) per

annum of gross revenues in a dedicated refurbishment and replacement account.

3 04-07-2025 14:38:23 S55110
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As Engrossed: H3/20/25 S4/7/25 HB1701

{(2) The provider may spend anv amount of the provider’s cash

savings referenced in subdivision (e)(1l) of this section at any time for

refurbishment and replacement of the provider’s wastewater svstem facilities

and other real property.

(3) If a different amount to be deposited per annum is

determined by a rate study, then the amount determined by the rate study

shall be deposited into a dedicated refurbishment and replacement account.

(£)(1) The commission shall maintain an approved list of entities to

conduct rate studies required by this section, dncluding without Ilimitation

the Arkansas Rural Water Association, professional engineers, certified

public accountants, economists, and actuaries.

{2} 1If a provider chooses an entitv to conduct the rate study

that is not on the approved list of entities, the entity shall have conducted

at least one (1) rate study in the state in the previous five~year period.

(8) (1) To ensure fiscal soundness, the commission shall consider and

approve a new provider with fewer than three hundred (300) customers within

the proposed service area only if:

(A) The commission determines that public health or the

environment is threatened without the approval of the new provider; or

{(B) There is no other viable alternative.

(2) A new provider with fewer than three hundred (300) customers

seeking approval shall:

{A) Be organized through a political subdivision,

including without limitation an improvement district, a county, or a

municipality;

(B) Demonstrate the ability to remain fiscally

sustainable; and

(C) Complete a technical, financial, and managerial

capacity review conducted by the commission.

(h) A provider shall file its most recent rate study annually with

Arkansas Legislative Audit at the same time the provider files its audit

report or agreed-upon procedures and compilation report as required under §

14-234-120,

(i}(l) The commission shall annually identify and notify a provider if

the provider is in fiscal distress.

(2) The provider may appeal the finding to Pulagki County
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Circuit Court.

(i2¢1) A provider found to be in fiscal distress shall file an

improvement plan with the Division of Environmental Quality and the

commission, including without limitation specific action to be taken to

correct financial, technical, and managerial deficiencies, within ninety (90)

days of the finding of fiscal distress.

(2)(A) TUpon receipt of an improvement plan under this

subsection, the division and the commission shall review the improvement plan

and:

(i} Approve the improvement plan in whole or in

parts;

(ii) Meodify the improvement plan: or

(iii) Deny the improvement plan.

(B) At the time the commission determines that the

provider is no longer in fiscal distress, the commission shall remove the

fiscal distress designation and notify the provider.

(k) If a provider is found to be in fiscal distress, the provider

shall not receive state financial assistance for sewage collection or sewage

treatment operations until an_improvement plan that has been approved by the

commission is in place, unless the financial assistance is immediately

necessary to ensure preservation of the public peace, health, and safety, as

determined by the commission.

(1) If the provider is found to be in fiscal distress, the provider

shall obtain written authorization from the commission to:

(1) Incur additional debt:

(2) Accept assistance for the refurbishment or replacement of

facilities or construction of facilities not within the provider’s

improvement plan: or

(3) Transfer assets to another entity.

14-239-104, Workforce recruitment and retention — Education.

A provider shall:

(1) Work with the Association of Arkansas Counties and the

Arkansas Municipal League to develop training for leaders of the county or

municipality that the provider serves;

{2) Provide suitable compensation and incentives to encourage

individuals to consider a career with the provider; and
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{3) Promote the recruitment, education, and licensing of

employees of the provider.

14-239-105. Training.

£a)(1)(A) Within one (1) vear of election or appeintment, a majority

of the members of a provider’s board shall receive a minimum of eight (8)

hours of provider training as promuleated by rule of the Arkansas Natural

Resources Commission.

(B) A member of a provider’s board as of January 1, 2025,

shall receive the training required under this section by December 31, 2026,

(2) 1f a majority of the members of a provider’s board do not

receive the training required under this section, the commission may find the

provider is subject to § 14-239-103.

(3) This section does not apply to a member of a provider’s

board who has served on the provider’s board for ten (10) vears or more,

(b) The commission shall consult with an advisory training board for

the development of the training required under this section, whose members

shall include without limitation:

(1) The Secretary of the Department of Health or his or her

designee;
{2) The Director of the Division of Environmental Quality or his

or her designee;

(3 The State Director of the United States Department of

Agriculture Rural Development in Arkansas or his or her designee;

(4) The Chief Executive Officer of the Arkansas Rural Water

Association or his or her designee;

{5) The Executive Director of the Association of Arkansas

Counties or his or her designee;

{6) The President of the Arkansas Municipal League or his or her

designee;
L7} The Chair of the Board of Directors of Communities

Unlimited, Inec., or his or her designee:

(8) The Chair of the Arkansas Water Works and Water Environment

Association, Inc., or his or her designee;

{9) The Director of the Arkansas Environmental Training Academy

or his or her designee:
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(10) The Chair of the House Committee om City, County, and Local

Affairs;
(11) The Vice Chair of the House Committee on City, County, and

Local Affairs;

(12) The Chair of the Senate Committee on City, County, and

Local Affadirs;

(13) The Vice Chair of the Senate Committee on City, County, and

Local Affairs; and

(14) The President of the Arkansas Water and Wastewater Managers

Association, Inec.

14-239-106. Applicability.

This subchapter does not apply to:

(1) A wastewater system regulated by the Arkansas Public Service

Commission as a public utility under § 23-1-101 et s5eq.;

(2) A municipal utility system owned or operated by a

municipality that provides electric service to retail customers in addition

to wastewater service, including without limitation an electric system:

(A) Managed or operated by a nonprofit corporation under §
14-199-701 et seqg.; or

(B) Owned or operated by a municipality or by a

consolidated utility district under the General Consolidated Public Utility

System Improvement District Law, § 14-217-101 et seq.:

(3) A privately owned provider that supplies the majority of its

wastewater service to nonresidential customers;

(4) A wastewater system operated jointly between two (2)

municipalities in which each municipality is locared in a different state;

(5) A provider during the time that the provider is subject to a

federal court decree or judgment for remediation efforts relared to the

provider’s water system or wastewater system, or both, for the purpose of

compliance with federal law; or

(6) An individual homeowner.

14-239-107. Rules.

The Arkansas Natural Resocurces Commission shall promulgate rules to

implement this subchapter.
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SECTION 2. TEMPORARY LANGUAGE. DO NOT CODIFY. Rules.

(a) When adopting the initial rules to implement this act, the

Arkansas Natural Resources Commission shall file the final rules with the

Secretary of State for adoption under § 25-15-204(f):

(1) On or before January 1, 2026; or

(2) If approval under § 10-3-309 has not occurred by January 1,

2026, as soon as practicable after approval under § 10-3-309.

(b) The commission shall file the proposed rules with the Legislative

Council under § 10-3-309(¢) sufficiently in advance of January 1, 2026, so

that the Legislative Council may consider the rules for approval before
January 1, 2026.

/s/Gonzales

APPROVED: 4/21/25
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