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Overview - What is Act 605 of 2021

In the 93rd General Assembly Regular Session of the Arkansas State Legislature a Bill was enacted
that modified Arkansas Code Title 14, Chapter 234 to add Subchapter 8 - Oversight of Retalil
Water Providers. The purpose of this Bill is to amend the law concerning retail water providers
and related service, and for other purposes (See Appendix A for full text of Act 605 of 2021 &
Amendment Act 545, April 2023).

The Arkansas Department of Agriculture, Natural Resources Division (NRD) is responsible for
compliance oversight implemented by Act 605 and have established the following categories of
rules to be adhered to (See Appendix B for text of Rules Implementing Act 605);

Requirement to establish Refurbishment and Replacement Account(s)
Requirements of Rate Studies for Retail Water Providers
Determination of Fiscal Distress

Miscellaneous

ik N e

Requirements for Training
Background (Source - Arkansas Department of Agriculture, Natural Resources Division)

Act 605 of 2021 tasked retail water providers with additional responsibilities in managing and
operating their water systems, with some exceptions. These responsibilities include preparation
of a rate study every 5 years or before any major development project (Act 545 amended Act 605
to remove the major development requirement). Rates determined from the study are required
to be implemented within one year of the completion of the study, or two years if the
recommended rates increase the provider’s rates by fifty percent or more. Failure to complete
a rate study orimplement the required rate increases will result in a determination that the water
provider is in fiscal distress. Rate studies must be filed with the Arkansas Legislative Audit and
the Arkansas Department of Agriculture’s Natural Resources Division.

Additionally, when a municipal water system has 20 percent or more of its customer base outside
of the municipal boundaries, the municipality must establish a non-voting advisory committee to
advise the municipality in water system matters. This committee must represent the water users
outside the municipal boundaries.

Also under the legislation, all members of a retail water provider governing board must complete
eight hours of training. The training must be completed within one year of becoming a board
member. A member with 10 years or more service on the governing board is exempt from
training. The Act provides that the NRD will utilize an advisory board of water professionals to
develop the curriculum for the training.

All rate studies performed by an approved rate study provider shall be an objective and unbiased
review of the Water Service Provider’s fiscal status. All submitted rate studies must include a
certification by the approved rate study provider that the study complies with Act 605 of 2021
and the rules implementing the Act, as amended. The NRD may 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.



Rate studies shall be based on the guidelines of the American Water Works Association and the
Water Environment Federation.

Data Collection and Analytical Review

For the purpose of this Study, the City of Pangburn Water & Sewer Department provided
information for analysis in compliance with the requirements of Act 605. Civil Engineering
Associates, LLC (CEA) is an approved Rate Study provider and has been retained to perform an
analytical review of the Pangburn Water and Sewer Systems for the purpose of ensuring
compliance with the rules and regulations of Act 605. The conclusion of the review will result in
a report that meets all requirements and is suitable for submission to the Arkansas Legislative
Audit and NRD, including a recommended rate structure to be implemented.

Required Information to be Provided for Complete Rate Study
The following shall be incorporated into Rate Study Analysis for compliance with Act 605

1. Reports containing the following information for the current year and projections for the
next five (5) years:
A. A comprehensive cost analysis, including:
i.  Operations and maintenance (O&M) expenses;

ii.  Financing expenses, including but not limited to, debt service payments, bond
issuance costs, and commercial paper fees, if applicable;

iii.  Any required cash reserves unavailable to pay for expenses, including but not
limited to the annual refurbishment and replacement account deposit
requirement as set out in Ark. Code Ann. § 14-234-802(e);

iv. Depreciation expenses;

v.  Future capital expenses;

vi.  Expenses required for an annual audit or agreed-upon procedures and
compilation report;
vii.  Expenses required for rate studies required under Ark. Code Ann. § 14-234-
802; and
viii.  Any other expenses not accounted for in paragraphs (i) through (vii).

B. A comprehensive revenue earnings analysis, including:
i.  Available Cash balance;
ii. Non-rate revenue;
iii. Rate revenue without recommended increases;
iv.  For the five projected years, recommended rate increases and the projected
additional revenue derived therefrom;
V. Debt Service Coverage Ratios;
vi.  The number of days that the available cash balance could cover O&M expenses
without additional revenue;
vii.  Annualized revenue requirement.
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2. The provider’s asset management plan, including:

A. An inventory of essential assets. For each essential asset, the provider shall provide
the following information:

i.  Assettype;
a. Annual maintenance costs;
b. Yearinstalled;
c. Vendor-specified useful life, if available;
d. Anticipated date of replacement;
e. Installation or replacement cost estimate; and

f. Projected consequence of failure.
B. The provider’s plan for replacement of essential assets.

3. An explanation of the provider’s chosen rate design.

4. Recommendations for any changes to the provider’s operations, including a plan on how
the changes should be implemented.

5. Certification by the entity performing the rate study that such study complies with Ark.
Code Ann. § 14-234-801 et. seq. and the Rules.

Financial Sustainability

Providers of public water and sewer systems are required to establish rate structures that
consistently generate sufficient revenues to pay all debt service obligations, operate and
maintain the system(s) within regulatory compliance, and maintain reserve accounts for repairs
and replacements within the system(s). In order to maintain revenues in excess of expenses,
Providers should periodically review their rates to ensure an adequate revenue stream that keeps
up with the rising costs associated with operating and maintaining a system. Should a Provider
not be proactive in keeping up with rising costs, they tend to defer maintenance obligations and
deplete reserve accounts. Neither of these would be considered good management practices
and could lead to a system being found as distressed and/or non-compliant with regulatory
agencies.

Periodic evaluation of system costs should be evaluated in order to maintain financial
sustainability. The primary indicator of financial sustainability is the Debt Service Coverage Ratio
(DSCR). This ratio is the comparison of system expenses and revenues and is calculated by
dividing the total revenues by the total expenses of the system. The rules developed by the NRD
state that the minimum DSCR is 1.05, but the recommended minimum DSCR is between 1.10 &
1.25. However, higher ratios may be warranted depending on circumstances within the system.
One indicator that warrants a higher DSCR ratio is the Median Affordability Ratio. This ratio is
calculated using the customer cost of 4,000-gallons of water (or sewer, depending on the system
being evaluated) and multiplying the cost by 12-months, then dividing by the Median Household
Income of the system, then multiplying by 100 for a percentage. If this ratio is 1.25 (for entities
with LMI > 51%) or 1.5 (for entities with LMI < 51%), or higher, this value indicates that rates are
sufficiently high without causing undue financial hardship on rate payers. Systems that maintain
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a Median Affordability Ratio that meets the criteria can be deemed a disadvantaged community;
therefore, potentially qualifying for grant funds for capital improvement projects from certain
state/federal lenders.

Comprehensive Cost Analysis

CEA has completed a comprehensive cost analysis based on information provided by the
Pangburn Water & Sewer Department. For the purpose of this analysis, water and sewer
financials were calculated together so that a recommendation could be made for the Water &
Sewer Department collectively. The results of this analysis are as follows;

Water & Sewer Department
2023 Revenue & Expenses

2023Y E E

5023 YTD 023 Year End st

Revenues (Dec-31) 2023 Budget Total (Over)/Under
(Estimated) Budget

Total Revenues: $839,292.17 $793,493.00 $839,292.17 $(45,799.17)
Expenses
Sub-total Expenses: $697,666.42 $607,250.00 $697,666.42 $(71,526.01)
Depreciation
W&S Depreciation: $114,816.00 $114,000.00 $114,816.00 S 816.00
Sub-total Expenses: $114,816.00 $114,000.00 $114,816.00 S 816.00
Total Expenses: $812,482.42 $721,250.00 $812,482.42 $(91,232.42)

The review of financial information provided shows that the Pangburn Water & Sewer
Department will end FY-2024 at an approximate break-even point. However, Operation and
Maintenance of the water and sewer systems are expected to operate in the "Red" throughout
the evaluation period based on the current rate structure.

Water & Sewer Department
Debt Service Coverage Ratio (DSCR)
5-Yr Projection of Revenue v. Expenses (Based on Current Rate Structure)

Revenues 2024 2025 2026 2027 2028 2029 2030

Total Revenues: $840,770.40 $837,858.61 $834,947.28 $832,036.43 $ 829,126.05 $ 826,216.14 $ 823,306.70

Expenses 2024 2025 2026 2027 2028 2029 2030

Total Expenses: $840,919.56 $885,351.77 $923,313.55 $932,341.00 $1,038,951.91 $1,072,725.70 $1,132,682.54

DSCR (Current Rates): 1.00 0.95 0.90 0.89 0.80 0.77 0.73

The above projections are based on an estimated slight yearly decrease in population based on
available information developed by the Institute for Economic Advancement, Arkansas Census
State Data Center coupled with historical customer count data within the systems. As can be
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seen, the DSCR for water and sewer is below the minimum of 1.05. Based on this calculation, if
the systems continue to operate in this manner, the systems could be designated as fiscally
distressed and be subjected to more stringent oversight by regulatory agencies.

For a full summary of the Financial Sustainability, see Appendix C for Water and Sewer.
Rate Structure

The Pangburn Water & Sewer Department uses a Single Block or Uniform Rate Structure and has
established rates based on customer type and whether the customer is located inside or outside
city limits. This type of rate structure is common throughout Arkansas and charges customers a
flat rate for service availability coupled with a constant rate based on usage. The current rate
structures are as follows;

City of Pangburn, AR
Water & Sewer Department

Estimated Revenues Per Rate Structure

Rate Structure (2024)

Uniform Rate
Over 1000-Gal - |
Over 1000-Gal - O

Base Rate
Customer Type (1st 1000-Gal - 1)
(1st 1000-Gal - O)

(per 1000)
Residential - Water
WHCO-I § 25.74 S 9.13
VACANT 25.74 9.13
WHCO-0 25.74 9.13
CLEB-O 25.74 9.13
Residential - Sewer
SEWER 15.00 2.50

The rate structures shown above coincide with the tables from the Comprehensive Cost Analysis.
Based on these rates, the Pangburn Water & Sewer Department will operate in a net deficit in
the water and sewer department over the evaluation period. The net deficit in the water and
sewer departmentis primarily contributed to the rising cost of operating the system coupled with
new debt for capital improvements and a declining population.

Financial Analysis

The purpose of the financial analysis is to determine whether the Pangburn Water & Sewer
Department is properly positioned to sustain the water and sewer system under its control and
determine whether required revenues meet the requirements of the system. This analysis must
include consideration for revenues needed to adequately fund all aspects of the system, including
but not limited to, principal and interest payments for existing debt, estimated operating
expenses, funding reserves for equipment replacement, depreciation funds, and new debt
associated with planned and/or emergency capital improvements. This need for sufficient

-5-



revenue can be summarized as Asset Management and is a requirement to be in full compliance
with Act 605.

Currently, the outstanding debt associated with the water and sewer systems includes four (4)
loans for the water and sewer system. Payment schedules for all bonds are as follows;

Debt Service Requirements

Water & Sewer Department
Assets & Long-Term Liabilities
Long-Term Liabilities

Account Type Annual Payment Est Payoff
Year
Bonds Payable S 10,544.00 2027
N/P Rural Dev 4,118.00 2038
N/P USDA 91-07 32,018.00 2054
N/P USDA 91-09 13,338.00 2054
Total: 60,018.00

All loans associated with the water and sewer system are current and it appears that all reserve
requirements are being met.

Revenues v. Expenses

In order to estimate revenues and expenses through 2030, CEA utilized current budget
information from the Water and Sewer Department, average usage data per customer type,
estimated population trends, and minimal non-rate revenue. All calculations disregarded
existing cash-on-hand and strictly reviewed what it would take to sustain the systems with the
estimated revenue stream. Calculating in this manner is a conservative approach and allows for
any cash reserves to be utilized according to their specified intent. The table below was produced
as described and is based on the recommended rate structures for the water and sewer system.

Water & Sewer Department
5-Yr Projection of Revenue v. Expenses (Based on Steady Increase)
Revenues 2025 2026 2027 2028 2029 2030
Total Revenues: $ 950,119.66 $ 994,357.86 $  1,040,644.58 $ 1,089,074.07 $ 1,139,74491 $  1,192,760.14

Expenses 2025 2026 2027 2028 2029 2030
Total Expenses: $  885,351.77 $ 923,313.55 §$ 932,341.00 $ 1,03895191 $ 1,072,725.70 S  1,132,682.54

Compliance with Act 605 requires minimum annual reserve deposits totaling 5% of gross system
revenue. The above calculations account for these deposits. For a complete listing of the
revenues and expenses, see Appendix C for Water and Sewer.

Debt Service Coverage Ratio (DSCR)

As previously mentioned, the rules implementing Act 605 will require a minimum DSCR 1.05.
Existing and proposed DSCR are shown in the table below through 2030.
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Water and Sewer Department
Debt Service Coverage Ratio (DSCR)
5-Yr Projection

2025 2026 2027 2028 2029 2030
DSCR (Current Rates): 0.95 0.90 0.89 0.80 0.77 0.73
DSCR (Proposed Rates): 1.07 1.08 1.12 1.05 1.06 1.05

The target DSCR should be between 1.10 and 1.25, but lower percentages can be warranted.

Median Affordability

When evaluating the financial sustainability of a water and/or sewer system, careful
consideration of rate payer affordability is vital. Affordability ratios are based on the cost of
4000-gallons of usage and the median household income for the area served by the Provider.
Below is a table showing the estimated current and proposed affordability ratio through 2030.

Water & Sewer Department
Median Affordability

Median Affordability as a Percentage of MHI (Current Rate Structure & Yearly Increase)
Current MHI % 2024 MHI % 2025 MHI % 2026 MHI % 2027 MHI % 2028 MHI % 2029 MHI % 2030 MHI %

White County - Inside 2.31 2.32 2.32 2.44 2.56 2.69 2.82 2.96
White County - Outside 1.34 1.35 1.35 1.42 1.49 1.56 1.64 1.73
Cleburne County - Outside 1.30 1.30 1.56 1.64 1.72 1.81 1.90 2.00
Sewer 0.98 0.98 0.98 1.03 1.08 1.14 1.19 1.25

The target median affordability ratio for communities with a low-moderate income (LMI)
percentage of 51% or greater is 1.25, and 1.5 for communities with a low-moderate income
percentage less than 51%. Communities that implement rates that increase the median
affordability ratio to the specified percentages can be classified as disadvantaged, meaning the
rates charged for 4000-gallons of usage have increased to a point in which they could be
considered a hardship on rate payers. Only residential rates are used in this calculation.
Typically, if a community is classified as disadvantaged, additional grant funding may be made
available for certain capital improvement projects. For a detailed summary of how median
affordability ratio is calculated, see Appendix C for Water and Sewer.

Conclusions and Recommendations

Debt Service: The Pangburn Water & Sewer Department maintains four (4) outstanding bond
issues for the water and sewer system. In order to maintain an adequate debt service coverage
ratio, the water and sewer system will need to increase their revenues through a rate increase.
It is recommended that each department adopt the rate structure proposed in Appendix C (Pgs.
6-9). Adopting the recommended rates for the water and sewer systems is expected to maintain
a DSCR that is compliant with the requirements of Act 605 of 2021, as amended.

Operating/Depreciation Reserve: The Pangburn Water & Sewer Department has maintained
reserves for the water and sewer system. It is recommended that 5% of gross revenues from the
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water and sewer systems continue to be deposited into an unrestricted account for the purpose
of replacement and refurbishment of infrastructure related to each system.  This
recommendation will comply with the minimum requirements of Act 605, specific to reserve fund
requirements.

Capital Improvement Plan: The Pangburn Water & Sewer Department has developed a capital

improvement plan that addresses the major components of the water and sewer system. It is
recommended that this plan be reviewed on an annual basis and updated as needed.

Budget & Rate Reviews: The Pangburn Water & Sewer Department has implemented a process

to review rates based on required revenues and expenses. Development of a comprehensive
Rate Study for compliance with Act 605 is an additional check to ensure that the rate structures
being implemented for the water and sewer system are sufficient to maintain the required debt
service coverage ratio. It is recommended that the incrementally increasing rate structure
proposed in Appendix C (Pgs. 6-9) be adopted by the Water Board & City Council, and be
reviewed every five (5) years, at a minimum, to remain compliant with Act 605. Any future
reviews of rate structures should be mindful of maintaining a DSCR above the required
minimums.

Affordability: It is recommended that the Pangburn Water & Sewer Department strive to adopt
rate structures that generate the necessary revenue to properly operate and maintain the water
and sewer system while being mindful of implementing rates that are excessive and create undue
hardships on rate payers. A good measure of affordability is to maintain a median affordability
ratio as a percentage of median household income at 1.25 (inside City limits) and 1.5 (outside
City limits) and this ratio should be based on residential rates.

Water & Sewer Rates: The Pangburn Water & Sewer Department is expected to be non-
compliant with the minimum DSCR of 1.05 specified in Act 605 should the existing rate structures
for the water and sewer system remain in place. This non-compliance may result in the Pangburn

Water & Sewer Department being designated as fiscally distressed and result in more stringent
regulatory oversight, including but not limited to, fines and penalties imposed by the State of
Arkansas. It is recommended that the Water Board & City Council of Pangburn, Arkansas pass a
rate ordinance adopting the proposed rate structures included with this report. See Appendix C
(Pgs. 6-9).

Asset Management Plan: The Pangburn Water & Sewer Department has developed an Asset

Management Plan in accordance with the requirements of Act 605. It is recommended that this
plan be reviewed on an annual basis. A copy of the current plan is included in Appendix D.



RATE STUDY CERTIFICATION

Civil Engineering Associates, LLC is a duly authorized Rate Study Provider and is listed as such on
the approved provider list published by the Arkansas Department of Agriculture, Natural
Resources Division. The undersigned representative of Civil Engineering Associates, LLC herby
certifies the following;

1. The Rate Study provided herein was provided at the request of the City of Pangburn, AR,
Water & Sewer Department and has been completed in an objective and unbiased
manner of the Provider’s fiscal status.

2. The Rate Study provided herein was completed in compliance with Act 605 of 2021,
otherwise codified as Ark. Code Annotated §14-234-801 and the implementing rules
adopted by the Arkansas Natural Resources Commission.

Trey Foster, P.E.
Member/Principle
Civil Engineering Associates, LLC
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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 Bl
Regular Session, 2021 SENATE BILL 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 primarily 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 may be necessary in some areas
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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 personnel, finances, compliance, and environmental

factors is needed.

(b) As used in this subchapter:

(1) "Commission" means the Arkansas Natural Resources

Commission;

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

(3) "Provider board" means the governing body 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) 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

sectionj

(B) Fails to implement a completed rate study required

under this sectionj; or

(C) Has been found by the 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 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) (1) A provider shall obtain a rate study on the following schedule:

(A) By July 1, 2024, and every five (5) years thereafter

for a provider that serves five hundred (500) or fewer customers;
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(B) By July 1, 2025, and every five (5) years 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) years 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)(iii) 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) If recommended rates increase the provider’s

rates by fifty percent (507%) or more from the fiscal year 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.

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

is determined by a rate study.

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

conduct rate studies required by this section, including without limitation

the Arkansas Rural Water Association, professional engineers, certified

public accountants, economists, and actuaries.

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

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

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

period.

(g)(1l) 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)(1) 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 fiscal

sustainability of the provider.

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

means a project that exceeds twenty percent (207%) of eross revenues of the

provider for the immediately preceding fiscal year.

(i) 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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14-234-120.

(j)(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 provider.

(1) TIf 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 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.

(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 plan; 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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(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) If 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) 1If required by the willing provider, a nonresident property

owner may be required to pay 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) 1If the municipal provider has a prerequisite that the

affected property owner annex into 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 owner.

(c)(1) If a municipal provider services customers outside the

municipal boundaries of the municipal provider and the number of those

customers outside 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
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municipal provider is located.

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

subdivision (c¢) (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) 1Is 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 irresponsibly in relation to consumer

rights; or

(3) 1Is not following best management practices in providing

water service.

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

be denied access to service if suitable distribution 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;

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

feasibility issue 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 section.

14-234-805. Training.

(a)(1)(A) Within one (1) year 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) If 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 subiject to § 14-234-802.
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(3) This section does not apply to a member of a provider board

who has served on the provider board for ten (10) years 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 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 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 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;

(9) 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

Association.
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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 Public Service

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

(2) A municipal utility system 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):

(1) 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(c) sufficiently in advance of January 1, 2022, so

that the Legislative Council may consider the rules for approval before

January 1, 2022.

/s/A. Clark
APPROVED: 4/5/21
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Stricken language would be deleted from and underlined language would be added to present law.
Act 545 of the Regular Session

State of Arkansas As Engrossed: H3/13/23
94th General Assembly B 1
Regular Session, 2023 HOUSE BILL 1515

By: Representative Maddox
By: Senator Rice

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 § 14-234-802(c), concerning the schedule that
a provider is required to use to obtain a rate study and the rate changes
following a rate study, is amended to read as follows:
(c)(l) A provider shall obtain a rate study on the following schedule:
(A) By July 1, 2024, and every five (5) years thereafter
for a provider that serves five hundred (500) or fewer customers;
(B) By July 1, 2025, and every five (5) years 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) years 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 water system shall adequately address costs for:

(i) Operation and maintenance;
(ii) Debt service;

(iii) Required reserves;

NN
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As Engrossed: H3/13/23 HB1515

(iv) Depreciation;
(v) Future capital expenses;

(vi) An Preparation of an annual audit or agreed-upon

procedures and compilation report as 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 (c)(2)(B) (iii)
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) If recommended rates increase the provider’s
rates by fifty percent (50%) or more from the fiscal year 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 subdivision (c)(2)(B)(ii) and (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 (4ii) of

this section, provided that the series of rate increases conform with the

recommendations of the rate study.

SECTION 2. Arkansas Code § 14-234-802(e), concerning the deposit of
gross revenues required by a provider, is amended to read as follows:
(e)(l) A Each provider shall deposit a minimum of five percent (57%)

per annum of gross revenues in a dedicated refurbishment and replacement

account within twelve (12) monthsof implementationof the rate, unless—a
11 EE o d ined I I

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

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

refurbishment and replacement of the provider’s water system facilities and

other real property.

(3) If a different amount is determined by a rate study, then

the amount determined by the rate study shall be deposited into a dedicated

refurbishment and replacement account.
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SECTION 3.

Arkansas Code § 14-234-802(h), concerning the requirement

for a provider to obtain a rate study or amend a rate study before beginning

a major development project, is repealed.

SECTION 4.

Arkansas Code § 14-234-805(a)(l)(B), concerning the

training required for members of a provider board, is amended to read as

follows:

(B) A member of a provider board as—ef January 1 20215

shall receive the training required under this section by the later of the

member’s first anniversary of service or December 31, 2022 2023.

SECTION 5.

Arkansas Code § 14-234-807 is amended to read as follows:

14-234-807. Applicability.

This subchapter does not apply to:

(1)

A water system regulated by the Arkansas Public Service

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

(2)

A municipal utility system 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; o

(4)

A water system operated jointly between two (2)

3 03-13-2023 09:49:50 CRH143
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municipalities in which each municipality is located in a different statej or

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

federal court decree or judgment for remediation efforts related to the

provider’s water system, wastewater system, or water and wastewater systems

for the purpose of compliance with federal law.

/s/Maddox

APPROVED: 4/11/23
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FINAL RULE
AGENCY NO. ANRC 138.00

Rules Implementing Act 605 of 2021

Purpose
The purpose of these rules is to:
a. Implement Ark. Code Ann. § 14-234-801 et. seq.;
b. Provide oversight of retail water providers to promote efficiency in service and stability
in fiscal management;
c. Provide training and education to governing bodies of retail water providers; and
d. Provide training of local, state, and federal leaders on the issues surrounding provider
personnel, finances, compliance, and environmental factors.
The rules shall be read in conjunction with Ark. Code Ann. § 14-234-801 et. seq.

Definitions

The following definitions are supplemental to the definitions in Ark. Code Ann. § 14-234-801 et. seq.:

1.

“Annualized Revenue Requirement” means the projected revenue if the recommended
increase, as well as all previous recommended increases, is in effect for the full 12-month
period.

“Commission” means the Arkansas Natural Resources Commission.

“Debt Service Coverage Ratio” (“DSCR”) means Net Operating Income divided by Total Debt
Service.

“Department” means the Arkansas Department of Agriculture, including the Natural Resources
Division thereof.

“Future Capital Expenses” means the design and construction of new and replacement
infrastructure, including any associated labor and fees.

“Major Development Project” means a project that exceeds twenty percent (20%) of gross
revenues of the provider for the immediately preceding fiscal year.

“Non-operating Revenue” means revenue derived from sources other than water use charges.
“Net Operating Income” means earnings before interest, tax, depreciation, and amortization
(EBITDA) less capital expenditures.

“Provider board” as used herein shall have the definition provided in Ark. Code Ann. § 14-234-
801(b)(3).

10. “System” means:

a. Fora provider that provides water service only, the provider’s water system.

b. For a provider that provides water service and sewer service, but where the water
system and the sewer system are not operated as a joint and integrated undertaking
(i.e., when a separate audit is prepared for water and for sewer), the provider’s water
system.



c. Fora provider that provides water service and sewer service, and the water facilities are
operated as a joint and integrated undertaking (i.e., when water and sewer are
combined in a single audit), the provider’s joint and integrated water and sewer system.

11. “Total Debt Service” means current debt obligations, including but not limited to any interest,

principal, sinking fund, and lease payments due in a given year.

Refurbishment and Replacement Account

Refurbishment and Replacement accounts, as required under Ark. Code Ann. § 14-234-802(e),
shall only be used to make repairs or to replace watersystem System appurtenances.

Providers may designate existing depreciation or replacement accounts as the Refurbishment
and Replacement Account required by Ark. Code Ann. § 14-234-802(e), so long as the amount
deposited therein complies with the provisions of Ark. Code Ann. § 14-234-802(e).

The calculation of the amount required to be deposited into a Refurbishment and Replacement
Account pursuant to these Rules and Ark. Code Ann. § 14-234-802(e) shall be based on the gross
operating revenues of a System.

The funds shall not be used for routine repairs. Expenditures of $1,000 or less shall be
considered routine repairs.

Utilization of funds from the Refurbishment and Replacement account must be approved by the
Provider Board prior to its use.

Rate Studies for Retail Water Providers
Retail water providers shall obtain rate studies pursuant to the requirements in Ark. Code Ann. §
14-234-802.
A provider that plans to undertake a major development project, as defined above and in Ark.
Code Ann. § 14-234-802(h)(2), 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 fiscal sustainability of the provider.
Rate studies shall be based on the guidelines of the American Water Works Association and the
Water Environment Federation.
a. The rate studies shall include:
i. Reports containing the following information for the current year and projections for

the next five years:

1. A comprehensive cost analysis, including:

a. Operations and maintenance (O&M) expenses;

b. Financing expenses, including but not limited to debt service payments, bond
issuance costs, and commercial paper fees, if applicable;

c. Anyrequired cash reserves unavailable to pay for expenses, including but not
limited to the annual refurbishment and replacement account deposit
requirement as set out in Ark. Code Ann. § 14-234-802(e);

Depreciation expenses;
Future capital expenses;

f. Expenses required for an annual audit or agreed-upon procedures and

compilation report;



6.

g. Expenses required for rate studies required under Ark. Code Ann. § 14-234-802;
and

h. Any other expenses not accounted for in paragraphs (a) through (g).

A comprehensive revenue earnings analysis, including:

a. Available Cash balance;

b. Non-rate revenue;

c. Rate revenue without recommended increases;

For the five projected years, recommended rate increases and the projected

additional revenue derived therefrom;

Debt Service Coverage Ratios;

The number of days that the available cash balance could cover O&M expenses

without additional revenue;

Annualized revenue requirement.

ii. The provider’s asset management plan, including:

1.

2.
Proposed changes in rates should be based on achieving and maintaining a Debt

inventory of essential assets and for each essential asset, without limitation, the
following information:

Asset type;

Annual maintenance costs;

Year installed;

Vendor-specified useful life, if available;

Anticipated date of replacement;

Installation or replacement cost estimate; and

g. Projected consequence of failure.

The provider’s plan for replacement of essential assets.

S0 oo T o

Service Coverage Ratio of 1.1 or higher.
iv. An explanation of the provider’s chosen rate design; and

Recommendations for any changes to the provider’s operations, including a plan on

how the changes should be implemented.
vi. Certification by the entity performing the rate study that such study complies with Ark.
Code Ann. § 14-234-801 et. seq. and these Rules.
b. Rate studies shall be provided to the Department at the time it is provided to Arkansas
Legislative Audit under Ark. Code Ann. § 14-234-802(i).
c. The Commission may request further information necessary to determine a provider’s fiscal
status, and providers shall cooperate with the Commission’s requests.
d. The Commission may waive any one or more requirement in Section IV(3)(a), above, upon
written request.
Rate studies for providers that operate a joint and integrated water and sewer system shall
analyze the total System.
Rate studies performed shall be an objective and unbiased review of the provider’s fiscal status.
The Commission will maintain a list of approved entities to conduct rate studies as required
under Ark. Code Ann. § 14-234-802(f)(1). The Commission may remove an approved entity from
its list of approved entities if it determines that an entity violated Arkansas law or Commission
rules in performing a rate study.



V.

VL.

Determinations of Fiscal Distress

1. A Provider will be in Fiscal Distress if the Provider:

a. Fails to obtain a rate study as required;

b. Fails to implement the rates contained in the completed rate study required within one
(1) or two (2) years as provided under ACA 14-234-802(c)(2)(B)(ii)-(iii); or

c. Fails to maintain a Debt Service Coverage Ratio of 1.05 or higher.

2. A Provider may be determined to be in fiscal distress if the Provider:

a. Does not comply with the training required by Ark. Code Ann. § 14-234-805 and Section
VI, below;

b. Fails to file with Arkansas Legislative Audit an audit report or agreed-upon procedures
and compilation report required by Ark. Code Ann. § 14-234-120;

c. Fails to maintain unincumbered cash or cash equivalents in an amount equal to one-
twelfth of the total expenses from the most recent fiscal year;

d. Fails to adopt budget before the beginning of a new fiscal year providing for sufficient
revenues to meet or exceed anticipated expenses during that fiscal year;

e. Fails to make all required payments due to the United States Treasury — Internal
Revenue Service, Arkansas Department of Finance and Admission, or Arkansas
Department of Health;

Fails to make any bond, loan, or lease payment; or

g. Fails to comply with an administrative order of the US Environmental Protection Agency,
Arkansas Department of Health or Arkansas Division of Environmental Quality
concerning operation and maintenance of the system.

Providers determined to be in fiscal distress shall submit to the Department an improvement
plan as required in Ark. Code Ann. § 14-234-802(k) detailing in writing the provider’s plan to
resolve the violation or violations of rule or law or the provider’s plan to resolve its fiscal
insufficiency that caused it to be considered in fiscal distress.

A provider will be determined by the Commission to no longer be in fiscal distress if:

a. The provider resolves the violation of rule or law that caused it to be considered in fiscal
distress and obtains written verification from the Commission that the violation has
been resolved; or

b. The provider implements a change of rates that is shown by the study to resolve the
provider’s fiscal insufficiency.

Miscellaneous

A provider seeking approval from the Commission under Ark. Code Ann. § 14-234-802(g) shall
demonstrate its fiscal sustainability by submitting to the Commission a business plan
demonstrating its technical, financial, and managerial capacity.

Pursuant to provisions relating to Commission intervention under the conditions provided for in
Ark. Code Ann. § 14-234-804(d), upon request of a municipal provider or a customer or
unserved customer of a municipal provider, the Department will assist in the resolution of the
issue or issues if the party or parties involved demonstrate that all parties involved made a good
faith effort to resolve the issue or issues.



VII.

a. Such intervention may include without limitation negotiation or mediation with the
party or parties involved.

b. If the Department determines that a party is not acting in good faith, the Department
may end its intervention.

Training
The Advisory Training Board created under Ark. Code Ann. § 14-234-805 shall develop the
training protocol for provider board members, including training protocol for rate studies
performed under the guidelines of the American Water Works Association and the Water
Environment Federation.
By December 31, 2022, a majority of the members of provider boards shall receive a minimum
of eight hours of provider training.
If a change in membership of a provider board causes the provider board to have less than a
majority of members who have undergone provider training, enough members of the provider
board shall receive provider training within one year of the change in membership such that a
majority of the board has received training.
Each provider board shall report the following information annually, by January 31, to the
Department:
a. the names and contact information of each member on the provider board;
b. anidentification of which members have obtained eight hours of provider training; and
c. an identification of which members have served on the board for more than ten (10)
years and are exempt from the training requirement pursuant to Ark. Code Ann. § 14-
234-805(a)(3).
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Assets
Account Type

W&S Revenue

WA&S Deposit - Act

W&S O&M - Act

WA&S Depreciation - Act
Water Dep. Reserve - WTP
W&S Combined - Act
W&S Debt Service - Act
W&S Rev. and Int. - Act
W&S Savings

Long-Term Liabilities

Account Type

Bonds Payable
N/P Rural Dev
N/P USDA 91-07
N/P USDA 91-09

10/25/2024

Total:

Total:

City of Pangburn, AR
Water & Sewer Department

Assets & Long-Term Liabilities

Current Balance

Restricted Non-Restricted
(Apr-24)

X S 194,188.81

X 29,514.82

X 10,390.03

X 127,533.28

X 3,059.93

X 17,383.11

X 95,455.85

X 19,464.55

X 22,772.28

S 226,049.06 S 293,713.60 $ 519,762.66

Annual Payment

S 10,544.00 2027

4,118.00 2038

32,018.00 2054

13,338.00 2054
60,018.00

Est Payoff Year
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ASSET MANAGEMENT PLAN
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