MAY 11, 2010

LEGISLATURE APPROVES BUDGET AND TAX BILLS

The Legislature over the past few days have approved a budget and sent a tax bill to the Governor. The
action comes after the Governor in his State of the State address called for a One Cent sales tax increase and

some additional reductions in the state budget.
Budget Approved

The Senate concurred on a House approved budget Monday and made adjournment possible. The budget,
which was crafted by a coalition in the House of Democrats and Moderate Republicans, closely resembled the
Senate approved version.

The budget which was approved was an additional $400 million dollars below the previous year’s budget, in
just State General Fund (SGF) spending, for a total of $5.6 billion. The actual amount of impact is much
greater once all funds are figured in to the reductions. Federal matching dollars make up a significant portion of
the overall budget, and as reductions are made to SGF dollars, the impact is also felt due to the loss of the
federal matching dollars.

We were successful in securing the NCAT, NIAR and Kansas Affordable Airfares dollars, all at the $5 million
amount. The NCAT money was a challenge, given some of the issues from last year. The House budget, which
the Senate concurred in, included some specific language for the use of the NCAT money:

“That during the fiscal year ending June 30, 2011, notwithstanding the provisions of any other
statute, in addition to the other purposes for which expenditures may be made from the aviation
infrastructure account of the state economic development initiatives fund for fiscal year 2011 by

Wichita State University by this or other appropriation act of the 2010 regular session of the
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legislature, the moneys appropriated in the aviation infrastructure account of the state economaic

development initiatives fund for fiscal year 2011 may only be expended for training equipment
expenditures of the National Center for Aviation Training.

[(d) During the fiscal years ending June 30, 2010, and _June 30, 2011, in addition to the other
purposes for which expenditures may be made by Wichita State University from moneys
appropriated from the state general fund or any special revenue fund for the above agency for fiscal
year 2010 or fiscal year 2011 by chapter 124 or chapter 144 of the 2009 Session Laws of Kansas, or by
this or other appropriation act of the 2010 regular session of the legislature, expenditures shall be
made by Wichita State University from the state general fund or from any special revenue fund for
fiscal year 2010 and fiscal year 2011, after consultation with the National Institute for Aviation
Research, to provide for the establishment of a technical training board: Provided, That, except as
otherwise provided in this subsection (d), such board shall be similar in composition to the aviation
research board and shall advise the president of Wichita State University, and others representing
Wichita State University, on all expenditures from the aviation infrastructure account of the state
economic development initiatives fund for fiscal year 2010 and fiscal year 2011: Provided further,
That such board shall review and evaluate all such expenditures: And provided further, That the
executive director of the National Institute for Aviation Research shall be the administrator for the
technical training board: And provided further, That the membership of the technical training board
shall include representatives of Sedgwick County and representatives of the Wichita Area Technical
College as ex-officio, nonvoting members: And provided further, That the technical training board
shall prepare and submat a report to the legislature, which shall be presented to the education budget
committee of the house of representatives and to the appropriate subcommittee of the ways and
means committee of the senate, not later than the 10th calendar day of the 2011 regular session of the
legislature, detailing the findings of the technical training board regarding the expenditures by
Wichita State University from the aviation infrastructure account of the state economic development
matiatives fund for fiscal year 2010 and fiscal year 2011.”

Tax Bill

The approved tax bill, Senate Substitute for House Bill 2360, is headed to the Governor’s desk, where it is
expected to be approved. The bill contained several tax provisions.

Senate Sub. for HB 2360, as amended, would enact a state sales tax increase, amend the Kansas Taxpayer
Transparency Act, expand the food sales tax rebate program, and expand the state earned income tax credit
(EITC) program.
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The state sales and compensating use tax rate would be increased from 5.3 to 6.3 percent, effective July 1,

2010. A grandfather clause would provide that if’ contractors had entered into written binding contracts prior to
May 1 for the original construction, reconstruction, restoration, remodeling, renovation, repair or replacement
of a building, facility or residential structure, bridge or highway, the 5.3 percent rate would remain applicable to
such contracts if proof is provided to the Department of Revenue prior to July 10.

The rate subsequently would be reduced to 5.7 percent on July 1, 2013. Disposition of revenue provisions
generally would be adjusted to provide the State Highway Fund (SHF) with an estimated $20.427 million of the
additional revenue in FY 2011; and $21 million in each of FY 2012-2013; and all of the additional revenue
above 5.3 percent once the rate returns to the 5.7 percent level. The balance of the additional receipts would be
deposited in the State General Fund (SGF), except for a small portion attributable to utility purchases within an
intermodal facility district. Such receipts would be distributed temporarily to the SHE, but then could be
transferred by the Secretary of Transportation to a new rail service improvement fund.

The food sales tax rebate program, which is administered through the income tax as a credit, would be
expanded such that the income eligibility ceiling would be increased from the current $31,900 to $35,000
beginning in tax year 2010; the per capita refund amounts would be increased from $41 to $45 in the upper-
income tier of the program, and from $84 to $90 in the lower-income tier.

A second income tax provision would provide that the Kansas EITC be increased from the current level of
17 percent of the federal EITC to 18 percent for tax years 2010-2012. The state EI'TC increase would return to
17 percent of the federal credit in tax year 2013.

The provisions of the bill are predicted to raise just over $324 million in Fiscal Year 2011, which begins July
1. The projections also show expected revenue of $373 million in FY 2012.
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