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PREFACE

The Legislative Research Commission, established by Article 6B of Chapter 120 of
the General Statutes, is a general purpose study group. The Commission is cochaired
by the Speaker of the House of Representatives and the President Pro Tempore of the
Senate and has five additional members appointed from each house of the General
Assembly. Among the Commission’s duties is that of making or causing to be made,
upon the direction of the General Assembly, "such studies of and investigations into
governmental agencies and institutions and matters of public policy as will aid the
General Assembly in performing its duties in the most efficient and effective manner.”
(G.S. 120-30.17(1)).

At the direction of the 1991 General Assembly, the Legislative Research
Commission has undertaken studies of numerous subjects. These studies were grouped
into broad categories and each member of the Commission was given responsibility for
one category of study. The Cochairs of the Legislative Research Commission, under
the authority of G.S. 120-30.10(b) and (c), appointed committees consisting of
members of the General Assembly and the public to conduct the studies. Cochairs, one
from each house of the General Assembly, were designated for each committee.

The study of the revenue laws was authorized by Section 2.1(1) of Chapter 754 of
the 1991 Session Laws. That act states that the Commission may consider House Joint
Resolution 7 in determining the nature, scope, and aspects of the study. House Joint
Resolution 7, introduced by Representative Daniel T. Lilley in the 1991 Session, gives
the Legislative Research Commission’s study of the revenue laws a very broad scope,
stating that the "Commission may review the State’s revenue laws to determine which
laws need clarification, technical amendment, repeal, or other change to make the laws
concise, intelligible, easy to administer, and equitable.” The relevant portions of
Chapter 754 and House Joint Resolution 7 are included in Appendix A.

The Legislative Research Commission grouped this study in its Revenue and
Financing area under the direction of Representative Marie W. Colton. The Committee
is chaired by Senator Dennis J. Winner and Representative John R. Gamble, Jr. The
full membership of the Committee and the staff assigned to the Committee are listed in
Appendix B of this report.



COMMITTEE PROCEEDINGS

The Legislative Research Commission’s Revenue Laws Study Committee met four
times before the 1992 Session. The Committee recommended sixteen bills in its
interim report to the 1992 Session of the 1991 General Assembly. Fourteen of these
recommendations were enacted in 1992, although some were modified before
enactment. Appendix C lists the recommendations and the action taken on them during
the 1992 Session.

The Committee held five meetings after the 1992 Session, including two two-day
meetings. The Committee devoted much of its time to a study of the State’s income
taxes on banks and holding companies; during the 1992 Session the House Finance
Committee had asked the Revenue Laws Study Committee to investigate this topic.
The Committee also studied whether to renew its recommendations of earlier proposals
that had not been enacted: highway use tax changes, a merchant’s discount for
collecting and remitting sales taxes when due, payment of taxes by electronic funds
transfer, and other proposals. The Committee was inundated with requests from
legislators, taxpayers, the Department of Revenue, other State agencies, local
governments, and interest groups to study numerous issues of tax policy and tax
administration. To accommodate these requests, the Committee extended its normal
meeting calendar, but it was unable to take up all of the issues suggested to it. Among
the topics it studied were whether to establish a statewide accounts receivable program
to be administered by the State Controller, how to reduce or eliminate the abuse of
motor vehicle dealer license plates and retail sales tax licenses, whether the State should
require occupational licensing of property tax- appeal representatives and charge a fee
for property tax appeals, how to expand and clarify the tax secrecy statutes, whether to
repeal the State’s privilege license taxes, whether to change payment of the cigarette
excise tax from a stamp basis to a reporting basis, and whether to tax income of
nonresident aliens and income of foreign corporations that do not have a permanent
establishment in the United States.

————— Taxation of Banks and Holding Companies
Representative John Gamble introduced House Bill 1355 during the 1992 Session
of the 1991 General Assembly. House Bill 1355 would have done two things: (i)



eliminated a special rule that allows banking corporations to deduct interest expenses
incurred in generating tax-exempt income; and (ii) eliminated ambiguous language that
has been interpreted to allow holding companies to deduct expenses incurred in
generating exempt income and deductible dividend income. House Bill 1355 was
debated in the House Finance Committee and then referred to the Revenue Laws Study
Committee for study and recommendations. The co-chairs of the Committee directed
staff to identify the various questions of law, fact, and policy that would need to be
answered to enable the Committee to evaluate the merits of House Bill 1355.

The Committee separated the two issues raised by House Bill 1355, one relating to
banks and the other to holding companies, and studied them separately. With respect
to the banking issue, the Committee determined that several questions regarding the
taxation of banks, particularly comparisons between North Carolina and other nearby
states as well as states with tax structures similar to that of North Carolina, should be
referred to a tax accounting expert who would act as a consultant. The Committee
originally intended to have the results of this study by mid-November, so that it could
consider the study, receive input from staff, experts, and interested parties, and debate
the issue in time to make a recommendation in its report. The Committee’s efforts to
contract to have the study performed were, however, unsuccessful.

The Committee’s original request for proposals, circulated to the major accounting
firms, yielded only one proposal. The Committee had awarded the contract to the
proposing firm based on a modified version of its proposal when the firm withdrew its
proposal. The firm gave no reason for withdrawing its proposal. The Committee then
began the bidding process anew, circulating a new request for proposals to over 150
potential consultants. The Committee received three acceptable proposals, each of
which was in the form of a binding offer to contract. The Committee accepted the
lowest bid on November 25, 1992. On December 8, 1992, however, the firm to whom
the contract had been awarded notified the Committee that it would not perform the
contract because of an asserted conflict of interest. A copy of the Committee’s second
request for proposals is Appendix D of this report.

Because the bank tax change proposed by House Bill 1355 would have adopted the
federal treatment of banks’ expenses related to producing tax exempt income, the
Committee invited a representative of the Internal Revenue Service to brief the
Committee on the federai law. At the Committee’s Novémber meeting, Steve
Glickstein of the Office of the Chief Counsel, United States Internal Revenue Service,
spoke to the Committee about the history of the federal treatment of banks’ expenses



related to producing tax exempt iricome, the change in 1986 from a rule similar to
North Carolina’s current law to a rule disallowing the expenses, and policy reasons for
the federal change. Mr. Glickstein also gave a detailed technical explanation of how
the federal law works and pointed out administrative issues and potential questions that
North Carolina may want to address if it does adopt the federal approach. Appendix E
of this report is a transcript of Mr. Glickstein’s remarks to the Committee and the
questions and answers following his remarks.

In order to evaluate the holding company proposal raised by House Bill 1355, the
Committee asked Ruth Sappie of the Fiscal Research Division to conduct a survey of
the fifty states to determine whether other states, like North Carolina, allow holding
companies to deduct their expenses incurred in generating tax exempt income or
deductible dividends. Ms. Sappie presented the results of her study to the Committee
at its November meeting. Her study, which is Appendix F of this report, indicated that
North Carolina is in line with most states and the federal government to the extent it
allows deduction of expenses incurred in generating deductible dividends. North
Carolina is out of line with most states, however, to the extent it allows deduction of
expenses incurred in generating tax-exempt interest income.

The Committee examined the relevant provision of the current law, G.S. 105-
130.5(c)(3), and found it to be so ambiguous that it is impossible to determine whether
or not the General Assembly had intended to allow deduction of these expenses. The
Committee stated that, regardless whether the deduction is to continue or be
eliminated, the General Assembly should revise the language of G.S. 105-130.5(c)(3)
to remove all ambiguity regarding the extent to which a taxpayer may deduct expenses
incurred in generating income that is not taxed. Because this provision of the law is
inherently linked to the banking issue, however, the Committee found that it could not
clarify G.S. 105-130.5(c)(3) without either adopting the current law on the banking
issue or changing that law. Thus, because the banking issue remained unresolved, the
Committee deferred action on the holding company issue as well.

----- Repeal of State Privilege License Taxes

The Committee conducted a review of the State’s privilege license taxes levied in
Article 2 of Chapter 105 of the General Statutes. Staff provided the Committee with
an overview of the taxes and a history of earlier study committees’ recommendations
that the taxes be repealed or reformed. Charles D. Liner of the Institute of
Government presented an analysis of the State’s privilege license taxes in light of



principles of tax policy. He found that the State’s privilege license taxes conform to
neither the benefits principle of tax faimess nor the ability to pay principle of tax
fairness. The taxes are also fundamentally inequitable because of substantial disparities
in taxation of different businesses and individuals. Dr. Liner found State privilege
license taxes to be relatively unresponsive to economic growth but fairly stable. The
structure of the taxes, according to Dr. Liner’s analysis, is complex and illogical, and
the taxes are extremely inefficient, i.e., expensive for the state to collect. A summary
of Dr. Liner’s report is Appendix G of this report. The Committee was impressed by
the information before it demonstrating that the State’s privilege license taxes violated
many important principles of tax policy, but the Committee was mindful that repeal of
the State privilege license taxes would cost the General Fund approximately $30 million
a year. The Committee also noted that earlier study committees’ proposals to repeal or
reform the tax had met with substantial opposition. The Committee decided to defer
consideration of this issue until another year.

————— Motor Vehicle Dealer License Plates

The Committee created a subcommittee to develop a proposal to curb the abuse of
motor vehicle dealer license plates. Abuse of the plates occurs when dealers allow a
dealer plate to be used on a motor vehicle that is not, for all practical purposes, part of
the inventory of the dealer.

In formulating its proposal the Committee reviewed information prepared by staff
on the number and type of motor vehicle dealers, the number of dealer license plates,
and the relevant laws in the neighboring states and reviewed letters received from
citizens and property tax officials describing the abuses. The letters pointed out that
vehicles that are improperly driven by use of a dealer license plate escape property
taxation and motor vehicle title and registration fees. These vehicles are not subject to
property tax because they are supposedly inventory and are, therefore, exempt from
property tax; they are not titled because they are assigned to the dealer. The
Committee also received a newspaper article describing one instance of flagrant abuse
in Wayne County and heard much anecdotal evidence on the extent of the abuse.

The North Carolina Automobile Dealers Association, which represents franchise
dealers, and the North Carolina Independent Automobile Dealers Association presented
the subcommittee with recommendations on curbing the abuse. The subcommittee
incorporated many of these recommendations into a proposal ‘presented to the
Committee.



The Committee debated the subcommittee’s proposal at length and made several
changes to it. The Committee adopted a revised proposal, Legislative Proposal 23, for
recommendation to the General Assembly. Although the Committee adopted the
proposal, several members of the committee expressed concemns about various aspects
of the proposal. In particular, members expressed concern about the recommended
changes in the requirements for obtaining a license to sell motor vehicles and in the
lack of restrictions on the use of a motor vehicle driven with a dealer license plate. All
Committee members agreed, however, that legislation is needed to address the
abundance of dealer license plates that are used on vehicles that are not being offered
for sale.

————— Other Issues

The Revenue Laws Study Committee investigated numerous other issues over the
course of its study. The Committee revised and renewed its earlier recommendations
relating to the highway use tax, income tax treatment of nonresidents, tax secrecy,
electronic funds transfer, and the merchant’s discount for collecting sales and use taxes;
these recommendations are reflected in Legislative Proposals 1, 2, 3, 4, 5, 6, 18, and
19 of this report.

The Committee investigated a proposal recommended by the State Controller
designed to enhance State revenues by improving the State’s collection of accounts
receivable. The Committee’s recommendation on this issue is Legislative Proposal 15.
The Association of County Commissioners asked the Committee to consider measures
to regulate the increasing number of property tax appeals filed by paid representatives.
Legislative Proposal 20, providing for occupational licensing of property tax appeal
representatives, and Legislative Proposal 21, levying a fee for filing an appeal to the
Property Tax Commission, grew out of the Association’s recommendations.

The Committee adopted two proposals designed to help prevent tax evasion.
Legislative Proposal 17, which provides that a sales tax license becomes void if the
holder of the license makes no sales for an 18-month period, is intended to limit
opportunities for individuals to purchase property free of sales tax by misrepresenting
themselves as retailers who intend to resell the property. Legislative Proposal 22,
requested by the Fuel Tax Division of the Department of Revenue and the Special
Investigations Division of the Attorney General’s Office, provides a criminal penalty for
diverting nontaxpaid special fuel for highway use. |



The Committee adopted three recommendations to simplify tax administration:
Proposal 11 affects income tax refunds; Proposal 13 affects the filing extension for
intangibles tax returns; and Proposal 14 affects the penalty for failure to file an
inheritance tax return. The Committee adopted Legislative Proposals 8, 9, 10, and 12
to clarify statutory language and remove unintended gaps in the tax statutes. Finally,
the Committee addressed numerous technical changes that need to be made to the
revenue laws. ILegislative Proposal 16 contains the Committee’s recommendations for
technical changes.

The Committee expresses its appreciation for the assistance of the staff of the
Department of Revenue and the staff of the Division of Motor Vehicles. The
Committee’s task is made easier by the informed comments and suggestions of these tax
administrators.
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COMMITTEE RECOMMENDATIONS AND LEGISLATIVE PROPOSALS

The Revenue Laws Study Committee recommends the following legislation to the
1993 General Assembly. The Committee’s legislative proposals consist of twenty-four
bills and one resolution. Each proposal is followed by an explanation and a fiscal
analysis indicating any anticipated revenue gain or loss resulting from the proposal.

-10-
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PROPOSAL 1 (93-LJ-~3)
" (THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Lower Minimum Highway Use Tax. (Public)

Sponsors:

Referred to:

A BILL TO BE ENTITLED
AN ACT TO LOWER THE MINIMUM HIGHWAY USE TAX.
The General Assembly of North Carolina enacts:
Section 1. G.S. 105-187.3 reads as rewritten:
"§ 105-187.3. Rate of tax.

(a) Amount. -- The rate of the use tax imposed by this Article
is three percent (3%) of the retail value of a motor vehicle for
which a certificate of title is issued. The tax is payable as

provided in G.S. 105-187.4. The tax may not be less than £feorty
dollars ($40.00) twenty dollars ($20.00) for each motor vehicle
for which a certificate of title is issued, unless the issuance
of a title for the vehicle is exempt from tax under G.S. 105-
187.6(a). The tax may not be more than one thousand five hundred
dollars ($1,500) for each motor vehicle for which a certificate
of title is issued.

(b) Retail Value. —-- The retail value of a motor vehicle for
which a certificate of title is issued because of a sale of the
motor vehicle by a retailer is the sales price of the motor
vehicle, including all accessories attached to the vehicle when
it is delivered to the purchaser, 1less the amount of any
allowance given by the retailer for a motor vehicle taken in
trade as a partial payment for the purchased motor vehicle. The
retail value of a motor vehicle for which a certificate of title
is issued because of a sale of the motor vehicle by a seller who

Page 11 93-LJ-3
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is not a retailer is the market wvalue of the wvehicle, less the
amount of any allowance given by the seller for a motor vehicle
taken in trade as a partial payment for the purchased motor
vehicle. The retail value of a motor vehicle for which a
certificate of title is issued because of a reason other than the
sale of the motor vehicle is the market value of the vehicle.
The market value of a vehicle is presumed to be the value of the
vehicle set in a schedule of values adopted by the Commissioner.

(c) Schedules. -- In adopting a schedule of values for motor
vehicles, the Commissioner shall adopt a schedule whose values do
not exceed the wholesale values of motor vehicles as published in
a recognized automotive reference manual."

Sec. 2. G.S. 105-187.7 reads as rewritten:
"§ 105-187.7. Credit for tax paid in another state.

A person who, within 90 days before applying for a certificate
of title for a motor vehicle on which the tax imposed by this
Article is due, has paid a sales tax, an excise tax, or a tax
substantially equivalent to the tax imposed by this Article on
the wvehicle to a taxing Jjurisdiction outside this State 1is
entitled to a credit against the tax due under this Article for
the amount of tax paid to the other jurisdiction. The credit may
not reduce the person’s liability under this Article below the
minimum forty-dellar ($40.00) tax. tax set in G.S. 105-187.3."

Sec. 3. G.S. 105-187.8 reads as rewritten:
"§ 105-187.8. Refund for return of purchased motor vehicle.

When a purchaser of a motor vehicle returns the motor vehicle
to the seller of the motor vehicle within 90 days after the
purchase and receives a vehicle replacement for the returned
vehicle or a refund of the price paid the seller, whether from
the seller or the manufacturer of the vehicle, the purchaser may
obtain a refund of the privilege tax paid on the certificate of
title issued for the returned motor vehicle, less the minimum tax
of forty -dollars ($40.00), set in G.S. 105-187.3.

To obtain a refund, the purchaser must apply to the Division
for a refund within 30 days after receiving the replacement
vehicle or refund of the purchase price. The application must be
made on a form prescribed by the Commission and must be supported
by documentation from the seller of the returned vehicle."

Sec. 4. This act becomes effective July 1, 1993.

Page 12 93-LJ-3



Explanation of Proposal 1

With this proposal, the Revenue Laws Study Committee renews its
recommendation on the topic addressed by the proposal. The proposal lowers the
minimum highway use tax from $40.00 to $20.00 effective July 1, 1993. The
Committee has made this same recommendation to each session of the General
Assembly since the enactment of the highway use tax in 1989.

In 1989 the General Assembly created the Highway Trust Fund and imposed the
highway use tax to provide revenue for that Fund. The highway use tax replaces the
former sales tax on motor vehicles. The highway use tax is 3% of the retail value of a
motor vehicle, subject to both a minimum and a maximum tax. The minimum tax is
$40.00. The maximum tax is $1,000 until July 1, 1993, when it increases to $1,500.

The highway use tax is payable when a certificate of title is issued for a motor
vehicle. The tax is in addition to the $35.00 fee that is charged for the issuance of a
title and the $10.00 or $20.00 fee that is charged for the transfer or issuance of a
license plate. Thus, the minimum combined tax and fees payable when a certificate of
title is transferred as the result of the sale of a motor vehicle is $85.00 if the new owner
transfers a license plate to the vehicle and is $95.00 if the new owner obtains a new
license plate for the vehicle. These figures are the result of adding the $40.00 tax, the
$35.00 title fee, and either the $10.00 or $20.00 fee for a license plate.

When the highway use tax was first enacted, the Committee received numerous
complaints about the high minimum amount that must be paid to transfer a certificate
of title. The Committee continues to receive complaints about this aspect of the
highway use tax. In response to these complaints, the Committee has discussed the
highway use tax several times. Each time, the Committee has concluded that the
minimum tax of $40.00 is not fair, particularly when coupled with the $35.00 title fee,
because the tax is very regressive and does not distinguish between motor vehicles
valued at less than $1,300 and those valued at more than $1,300. The transfer of a
boat trailer, for example, that has a value of $150 triggers the payment of at least
$85.00 in taxes and fees while the transfer of a car valued at $1,300 triggers payment
of the very same amount of taxes and fees.

The Committee makes this recommendation with the knowledge that less revenue
will accrue to the Highway Trust Fund if the recommendation is enacted. The

-13-



‘Committee believes, however, that it is more important to make the tax equitable than
to maximize tax revenue by continuing to collect an unfair tax.

Because of the inherent inequities of the minimum tax, the Committee debated
eliminating the minimum altogether, thereby making the tax based entirely on value
until the maximum tax is reached. The Committee chose to recommend lowering the
minimum tax rather than eliminating it out of consideration for the strong desires
expressed during past legislative debates on this proposal to not reduce Highway Trust
Fund revenue for any reason. The Committee’s recommendation is therefore a
compromniise.

Section 1 of the proposal reduces the minimum highway use tax to $20.00.
Sections 2 and 3 are conforming changes and change references to the amount of the
minimum tax.

-14-



Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #1: Lower the Minimum Use Tax

Summary:

The 3% highway use tax levied whenever a vehicle title is transferred contains a minimum
tax provision of $40 on a single transaction. This proposal lowers the $40 minimum tax to
$20.

Effective Date:

July 1, 1993

Fiscal Effect:

Highway use tax collections are deposited in the Highway Trust Fund. The revenue loss is
expected to be approximately $8 million in FY1993-94 and FY1994-95.

-]15-
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PROPOSAL 2 (93-LJ-4)
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Highway Use Tax Exemptions. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED
AN ACT TO EXEMPT CERTAIN TRANSFERS OF VEHICLES FROM THE HIGHWAY
USE TAX.
The General Assembly of North Carolina enacts:
Section 1. G.S. 105-187.6(a) reads as rewritten:

"{a) Full Exemptions. -- The tax imposed by this Article does
not apply when a certificate of title is issued as the result of
a transfer of a motor vehicle:

(1) To the insurer of the motor vehicle under G.S. 20-
109.1 because the vehicle is a salvage vehicle,

(2) To either a manufacturer, as defined in G.S. 20-
286, or a motor vehicle retailer for the purpose of
resale.

(3) To the same owner to reflect a change or correction
in the owner’s name.

(4) By will or intestacy.

By a conveyance between a husband and wife or wife,
a parent and child child, or a stepparent and a
stepchild.

(6) By a distribution of marital property as a result
of a divorce.

(7) To a handicapped person from the Department of
Human Resources after the vehicle has been equipped
by the Department for use by the handicapped.

Page 16 93-LJ-4
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(8) To a local board of education for use in the driver
education program of a public school when the motor
vehicle is transferred:

a. By a retailer and is to be transferred back to
the retailer within 180 days after the
transfer to the local board.

b. By a local board of education.”

Sec. 2. This act becomes effective July 1, 1993.

93-LJ-4



Explanation of Proposal 2

This proposal exempts several transfers of motor vehicles from the highway use
tax. The exempted transfers are transfers between stepparents and stepchildren,
transfers of handicapped vans from the Department of Human Resources to the
handicapped, and transfers of certain driver education vehicles. These three types of
transfers are currently subject to highway use tax at the full rate. The exemptions
become effective July 1, 1993.

The exemption for transfers between stepparents and stepchildren is a logical
extension of the current exemption for transfers between parents and children and a
clarification of that exemption. The Revenue Laws Study Committee recommended to
the 1990 and 1991 sessions of the General Assembly that transfers between parents and
children be exempted from the highway use tax. That recommendation was enacted in
1991. Before then, transfers between parents and children were taxed at the minimum
$40.00 tax.

When the Committee made its recommendation, it assumed that stepparents and
stepchildren would be included in an exemption for parents and children. After the
exemption for parents and children was enacted in 1991, the Attorney General’s Office
issued an opinion stating that the exemption for parents and children does not include
stepparents and stepchildren. This proposal corrects this problem by specifically
including transfers between stepparents and stepchildren in the list of exemptions.

The other two exemptions recommended by this proposal were included in
previous recommendations to the 1990 and 1991 sessions of the General Assembly.
The two exemptions apply only in limited circumstances. One of these applies to
vehicles that are transferred to a handicapped person from the Department of Human
Resources after the Department has equipped the vehicle for use by the handicapped.
Without this exemption, the vehicle is subject to the highway use tax two times within a
short period of time. Currently, highway use tax is paid by the State when the
Department of Human Resources acquires a vehicle and equips it for special use and is
paid again by the handicapped person to whom the Department transfers the vehicle
when the vehicle is ready for use.

The remaining exemption applies to driver education vehicles. This provision is a
narrower version of a provision included in previous Committee recommendations to
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the 1990 and 1991 sessions of the General Assembly. The Committee’s previous
proposals exempted from the highway use tax all vehicles transferred to a local board of
education to be used in the driver education program of a public school. This proposal
exempts only driver education vehicles that are "on loan” from a motor vehicle dealer
or were transferred from another local board of education.

The highway use tax is the tax that was enacted in 1989 to replace the sales tax on
motor vehicles and provide a source of revenue for the Highway Trust Fund. The tax
is 3% of the retail value of a motor vehicle, subject to a minimum tax of $40.00 and a
maximum tax of $1,000 until July 1, 1993, and a maximum tax of $1,500 after that
date. Unlike the former sales tax on motor vehicles, which was payable only when a
motor vehicle was sold, the highway use tax is payable every time a certificate of title is
issued for a motor vehicle. A title is issued every time a motor vehicle is transferred to
a new owner or the owner changes names, regardless of whether any cash changes
hands in the transfer or how many times the vehicle has previously been transferred.

-19-



Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #2: Highway Use Tax Exemptions

Summary:

This proposal exempts several categories of title transactions from the levy of the 3%
highway use tax. The exemptions include:

1. Driver education vehicles,
Vans and special vehicles purchased by the Department of Human Resources who
re-equips them for use by handicapped persons, and

3. Gifts to stepchildren

Note: From 1989 to 1991, title transfers which were gifts between parents and children
were taxed at the minimum tax rate of $40. In the 1991 Session, House Bill 83 expanded
that partial exemption from the 3% highway use tax to a full exemption.

Gifts from parents to stepchildren have always been taxed at the full 3% of the value of
the vehicle, The Division of Motor Vehicles was challenged by a taxpayer on their interpre-
tation of this exemption, and they requested an opinion from the Attorney General. The
Division’s interpretation was confirmed.

Effective Date:
July 1, 1993

Fiscal Effect:

Highway use tax collections are deposited in the Highway Trust Fund. The revenue loss
associated with each of the proposed exemptions is listed here:

Exemption Revenue Loss
Driver education vehicles $350,500
Human Resources vehicles
for the handicapped 15,000
Gifts to stepchiidren 240,000
TOTAL $605,500
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D
PROPOSAL 3 (93-LJX-1)
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
Mobile Classroom & Office Changes. (Public)

Short Title:

Sponsors:

Referred to:

Janaury 27, 1993

A BILL TO BE ENTITLED

AN ACT TO MAKE MOBILE CLASSROOMS AND MOBILE OFFICES SUBJECT TO
SALES TAX RATHER THAN HIGHWAY USE TAX AND TO EXEMPT CERTAIN
MOBILE CLASSROOMS FROM SALES TAX.

The General Assembly of North Carolina enacts:

Section 1.

"(Bb)

Page 21

G.S. 105-164.3(8b) reads as rewritten:

‘Motor vehicle’ means a vehicle that is designed
primarily for use upon the highways and is either
self-propelled or propelled by a self-propelled
vehicle, but does not include:

a.
b.

A moped as defined in G.S. 20-4.01(27)(d1l).
Special mobile equipment as defined in G.S.
20-4.01(44).

A tow dolly that is exempt from motor vehicle
title and registration requirements under G.S.
20-51(10) or (11).

A farm tractor or other implement of
husbandry.

A manufactured home. home, a mobile office, or
a mobile classroom.

Road construction or road maintenance
machinery or equipment."”

93-LJX-1
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Sec.

2. G.S. 105-164.4(a) is amended by adding the

following subdivision to read:

n(le)

The rate of three percent (3%) applies to the

Sec.

sales price of each mobile classroom or mobile
office sold at retail, including all accessories
attached to the mobile classroom or mobile office
when it is delivered to the purchaser. The
maximum tax is one thousand five hundred dollars
($1,500) per article. Each section of a mobile
classroom or mobile office that is transported
separately to the site where it is to be placed is
a separate article.”

3. G.S. 105-164.13 is amended by adding a new

subdivision to read:

Page 22

"(41) Sales of mobile classrooms to local boards of
education or to local boards of trustees of
community colleges.”

Sec. 4. This act becomes effective July 1, 1993.

93-LJX-1



Explanation of Proposal 3

This proposal makes mobile offices and mobile classrooms subject to sales tax
rather than highway use tax and exempts from sales tax mobile classrooms sold to a
local board of education or a local board of trustees of a community college. The
changes are to become effective July 1, 1993.

Except for the sales tax exemption in this proposal, the changes recommended by
the proposal are the same changes the Revenue Laws Study Committee recommended
to the 1992 session of the General Assembly as part of Senate Bill 1014. The
previously recommended changes were deleted from Senate Bill 1014 when the issue of
a sales tax exemption for mobile classrooms arose. This recommendation addresses
that issue by including an exemption for certain mobile classrooms.

Mobile offices and mobile classrooms are currently subject to highway use tax
rather than sales tax because they are considered to be motor vehicles. Motor vehicles
are subject to highway use tax and are not subject to sales tax. The highway use tax is
collected only when a vehicle is titled. Although the law requires mobile classrooms
and mobile offices to be titled, many are not. Consequently, no highway use tax is
being collected on many mobile classrooms and mobile offices.

In contrast, manufactured homes are subject to sales tax and are taxed at the
preferential rate of 2% with a maximum tax of $300 for each part of the home that is
transported separately. Sales tax is collected at the time of the sale rather than at a
later time. Thus, no tax is escaping on manufactured homes but it is escaping on
mobile offices and mobile classrooms.

The proposal changes the taxation of mobile offices and mobile classrooms to
avoid the potential revenue loss that occurs when these vehicles are not titled and to
treat them the same as manufactured homes. Section 1 removes mobile offices and
mobile classrooms from the definition of "motor vehicle” that is used for sales tax
purposes so that they will be subject to sales tax rather than highway use tax. As noted
above, if something is a motor vehicle it is subject to highway use tax, and if it is not a
motor vehicle it is subject to sales tax. Section 2 sets the sales tax rate that will apply
to mobile offices and mobile classrooms; the rate set is the same as the applicable
highway use tax rate. Effective July 1, 1993, the highway use tax rate will be 3% of
the retail value of the vehicle, subject to a maximum tax of $1,500. As with
manufactured homes, each segment of a double-wide mobile- office or mobile classroom
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will be considered a separate item and the maximum tax will apply to each of the
segments.

Although the proposal makes mobile classrooms subject to sales tax, it exempts
from the tax mobile classrooms sold to local boards of education and local boards of
trustees of community colleges. The Committee was persuéded that imposing the tax
on these mobile classrooms would be an additional tax burden on these local boards
because they frequently are not paying the highway use tax when they buy a mobile
classroom.

Before the enactment of the highway use tax in 1989, manufactured homes,
mobile offices, and mobile classrooms were all subject to sales tax at the rate of 2%
with a $300 cap on each segment. The highway use tax legislation distinguished
between manufactured homes, mobile offices, and mobile classrooms, leaving the first
of these three subject to sales tax and making the last two of these subject to highway
use tax. This proposal once again makes all three of these items subject to sales tax.

24-



Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #3: Mobile Classroom & Office Changes

Summary:

This proposal makes mobile offices and mobile classrooms subject to sales tax and ex-
empts them from the highway use tax. These items are currently considered to be motor
vehicles and are subject to the 3% highway use tax.

In practice, these types of mobile units are neither registered nor titled. The Division of
Motor Vehicles estimates that as many as 80% are not in compliance with motor vehicle
law. Current law classifies mobile offices and classrooms as motor vehicles, and it does not
specifically exempt them from standard registration and title requirements under G.S.
20-51.

The proposal includes an exemption from sales tax for mobile classrooms purchased by
local school boards and community colleges.

Effective Date:

July 1, 1993

Fiscal Effect:

Based on yearly inspection data provided by the Department of Insurance, the estimate of
increased revenues to the General Fund is $150,000 each year beginning in FY 1993-94.
Assuming the 80% estimate of non-compliance is valid, 20% of the $150,000 in new
General Fund revenues, or $30,000, is the amount of highway use tax the Highway Trust
Fund would forego each year if these units became subject to sales tax.
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Proposal 4 (93-LC-010(1.1))
THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION

Short Title: Electronic Funds Transfer. (Public)

Sponsors:

Referred to:

A BILL TO BE ENTITLED
AN ACT TO AUTHORIZE THE DEPARTMENT OF REVENUE TO ALLOW OR REQUIRE
PAYMENT OF TAXES BY ELECTRONIC FUNDS TRANSFER.
The General Assembly of North Carolina enacts:

Section 1. G.S. 105-228.90(b) is amended by adding a

new subdivision to read:

"(3) Electronic funds transfer. ——- A transfer of funds
initiated by wusing an electronic terminal, a
telephone, a computer, or magnetic tape to instruct
or authorize a financial institution or its agent
to credit or debit an account."

Sec. 2. G.S. 105—241 reads as rewritten:

"§ 105-241. Ts n Al . : period
and—4uunp—a_l4enr—p¢;OLatLesr Where and how taxes payable, tax
period; liens.

(a) Form of Payment. -—- Taxes are payable in the national
currency. The Secretary shall prescribe where taxes are to be

"paid and whether taxes must be paid in cash, by check, by

electronic funds transfer, or by another method.
(b) Electronic Funds Transfer. —-- The Secretary may not require

a taxpayer to pay a tax by electronic funds transfer unless,
during the applicable period for that tax, the average amount of
the taxpayer’s required payments of the tax was at least twenty

Page 26 93-LC-010
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thousand dollars ($20,000) a month. The twenty thousand dollar
($20,000) threshold applies separately to each tax. The
applicable period for a tax is a l1l2-month period, designated by
the Secretary, preceding the imposition or review of the payment
requirement. The requirement that a taxpayer pay a tax by
electronic funds transfer remains in effect until suspended by
the Secretary. Every 12 months after requiring a taxpayer to pay
a tax by electronic funds transfer, the Secretary shall determine
whether, during the applicable period for that tax, the average
amount of the taxpayer’s required payments of the tax was at
least twenty thousand dollars ($20,000) a month. If it was not,
the Secretary shall suspend the requirement that the taxpayer pay
the tax by electronic funds transfer and shall notify the
taxpayer in writing that the requirement has been suspended.

(c) Tax Period. -- Except as otherwise provided in this
Chapter, taxes are levied for the fiscal year of the State in
which they became due.

(d) Lien. -- This subsection applies except when another
Article of this Chapter contains contrary provisions with respect
to a lien for a tax levied in that Article. The lien of a tax
attaches to all real and personal property of a taxpayer on the
date a tax owed by the taxpayer becomes due. The lien continues
until the tax and any interest, penalty, and costs associated
with the tax are paid. A tax lien is not extinguished by the
sale of the taxpayer’s property. A tax lien, however, is not
enforceable against a bona fide purchaser for value or the holder
of a duly recorded lien unless:

(1) In the case of real property, a certificate of tax
liability or a judgment was first docketed in the
office of the clerk of superior court of the county
in which the real property is located.

(2) 1In the case of personal property, there has already
been a levy on the property under an execution or a
tax warrant.

The priority of these claims and liens is determined by the date
and time of recording, docketing, levy, or bona fide purchase.

If a taxpayer executes an assignment for the benefit of
creditors or if insolvency proceedings are instituted against a
taxpayer who owes a tax, the tax lien attaches to all real and
personal property of the taxpayer as of the date and time the
taxpayer executes the assignment for the benefit of creditors or
the date and time the insolvency proceedings are instituted. 1In
these cases, the tax lien is subject only to a prior recorded
specific lien and the reasonable costs of administering the
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assignment or the insolvency proceedings. The taxes -herein
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Sec. 3. G.S. 105-130.19 reads as rewritten:
"§ 105-130.19. Time and place of payment of tax.

9 {a) Except as provided in Article 4C of this Chapter, the full
10 amount of the tax payable as shown on the face-of the return
11 shall be paid to the Secretary of-Rewsnueat the office where the
12 return is filed and within the time £fixed by law allowed for
13 filing the return. The tax shall be paid at the place and in the
14 form required by the Secretary pursuant to G.S. 105-241(a).

O~ U WP

22 Sec. 4. G.S. 105-157 reads as rewritten:

23 "§ 105-157. Time and place of payment of tax.
24 +a) Except as otherwise provided in this section and in

25 Article 4A of this Chapter, the full amount of the tax payable as
26 shown on the_éace—ei the return shall be paid to the Secretary at

28 w1th1n the time allowed for f111ng the return. If the amount
29 shown to be due is less than one dollar ($1.00), no payment need
30 be made. The tax shall be paid at the place and in the form
31 required by the Secretary pursuant to G.S. 105-241(a).

38 Sec. 5. G.S. 105- 160 7 reads as rewritten:

39 "§ 105-160.7. Time and place of payment of tax.

40 {a)} The full amount of the tax payable as shown on the face of
-41 the return shall be paid to the Secretary at—the office where the

42 return is filed at the time fixed by law within the time allowed

43 for filing the return. However, 1f the amount shown to be due
44 after all credits is less than one dollar ($1.00), no payment

Page 29 93-LC-010
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need be made. The tax shall be paid at the place and in the form
required by the Secretary pursuant to G.S5. 105-241(a).

Sec. 6. G.S. 105-163.6(a) reads as rewritten:

"(a) General. -- A return is due quarterly or monthly as
specified in this section. A return shall be filed with the
Secretary on a form prepared by the Secretary, shall report any
payments of withheld taxes made during the period covered by the
return, and shall contain any other information required by the
Becretary. '

Withheld taxes are payable quarterly, monthly, or within three
banking days, as specified in this section. Withheld taxes shall

be paid to-the Secretary or toa financial institution with which

withheld taxes. at the place and in the form required by the
Secretary pursuant to G.S. 105-241(a).

If the Secretary finds that collection of the amount of taxes
this Article requires an employer to withhold is in jeopardy, the
Secretary may require the employer to file a return or pay
withheld taxes at a time other than that specified in this
section.”

Sec. 7. G.S. 105-164.18 is repealed.

Sec. 8. G.S. 105-236 is amended by adding the following

new subdivisions to read:

"(la) Penalty for Bad Electronic Funds Transfer. —-- When
an electronic funds transfer cannot be completed
due to insufficient funds or the nonexistence of
an account of the transferor, the Secretary shall
assess an additional tax, as a penalty, equal to
ten percent (10%) of the amount of the transfer,
subject to a minimum of one dollar ($1.00) and a
maximum of one thousand dollars (51,000). This
subdivision applies to all taxes levied or
assessed by the State. ,

(1b) Making Payment in Wrong Form. -- For making a
payment of tax in a form other than the form
required by the Secretary pursuant to G.S. 105-
241(a), the Secretary shall assess an additional
tax, as a penalty, equal to five percent (5%) of
the amount of the tax, subject to a minimum of one
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dollar ($1.00) and a maximum of one thousand
dollars ($1,000)."
Sec. 9. G.S. 105-239.1(a) reads as rewritten:

"(a) Property transferred for an inadequate consideration to a
donee, heir, legatee, devisee, distributee, stockholder of a
liquidated corporation, or any other person at a time when the
transferor is insolvent or is rendered insolvent by reason of the
transfer shall be subject to a lien for any taxes owing by the
transferor to the State of North Carolina at the time of such the
transfer whether or not the amount of such taxeg shall have the
taxes has been ascertained or assessed at the time of such the

transfer. Such lien shall be subject to the provisions of the
first proviso-contained in G.S, 105=241,. G.S. 105-241 applies
to this tax lien. In the event the transferee shall have

disposed of -such has disposed of the property so that it cannot

be subjected to the State’s tax lien, the transferee shall be
personally 1liable for the difference between the fair market
value of such the property at the time of the transfer and the
actual consideration, if any, paid to the transferor by the
transferee.

Upon a foreclosure of the State’s tax lien upon property in the
hands of a transferee, the value of any consideration which the

to the transferee out of the proceeds of the foreclosure sale
before applying such the proceeds toward the satisfaction of the
State’s tax lien. :

In order to proceed against the transferee or property in his
the transferee’s hands, the Secretary shall cause to be docketed
in the office of the clerk of the superior court of the county
wherein the transferee resides or the property is located, as the
case may be, a certificate of tax liability as provided in G.S.
105-242 or a lien certificate which shall set forth the amount of
the lien as determined by the Secretary or as finally determined
upon appeal and a description of the property subject to the
lien. Thereafter, execution may be issued against the transferee
as in the case of other money judgments except that no homestead
or personal exemption shall be allowable or, wupon a lien
certificate, an execution may be issued directing the sheriff to
seize the property subject to the lien and sell same in the same
manner as property is sold under execution. Such procedure and
collection shall be subject to the provisions of subsection (c)
of this section."

Sec. 10. G.S. 105-251 reads as rewritten:
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"§ 105-251. Information must be furnished.

Every person shall give the Secretary all information the

Secretary requires to fulfill a duty delegated to the Secretary.

The information must be in the form required by the Secretary.
The Secretary may require the information to be furnished

electronically or on paper." »

Sec. 11. This act becomes effective July 1, 1993.
Notwithstanding the provisions of G.S. 105-241(a) as amended by
this act, the Secretary of Revenue may not begin to require
payment by electronic funds transfer of motor fuels taxes levied
under Subchapter V of Chapter 105 of the General Statutes or of
the inspection fee levied under Article 3 of Chapter 119 of the
General Statutes until July 1, 1995.
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Explanation of Proposal 4

Legislative Proposal 4 would authorize the Department of Revenue to begin a
program requiring taxpayers who owe large periodic tax payments to pay taxes by
electronic funds transfer. Electronic funds transfer is a transfer of funds initiated by
using an electronic terminal, a telephone, a computer, or magnetic tape to instruct or
authorize a financial institution to credit or debit an account. According to the
Treasury Management Association, as of March 1992, 27 states have electronic funds
transfer tax programs in place and many more are expected to adopt programs in the
next few years. The Federation of Tax Administrators reports that these programs are
generally restricted to business taxes and to the largest taxpayers.

The Department of Revenue requested authorization to implement an electronic
funds transfer program in order to enhance the State’s cash management, improve the
efficiency of processing tax payments, and reduce the volume of paper documents.
Based on information received from other states, the Department of Revenue estimated
that by using electronic funds transfer, North Carolina could expect to enhance its
availability of funds by three to four days. Electronic funds transfer eliminates the
"float” created by the delay in processing checks through the postal system and the
banking system. The Department of Revenue estimated that interest earned on the
State’s funds during the extra three- to four-day period could generate approximately
$2,100,000 annually once the electronic funds transfer program is fully implemented.

The Department of State Treasurer expressed its support for the proposal, pointing
out that an electronic funds transfer program would benefit both taxpayers and the
State’s cash management program. The Carolina’s Cash Management Association also
expressed its support for the proposal. The Association, which represents more than 50
of the largest corporations in North Carolina, stated that electronic funds transfer would
benefit the corporate community by reducing paperwork, eliminating the processing of
checks, and enhancing flexibility and efficiency.

The Revenue Laws Study Committee recommended legislation authorizing an
electronic funds transfer program in its interim report to the 1992 Session of the 1991
General Assembly. The proposal was not enacted. Legislative Proposal 4 is the same
recommendation, with some modifications.

If Legislative Proposal 4 is enacted, the Department of Revenue plans to phase the
electronic funds transfer program in over several years; the program would be limited

-33-



to the largest taxpayers and to taxes that are paid quarterly or more frequently. A
financial audit of the Department of Revenue revealed that fewer than one percent of
the tax payments received each year account for almost fifty-seven percent of the
dollars collected. Thus, the electronic funds transfer program could be used to collect
a large proportion of the taxes due the state while the vast majority of taxpayers could
continue to pay by check.

The first phase of the program, planned to begin January 1, 1994, would involve
withholding tax and corporate income tax. Later in 1994, utilities sales tax, utilities
franchise tax, alcoholic beverages excise tax, and sales and use tax would be added.
Initially, taxpayers with average payments of a single tax of $100,000 a month would
be required to pay electronically. This threshold would be lowered as the program is
developed, with full implementation for all targeted business taxes by the end of 1996.
The Department would notify taxpayers who must pay taxes electronically and would
educate them about the procedures to be followed.

In order to implement the electronic funds transfer program, the Department of
Revenue would need to make significant changes to its computer systems and
accounting procedures. Legislative Proposal 4 does not provide an appropriation to
pay for the initial costs of the program, but the Department of Revenue would include
such an appropriation in its budget request for the 1993-94 fiscal year. Additional
appropriations will be necessary in later fiscal years for the costs of the program.

The statutory changes provided in Legislative Proposal 4 eliminate provisions that
would otherwise prevent the Secretary from implementing electronic funds transfer and
reorganize and clarify the administrative provisions affected. Section 1 of the bill adds
a definition of "electronic funds transfer” to the definitions statute in Article 9 of the
Revenue Act, which governs administration of the tax laws.

Section 2 of the bill provides that the Secretary shall prescribe where taxes are to
be paid and in what form the payments must be made. Section 2 prohibits the
Secretary from requiring payment of a tax by electronic funds transfer unless, during
the previous 12-month period, the average amount of the taxpayer’s required payments
of that tax was at least $20,000 a month. This threshold protects smaller taxpayers
from having to pay by electronic funds transfer. After the Secretary requires a taxpayer
to pay a tax by electronic funds transfer, the Secretary will review the taxpayer’s
average payments at least annually. If the amount of the payments falls below the
$20,000 threshold, the Secretary will suspend the electronic funds payment requirement
and so notify the taxpayer. The remainder of Section 2 clarifies and reorganizes
statutory language regarding tax liens.
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Sections 3, 4, 5, and 6 remove redundant provisions in the Revenue Act regarding
payment of taxes and replace them with references to the applicable statute in Article 9,
set out in Section 2 of the bill. Section 7 repeals a sales tax statute that is redundant.

Section 8 of Legislative Proposal 4 adds two provisions to the penalty statute. The
first is a penalty for making an electronic funds transfer that is not honored due to
insufficient funds or nonexistence of an account. Like the penalty for a bad check, this
penalty is equal to ten percent of the amount of the payment, with a maximum of
$1,000. Like all other penalties except the bad check penalty, this penalty may be
compromised or forgiven by the Secretary of Revenue for good cause. Section 8 also
adds a penalty for paying a tax in a form other than the form required by the Secretary.
The penalty is equal to five percent of the amount of the tax, with a maximum of
$1,000. This penalty will provide an incentive for taxpayers to comply with the
electronic funds transfer requirements imposed by the Secretary.

Section 9 of Legislative Proposal 4 makes a conforming change to a cross-
reference to the statute reorganized in Section 2. Section 10 provides that the
Secretary may require information furnished by taxpayers to be provided electronically.

The planned electronic funds transfer program would offer the debit and credit
methods of payment. Under the debit method, a taxpayer may authorize a third party
service vendor to debit the taxpayer’s account and transfer funds to the State’s bank.
The Department of Revenue plans to contract service with a bank that has a relationship
with a third-party service vendor to collect the data and initiate the transfer. The credit
method of transfer involves a taxpayer originating the transfer through the taxpayer’s
bank. The taxpayer instructs the bank to transfer funds to the State’s bank and transmit
identifying data with the funds to permit the Department to credit the proper account.
Legislative Proposal 19 of this report, which revises the statute that governs confidential
tax information, authorizes the Secretary of Revenue to contract with financial
institutions for transmittal of tax payments by electronic funds transfers.

Section 11 provides that Legislative Proposal 4 would become effective July 1,
1993. Because of the time needed by the Department of Revenue to implement the
program, the earliest date that electronic payments would actually be required is
January 1, 1994. In addition, Section 11 provides that the Secretary of Revenue may
not require payment of motor fuels taxes or inspection fees by electronic funds transfer
earlier than July 1, 1995.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #4: Electronic Funds Transfer

Summary:

This proposal would authorize the Department of Revenue to begin a program requiring
taxpayers who owe large periodic tax payments to pay taxes by electronic funds transfer
or EFT. EFT is a transfer of funds initiated by using an electronic terminal, a telephone,
a computer, or magnetic tape to instruct or authorize a financial institution to credit or
debit an account. According to the Treasury Management Association, 27 states have
electronic funds transfer tax programs in place and many more are expected to adopt EFT
programs in the next few years. In other states, these programs are generally restricted to
business taxes and to the largest taxpayers.

Effective Date:
January 1, 1993
Fiscal Effect:

There are both revenue and expenditure impacts. Based on information received from
other states with electronic funds transfer programs in place, the Department of Revenue
estimates that availability of funds paid by electronic funds transfer will be accelerated by
three to four days. The increase in General Fund revenues from additional investment
earnings is estimated at $2 million in the first full fiscal year of implementation.

Additional expenditures will be necessary to implement and operate the EFT program. An
expansion request will be submitted with the Governor’'s recommended budget to the
General Assembly, Six new positions will be requested, an administrative officer, a sec-
retary, and four accounting technicians. Also requested will be additional funds for em-
ployee benefits, data processing hardware and outside services, and printing costs of new
tax forms and schedules. The total expansion request of $465,104 is broken out below:

Salaries $107,938
Temporary Employees $ 22,132
Employee Benefits $ 29,705
Contract Services (EFT) $188,804
Tax Schedules/Forms $ 25,000
Telephone Service $ 25,000
Data Processing Services $ 16,5625
Contract Services (Bank) $ 15,000
Data Processing Hardware $ 35,000
TOTAL $465,104
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Proposal 5 (93-LC-012(1.1))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Child Care Credit/Nonresidents. (Public)

Sponsors:

Referred to:

A BILL TO BE ENTITLED
AN ACT AUTHORIZING NONRESIDENT TAXPAYERS TO CLAIM THE TAX CREDIT
FOR CHILD CARE AND CERTAIN EMPLOYMENT-RELATED EXPENSES.
The General Assembly of North Carolina enacts:
Section 1. G.S. 105-151.11 reads as rewritten:
"§ 105-151.11. Credit for child care and certain employment-
related expenses.

(a) A person who is allowed a credit against federal income
tax for a percentage of employment-related expenses under section
21 of the Code shall be allowed as a credit against the tax
imposed by this Division an amount equal to the applicable
percentage of the employment-related expenses as defined in
section 21(b)(2) of the Code. For employment-related expenses
that are incurred only with respect to one or more dependents who
are seven years old or older and are not physically or mentally
incapable of caring for themselves, the applicable percentage is
seven percent (7%). For employment-related expenses with respect
to any other qualifying individual, the applicable percentage is
ten percent (10%). :

(b) The amount of employment-related expenses for which a

credit may be claimed may not exceed two thousand four hundred

dollars ($2,400) if the taxpayer’s household includes one
gqualifying individual, as defined in section 21(b)(1) of the
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Code, and may not exceed four thousand eight hundred dollars
{$4,800) if the taxpayer’s household includes more than one
gualifying individual.

(c) No credit shall be allowed under this section unless the
taxpayer completes and attaches to the tax return the necessary
form or forms as may be required by the Secretary. No credit
shall be allowed under this section for amounts deducted from
gross income in calculating taxable income under the Code.

(d) A nonresident or part-year resident who claims the credit
allowed by this section shall reduce the amount of the credit by
multiplying it by the fraction calculated under G.S. 105-134.5(b)
or (c), as appropriate. The credit allowed by this section may

not exceed the amount of tax imposed by this Division for the
taxable year reduced by the sum of all credits allowable under
this Division, except for payments of tax made by or on behalf of
the taxpayer.

Sec. 2. This act 1is effective for taxable vyears
beginning on or after January 1, 1993.
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Explanation of Proposal 5

Legislative Proposal 5 would allow nonresidents to claim the income tax credit for
child care and certain employment-related expenses. On July 9, 1981, the General
Assembly repealed the income tax deduction for child care expenses and enacted in its
place a tax credit for these expenses. At that time nonresidents were not allowed to
take income tax deductions that were not directly connected to their North Carolina
income. Thus, in changing the child care deduction to a credit, the General Assembly
retained the provision that nonresidents could not take advantage of the tax benefit.

A few months later, however, the General Assembly abandoned its policy of
disallowing nonresidents’ deductions for expenses unrelated to North Carolina income
and enacted a new law allowing a nonresident to take a proportional amount of these
deductions. Through an oversight, the restriction that had been carried forward from
the child care deduction to the child care credit was not similarly modified. This
restriction has remained in the law. Legislative Proposal 5 would revise the law to
allow nonresidents to claim a proportional amount of the credit for child care and
certain employment-related expenses.

The 1989-90 Revenue Laws Study Committee recommended this proposal to the
1991 General Assembly, but it was not enacted. The Committee has renewed the
recommendation to the 1993 General Assembly. The bill would be effective for taxable
years beginning on or after January 1, 1993.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #5: Nonresident Child Care Credit

Explanation:

This proposal authorizes nonresidents to claim a prorated child care tax credit, based on
the proportion of total income earned in the State.

The 1981 General Assembly converted the state income tax deduction for child care
expenses to a tax credit. In the same session, the law denying nonresidents itemized tax
deductions not directly connected to the North Carolina income was changed to allow a
prorated deduction, depending on the proportion of total income earned in North Carolina.
Since the child care deduction had been converted to a credit, the nonresident deduction
allowance did not apply to child care expenses.

Effective Date:

January 1, 1993

Fiscal Effect:

The Department of Revenue estimates the General Fund revenue loss to be between
$300,000 to $500,000 for FY 1993-94 (a minimum loss of $300,000 but no more than
$500,000).
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Proposal 6 (93-LCX-013(1.1))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Nonresident Joint Returns. (Public)

Sponsors:

Referred to:

A BILL TO BE ENTITLED
AN ACT TO ALLOW A NONRESIDENT COUPLE TO FILE A JOINT INCOME TAX
RETURN IF ONLY ONE SPOUSE HAS INCOME FROM NORTH CAROLINA
SOURCES.
The General Assembly of North Carolina enacts:
Section 1. G.S. 105-152 reads as rewritten:
"§ 105-152. 1Income tax returns.
{a) Who Must File. -- The following individuals shall file
with the Secretary an income tax return under affirmation:

(1) Every resident required to file an income tax
return for the taxable year under the Code—and
every Code.

(la) Every nonresident required to file an income tax
return for the taxable year under the Code who i}
derived gross income from North Carolina sources
during the taxable year attributable to the
ownership of any interest 1in real or tangible
personal property in this State or derived from a
business, trade, profession, or occupation carried
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Carolina—taxable—income. Except as otherwise provided in this

(1b) Every nonresident whose spouse is required to file
a return under subdivision (la) and whose federal
taxable income is determined on a joint federal
return. '

(2) Repealed by Session Laws 1991 (Reg. Sess. 1992), c.
930, s. 1.

(3) Any individual whom the Secretary believes to be
liable for a tax under this Division, when so
notified by the Secretary and requested to file a
return. ,

(b) Taxpayer Deceased or Unable to Make Return. -- If the
taxpayer is unable to file the income tax return, the return
shall be filed by a duly authorized agent or by a guardian or
other person charged with the care of the person or property of
the taxpayer. If an individual who was required to file an
income tax return for the taxable year while 1living has died
before making the return, the administrator or executor of the
estate shall file the return in the decedent’s name and behalf,
and the tax shall be levied upon and collected from the estate.

(c) Information Required With Return. -- The income tax return
shall show the taxable income and adjustments required by this
Division and any other information the Secretary requires. The

Secretary may require some or all individuals required to file an
income tax return to attach to the return a copy of their federal
income tax return for the taxable year. The Secretary may
require a taxpayer to provide the Department with copies of any
other return the taxpayer has filed with the Internal Revenue
Service and to verify any information in the return.

(d) Secretary May Require Additional Information. -- When the
Secretary has reason to believe that any taxpayer conducts a
trade or business in a way that directly or indirectly distorts
the taxpayer’s taxable income or North Carolina taxable income,
the Secretary may require any additional information for the
proper computation of the taxpayer’s taxable income and North
Carolina taxable income. In computing the taxpayer’s taxable
income and North Carolina taxable income, the Secretary shall
consider the fair profit that would normally arise from the
conduct of the trade or business.

(e) Joint Returns. ~- A husband and wife shall file a single
income tax return jointly if (i) their federal taxable income is

determined on a joint federal return. xreturn—-and—{ii) both

Division, a wife and husband filing jointly are treated as one
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taxpayer for the purpose of determining the tax imposed by this
Division. A husband and wife filing jointly are jointly and
severally liable for the tax imposed by this Division reduced by
the sum of all credits allowable under this Division including
tax payments made by or on behalf of the husband and wife.
However, if a spouse has been relieved of liability for federal
tax attributable to a substantial understatement by the other
spouse pursuant to section 6013 of the Code, that spouse is not
liable for the corresponding tax imposed by this Division
attributable to the same substantial understatement by the other
spouse. A wife and husband filing jointly have expressly agreed
that if the amount of the payments made by them with respect to
the taxes for which they are 1liable, including withheld and
estimated taxes, exceeds the total of the taxes due, refund of
the excess may be made payable to both spouses jointly or, if
either is deceased, to the survivor alone.

(f) Repealed by Session Laws 1991, (Reg. Sess. 1992), c. 930,
s. 1."

Sec. 2. This act 1is effective for taxable vyears

beginning on or after January 1, 1993.
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Explanation of Proposal 6

Legislative Proposal 6 would provide that a nonresident married couple may file a
joint income tax return even if only one spouse has income in North Carolina. North
Carolina has allowed married couples to file joint returns since the Tax Fairness Act
was enacted in 1989. In order to file a joint State return, the couple must file a joint
federal return and both spouses must either be residents or have income taxable to
North Carolina. Virginia imposes the same requirement for joint filing but South
Carolina and Georgia allow a nonresident joint return where only one spouse has
income in the state.

The 1989-90 Revenue Laws Study Committee received complaints from South
Carolina residents that the joint filing requirements are unfair because they do not allow
nonresidents the tax benefit that residents receive from filing jointly. Taxpayers
pointed out that allowing joint filing would not lead to double exemptions or
deductions because of the rules requiring apportionment of income and credit for taxes
paid to another State. In addition, in May 1990, the South Carolina General Assembly
enacted a new law stating that beginning in 1991 it would no longer allow nonresident
joint filing for residents of states that do not allow joint filing for South Carolina
residents. This retaliatory legislation was apparently designed to pressure North
Carolina to change its law.

The 1989-90 Study Committee’s recommendation that the law be changed was not
enacted by the 1991 General Assembly. The 1991-92 Study Committee renewed the
recommendation, adopting Legislative Proposal 6, which would require all nonresident
couples with North Carolina income to file a joint North Carolina return if they file a
joint federal return. A couple that files separate federal returns must also file separate
North Carolina returns. This change will follow the Georgia and South Carolina rule
rather than the Virginia rule that does not allow joint filing for nonresident couples
when only one spouse has income in the state. The act is to become effective for
taxable years beginning on or after January 1, 1993.

In considering this bill, the Committee also investigated Virginia’s income tax law,
pursuant to which Virginia has entered into reciprocal agreements with all of its
neighboring states other than North Carolina. Virginia law provides that a nonresident
who commutes into the state on a daily basis does not have to pay income tax to
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Virginia if the state of which the commuter is a resident has a similar exemption for
Virginia residents. (Va. Code § 58.1-342.) The statute also allows the Virginia
Department of Revenue to enter into reciprocal agreements with other states to provide
more extensive exemptions for Virginia income of residents of those states to the extent
the other states provide a similar exemption for Virginia residents. In these situations,
the state of residence taxes the entire income of the resident and does not need to allow
a credit for tax paid to another state.

A representative of the Virginia Department of Revenue reported that under these
agreements the revenue effect on each state would more or less be a "wash” because
the tax lost by exempting nonresidents’ income is offset by the tax gained from not
having to allow residents a credit for tax paid to another state. If a state is a net
"commute out” state, it would gain; if it is a net "commute in” state, it would lose.
The Virginia official stated that any revenue loss is immaterial compared to the great
benefit of making it easier for commuters to file their taxes for the Department of
Revenue to administer the taxes.

If North Carolina entered into such an agreement with Tennessee, however, which
does not have an income tax on earned income, North Carolina would not gain any
revenue to offset its loss of taxes on Tennessee residents because North Carolina does
not currently have to give its own residents a credit for tax paid to Tennessee on wages
earned there.

In order for North Carolina to establish reciprocal commuter exemptions and other
reciprocal interstate income tax exemptions, its statutes would need to be amended.
The Committee did not have time to recommend legislation on this topic, but it asked
the Secretary of Revenue to investigate these exemptions and study the benefits and
drawbacks for North Carolina if it were to adopt measures similar to those in effect in
Virginia. The Committee recommended that this matter be studied in detail either
during the 1993 Session or in the period following adjournment of that Session.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #6: Nonresident Joint Returns

Summary:

This proposal allows a nonresident married couple to file a joint income tax return even if
only one spouse has income in North Carolina.

Under current law, the requirements for filing a joint State return are that the couple

must file a joint federal return and both spouses must either be residents or have income
taxable to North Carolina.

Effective Date:

January 1, 1993

Fiscal Effect:

The Department of Revenue estimates the annual revenue loss to the General Fund to be
$1.5 million beginning in FY 1993-94.
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Proposal 7 (93-LCX-029(1.1))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Update I.R.C. Reference. (Public)

Sponsors: -

Referred to:

1 A BILL TO BE ENTITLED
2 AN ACT TO UPDATE THE REFERENCE TO THE INTERNAL REVENUE CODE USED
3 TO DETERMINE CERTAIN TAXABLE INCOME AND TAX EXEMPTIONS.
4 The General Assembly of North Carolina enacts:
5 Section 1. G.S. 105-228.90(b)(1l) reads as rewritten:
6 "(1l) Code. —-- The Internal Revenue Code as enacted as of
7 January 1, 1892, 1993, including any provisions
8 enacted as of that date which become effective
9 either before or after that date. "

10 Sec. 2. G.S. 105-2.1 reads as rewritten:

11 "§ 105-2.1. Internal Revenue Code definition.
12 As used in this Article, the term ‘Code’ means—the Internal

14 provisions enacted of that date which become effective a

15 before—or—after—that-date~ has the same meaning as in G.S. 105-
16 228.90."

17 Sec. 3. G.S. 105-33.1(1) reads as rewritten:

18 "(1) Code. —-—

19

20 at of that date hich become = =

21 beforeor after that date. Defined

22 228.90."

23 Sec. 4. G.S. 105-114(b)(1) reads as rewritten:
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Il(l)

Sec.
Il(l)

Sec.
ll(l)

Sec.
"(1)

Sec.
"(4)

Sec.
ll(l)

sec.

The term ‘Code’ means—the—-Internal -Revenue—(Code-—as

same meaning as in G.S. 105-228.90."
5. G.S. 105-130.2(1) reads as rewritten:
Code. --

before or after that date. Defined in G.S. 105-
228.90."

6. G.S. 105-131(b)(1) reads as rewritten:

‘Code’

either before or after that date. has the same
meaning as in G.S. 105-228.90."

7. G.S. 105-134.1(1) reads as rewritten:

Code. --

before or after that-date. Defined

228.90."

8. G.S. 105-134.6(c)(4) reads as rewritten:

The amount by which the taxpayer’s standard
deduction has been increased for inflation under
section 63(c)(4) of the Code and the amount by
which the taxpayer’s personal exemptions have been
increased for inflation under section 151{(d}{(4})
151(d)(4)(A) of the Code. For the purpose of this
subdivision, if the taxpayer’s personal exemptions
have been reduced by the applicable percentage
under section 151(d)(3) of the Code, the amount by
which the personal exemptions have been increased
for inflation is also reduced by the applicable
percentage., "

9. G.S. 105-163.1(1) reads as rewritten:

Code. —- ne nternal J 3

before or after that date. Defined in G.S. 105-
228.90."
10. G.S. 105-163.38(1) reads as rewritten:

93-LCX-029
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1

2

3

4 before or -after that date. Defined in G.S. 105-
5 228.90."

6 Sec. 11. G.S. 105-212(f) reads as rewritten:

7 "(f) As wused in this section, the term ‘Code’ means—the
8 : - Aot . : ;

9 in 3 . T o on . 3 o h s da hich becom

10 effectiveeither before—orafter that-date~ has the same meaning
11 as in G.S. 105-228.90."

12 Sec. 12. This act is effective for taxable years
13 beginning on or after January 1, 1993.
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Explanation of Proposal 7

Legislative Proposal 7 rewrites the definition of the Internal Revenue Code used in
State tax statutes to change the reference date from January 1, 1992, to January 1,
1993, Updating the reference makes recent amendments to the Internal Revenue Code
applicable to the State to the extent that State tax law previously tracked federal law.
This update has the greatest effect on State corporate and individual income taxes
because these taxes are based on federal taxable income and are therefore closely tied
to federal law. The franchise tax, gift tax, highway use tax, inheritance tax, insurance
company premiums tax, and intangibles tax also determine some exemptions based on
the provisions of the Code.

Since the State corporate income tax was changed to a percentage of federal
taxable income in 1967, the reference date to the Internal Revenue Code has been
updated periodically. In discussing bills to update the Code reference, the question
frequently arises as to why the statutes refer to the Code as it existed on a particular
date instead of referring to the Code and any future amendments to it, thereby
eliminating the necessity of bills like this. The answer to the question lies in both a
policy decision and a potential legal restraint.

First, the policy reason for specifying a particular date is that, in light of the many
changes made in federal tax law recently and the likelihood of continued changes, the
State may not want to adopt automatically federal changes, particularly when these
changes result in large revenue losses. By pinning references to the Code to a certain
date, the State ensures that it can examine any federal changes before making the
changes effective for the State.

Secondly, and more importantly, however, the North Carolina Constitution
imposes an obstacle to a statute that automatically adopts any changes in federal tax
law. Article V, § 2(1) of the Constitution provides in pertinent part that the "power of
taxation... shall never be surrendered, suspended, or contracted away.” Relying on this
provision, the North Carolina court decisions on delegation of legislative power to
administrative agencies, and an analysis of the few federal cases on this issue, the
'Attomey General’s Office concluded in a memorandum issued in 1977 to the Director
of the Tax Research Division of the Department of Revenue that a "statute which
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adopts by reference future amendments to the Internal Revenue Code would... be
invalidated as an unconstitutional delegation of legislative power."”

Each year, in deciding whether the Internal Revenue Code reference should be
updated, the Revenue Laws Study Committee considers the changes that have been
made to the Code in the past year. The Revenue Laws Study Committee learned this
year that only minor changes were made affecting individual income tax and no changes
were made affecting the other taxes that make reference to the Code. Information
supplied by the Department of Revenue regarding recent changes in the Internal
Revenue Code are Appendix I of this report.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #7; Internal Revenue Code Update

Summary:

This proposal updates the current reference to the Internal Revenue Code from January 1,
1992 to January 1, 1993. Since the State corporate income tax was changed to a percent-
age of federal taxable income in 1967, the reference date to the Internal Revenue Code has
been updated annually.

In 1992, Congress enacted only minor changes to the individual income tax, while no
changes were made affecting other state taxes that reference the Code. The individual
income tax changes are summarized here:

1. Since 1991, higher income taxpayers have been subject to a phaseout of their per-
sonal exemption allowance. This provision was scheduled to expire on December 31,
1995. in 1992, the termination of this phaseout was extended to December 31, 1996.

2. Prior to the 1992 Act, partial distributions from tax-qualified pension plans and tax-
sheitered annuities could not be rolled over tax free to another plan or annuity-uniess
the distribution equaled at least 50% of the balance in the plan and was payable due
to employee death, separation from service, or disability. Now any part of the taxable
portion of a distribution can be rolled over tax-free as long as the distribution is not
structured in equal payments over a specified period of time.

3. There are new IRS reguiations simplifying deposits for withheld income taxes.

Effective Date:

Taxable years beginning on or after January 1, 1993,

Fiscal Effect:

None
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Proposal 8 (93-LCX-014(1.1))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Federal Determination/Withholding. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED
AN ACT TO REINSTATE AN INADVERTENTLY DELETED PROVISION RELATING
TO ASSESSMENTS FOR EMPLOYER WITHHOLDING BASED ON FEDERAL
DETERMINATIONS AND TO CLARIFY THE ASSESSMENT STATUTES.
The General Assembly of North Carolina enacts:
Section 1. G.S. 105-159 reads as rewritten:
"§ 105-159. Corrections-and changes. Federal corrections.

If a taxpayer’s federal taxable income is corrected or
otherwise determined by the federal government, the taxpayer
must, within two years after being notified of the correction or
final determination by the federal government, file an income tax

return with the Secretary reflecting the corrected or determined
taxable income. f the amount o che taxable -income - an Qar
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11 collectadr—and—;i the taxpayer s correct tax llablllty for the

12 taxable vyear. As used in this section, the term ‘all available
13 evidence’ means evidence of any kind that becomes available to
14 the Secretary from any source, whether or not the evidence was
15 considered in the federal correction or determination.

16 The Secretary shall assess and collect any additional tax due
17 from the taxpayer as provided in Article 9 of this Chapter. The
18 Secretary shall refund any overpayment of tax as provided in

19 Article 9 of this Chapter. there has been an owverpayment of the

22 & 2 m . 1 =
23 taxpayer who falls to comply w1th thls section w&th;n-the-t;ma
24 spec;i;ed—shall—be is subject to all the penaltles as—940¥4ded_4a

26 G.sS. 105 236 and forfelts the rlght to any refund due by reason
27 of the change. determination.
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Sec. 2. G.S. 105-130.20 reads as rewritten:
"§ 105-130.20. Correctionsand-changes. Federal corrections.

If a taxpayer’s federal taxable income is corrected or
otherwise determined by the federal government, the taxpayer
must, within two years after being notified of the correction or
final determination by the federal government, file an income tax
9 return with the Secretary reflecting the corrected or determined

10 taxable income. {a) If the amountof the taxable income for any

[e- BRI BN I - SNV SO

19 fncome The Secretary shall determine from all available
20 evidence the taxpayer’s correct tax liability for the income
21 year. As used in this section, the term ‘all available evidence’
22 means evidence of any kind that becomes available to the
23 Secretary from any source, whether or not the evidence was
24 considered in the federal correction or determination.

25 The Secretary shall assess and collect any additional tax due
26 from the taxpayer as provided in Article 9 of this Chapter. The
27 Secretary shall refund any overpayment of tax as provided in

28 Artlcle 9 of this Chapter of Revenue-schall thereupon proceed to

39 section = oF 21 X5
40 ;ncgme_w;th;n—the—$+me—spac;£;ed—shaLL—ba is subject to all the
41 penalties prc = 3 4 -3
42 dueT—and—shalL—£o4£e+t in G.S. 105 236 and forfelts its rlghts to
43 any refund due by reason of federal changes. the determination.
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Sec. 3. G.S. 105-160.8 reads as rewritten:
"§ 105-160.8. Corrections—and changes. Federal corrections.

For purposes of this Division, the provisions of G.S. 105-159
requiring an individual to report changes, corrections,—or the
the correction or determination of net taxable income by the
Internal Rewvenue —Service —shall federal government apply to
fiduciaries required to file returns for estates and trusts."

Sec. 4. Article 4A of Chapter 105 of the General
Statutes is amended by adding a new section to read:
"§ 105-163.6A. Federal corrections.

If the amount of taxes an employer is required to withhold and
pay under the Code is corrected or otherwise determined by the
federal government, the employer must, within two vyears after
being notified of the correction or final determination by the
federal government, file a return with the Secretary reflecting
the <corrected or determined amount. The Secretary shall
determine from all available evidence the correct amount the
employer should have paid under this Article for the period
covered by the federal determination. As used in this section,
the term ‘all available evidence’ means evidence of any kind that
becomes available to the Secretary from any source, whether or
not the evidence was considered in the federal correction or
determination.
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The Secretary shall assess and collect any additional tax due
from the employer as provided in Article 9 of this Chapter. If
there has been an overpayment of the tax the Secretary shall
either refund the overpayment to the employer in accordance with
G.S. 105-163.9 or credit the amount of the overpayment to the
individual in accordance with G.S. 105-163.10. An employer who
fails to comply with this section is subject to the penalties in
G.S. 105-236 and forfeits the right to any refund due by reason
of the determination. Failure of an employer to comply with this
section does not, however, affect an individual’s right to a
credit under G.S. 105-163.10."

Sec. 5. G.S. 105-241.1 reads as rewritten:
"§ 105-241.1. Additional taxes; assessment procedure.

(a) Proposed Assessment. -- If the Secretary discovers that
any tax is due from a taxpayer, the Secretary shall notify the
taxpayer in writing of the kind and amount of tax due and of the
Secretary’s intent to assess the tax. This notice shall state
that the proposed assessment will become final wunless the
taxpayer applies for a hearing within the time specified in
subsection (c). The Secretary’s proposed assessment shall be
based upon the best information available and shall be presumed

correct, If the Secretary —of Revenue discovers from the

(b) Delivery of Notice. -- The Secretary shall deliver the
notice of a proposed assessment to a taxpayer either in person or
by United States mail sent to the taxpayer’s last known address.
A notice mailed to a taxpayer is presumed to have been received
by the taxpayer unless the taxpayer makes an affidavit to the
contrary within 90 days after the notice was mailed. If the
taxpayer makes this affidavit, the time limitations in subsection
(c) apply as if the notice had been delivered on the date the

taxpayer makes the affidavit. Thenotice reguired to be given in
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Hearing. -- A taxpayer who objects to a proposed

(c)

assessment of tax is entitled to a hearing before the Secretary
as provided in this subsection. To obtain a hearing, the

taxpayer must file a written request either for a hearing or for
a written statement of the information and evidence upon which
the proposed assessment is based, If the notice of a proposed
assessment was mailed, the taxpayer'’s request must be filed
within 30 days after the date the notice was postmarked; if the
notice of a proposed assessment was delivered in person, the
taxpayer’'s request must be filed within 30 days after the date
the notice was delivered.

Upon the taxpayer’s timely request, the Secretary shall furnish
a written statement of the information and evidence upon which
the proposed assessment is based. A taxpayer who requests a
written statement in accordance with this subsection must, to
obtain a hearing, file a written request for a hearing within 30
days after receiving the written statement.

Upon receipt of a timely application for a hearing, the
Secretary shall conduct the hearing at a time and place chosen by
the Secretary. The taxpayer may present any objections to the
proposed assessment at the hearing. The rules of evidence do not
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(d) Assessment. —- If a taxpayer does not apply for a hearing

in accordance with subsection (c), a proposed assessment becomes
final without further notice and is immediately due and
collectible. After the Secretary conducts a hearing under
subsection (c), the Secretary shall make a decision on the
proposed assessment, notify the taxpayer of the decision, and
assess the taxpayer for the amount of tax determined to be due.
Upon assessment, the tax becomes immediately due and collectible.
G.S. 105-241.2, 105-241.3, and 105-241.4 apply to a tax assessed
under this section. Except in the case of a jeopardy assessment,
the Secretary may not assess a taxpayer for a tax until the
notice required by subsection (a) has been given and one of the
following has occurred:

(1) The time for applying for a hearing has expired.

(2) The Secretary and the taxpayer have agreed upon a
settlement.

(3) The taxpayer has filed a timely application for a
hearing and the Secretary, after conducting the
hearing, has given the taxpayer written notice of
the decision.

(e) Statute of Limitations -- The Secretary may propose an

assessment of tax due from a taxpayer at any time if (i) the
taxpayer did not file a proper application for a license or did
not file a return, (ii) the taxpayer filed a false or fraudulent
application or return, or (iii) the taxpayer attempted in any
manner to fraudulently evade or defeat the tax. If a taxpayer
files a return reflecting a federal determination as provided in
G.S. 105-130.20, 105-159, 105-160.8, or 105-163.6A; the Secretary
must propose an assessment of any tax due within three vyears
after the return is filed. 1If there is a federal determination
and the taxpayer does not file the return required by G.S. 105-
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130.20, 105-159, 105-160.8, or 105-163.6A, the Secretary must

propose an assessment of any tax due within five years after the
date the Secretary received the final report of the federal

determination. 1In all other cases, the Secretary must propose an

assessment of any tax due from a taxpayer within three years

after the date the taxpayer filed an application for a license or

a return or the date the application or return was required by

law to be filed, whichever is later. If the Secretary proposes
an assessment of tax within the time provided in this section,

the final assessment of the tax is timely.
A taxpayer may make a written waiver of any of the limitations
of time set out in this subsection, for either a definite or an

indefinite time. If the Secretary accepts the taxpayer’s waiver,

the Secretary may propose an assessment at any time within the

time extended by the waiver.
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(g) Jeopardy Assessments. -—- Notwithstanding any other
provigsion of this section, the Secretary of—Revenue-—shall have
authority may at any time within the applicable period of

limitations to proceed—at—once—to immediately assess any tax or
additional tax which he finds the Secretary finds is due from a

taxpayer if, in his—opinion, the opinion of the Secretary, the
collection of such the tax 1is in Jjeopardy and immediate
assessment is necessary in order to protect the interest of the
State. An assessment under this subsection is invalid if the
Secretary does not give the notice required by subsection (a)
either before or within 30 days after the assessment is made.

(i) Interest. -- All assessments of taxes or additional
taxes, tax, exclusive of penalties assessed thereon, on the tax,
shall bear interest at the rate established pursuant to this
subsection from the time the taxes or additional taxes—were tax
was due until paid. On or before June 1 and December 1 of each

‘'year, the Secretary of Rewenue shall establish the interest rate

to be in effect during the six-month period beginning on the next
succeeding July 1 and January 1, respectively, after giving due
consideration to current market conditions and to the rate that
will be in effect on that date pursuant to the Internal Rewvenue
Code. If no new rate is established, the rate in effect during
the preceding six-month period shall continue in effect. The
rate established by the Secretary may not be 1less than five
percent (5%) per year and may not exceed sixteen percent (16%)
per year. E 3
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(j) Construction. -- This section is in addition to and not in

substitution of any other provision of the General Statutes
relative to the assessment and collection of taxes. +taxes and

Sec. 5. This act is effective upon ratification and
applies to assessments of taxes for which the statute of

limitations had not expired on or before the date of
ratification.
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Explanation of Proposal 8

The Department of Revenue is required to make assessments of tax within three
years after the date a return was filed or was due to be filed, whichever is later. This
three-year limitation period does not apply if no proper returmn has been filed or in the
case of fraud.

When the federal Internal Revenue Service makes a change or determination of a
taxpayer’s income tax, the Department of Revenue is allowed an additional period of
time to make an assessment. The taxpayer is required to report the federal
determination to the Department of Revenue within two years. The Department of
Revenue then has three years to make an assessment. If the taxpayer does not repost
the federal determination, the Department has five years after leaming of the
determination to make an assessment.

This additional period for making an assessment was also, until 1990, available in
the case of individual income taxes withheld by an employer. In 1990, a revision of
the withholding statutes inadvertently deleted a cross-reference to the individual income
statutes that authorized the additional assessment period. In the absence of this cross-
reference, the assessment must be made within three years after the original return was
filed or due to be filed, even if the Department of Revenue does not learn of the federal
determination until near, or after, the end of the three-year period.

Legislative Proposal 8 would reinstate the additional period for making assessments
of withholding taxes in the case of a federal determination. The proposal also
reorganizes and clarifies the statutes that apply to federal determinations and to
assessments in general, so that all the various limitations periods are in Article 9, which
applies to all taxes collected by the Department, rather than scattered about in the
various statutes that apply to specific taxes. The bill is to become effective upon
ratification.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #8: Withholding/Federal Assessments

Background:

Article 9 of Chapter 105 of the General Statutes gives the Secretary of Revenue the
authority to assess any tax or additional tax due within three years after the date the
return is filed or was due to be filed, whichever is later. If no return has been filed, an
assessment can be made at any time.

Article 9 does not address cases where the Internal Revenue Service changes, corrects, or
otherwise determines the amount of tax required to be withheld and paid. The binding
language in Article 9 prohibits the Department of Revenue from making an assessment
unless the revised report is received and an assessment proposed within the three-year
window,

Summary:

This proposal would enable the Department of Revenue to make assessments of additional
state withholding tax based on revised information on federal tax returns required by the
Internal Revenue Service. The taxpayer has the responsibility to report the federal
changes within two years. The Department of Revenue is given the authority to make
assessments within three years of receiving the report of revisions, or, if the taxpayer does
not report the revisions voluntarily, within five years after receiving the report from the
Internal Revenue Service.

Effective Date:
Upon ratification
Fiscal Effect:

To the extent these changes enable the Department of Revenue to more effectively collect
taxes due, General Fund revenues will be increased by some unknown amount.
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Proposal 9 (93-LCX-015(1.1))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: 1Individual Income Tax Adjustments. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED
AN ACT TO MAKE CONFORMING CHANGES TO THE LAW PROVIDING FOR

INDIVIDUAL INCOME TAX ADJUSTMENTS AND TO PROVIDE THAT EXPENSES

PAID IN CONNECTION WITH INTEREST EARNED ON OBLIGATIONS ARE

DEDUCTIBLE FROM AN INDIVIDUAL’S TAXABLE INCOME TO THE EXTENT

THE INTEREST IS TAXABLE.

The General Assembly of North Carolina enacts:
Section 1. G.S. 105-134.6 reads as rewritten:
"§ 105-134.6. Adjustments to taxable income.

(a) S Corporations. —-- The pro rata share of each shareholder
in the income attributable to the State of an S Corporation shall
be adjusted as provided in G.S. 105-130.5. The pro rata share of
each resident shareholder in the income not attributable to the
State of an S Corporation shall be subject to the adjustments
provided in subsections {b}—-and (e} (b), (c), and (d) of this
section.

(b) Deductions. -- The following deductions from taxable
income shall be made in calculating North Carolina taxable
income, to the extent each item is included in gress taxable
income:

(1) Interest upon the obligations of (i) the United
States or its possessions, (ii) this State or a
political subdivision of this State, or (iii) a
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(2)

(3)

(5)

(6)

(7)

nonprofit educational institution organized or

chartered under the laws of this State.

Interest upon obligations and gain from the

disposition of obligations to the extent the

interest or gain is exempt from tax under the laws
of this State.

Benefits received under Title II of the Social

Security Act and amounts received from retirement

annuities or pensions paid under the provisions of

the Railroad Retirement Act of 1937.

Repealed by Session Laws 1989 (Reg. Sess., 1990),

c. 1002, s. 2.

Refunds of state, local, and foreign income taxes

included in the taxpayer’s gross income.

a. An amount, not to exceed four thousand dollars
($4,000), equal to the sum of the amount
calculated in subparagraph b. plus the amount
calculated in subparagraph c.

b. The amount calculated in this subparagraph is
the amount received during the taxable year
from one or more state, local, or federal
government retirement plans.

c. The amount calculated in this subparagraph is
the amount received during the taxable year
from one or more retirement plans other than
state, local, or federal government retirement
plans, not to exceed a total of two thousand
dollars ($2,000) in any taxable year.

d. In the case of a married couple filing a joint
return where both spouses received retirement
benefits during the taxable year, the maximum
dollar amounts provided in this subdivision

for various types of retirement benefits apply

separately to each spouse’s benefits.

93-LCX-015
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the—amocunt. Recodified as G.S. 105-134.6(d)(3).
32 (c) Additions. -- The following additions to taxable income
33 shall be made in calculating North Carolina taxable income, to
34 the extent each item is not included in gross taxable income:

35 (1) Interest upon the obligations of states, other than
36 this State, and their political subdivisions.

37 (2) Any amount allowed as a deduction from gross income
38 under the Code that is taxed under the Code by a
39 separate tax other than the tax imposed in section
40 1 of the Code.

41 (3) Any amount deducted from gross income under section
42 164 of the Code as state, local, or foreign income
43 tax to the extent that the taxpayer’s total
44 itemized deductions deducted under the Code for the
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(4)

(5)

(6)

taxable year exceed the standard deduction
allowable to the taxpayer under the Code reduced by
the amount by which the taxpayer’s allowable
standard deduction has been increased under section
63(c)(4) of the Code.

The amount by which the taxpayer’s standard
deduction has been increased for inflation under
section 63(c)(4) of the Code and the amount by
which the taxpayer’s personal exemptions have been
increased for inflation under section 151(d)(4) of
the Code. For the purpose of this subdivision, if
the taxpayer’s personal exemptions have Dbeen
reduced by the applicable percentage under section
151(d)(3) of the Code, the amount by which the
personal exemptions have been increased for
inflation 1is also reduced by the applicable
percentage.

The fair market value, up to a maximum of one
hundred thousand dollars ($100,000), of the donated
property interest for which the taxpayer claims a
credit for the taxable year under G.S. 105-151.12
and the market price of the gleaned crop for which
the taxpayer claims a credit for the taxable year
under G.S. 105-151.14.

Expenses paid in connection with income deducted

from taxable income under subdivision (b)(1l) or (2)

of this section.

(d) other Adjustments. —-- The following adjustments to taxable

income

shall

be made in calculating North Carolina taxable

income:

Page 68

(1)

Expenses paid in connection with income added to

(2)

taxable income under subdivision (c)(1l) of this
section may be deducted.
The amount of inheritance tax attributable to an

item of income in respect of a decedent required to

be included 1in gross income under the Code,

adjusted as provided in G.S. 105-134.5, 105-134.6,
and 105-134.7, may be deducted in the year the item

of income is included. The amount of inheritance

tax attributable to an item of income in respect of
a decedent is (i) the amount by which the

inheritance tax paid wunder Article 1 of this
Chapter on property transferred to a beneficiary by

a decedent exceeds the amount of inheritance tax
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(3)

that would have been payable by the beneficiary if

the item of income in respect of a decedent had not
been included in the property transferred to the
beneficiary by the decedent, (ii) multiplied by a
fraction, the numerator of which is the amount
required to be included in gross income for the
taxable year under the Code, adjusted as provided
in G.S. 105-134.5, 105-134.6, and 105-134.7, and
the denominator of which is the total amount of
income in respect of a decedent transferred to the
beneficiary by the decedent. For an estate or
trust, the deduction allowed by this subdivision
shall be computed by excluding from the gross
income of the estate or trust the portion, if any,
of the items of income in respect of a decedent
that are properly paid, <credited, or to be
distributed to the beneficiaries during the taxable
year.

The Secretary of Revenue may provide to a
beneficiary of an item of income in respect of a
decedent any information contained on an
inheritance tax return that the beneficiary needs
to compute the deduction allowed by this
subdivision.

The taxpayer may deduct the amount by which the

Sec.

taxpayer’s deductions allowed under the Code were
reduced, and the amount of the taxpayer'’s
deductions that were not allowed, because the
taxpayer elected a federal tax credit in lieu of a
deduction. This deduction is allowed only to the
extent that a similar credit is not allowed by this
Division for the amount."”

2. G.S. 105-131.2(a) reads as rewritten:

"(a) Adjustment. The pro rata share of each shareholder in the
income attributable to the State of an S Corporation shall be

36 subject to—the adjustments adjusted as provided in G.S. 105-

130.5.

The pro rata share of each resident shareholder in the

income not attributable to the State of an S Corporation shall be

adjusted as provided in G.S.

a Cen alds ded S L 05 46D and

105-134.6(b), (c), aﬁd (d)."

Sec.

3. This act 1is effective for taxable years

beginning on or after January 1, 1993.
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Explanation of Proposal 9

Legislative Proposal 9 makes a technical change to the statutes providing
adjustments that must be made to an individual’s federal taxable income in calculating
North Carolina taxable income. The proposal also provides that the amount of North
Carolina tax-exempt income that may be deducted from federal taxable income is net of
expenses. Likewise, the amount of federally tax-exempt income that must be added to
North Carolina taxable income is also net of expenses. The bill would become effective
beginning with the 1993 tax year.

To calculate North Carolina taxable income, G.S. 105-134.6 provides for
deductions for certain items to the extent included in gross income and additions for
certain items to the extent not included in gross income. Several of the items to be
deducted or added are, however, not specifically identifiable under the Code as income
items included in gross income or deductions subtracted from gross income. This lack
of uniform identification of items for both federal and State income tax purposes creates
technical confusion in interpreting G.S. 105-134.6. To solve this technical problem,
Legislative Proposal 9 makes several changes. First, it provides that additions will be
made for items to the extent not included in taxable, rather than gross, income. These
items are deducted from gross income in calculating federal taxable income under the
Code. Second, the proposal adds a new subsection (d) to G.S. 105-134.6 to provide
for deduction of amounts that are not specifically identified as income items under the
Code.

For pre-1989 tax years, the North Carolina Individual Income Tax Act allowed
individuals to deduct their expenses incurred in producing income. No deduction was
allowed, however, for expenses incurred in producing tax-exempt income. The federal
treatment of expenses incurred in producing tax-exempt income was generally the same.

The rewrite of the Individual Income Tax Act in 1989 provided that North
Carolina taxable income would be calculated by making adjustments to the taxpayer’s
federal taxable income. Income that is taxable for federal purposes but exempt for
State purposes is deducted. This type of income includes interest on obligations of the
United States, North Carolina Hospital Authorities, and the North Carolina Housing
Finance Authority. Income that is exempt for federal purposes but taxable for State
purposes is added. Interest on other states’ obligations falls into this category. No
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adjustment is required for interest on North Carolina State and local government
obligations because this income is exempt from both federal and State income tax.

The amounts of income items added or deducted because of differences in federal
and State exemptions are not, however, net of expenses. Thus, for State tax purposes,
the individual is now effectively allowed a deduction for expenses incurred in producing
income from tax-exempt obligations and denied a deduction for expenses incurred in
producing income from taxable obligations of other states. This result is contrary to
the general rule that expenses incurring in producing income are deductible only if the
income is taxable.

Legislative Proposal 9 amends the Individual Income Tax Act to return to the pre-
1989 rule regarding these expenses. The bill adds a new subdivision (c)(6) to G.S.
105-134.6 to provide that the taxpayer must add to taxable income expenses that were
incurred in producing State tax-exempt income if the expenses were deducted at the
federal level. The bill also adds a new subdivision (d)(1) to allow a taxpayer to deduct
expenses incurred in producing federally tax-exempt income that has been added to
taxable income for North Carolina purposes. These provisions will provide additional
adjustments for taxpayers, but will make the operation of the statute consistent with
general tax policy regarding deduction of expenses.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #9: Individual Income Tax Adjustments

Summary:

This proposal adds two substantive provisions to North Carolina’s individual income tax
. laws regarding additions and subtractions that must be made to federal taxable income in
order to calculate state taxable income:

1. North Carolina tax-exempt income must be subtracted from federal taxable income
net of expenses, and

2, Federally tax-exempt income required to be added back to North Carolina taxable
income must be added net of expenses.

The proposal also makes technical changes to G.S. 105-134.6 (listing income tax adjust-

|

|

| ments). This section of the statutes provides for additions and subtractions for certain
| items to the extent they are included or excluded from gross income.
|
\
\
)
\
|
|
|
|

Effective Date:

Taxable years beginning on or after January 1, 1993.

| Fiscal Effect:

The fiscal effect of this proposal is unknown at this time. Further research is being done,
and a fiscal analysis will be provided to the General Assembly as soon as it is ready.
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Proposal 10 (93-LCX-028(1.1))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Nonresident Alien Income Tax. (Public)

Sponsors: .

Referred to:

1 A BILL TO BE ENTITLED :

2 AN ACT TO RESTORE THE STATUTORY AUTHORITY TO TAX THE NORTH
3 CAROLINA INCOME OF NONRESIDENT ALIENS.

4 The General Assembly of North Carolina enacts:

5 Section 1. ——- G.S. 105-134.5(b) reads as rewritten:

6 "(b) Nonresidents. For nonresident individuals, the term
7 ‘North Carolina taxable income’ means taxable income as
8 calculated under the Code, adjusted as provided in G.S. 105-134.6

9 and G.S. 105-134.7, multiplied by a fraction the denominator of
10 which is the taxpayer’s gross income as calculated under the
11 Code, adjusted as provided in G.S. 105-134.6 and G.S. 105-134.7,
12 and the numerator of which is the amount of that gross income, as
13 adjusted, that is derived from North Carolina sources and is
14 attributable to the ownership of any interest in real or tangible
15 personal property in this State or is derived from a business,
16 trade, profession, or occupation carried on in this State. For a
17 nonresident alien individual who has income that is not taxed
18 under the Code pursuant to section 894 of the Code, ‘North
19 Carolina taxable income’ is calculated as if section 894 of the
20 Code did not apply to that individual."

21 Sec. 2. G.S. 105-163.1(15) reads as rewritten:

22 "(15) Wages. —- The term has the same meaning as in
23 section 3401 of the Code except (i) it does
24 not include remuneration paid by a farmer for
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Sec.

3.

services performed on the farmer’s farm 1in
producing or harvesting agricultural products
or in transporting the agricultural products
to market~ market and (ii) it does include
remuneration that is paid to a nonresident

alien individual and is not taxed under the

Code pursuant to section 894 of the Code."

This act 1is effective for taxable years

beginning on or after January 1, 1993.
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Explanation of Proposal 10

Legislative Proposal 10 provides that the North Carolina taxable income of a
nonresident alien would be determined without regard to any tax treaties or conventions
entered into by the federal government and the country of which the alien is a resident.
The bill would become effective beginning with the 1993 tax year.

The United States taxes income of a nonresident alien if the income is from a
United States source. Residents of certain foreign countries are entitled to reduced
rates of, or exemption from, federal tax under a tax treaty between their country of
residence and the United States. Income that is exempt from federal taxes under a
treaty or convention is not included in federal gross income and is not subject to federal
withholding requirements.

The purpose of the tax treaties into which the United States has entered is to avoid
double taxation of one taxpayer by more than one country, which has a harmful effect
on the international exchange of goods and services and movement of capital and
persons. The Organization for Economic Cooperation and Development (OECD) has
encouraged its member countries to adopt uniform tax treaties as a way to clarify and
standardize the fiscal situation of taxpayers in each member country who are engaged in
commercial, industrial, or financial activities in other member countries.

The model treaty developed by the OECD attempts to settle the respective rights
to tax income of the country of residence and the country of the income’s source or
situs. The treaty does this by dividing income into three groups: that which can be
taxed only by the éountry of source or situs, that which can be taxed by both countries
to a degree, and that which can be taxed only by the country of residence. The first
group includes income from immovable property located in the country, income in
connection with a permanent establishment located in the country, income earned from
the activities of artists and athletes, and income earned from employment in the country
for more than 183 days. The second group includes dividends and interest. The third
group includes royalties, capital gains on securities, private sector pensions, and
payments received by a student for education and training.

The OECD model treaty contemplates that it will apply to both national and local
taxes. The United States has, however, limited the application of the tax treaties it has
entered into to only federal taxes. Nonetheless, the Revenue Laws Study Committee
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was unable to find other states that were attempting to tax income that is exempt from
federal income tax due to a tax treaty.

The exemptions from, or reduced rates of, tax vary under each treaty into which
the United States has entered. The exemption will vary depending upon whether the
income is personal services income or other income, such as interest, dividends, capital
gains, royalties, and pensions and annuities. Most tax treaties to which the United
States is a party provide for at least partial exemption from tax for compensation paid
for personal services performed in the United States if certain conditions are met.

If a professor or teacher is present in the United States for a specified activity,
many treaties exempt income resulting from that activity. Many treaties also exempt
amounts a student or apprentice receives from abroad for maintenance and studies in
the United States. If a company comes into the United States for less than six months
to construct a plant, many treaties will exempt the income of the employees it brings
into the United States to perform the construction work. Income of employees earned
in connection with a fixed base, such as an ongoing plant, however, would be taxable.
Appendix J contains an Internal Revenue Service publication that provides additional
information on tax treaties.

Until 1989, North Carolina taxed the North Carolina income of a nonresident alien
without regard to federal tax treaties and conventions. Federal tax treaties and
conventions address only federal tax and do not purport to regulate state and local
taxation of nonresident aliens. The Tax Fairness Act of 1989 redefined North Carolina
taxable income as federal taxable income subject to specified adjustments. Section 894
of the Internal Revenue Code provides that federal taxable income does not include
income of a nonresident alien that is exempt under a tax treaty or convention. By
adopting federal taxable income as the starting point in calculating North Carolina
taxable income, the State effectively adopted the federal treaty exemptions.

Legislative Proposal 10 would return to the pre-1989 rule taxing all North
Carolina income of a nonresident alien, regardless of any federal tax treaty or
convention. To the extent the United States already taxes such income, the North
Carolina and federal treatment would still be the same. To the extent the United States
exempts the income of nonresident aliens by general law, the North Carolina and
federal treatment would also still be the same. To the extent the United States exempts
nonresident alien income pursuant to a tax treaty or convention, however, North
Carolina would not provide an exemption.
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A nonresident alien is an individual who is not a U.S. citizen or resident. A
resident alien is an alien who meets either the green card test or the substantial
presence test. An alien meets the green card test if the alien is a lawful permanent
resident, i.e., holds an immigrant visa, also known as a green card. An alien meets the
substantial presence test if the alien is physically present in the United States on at least
31 days during the current calendar year and 183 days during the current calendar year
and the two preceding years. In calculating the 183 days, only one-half the days of
presence in the first preceding year are counted and only one-fourth the days of
presence in the second preceding year are counted. In addition, you do not count days
the alien is present in the United States as a teacher, student, or trainee on an "F,”
"J,” or "M" visa.
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Fiscal Report -
Fiscal Research Division
December 15, 1992

Proposal #10: Nonresident Aliens Income Tax

Summary:

This proposal changes North Carolina’s individual income tax statutes by providing that
the North Carolina taxable income of a nonresident alien would be determined without
regard to any tax treaties or conventions entered into by the federal government and the
alien’s country of residence. To the extent the federal government exempts the income of
nonresidents by general law, North Carolina would continue to exempt the income.

Effective Date:

Taxable years beginning on or after January 1, 1993.

Fiscal Effect:

The fiscal effect of this proposal is unknown at this time. Further research is being done,
and a fiscal analysis will be provided to the General Assembly as soon as it is ready.
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Proposal 11 (93 LC-026(1.1))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Interest on Income Tax Refunds. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED
AN ACT TO PROVIDE THAT THE STATE SHALL PAY INTERE§T ON INCOME TAX
REFUNDS NOT REFUNDED TO THE TAXPAYER WITHIN 45 DAYS AFTER THE
RETURN WAS FILED OR DUE TO BE FILED, WHICHEVER IS LATER.
The General Assembly of North Carolina enacts:
Section 1. G.S. 105-163.43 reads as rewritten:
"§ 105-163.43. Overpayment refunded.

If the amount of estimated tax paid under this Article exceeds

the taxes against which the estimated tax is credited pursuant to
this Article, the excess is considered an overpayment by the
taxpayer and shall be refunded as provided in Article 9 of this

Chapter."

Sec. 2. G.S. 105-163.16 reads as rewritten:
"§ 105-163.16. Overpayment refunded.
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4a)> Where If the amount of wages withheld at the source under
G.S. 105-163.2 exceeds the tax imposed by Article 4 of this
Chapter against which the tax-—so withheld-may be withheld tax is
credited under G.S. 105-163.10, the excess shall-be is considered
an overpayment by the employee. —{b} If the amount of estimated
tax paid under G.S. 105-163.15 exceeds the taxes imposed by
Article 4 of this Chapter against which the estimated tax so-—paid
may—be is credited under the provisions of this Article, the
excess shall be is considered an overpayment by the taxpayer. An
overpayment shall be refunded as provided in Article 9 of this

Chapter.
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Sec. 3. G.S. 105-266 reads as rewritten:
"§ 105-266. Overpayment of taxes to be refunded with interest.
(a) Refund. -- 1If the Secretary of-Revenue discovers-from the

examination—of any return, or otherwise,—that—any discovers that
a taxpayer has overpaid the correct amount of tax{tincluding
panalt;asT—4nte;est—and_costs—;£—any+r— a_tax, that overpayment
if-the-amountof threedollars—($3-00) or-more, shall be refunded
to the taxpayer within 60 days after it is ascertained together
with interest—at the rate established in G6.S5.—105-241.1(i) for
assessments;— provided,—that interest. The Secretary shall not
refund an overpayment before the taxpayer has filed the final
return for the tax period. The Secretary may not refund any of
the following: '

(1) An overpayment set off under Chapter 105A, the
Setoff Debt Collection Act, or under another setoff
debt collection program authorized by law.

(2) An income tax overpayment the taxpayer has elected
to apply to another purpose as provided in this
Article.

(3) An individual income tax overpayment of less than
one dollar ($1.00) or another tax overpayment of
less than three dollars ($3.00), unless the
taxpayer makes a written demand for the refund.

(b) Interest. —-- An overpayment of tax bears interest at the
rate established in G.S. 105-241.1(1i). Interest on an
overpayment of a tax levied under Article 4 of this Chapter
accrues from a date 45 days after the latest of (i) the date the
final return was filed, (ii) the date the final return was due to
be filed, or (iii) the date of the overpayment, until the refund
is paid. Interest on an overpayment of another tax accrues
interest on-the refund shall be computed from a date 90 days
after the date the tax was originally paid by the taxpayers
except—thatthere shall be no refund to the taxpayer of any sum

; £ 3 £l s s £ o 105 ] e g ]
Collection-Act. taxpayer until the refund is paid. '

For the purpose of this section, the date a tax is paid is
determined in accordance with section 6611(d), (f), (g), and (h)
of the Code. For the purpose of this section, a refund is paid
on a date determined by the Secretary preceding the date the
refund check is mailed by not more than 30 days.
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(c) Statute of Limitations. -—- ———LL—th&—oua;paymaat—¢s—less

overpayment shall be ;e£undad_i;;sspactiua—o£ refunded, whether
upon discovery or receipt of written dJdemand demand, if the

discovery is not made or the demand is not received within three
years from after the date set by the statute for the filing of
the return or within six months of after the payment of the tax
alleged to be an overpayment, whichever date—is—the is later.

(d) Effect of Refund. -- A refund made under this section does

not absolve the taxpayer of a tax liability that may in fact
exist; the Secretary may make an assessment for any deficiency as
provided in this Article.

(e) Scope. -—- This section does not apply to interest
required under G.S. 105-267. This section applies to a refund
payable to a husband and wife who filed a joint return."”

' Sec. 4. This act is effective upon ratification and
applies to overpayments made on or after the date of
ratification.

Page 82 93-LC-026



Explanation of Proposal 11

Legislative Proposal 11 provides that the State would pay interest on overpayments
of income tax beginning 45 days after the latest of (i) the date the final return was
filed, (ii) the date the final return was due, or (iii) the date the overpayment was made.
The bill would become effective upon ratification.

Article 9 of Chapter 105 of the General Statutes provides a general rule for
interest on tax refunds, which applies to all taxes collected by the Department of
Revenue. The general rule, set out in G.S. 105-266, is that interest is calculated
starting 90 days after the date of the overpayment until the refund is made.

Under federal law, interest is paid on income tax refunds from the date of
overpayment, but there are several special rules to account for the inevitable delay in
processing millions of refunds, for early payments of tax, withheld taxes, and estimated
payments of tax, for returns that are not processible, and for retroactive application of
deductions to create an overpayment for an earlier tax year. First, federal law provides
that no interest is paid on an income tax refund if the refund is made within 45 days
after the return was filed or due to be filed, whichever is later. Second, federal law
provides that early payments of tax, withheld taxes, and payments of estimated tax are
considered to have been made on the date the final return was due (April 15 for
calendar year taxpayers). Third, federal law provides that if an overpayment is created
by retroactive application of a deduction, the overpayment is considered to have been
made on the filing date of the tax year the deduction was created. Finally, federal law
provides that a return is not considered filed until it is in processible form.

In the case of individual income taxes, North Carolina provides an exception to the
general rule for interest on overpayments to address some but not all of these problems.
Interest on an overpayment of State individual income tax runs from six months after -
the later of the date the final return was due or the date the final return was filed.
North Carolina corporate income tax does not provide any exception to the general rule
for interest on overpayments. The lack of an exception results in substantial interest
payments each year from the State to corporations who overpaid their estimated income
tax, since estimated tax is paid in quarterly installments preceding the due date of the
annual return.
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The Revenue Laws Study Committee decided that interest on corporate income tax
refunds should be measured in the same manner as interest on other income tax
refunds, from a period after the date the final return was due or was filed, whichever is
later. This delay in the running of interest recognizes the inevitable delays that result
from the large number of refunds the Department of Revenue must process each year.
The Committee found that.the current six-month period allowed for refunds of
individual income tax was too long, however. The Committee decided that the federal
45-day period should be sufficient for both corporate and individual income tax. In
addition, the Committee recommended that the special federal provisions addressing
retroactive application of deductions, early payments, and unprocessible returns should
be adopted for State income tax purposes. Accordingly, Legislative Proposal 11
provides that interest on overpayments of State income tax by corporations and
individuals runs from 45 days after the latest of the date the final return was due, the
date the final return was filed, or the date the overpayment was made. The bill also
adopts several provisions of section 6611 of the Code to determine the date of an
overpayment and reorganizes and clarifies G.S. 105-266, which governs refunds of all
overpayments. '

By delaying the running of interest on corporate income tax overpayments, it is
estimated that the State would save $1 million annually. The Department of Revenue

estimates that the change in its refund period from six months to 45 days for individual
“income tax overpayments will require one-time programming costs of approximately
$593,000.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #11: Interest/Corporate Income Tax Refunds

Background:

Estimated taxes paid by corporations that exceed the yearly tax liability are refundable.
The State pays interest on the amount due the corporate taxpayer starting at ninety (90)
days from the date of overpayment to the date the refund is mailed.

This practice conforms to neither Federal law nor to existing State law regarding the
individual income tax. The Federal government begins payirig interest from the due date
or the filed date of the return, whichever is later, and no interest is paid if the refund is
made within forty-five (45) days of such date. North Carolina individual income tax stat-
utes do not authorize the State to pay interest on tax refunds until six months after the
due date or the filed date of the return, whichever is later.

For all other taxes, there is a general rule in Article 9 of Chapter 105 of the General
Statutes (revenue laws) that for tax overpayments, interest is calculated from ninety (90)
days after the date of the overpayment until the refund is made.

Summary:

This proposal conforms the provisions for interest accrual on refunds of individual and
corporate income taxes to the Federal practice of paying interest from the due date or filed
date, whichever is later.

Effective Date:

Upon ratification.

Fiscal Effect:

The Department of Revenue has estimated this change will increase General Fund reve-
nues by approximately $1 million annually.

On the expenditure side, the Department has indicated there will be initial expenditures
for re-programming computer software in the Corporate and Individual Income Tax
Divisions of approximately $593,000 in FY 1993-94. Assuming an appropriation is pro-
vided should this proposal be enacted, the net increase in FY 1993-94 to the General Fund
is expected to be approximately $400,000.
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Proposal 12 (93-LC-036(1.1))
(THIS IS A DRAFT AND NOT READY FOR INTRODUCTION)

Short Title: Qualified Business Investment Credit. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED
AN ACT TO PROMOTE ECONOMIC DEVELOPMENT BY EXTENDING THE EXISTING
TAX CREDIT FOR QUALIFIED BUSINESS INVESTMENTS TO APPLY TO
INVESTMENTS BY PARTNERSHIPS.
The General Assembly of North Carolina enacts:
Section 1. G.S. 105-163.011 is amended by adding a new
subsection (bl) to read:

"(bl) Partnerships. —-— Subject to the limitations contained in
G.S. 105-163.012, a partnership that invests in the equity
securities or subordinated debt of (i) a qualified investment
organization, (ii) a qualified business venture, (iid) a
gqualified grantee business, or (iv) a North Carolina Enterprise
Corporation is eligible for a tax credit for the taxable vyear
equal to twenty-five percent (25%) of the amount invested or
seven hundred fifty thousand dollars ($750,000), whichever is
less. The partnership may not take the credit for the year in
which the investment is made by the partnership but shall take
the credit for the taxable year of the partnership beginning
during the calendar year following the calendar year in which the
investment was made by the partnership.

Each individual who is a partner in a partnership is allowed as
a credit against the tax imposed by Division II of this Article
for the taxable vyear an amount equal to. the partner’s
distributive share of the tax credits for which the partnership
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is eligible under this subsection. The amount of the credit
allowed an individual under this section may not exceed one
hundred thousand dollars ($100,000) in a taxable year.

Each corporation that is a partner in the partnership is
allowed as a credit against the income tax imposed by Division I
of this Article, the franchise tax imposed by G.S. 105-116, 105-
120.2, and 105-122, or the gross premiums tax imposed by G.S.
105-228.5 and G.S. 105-228.8 for the taxable year an amount equal
to the partner’s distributive share of the tax credits for which
the partnership is eligible under this subsection as a result of
the partnership’s investment in equity securities of a North
Carolina Enterprise Corporation or a qualified investment
organization. The amount of the credit allowed a corporation
under this section may not exceed seven hundred fifty thousand
dollars ($750,000) in a taxable year.

If a partner’s share of the partnership credit is limited due
to the maximum allowable credit under this section for a taxable
yvear oOr a corporate partner is not eligible for the credit
because the investment was not in a North Carolina Enterprise
Corporation or a qualified investment organization, the
partnership may not reallocate the unused credit among its other
partners.”

Sec. 2. G.S. 105-163.012(a) reads as rewritten:

"(a) The credit allowed a taxpayer under G.S. 105-163.011] may
not exceed the amount of income tax imposed by Division I or II
of this Article, the amount of franchise tax imposed by Article 3
of this Chapter, or the amount of gross premiums tax imposed by
Article 8B of this Chapter, as appropriate, for the taxable year
reduced by the sum of all other credits allowable except tax
payments made by or on behalf of the taxpayer. The amount of
unused credit allowed under G.S. 105-163.011 may be carried
forward for the next five succeeding years. The one hundred
thousand dollar ($100,000) and seven hundred fifty thousand
dollar ($750,000) limitations on the amount of credit allowed a
taxpayer under G.S. 105-163.011 do not apply to unused amounts
carried forward under this subsection.”

Sec. 3. This act is effective upon ratification and
applies to investments made on or after the date of ratification.
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Explanation of Proposal 12

Legislative Propbéal 12 amends the statutes allowing tax credits for qualified
business investments. The current law allows the credits only to corporations and
individuals; the bill would allow a partnership that invests in qualified business
investments to pass the credit for those investments through to its partners. The bill
would become effective upon ratification and apply to investments made on or after the
date of ratification.

In general, a qualified business investment is an investment in the stock of a North
“Carolina business that is registered with the Secretary of State and is one of the
following: (i) a small business venture (”qualified business venture”); (ii) a business that
has received a grant from certain State or federal agencies ("qualified grantee
business”); (iii) an investment company whose primary investments are in either or both
of these first two types of businesses (”qualified investment organization”); or (iv) a
North Carolina Enterprise Corporation. Individuals are allowed a credit for an
investment in any of these entities; corporations are allowed a credit for an investment
in only the last two types of entities.

Current law provides a cap on the amount of an investment credit allowed. For a
corporation, the credit is 25% of the amount invested or $750,000, whichever is less.
A corporation may apply the credit against its income tax, franchise tax, or premiums
gross. receipts tax. For an individual, the credit is 25% of the amount invested or
$100,000, whichever is less. An individual may apply the credit against the
individual’s income tax liability. A tax credit is taken for the taxable year beginning in
the calendar year following the calendar year in which an investment is made. A credit
cannot exceed the amount of taxes imposed; the amount of any unused credit may be
carried forward for the next five succeeding years.

Legislative Proposal 12 preserves these caps and limitations for investments made
by partnerships. First, the $750,000 corporate cap applies to the credit allowed a
partnership. Second, a corporate or individual partner to whom the credit is passed
through is subject to the $750,000 or $100,000 cap, as appropriate, for the cumulative
amount of qualified business credits it claims each year. As under current law,
- however, these caps to not apply to amounts carried over from an earlier year. Third,
a corporate partner is not allowed to take its share of the partnership’s investments in
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qualified business ventures and qualified grantee businesses, since current law allows
only individuals, not corporations, a credit for investments in these two types of
businesses.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #12: Qualified Business Credit/Partners

Summary:

This proposal would expand the business investment tax credit, currently available to
corporations and individuals, to partnerships. The credit is equal to 256% of the amount
invested, and it is applied against either the individual or corporate income tax. Maximum
credit allowances are different for each tax. Individuals may claim up to $100,000 and
corporations up to $750,000 in credits annually per qualified investment.

Under this proposal, partnerships would be allowed to claim a credit for any investment
that could be claimed by individual investors. The maximum credit allowable would be
$750,000 annually per qualified investment, the maximum allowable to corporate
investors.

Effective Date:

Taxable years beginning on or after 1993.

Fiscal Effect:

The fiscal effect is unknown at this time. An estimate of General Fund revenue loss will be
provided as soon as it is ready.
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Proposal 13 (93-LCX-018(1.1))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: 1Intangibles Tax Filing Extension. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED

AN ACT TO MAKE THE RULES FOR AN INTANGIBLES TAX FILING EXTENSION

THE SAME AS FOR AN INDIVIDUAL INCOME TAX FILING EXTENSION.
The General Assembly of North Carolina enacts:

Section 1. G.S. 105-206 reads as rewritten:

"§ 105-206. When taxes due and payable; date 1lien attaches;
nonresidents; forms for returns;-extensions. returns; tax situs.

(a) ‘Person’ Defined. -- As used in this section, the term
‘person’ has the meaning provided in G.S. 105-228.90. '

(b) When Taxes Due. -- The All taxes levied in this Article oc¢

schedule—shall become due and payable on the—fifteenth—day—of
April of sach year, April 15 of each year.

(c) Lien. —— The lien of a tax levied in this Article attaches
to all real property of the taxpayer on December 31 preceding the
date the tax becomes due. The lien continues until the tax and
any interest, penalty, and costs associated with the tax are

paid. and-the lien of-such-taxes—shall-attach -annually to all
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(d) Returns. —— Every person who owns, or handles on behalf of
the owner, intangible personal property that has a tax situs in

this State and is taxable under this Article shall file an

intangibles tax return with the Secretary. The return shall be

in the form required by the Secretary and shall contain any
information the Secretary requires. The return shall be filed on

or before April 15 of each year. A taxpayer may ask the

Secretary for an extension of time to file a return under G.S.

105-263.

(e) Tax Situs. -- Intangible personal property owned or held
by a resident of this State has a taxable situs in this State.
Intangible personal property acquired in. the conduct of business
in this State and held by a person doing business in this State
has a taxable situs in this State, regardless whether it is kept
inside the State or it is transferred to a related person.
Intangible personal property of the estate of a resident of this
State has a taxable situs in this State.

A person engaged in this State, as principal or agent or on
behalf of another, in dealing in or handling intangible personal

property is considered to be doing business in this State for the
purpose of this Article. The person on whose behalf the business
is conducted is also considered to be doing business in this
State for the purpose of this Article. If the person doing
business in this State is a corporation, the corporation that
substantially owns or controls it is also considered to be doing
business in this State.
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Sec. 2. G.S. 105-263 reads as rewritten:
"§ 105-263. Extensions of time for filing a report or return.
The Secretary may extend the time in which a person must file a
report or return with the Secretary. To obtain an extension of
time for filing a report or return, a person must comply with any
application requirement set by the Secretary. In addition, if
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the extension is for a franchise tax return, an income tax
return, o a gift tax return, or an intangible personal property
tax return, the person must pay the amount of tax expected to be
due with the return by the original due date of the return; an
extension of time for filing one of these returns does not extend
the time for paying the tax due or the time when .-a penalty
attaches for failure to pay the tax.

If the extension is for a report or any return other than a
franchise tax return, an income tax return, o+ a gift tax return,
or an intangible personal property tax return, the person is not
regquired to pay the amount of tax expected to be due with the
report or return by the original due date of the report or
return; an extension of time for filing a report or one of these
other returns extends the time for paying the tax due and the
time when a penalty attaches for failure to pay the tax. When an
extension of time for filing a report or return extends the time
for paying the tax expected to be due with the report or return,
interest, at the rate established pursuant to G.S. 105-241.1(i),
accrues on the tax due from the original due date of the report
or return to the date the tax is paid."

Sec. 3. This act is effective upon ratification.
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Explanation of Proposal 13

Legislative Proposal 13 would make the rules for an intangibles tax filing extension
the same as for an individual income tax filing extension. The bill was requested by
the Department of Revenue and would become effective upon ratification.

The intangibles tax law provides that the tax return is due on April 15 of each
year, but that the Secretary of Revenue may extend the filing deadline for good cause
shown. Unlike the individual income tax law, the intangibles tax law does not
specifically refer to the administrative provisions of Article 9, which govern all taxes
collected by the Department of Revenue. Under Article 9, the Secretary of Revenue
may provide for a paperless filing . extension; a separate application for the filing
extension is not required by statute. Section 1 of Legislative Proposal 13 clarifies that
the provisions of Article 9 govern intangibles tax filing extensions and modernizes the
language of the intangibles tax statute governing when the tax is due, when liens attach,
when returns are due, and how tax situs is determined.

Under current law, an extension of time for filing a franchise tax return, an
income tax return, or a gift tax return is not also an extension of time for paying the
tax. For other taxes, a filing extension is also an extension of time for paying the tax.
Section 2 of Legislative Proposal 13 changes the law to provide that an extension of
time for filing an intangibles tax return will no longer operate as an extension of time
for paying the tax.
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Fiscal Report
Fiscal Research.Division
December 15, 1992

" Proposal #13: Intangibles Tax Filing Extension

Summary:

The proposal conforms language in G.S. 105-206 to existing language in G.S. 105-155 and
G.S. 105-160.6. All three statutes speak to an extension of time to file various tax returns.

The proposal also amends G.S. 105-263 to provide that an extension of time for filing an
intangibles tax return is not also an extension for paying the tax due.

Effective Date:

Upon ratification

Fiscal Impact:

None
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Proposal 14 (93-LCX-016(1.1))

(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
6-JAN-93

Short Title: 1Inheritance Tax Penalty Procedure. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED
AN ACT TO PROVIDE THAT THE PENALTY FOR FAILURE TO FILE AN

INHERITANCE TAX RETURN WILL BE ASSESSED AND COLLECTED IN THE

SAME MANNER AS THE PENALTY FOR FAILURE TO PAY INHERITANCE

TAXES.

The General Assembly of North Carolina enacts:

Section 1. G.S. 105-23 reads as rewritten:
"§ 105-23. Information—by administrator-and executor. Personal
representative to file return.

(a) Return Required. - Every administrator personal
representative of a decedent who dies intestate shall prepare a
statement return showing as far as can be ascertained the names
of all the heirs-at-large and their relationship to decedent,—and
svery-executor the decedent. Every personal representative of a
decedent who dies testate shall prepare a like—statement, return,
accompanied by a copy of the will, showing the relationship to
the decedent of all legatees, distributees, and devisees named in
the will, and the age at the time of the death of the decedent of
all legatees, distributees, devisees, to whom property is
bequeathed or devised for life or for a term of years, and the
names of those, if any, who have died before the decedent,
together—with decedent. Each return shall include the
post-office address of executor,—administrator—or trustes. the
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personal representative. If—any - of the heirs-at-law,

children~ The statement return shall also contain a complete
inventory of all the real property of the decedent located in and
outside the State, and of all personal property, wherever
situate, of the estate, and of all insurance policies upon the
life of the decedent, together with an appraisal under oath or
affirmation of the value of each class of property embraced in
the inventory, and the value of the whole, together with any
deductions permitted by this-—statute, law, so far as they may be
ascertained at the time of filing such;statamant+ the return; and

‘also the full statement of all gifts or advancements made by

deed, grant, or sale to any person or corporation, in trust or
otherwise, within three years prior to the death of the decedent.

The statement herein provided for This return shall be filed with

the Ssecretary of Revenue at Raleigh, North Carolina, within nine

months after the qualification of the executor or administrator,

personal representative upon blank forms to be prepared by the
Secretary of Revenue. If —any administrater—or—executor A
personal representative who fails or refuses to comply with any
of the requirements of this section, he—shall—be shall be
personally liable +& for a penalty in—the—sum of five hundred
dollars 4$5D01Q04T_to—ba—;ac0ue;ed_by—tha—Secxata;y—oﬁ—nevenue—4a
an—action—to be brought by the Secretary of Revenus to collect

acl . ] 5 . - ' £ wal - : net ]
administrator—or—executor. ($500.00). This penalty does not
apply, however, if no tax is due on the estate under this
Article. The Secretary of Revenue, for good cause shown, may
remit all or any portion of the penalty imposed under +the
provisions—of this section. Every executor—or—administrator
personal representative may make a tentative settlement of the
inheritance tax with the Secretary of Revenue, based on the
inventory supported by oath or affirmation 'provided in this
section. If any executor, administrator, collector, —committes,
trustee—or—any personal representative or other fiduciary within

or without this State holding or having control of any funds,
property, trust or estate, the transfer of which becomes taxable
under the provisions of this Article, shall fail to £file the
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to file the return required by this section within the time

required by this section, the Secretary of Revenue shall obtain

the required information from the best sources available and,

based on this information, shall assess the tax due and any

applicable penalties.

(b) Exception. —-- An inheritance tax return is not required to
be filed for an estate +{i}) —whose that meets the following
conditions: '

(1) 1Its beneficiaries are all either Class A
beneficiaries, as described in G.S. 105-4(a), or
the surviving spouse,—and—(ii)}—whose spouse.

(2) 1Its gross value, including the value of transfers
over which the decedent retained an interest and
the value of gifts made within three years before
the decedent’s death, as provided in G.S. 105~2(3},
105-2(a)(3), is less than the amocunt specified—in
+the—following—tables+ two hundred fifty thousand
dollars ($250,000).

;Estatas—oﬁ—nacedonts—ny;ng

Sec. 2. This act becomes effective for estates of
decedents dying on or after July 1, 1993.
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Explanation of Proposal 14

Legislative Proposal 14 would provide that the penalty for failure to file an
inheritance tax return would be assessed and collected in the same manner as the
penalty for failure to pay inheritance taxes. The bill, requested by the Department of
Revenue, would become effective for estates of decedents dying on or after July 1,
1993.

G.S. 105-23 imposes a penalty of $500 if a personal representative fails or refuses
to file an inheritance tax return in accordance with the requirements of that statute.
Unlike most tax penalties, the penalty is recoverable only through an action brought in
the Superior Court of Wake County.

Article 9 of Chapter 105 of the General Statutes sets out the administrative
provisions governing all taxes collected by the Department of Revenue. The procedure
for assessing and collecting penalties is the same as for taxes: the Department proposes
an assessment and the taxpayer has the right to contest the assessment through standard
administrative procedures before appealing to the court system. Article 9 also grants
the Department of Revenue the powers of garnishment and attachment.

Much of the inheritance tax law, however, predates the 1949 legislation granting
the Secretary of Revenue general assessment authority for all taxes collected by the
Department. This chronology explains why the inheritance tax statutes may still
contain provisions, such as the one in G.S. 105-23, providing an assessment procedure
separate and different from that in Article 9.

Legislative Proposal 14 makes several changes to G.S. 105-23. First, it deletes the
requirement that the Secretary of Revenue file suit in Wake County Superior Court to
collect the penalty for failure to file an inheritance tax return. In the absence of
specific provisions to the contrary, Article 9 assessment procedures will apply to this
penalty. Second, the bill specifies that the penalty for failure to file does not apply if
there is no inheritance tax due on the estate. Third, the bill substitutes the general
term “"personal representative” for the terms ”administrator” and "executor” that
appear in G.S. 105-23. Finally, the bill modemizes some of the archaic language of
the statute, deletes a sentence that refers to a part of the law that has been repealed,
and corrects an incorrect cross-reference.
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Fiscal Report
Fiscal Research Division
December 16, 1992

Proposal #14: Inheritance Tax Filing Penalty

Summary:

This proposal provides that the penalty for failure to file an inheritance tax return would
be assessed and collected in the same manner as the penalty for failure to pay inheritance
taxes.

The penalty that can be levied is $500. However, unlike most tax penalties, it is recover-
able only through an action brought in the Superior Court of Wake County.

The proposal makes several changes:
1. It deletes the requirement that the Secretary of Revenue file suit in Wake County
Superior Court to collect the penalty for failure to file an inheritance tax return.

2. It specifies that the penalty for failure to file does not apply if there is no inheritance
tax due.

3. it substitutes the general term “personal representative” for the terms "administra-
tor” and "executor” in statutory language.

4. It makes technical changes to statutory language.

Effective Date:

This act would become effective for estates of decedents dying on or after July 1, 1993.

Fiscal Effect:
There will be a minimal increase in General Fund revenues. It is probable that the elimina-

tion of court action to recover the penalty in question will result in a slight increase in the
number of penalties assessed.
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- - Proposal 15 (93-LC-025B(1.1))

(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
6-JAN-93

Short Title: Statewide Accounts Receivable Program. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED
AN ACT TO ESTABLISH A STATEWIDE PROGRAM TO IMPROVE THE COLLECTION
OF ACCOUNTS RECEIVABLE BY THE STATE. '
The General Assembly of North Carolina enacts:

Section 1. Chapter 147 of the General Statutes is
amended by adding a new Article to read:
"Article 6B

Statewide Accounts Receivable Program.
"§ 147-86.20. Definitions.
The following definitions apply in this Article:
(1) Account receivable. -- An amount that a person owes
the State and that has not been received by the
State agency servicing the debt. The term includes
claims, damages, fees, fines, forfeitures, loans,
overpayments, and tuition as well as penalties,
interest, and other costs authorized by law.
(2) Debtor. —— A person who owes an account receivable.
(3) Past due. -- An account receivable is past due if
the State has not received payment of it by the
payment due date.
(4) Person. -- An individual, a fiduciary, a firm, a
partnership, an association, a corporation, a unit
of government, or another group acting as a unit.
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(5) State agency. -- Defined in G.S. 147-64.4(4). The
term does not include, however, a community
college, a local school administrative unit, or an
area mental health, developmental disabilities, or
substance abuse authority.

(6) Write off. -- To remove an account receivable from
a State agency’s accounts receivable records.

"§ 147 86.21. State agencies to collect accounts receivable.
A State agency shall take all cost-effective and appropriate
actions to collect all accounts receivable. A State agency shall

establish internal policies and procedures for management and

collection of accounts receivable in accordance with p011c1es and

procedures adopted by the State Controller.
"§ 147-86.22. Statewide accounts receivable program.

(a) Program. -- The State Controller shall implement a
Statewide accounts receivable program. As part of this progranm,

the State Controller shall do all of the following:

(1) Monitor the State’s accounts receivable collection
efforts.

(2) Coordinate information, systems, and procedures
between State agencies to maximize the collection
of past-due accounts receivable.

(3) Adopt policies and procedures for management and
collection of accounts receivable by State
agencies. v

(4) Establish procedures for writing off accounts
receivable and for determining when to end efforts
to collect accounts receivable after they have been
written off.

(b) Credit Card Payment. —-— The State Controller may establish
policies that allow accounts receivable to be payable under

certain conditions, with the “concurrence of the State Treasurer,

by credit card. A debtor’s payment by credit card shall include

a fee equal to any discount charged by the credit card issuer.

(c) Collection Techniques. -- The State Controller, in
conjunction with the Office of the Attorney General, shall

establish policies and procedures to govern techniques for

collection of accounts receivable. These techniques may include

use of credit reporting bureaus, collection agencies, judicial

remedies authorized by law, and administrative setoff by a

reduction of an individual’s tax refund pursuant to the Setoff

Debt Collection Act, Chapter 105A of the General Statutes, or a

reduction of another payment, other than payroll, due from the
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State to a person to reduce or eliminate an account receivable

that the person owes the State.

"§ 147-86.23. 1Interest, fees, and penalties.

A State agency shall charge interest at the rate established
pursuant to G.S. 105-241.1(i) on a past-due account receivable

from the date the account receivable was due until it is paid. A

State agency shall add to a past-due account receivable a fee to

cover the administrative costs of collection and a late payment

penalty of no more than ten percent (10%) of the account

receivable. A State agency may waive a late-payment penalty for

good cause shown.
"§ 147-86.24. Debtor information and skip-tracing.

A State agency shall collect from clients and debtors minimum
identifying information as prescribed by the State Controller. A
State agency shall use all available debtor information to skip-
trace debtors as prescribed by the State Controller.

The State Controller shall establish procedures to give the
State Controller access to information that is in the custody of
a State agency and could assist in the collection of accounts
receivable owed to another State agency. A State agency that has

this information shall cooperate with the State Controller in

giving the State Controller access to the information. If the
information is contained in an electronic database, the State
agency shall provide the State Controller on-line electronic
access upon request.

"§ 147-86.25. Setoff debt collection.

The State Controller shall implement a statewide setoff debt
collection program to provide for <collection of accounts
receivable that have been written off. The statewide setoff debt
collection program shall not include accounts receivable owed to
The University of North Carolina. The University of North
Carolina may, with the approval of the State Controller,
implement a university-wide setoff debt collection program to
provide for collection of accounts receivable that have been
written off by The University of North Carolina. The statewide
program and the university-wide program shall supplement the
Setoff Debt Collection Act, Chapter 105A of the General Statutes,
and shall provide for written off accounts receivable to be set
off against payments the State owes to debtors, other than

payments of individual income tax refunds and payroll. A program

shall provide that, before final setoff can occur, the State

agency servicing the debt must notify the debtor of the proposed

setoff and of the debtor’s right to contest the setoff through an

administrative hearing and judicial review conducted under
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Articles 3 and 4, respectively, of Chapter 150B of the General
Statutes.
"§ 147-86.26. Allocation of collections.

Except as required by federal law for accounts receivable
related to programs supported by federal funds, the Office of
State Controller may withhold a percentage of the funds collected
from past-due accounts receivable to offset its costs of
collecting past-due accounts receivable. The State Controller
shall allocate the balance of the funds collected on a
proportional basis to the State agencies that generated the
accounts receivable.

"§ 147-86.27. (Effective July 1, 1994) Reporting requirements.

A State agency shall provide the State Controller a complete
report of the agency’s accounts receivable at least quarterly, or
more frequently as required by the State Controller. The State
Controller shall use the information provided by a State agency
and any additional information available to compile a summary
report of the agency. The State Controller shall provide copies
of these summary reports annually to the Governor, the
Legislative Services Commission of the General Assembly, and each
State agency. Each summary report shall include the following:

(1) The type of accounts receivable owed to the State
agency.

(2) An aging of the accounts receivable.

(3) Any attempted collection activity and any costs
incurred in the collection process.

(4) Any accounts receivable that have been written off.

(5) Any additional information the State Controller
considers useful.

"§ 147-86.28. Rules.

A State agency may adopt rules to implement this Article."

Sec. 2. G.S. 143B-426.39 is amended by adding a new

subdivision to read:

"(9a) Implement a statewide accounts receivable program

- in accordance with Article 6B of Chapter 147 of
the General Statutes.”

Sec. 3. G.S. 96-4(t)(1l) reads as rewritten:

"(1) Confidentiality of 1Information Contained in
Records and Reports. ~- (i) Except as hereinafter
otherwise provided, it shall be unlawful for any
person to obtain, disclose, or use, or to
authorize or permit the use of any information
which is obtained from any employing unit or
individual pursuant to the administration of this
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Chapter. (ii) Any claimant or employer or their
legal representatives shall be supplied with
information from the records of the Employment
Security Commission to the extent necessary for
the proper presentation of claims or defenses in
any proceeding under  this Chapter.
Notwithstanding any other provision of law, any
claimant may be supplied, subject to restrictions
as the Commission may by regqulation prescribe,
with any information contained in his payment
record or on his most recent monetary
determination, and any individual, as well as any
interested employer, may be supplied with
information as to the individual’s potential
benefit rights from claim records. (iii) Subject
to restrictions as the Commission may by
regulation provide, information from the records
of the Employment Security Commission may be made
available to any agency or public official for
any purpose for which disclosure is required by
statute or regulation. (iv) The Commission may,
in its sole discretion, permit the wuse of
information in its possession by public officials
in the performance of their public duties. (v)
The Commission shall release the payment and the
amount of unemployment compensation benefits upon
receipt of a subpoena in a proceeding involving
child support. (vi) The Commission shall furnish
to the State Controller any information the State
Controller needs to prepare and publish a
comprehensive annual financial report of the
State~ State or to track debtors of the State.”
Sec. 4. G.S. 147-86.27, as enacted by Section 1 of this
act, becomes effective July 1, 1994. The remainder of this act
becomes effective July 1, 1993. The interest, fees, and
penalties authorized by G.S. 147-86.23, as enacted by Section 1
of this act, apply to debts incurred on or after July 1, 1993.

93-LC-025B Page 106






Explanation of Proposal 15

Legislative Proposal 15 establishes a statewide accounts receivable program to be
administered by the State Controller. Accounts receivable are amounts owed the State;
they include claims, fees, fines, forfeitures, loans, overpayments, and tuition. The
debtor who owes the account receivable may be a local government, the federal
government, a taxpayer, a hospital patient, the recipient of a student loan, or any other
person or entity. According to the State Controller, the State’s General Fund accounts
receivable have increased more than 156% between 1988 and 1992, from $271 million

to $695 million. For each day earlier the General Fund accounts receivable could be.

collected, the State would earn $115,735 in interest.

The State currently has no statewide accounts receivable management program.
Each State agency services its own accounts with the legal assistance of the Attomney
General’s Office. The aggressiveness with which accounts receivable are collected and
the adequacy of management systems vary from one agency to another. Agencies
report their accounts receivable status to the State Controller only annually,v after the
end of the fiscal year. For this reason, the State Controller does not have current,
* detailed information regarding outstanding accounts receivable.

Legislative Proposal 15 would require the State Controller to implement a
statewide accounts receivable management system effective beginning July 1, 1993.
The new law would require all State agencies to take all cost-effective and appropriate
actions to collect their accounts receivable. The State Controller would develop
policies and procedures for State agencies to follow in managing and collecting
accounts receivable. The State Controller would also coordinate information and
systems between State agencies to enhance their collection efforts. State agencies
would be required to obtain identifying information from clients and debtors. This
information would be used to skip-trace debtors. The State Controller would prescribe
procedures for skip-tracing debtors and would serve as a clearinghouse for debtor
information held by State agencies.

Under current law, State agencies are not authorized to charge interest and
penalties on past-due accounts receivable unless these charges have been established by
contract between the agency and the debtor. Legislative Proposal 15 would require all
State agencies to begin charging interest and penalties beginning with debts incurred on
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or after July 1, 1993. State agencies would be authorized to waive penalties for good
cause shown. ,'

The proposal would require the State Controller to implement a statewide setoff
debt collection program. The State already has a setoff debt collection program
administered by the Department of Revenue, that provides for setoff of debts owed the
State against refunds of individual income tax. The new program to be implemented -
by the Controller would provide for setoff against other payments, such as vendor
payments, but not payroll. The University of North Carolina system would not be
included in the Controller’s setoff program, but would be authorized to implement its
own setoff debt collection program. Each setoff debt collection program would be
required to give the debtor adequate notice and an opportunity to contest the debt
before final setoff could occur.

Finally, Legislative Proposal 15 would require the State Controller to gather
information from all State agencies at least quarterly, beginning July 1, 1994. The
State Controller would be required to publish detailed annual reports for each agency
setting out the type of accounts receivable it is owed, the age of the accounts, any
attempted collection activity and its cost, and any accounts receivable that have been
written off. These reports would be distributed to the Governor, the General
Assembly, and each State agency.
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Fiscal Report
Fiscal Research Division
December 15, 1892

Proposal #15: Statewide Accounts Receivable Program

Explanation:

This proposal establishes a statewide accounts receivable program to be administered by
the State Controller. Examples of accounts receivable owed the state are fees, fines,
forfeitures, loans, and tuition.

The State’s General Fund accounts receivable have increased 156% from 1988 to 1992,
from $271 million to $695 million. North Carolina currently has no statewide accounts
receivable management program. Each State agency services its own accounts with the
legal assistance of the Attorney General’s Office. Agencies then report their accounts
receivable status to the State Controller annually, after the end of the fiscal year. The
State Controller, the chief fiscal officer of the state, does not have current and complete
information on the volume or status of outstanding accounts receivable.

The proposal would require the State Controller to implement a statewide accounts receiv-
able management system beginning July 1, 1993. In addition, the State Controller would
be required to implement a statewide setoff debt collection program. The current state
program is administered by the Department of Revenue and provides for setoff of debts
owed the State against refunds of individual income tax. The new program would provide
for setoff against several other payments, primarily vendor payments.

Effective Date:

State agency reporting requirements become effective on July 1, 1994. The remainder of
the bill becomes effective July 1, 1993.

Fiscal Effect:

The State Controller’'s Office estimates that for each million dollars of outstanding re-
ceivables, if collected and in the State Treasury one day earlier, at 6% annual interest, the
State would earn an additional $167 per day. For each day earlier all General Fund
accounts receivable could be collected, the Controller’s office estimates the State would
earn $115,735 in additional interest. .
The implementation date of this program is July 1, 1993. In FY 1993-94, the State
Controller’s office will establish policy and guidelines for the new statewide accounts
receivable program. At this time, it is estimated that two additional staff people will be
needed to accomplish this task by July 1, 1994. On that date, the State Controller’s Office
will begin receiving information from all General Fund agencies regarding the status of
outstanding accounts receivable, and it will begin monitoring and assisting agencies to
service their accounts receivable according to the new guidelines for improved efficiency of
collection. Additional General Fund revenue availability will not occur until the second
year of the 1993-95 biennial budget.

According to the State Controller’s Office, in FY 1993-94 there will be an expansion
budget request for two additional staff and additional computer hardware and software
costs associated with the development of the new program. This expenditure data is
currently being developed, and it will be provided to the General Assembly with the new

Governor’s recommended budget. 1
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Proposal 16 (93-LCX-001A(1.1))

(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
. 6-JAN-93

Short Title: Revenue Laws Technical Changes. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED
AN ACT TO MAKE TECHNICAL AND CONFORMING CHANGES TO THE REVENUE
LAWS AND RELATED STATUTES.
The General Assembly of North Carolina enacts: :
Section 1. Section 7 of Chapter 1007 of the 1991
Session Laws is repealed.
Sec. 2. The catchline of G.S. 20-81.12 reads as
rewritten:
"§ 20-81.12. Collegiate insignia plates,—-high school-insignia
plates, plates and historical attraction plates."
Sec. 3. G.S. 105-23(b) reads as rewritten:

"(b) Exception. -- An inheritance tax return is not required to
be filed for an estate (i) whose beneficiaries are all either
Class A beneficiaries, as described in G.S. 105-4(a), or the
surviving spouse, and (ii) whose gross value, including the value
of transfers over which the decedent retained an interest and the
value of gifts made within three years before the decedent’s
death, as provided in G.S. 105-2(3}, 105-2(a)(3), is less than
the amount specified in the following table:

Estates of Decedents Dying

On or After Gross Value of Estates
July 1, 1985 .....ciiieeneencncnn c e e eneeea $100,000
August 1, 1985 . .......ttiiiiitieenecnnannenn 75,000
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July 1, 1986 ........c0ceuiannn e eesseesaeas 150,000
January 1, 1987 ..iiiitiiiientereannnccncnnas 250,000."
Sec. 4. G.S. 105-113.82(e) reads as rewritten:

"(e) Population Estimates. -- To determine the population of a

city or county for purposes of the distribution required by this

section, the Secretary shall use the most recent annual estimate

of population certified by the State Budget Planning Officer.”
Sec. 5. G.S. 105-125 reads as rewritten:

"§ 105-125. Corporations—not mentioned. Exempt corporations.

None— of—the taxes levied in this -Article shall  apply—to

Page 111 93-LCX-001A



0~ Ul W

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1993

(a) Exemptions. -- The following corporations are exempt from

the taxes levied by this Article. Upon request of the Secretary,

an exempt corporation must establish its claim for exemption in

writing:
(1)

A charitable, religious, fraternal, benevolent,

(2)

scientific, or educational corporation not operated
for profit. '
An insurance company subject to tax under Article

(3)

8B of this Chapter.
A mutual ditch or irrigation association, a mutual

(4)

or cooperative telephone association or company, a
mutual canning association, a cooperative breeding
association, or a similar corporation of a purely
local character deriving receipts solely from
assessments, dues, or fees collected from members
for the sole purpose of meeting expenses.

A cooperative marketing association that operates

(5)

solely for the purpose of marketing the products of
members or other farmers and returns to the members
and farmers the proceeds of sales, less the
association’s necessary operating expenses,
including interest and dividends on capital stock,
on the basis of the quantity of product furnished
by them. The association’s operations may include
activities directly related to these marketing
activities.

A production credit association organized under the

(6)

federal Farm Credit Act of 1933.
A club organized and operated exclusively for

93-LCX-001A

pleasure, recreation, or other nonprofit purposes,
a civic 1league operated exclusively for the
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promotion of social welfare, a business leagque, or
a board of trade. ,

(7) A chamber of commerce or merchants’ association not
organized for profit, no part of the net earnings
of which inures to the benefit. of a private

_ stockholder, an individual, or another corporation.

(8) An organization, such as a condominium association,
a homeowner association, or a cooperative housing
corporation not organized for profit, the
membership of which is limited to the owners or
occupants of residential units in the condominium,
housing development, or cooperative housing
corporation. To qualify for the exemption, the
organization must be operated exclusively for the
management, operation, preservation, maintenance,
or landscaping of the residential units owned by
the organization or its members or of the common
areas and facilities that are contiguous to the
residential units and owned by the organization or
by its members. To qualify for the exemption, no
part of the net earnings of the organization may
inure, other than through the performance of

related services for the members of the
organization, to the benefit of any person.

(9) Except as otherwise provided by law, an
organization exempt from federal income tax under
the Code. '

{b) Certain Investment Companies. -- A R;ov;dedr—A#uu;_any

corporation doing business in North Carolina that, which—-inthe
op;n+on—a£—:ha—Sec;eta;y—c£—Re¥enue—c£—N0;th—Ca;ol4naT qualifies
as a ‘regulated investment company’ under section 851 of the Code
or as a ‘real estate investment trust’ under the provisions of
section 856 of the Code and which files with the North Carolina
Departmentof Roevenueits election elects for federal income tax
purposes to be treated as a ‘regulated investment company’ or as
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a ‘real estate investment trust,’ shall may, in determining its
basis for franchise tax—be—allowed to tax, deduct the aggregate
market value of its investments in the stocks, bonds, debentures,
or other securities or evidences of debt of other corporations,
partnerships, individuals, municipalities, governmental agencies
agencies, or governments."

Sec. 6. G.S. 105-114(a) reads as rewritten:

"(a) Nature of Taxes. The taxes levied in this Article upon
persons and partnerships are for the privilege of engaging in
business or doing the act named. The taxes levied in this
Article upon corporations are privilege or excise taxes levied
upon:

(1) Corporations organized under the laws of this State
for the existence of the corporate rights and
privileges granted by their charters, and the
enjoyment, under the protection of the laws of this
State, of the powers, rights, privileges and
immunities derived from the state by the form of
such existence; and

(2) Corporations not organized under the laws of this
State for doing business in this State and for the
benefit and protection which such corporations
receive from the government and laws of this State
in doing business in this State.

If the corporation is organized under the laws of this State,
the payment of the taxes levied by this Article shall be a
condition precedent to the right to continue in such form of
organization; and if the corporation is not organized under the
laws of this State, payment of these taxes shall be a condition
precedent to the right to continue to engage in doing business in
this State. The taxes levied in this Article or schedule shall
be for the fiscal year of the State in which the taxes become
due; except that the taxes levied in G.S. 105-122 shall be for
the income year of the corporation in which the taxes become due.

G.S. 105-122 does not apply to street transportation systems
taxed under G.S. 105-120.1 or holding companies taxed under G.S.
105-120.2. G.S. 105-122 applies to a corporation taxed under
another section of this Article only to the extent the taxes
levied on the corporation in G.S. 105-122 exceed the taxes levied
on the corporation in other sections of this Article."

Sec. 7. G.S. 105-127 is amended by adding at the end a

new subsection to read:

"(f) After the end of the income year in which a domestic
corporation is dissolved pursuant to Article 14 of Chapter 55 of
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the General Statutes, the corporation is no longer subject to the

tax levied in this Article unless the Secretary of Revenue finds

that the corporation has engaged in business activities in this

State not appropriate to winding up and liquidating its business

and affairs."

Sec. 8. G.S. 105-130.40(c) reads as rewritten:

"(c) County Designation. -~ A severely distressed county is a
county designated as severely distressed by the Secretary of
Commerce. Each year, on or before December 31, the Secretary of
Commerce shall designate which counties are considered severely
distressed, and shall provide that information to the Secretary
of Revenue. A county is considered severely distressed if its
distress factor is one of the thirty-three highest in the State.
The Secretary shall assign to each county in the State a distress
factor that is the sum of the following:

(1) The county’s rank in a ranking of counties by rate
of unemployment from lowest to highest.

(2) The county’s rank in a ranking of counties by per
capita income from highest to lowest. '

(3) The county’s rank in a ranking of counties by
percentage growth in population from lowest to
highest.

In measuring rates of unemployment and per capita income, the
Secretary shall use the latest available data published by a
State or federal agency generally recognized as having expertise
concerning the data. In measuring population growth, the
Secretary shall wuse the most recent estimates of population
certified by the State Budget Planning Officer. A designation as
a severely distressed county is effective only for the calendar
year following the designation."

Sec. 9. G.S. 105-134.6(b) is amended by adding at the

end a new subdivision to read:

"(10) Income that is (i) earned or received by an
enrolled member of a federally recognized Indian
tribe and (ii) derived from activities on a
federally recognized Indian reservation while the
member resides on the reservation. Income from
intangibles having a situs on the reservation and
retirement income associated with activities on
the reservation are considered income derived from
activities on the reservation." _

Sec. 10. G.S. 105-134.7(a)(5) reads as rewritten:

"(5) The—amount—of any If the taxpayer has a net

operating loss for a taxable year beginning on or
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after January 1, 1989, that part of the loss that
is carried back to and deducted in a taxable year
beginning before January 1, 1989, pursuant to
section 172 of the Code may be deducted f£from
taxable income in the taxable year following the
taxable year for which the loss occurred.”

Sec. 11. G.S. 105-151.17(c) reads as rewritten:

"(c) County Designation. -- A severely distressed county is a
county designated as severely distressed by the Secretary of
Commerce. Each year, on or before December 31, the Secretary of
Commerce shall designate which counties are considered severely
distressed, and shall provide that information to the Secretary
of Revenue. A county is considered severely distressed if its
distress factor is one of the thirty-three highest in the State.
The Secretary shall assign to each county in the State a distress
factor that is the sum of the following:

(1) The county’s rank in a ranking of counties by rate
of unemployment from lowest to highest.

(2) The county’s rank in a ranking of counties by per
capita income from highest to lowest.

(3) The county’s rank in a ranking of counties by
percentage growth in population from 1lowest to
highest. :

In measuring rates of unemployment and per capita income, the
Secretary shall use the latest available data published by a
State or federal agency generally recognized as having expertise
concerning the data. In measuring population growth, the
Secretary shall use the most recent estimates of population
certified by the State Budget Planning Officer. A designation as
a severely distressed county is effective only for the calendar
year following the designation.”

Sec. 12. G.S. 105-163.010(8) reads as rewritten:

"{8) Qualified grantee business. -- A North Carolina
business that (i) has received during the preceding
three years a grant or other funding from the North
Carolina Technological Development Authority, The
North Carolina Technological Development Authority,
Inc., the North Carolina Biotechnology Center, the
Microelectronics Center of North Carolina, or the
Federal Small Business Innovation Research Program,
and (ii) is registered with the Secretary of State
under G.S. 105-163.013."

Sec. 13. G.S. 105-163.013(c)(3) reads as rewritten:
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"(3) It has received during the preceding three'years a
grant or other funding from the North Carolina
Technological Development Authority, The North
Carolina Technological Development Authority, Inc.,
the North Carolina Biotechnology Center, the
Microelectronics Center of North Carolina, or the
Federal Small Business Innovation Research Program.

Sec. 14. G.S. 105-187.19 reads as rewritten:

"§ 105-187.19. Use of tax proceeds.

The Secretary shall distribute the taxes collected under this
Article, less the cost of collecting the taxes, in accordance
with this section. The Secretary shall retain the cost of
collection as reimbursement to the Department of Revenue.

Each quarter, the Secretary shall credit ten percent (10%) of
the net tax proceeds to the Solid Waste Management Trust Fund and
shall distribute ninety percent (90%) of the net tax proceeds
among the counties on a per capita basis according to the most
recent annual population estimates certified to the Secretary by
the Office of —State—Budget— and - Management. State Planning
Officer. A county may use funds distributed to it under this
section only as provided in G.S. 130A-309.54."

Sec. 15. G.S. 105-266.1(c) reads as rewritten:

(c) Within 90 days after notification of the Secretary’s
decision with respect to a demand for refund of any tax or
additional tax under this section—any taxpayer—aggrieved-thereby,
in—lieu section, an aggrieved taxpayer may, instead of
petitioning for administrative review by the Tax Review Board
under G.S. 105~241.1, -may 105-241.2, bring a civil action against
the Secretary of Rewvenue for recovery of the alleged owerpayment
overpayment. If the alleged overpayment is more than two hundred
dollars (%200.00), the taxpayer may bring the action either in
the Superior Court of Wake <County, County or in the superior
court of the county in which the taxpayer resides,—if-the alleged
overpayment exceesds two - hundred —dollars—($200.00)}, and——if

resides; if the alleged overpayment is two hundred dollars
($200.00) or less, the taxpayer may bring the action in any State
court of competent jurisdiction in Wake County. If upon trial it
shall be is determined that there has been any an overpayment of
tax or additional tax, judgment shall be rendered therefor, with
interest, and the same—shall be refunded by the State. State
shall refund the amount due.
Sec. 16. G.S. 105-269.3 reads as rewritten:

"§ 105-269.3. Administration -and—enforcement Enforcement of
Subchapter V and fuel inspection fee.
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General-Statutes. The State Highway Patrol and law enforcement
officers and other appropriate personnel in the Division of Motor
Vehicles of the Department of Transportation may assist the
Department of Revenue in enforcing Subchapter V of this Chapter
and Article 3 of Chapter 119 of the General Statutes. The State
Highway Patrol and law enforcement officers of the Division of
Motor Vehicles have the power of peace officers in matters
concerning the enforcement of Subchapter V of this Chapter and
Article 3 of Chapter 119 of the General Statutes.”
Sec. 17. G.S. 105-277A(e) reads as rewritten:

"(e) Population Estimates. -- 1In making the per capita
calculations under this section, the Secretary shall use the most
recent annual population estimates certified by the State Budget
Planning Officer."

Sec. 18. G.S. 105-285(b) reads as rewritten:

"(b) Personal Property; General Rule. —- Except as otherwise
provided in subsection—{(c} —below, this Chapter, the value,
ownership, and place of taxation of personal property, both
tangible and intangible, shall be determined annually as of
January 1." A '

Sec. 19. Effective on and after January 1, 1993, G.S.
105-330.1 reads as rewritten:
"§ 105-330.1. Classification of motor vehicles.

(a) Classification. -- All motor wehicles, —except—({i)}—motor
hicl c ¢ Cetrati £ 5. 5. 20-51 (i)
e 3 1 bil 1 3 bil £fi (iii)
: 4 i1 . 3 1t ] . 3 .. S. 20-88(c)
and—{Hv)}-—motor wehicles—owned or—leased by —a public-service
company—and —appraised under-G-5. 105335, are- hereby vehicles
other than the motor vehicles listed in subsection (b) are
designated a special class of property under authority of Article
V, Sec. 2(2) of the North Carolina Constitution. Classified
motor vehicles shall be listed and assessed as provided in this
Article and taxes on classified motor vehicles shall be collected
as provided in this Article.
(b) Exceptions. -- The following motor vehicles are not
classified under subsection (a):
(1) Motor vehicles exempt from registration pursuant to
G.S. 20-51. :
(2) Manufactured homes, mobile classrooms, and mobile
offices.
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(3) Semitrailers registered on a multiyear basis under
G.S. 20-88(c).

(4) Motor vehicles owned or leased by a public service
company and appraised under G.S. 105-335.

(5) ‘U-drive-it’ passenger vehicles registered under
G.S. 20-87(2). :

Sec. 20. G.S. 105-395(c) reads as rewritten:

"(c) It is the intent of the General Assembly to make the
provisions of this Subchapter {being G.S.—105-291 - [105~2711
through—105~395, inclusive) uniformly applicable throughout the
State, and to assure this objective all laws and clauses of laws,
including private and local acts (except acts, other than local
acts relating to the selection of tax collectors), collectors, in
conflict with the provisionsof this Subchapter shall,—as of-July
1,—1971, be—=and are hereby repealed. repealed effective July 1,
1971. As used in this section, the term ‘local acts’ means any
acts of the General Assembly that apply to one or more counties
by name, to one or more municipalities by name, or to all
municipalities within one or more named counties."

Sec. 21. G.S. 105-441(a) reads as rewritten:

"(a) Acts. —-—- Any distributor who commits one or more of the
following acts is guilty of a misdemeanor:

(1) Fails to obtain a license required by this Article.

(2) Willfully fails to make a report required by this
Article.

(3) Willfully fails to pay a tax when due under this
Article.

(4) Makes a false statement in an application, a
report, or a statement required under this Article.

(5) Fails to keep records as required wunder this
Article.

(6) Refuses to allow the Secretary of Revenue or a
representative of the Secretary of Revenue to
examine the distributor’s books and records
concerning motor fuel.

(7) Fails to disclose the correct amount of motor fuel
sold or used in this State.

{8) Fails to file a replacement bond or an additional
bond as required under this Article.

On conviction, a distributor shall be. fined not less than one
hundred dollars ($100.00) and not more than five thousand dollars
($5,000) or, in the case of an individual or the officer or
employee <charged with the duty of making a report for a
corporation, imprisoned not exceeding 24 months, or both."
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Sec. 22. G.S. 105-449.34 reads as rewritten:

"§ 105-449.34. Acts and omissions declared to be nmisdemeanocrs;
penalties. misdemeanors.

A person who commits one or more of the following acts is
guilty of a misdemeanor: -

(1) Fails to obtain a license required by this Article.

(2) Willfully fails to make a report required by this
Article.

(3) Willfully fails to pay a tax when due under this
Article.

(4) Makes a false statement in an application, a

' report, or a statement required under this Article.

(5) Fails to keep records as required wunder this
Article.

(6) Refuses to allow the Secretary of Revenue or a
representative of the Secretary of Revenue to
examine the licensee’s books and records concerning
fuel.

(7) Fails to disclose the correct amount of fuel sold

' or used in this State. ’

(8) Fails to file a replacement bond or an additional
bond as required under this Article.

Sec. 23. G.S. 105-466(d) reads as rewritten:

"(d) The boardof county commissioners, upon—adoption—of said
resolution,—shall cause—a—certified copy ofthe resclution to be
delivered—immediately to—-—the Secretaryof -Rewvwenue, Upon adoption
of a resolution 1levying the tax, the board of county
commissioners shall immediately deliver a certified copy of the
resolution to the Secretary, accompanied by a certified statement

from the county board of elections, if applicable, setting forth
the results of any special election approving the tax in the

county. Thereupon,—the—Secretary of —Revenue shall proceed as

37
38
39
40
41
42
43

adrinistered by —the —taxing county. Upon receipt of these
documents, the Secretary shall collect and administer the tax as

provided in this Article."
Sec. 24. G.S. 105-469 reads as rewritten:
"§ 105-469. Collection—and-administration of local-sales and use

tax; auvthorization to promulgate rules-and regulations. Secretary

to collect and administer local sales and use tax.
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the—sSecretary—ocf—Revenus The Secretary shall collect and
administer the local sales—anduse tax imposed-by ataxing a tax
levied by a county pursuant to the prowvisions of-this-Article and
hall | ] ] with ¢l 3ui £ dministeri (] ] ] ]
and use—tax authorized to be imposed-by this Article. In—addition
, £l I Eatul o £l . s el S L :

Sec. 25. G.S. 105-472 reads as rewritten:
"§ 105-472. Disposition and distribution of taxes collected.

(a) County Allocation. -- The Secretary shall, on a quarterly
basis, allocate to each taxing county for which the Secretary
collects the tax the net proceeds. of the tax collected in that
county under this Article. For the purpose of this section, ‘net
proceeds’ means the gross proceeds of the tax collected in each
county under this Article less taxes refunded, the cost to the
State of collecting and administering the tax in the county as
determined by the Secretary, and other deductions that may be
charged to the county. 1If the Secretary collects local sales or
use taxes in a month and the taxes cannot be identified as being
attributable to a particular taxing county, the Secretary shall
allocate the taxes among the taxing counties in proportion to the
amount of taxes collected in each county under this Article
during that month and shall include them in the quarterly
distribution. :
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(b) Distribution Between Counties and Cities. —-- The §ecretary
shall divide the amount allocated to each taxing county among the
county and its municipalities in accordance with the method
determined by the county. The board of county commissioners

shall, in—theresolutionlevying the tax, determine that the net

- ; e hall bo disteil 2 g £ tho £ollowd

thod 1 ¢ £ .3 3 hall 1} Jistributed i
accordance—therewith: by resolution, choose one of the following

methods of distribution: _
(1) Per Capita Method. -- The amount-—distributable to

taxi : T £} i cicaliti ] .
from—the-net-—proceeds of-the-tax—collected therein
shall be determined upon-the following basis:+ The
net proceeds of the tax collected in a taxing
county shall be distributed to that taxing county
and to the municipalities +4therein—upon in the
county on a per capita basis according to the total
population of the taxing county, plus the total
population of the municipalities in the county. In
the case of a municipality located in more than one
county, only that part of its population living in
the tax1ng7 county is considered its ‘total

population.’  therein;—provided— howsver,— that
more—than—one—county-shall-be only that partof its
lati hich 11 i thi ] l . |

For—this-purpese,—the Secretary of Revenue In order
to make the distribution, the Secretary shall

determine a per capita figure by dividing the net
procesds—of-the tax collected under—this Article
for the preceding guarter within a amount allocated
to each taxing county by the total population of
that taxing county plus the total population of all
municipalities therein in the county. according to
the—nmost—recent—annual estimates of population as
tified ¢ £l s | £ p 1 £l Stat
lcot OFfEj 1 {4 £3 L] leri 3
shall—be—multiplied The Secretary shall then
multiply this per capita figure by the population
of the taxing county and by the population of each
respective municipality therein—according to the
most—recent—annual——estimates—of population—as
tified 1 | S | £ ] ‘] |
Budget Officer,—and in the county; each respective
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(2)

product shall be the amount to be distributed to
each—taxing the county and to each municipality
therein~ in the county. To determine the
population of each county and each municipality,
the Secretary shall wuse the most recent annual
estimate of population certified by the State
Planning Officer. The State -Budget - Officer shall
anpnually cause to-be prepared—and-shall certify Lo

cicaliti . ] Stat ] ticabl
developed;—or

Ad valorem Method. -- The net proceeds of the tax
collected in a taxing county shall be disided
betweenthe distributed to that county and the
municipalities therein in the county in proportion
to the total amount of ad valorem taxes levied by
each on property having a tax situs in the taxing
county during the fiscal year next preceding such
the distribution. For purposes of this section,
the amount of the ad valorem taxes levied by such a
county or municipality shall <nclude—any includes
ad valorem taxes levied by such the county or
municipality in behalf of a taxing district o=
districts and collected by the —county or
municipality. In addition, the amount of taxes
levied by a county shall—include—any includes ad
valorem taxes levied by a merged school
administrative unit described in G.S. 115C-513 in
the part of the unit located in the county. In
computing the amount of tax proceeds to be
distributed to any —county or each county and
municipality, the amount of any ad valorem taxes
levied but not substantially collected shall be
ignored. Each county and municipality receiving a
distributable share— of  the sales and—use
distribution of the proceeds of the tax levied
under this Article shall in turn immediately share
the proceeds with any district or districts each
district in behalf of which the county or
municipality 1levied ad valorem taxes in the
proportion that the district 1levy bears to the
total 1levy of the county or municipality. Any
county or municipality which that fails to provide
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the Department of Revenue with information
concerning ad valorem taxes levied by that—county

or—municipality it adequate to permit a timely
determination of the its appropriate share of—that

GOUD#¥—4&F—4MH%L¢#P&l&t¥ of tax proceeds collected
under this Article may be excluded by the Secretary
from each quarterly distribution with 'respect' to
which such the information was not provided in a
timely manner, and such those tax proceeds shall

then be distributed only to to the governmental—unit
o;—un4ts—whosa—;n£o;mat4on—was-p;ox;dad-&n—a—t;maly

manner~—remaining counties or municipalities, as
appropriate. For the purpose of computing the
distribution of the tax under this subsection to
any county and the municipalities located &therein
in the county for any quarter with respect to which
the property valuation of a public service company

is the subject of an appeal pursuant—+to—+the
. s £ ] hi I I licabl

provisions—of federallaw, and the Department of

Revenue is restrained by operation—of law or-—by a

court—of  competent—Jjurisdiction from certifying
such the valuation to the county and the

municipalities thexein, in the county, the

Department shall use the last property valuation of

such the public service company which that has been
4 Ttified i 3 l Jot . he ad 1

I Lo licabl : l b1i .

. ] ; e  cioaliti
therein. certified. '

The board of county commissioners in each taxing county shall,
by resolution adopted during the month of April of each year,
determine which of the two foregoing methods of distribution

~shall be in effect in the county during the next succeeding
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fiscal year. 1In order for such the resolution to be effective, a
certified copy thereof of it must be delivered to the Secretary
of Revenueathis office in Raleigh within 15 calendar days after
its adoption. If the board fails to adopt any a resolution orif
it £ails to -adopt choosing a method of distribution not then in
effect in the county, or if a certified copy of the resolution is
not timely delivered to the Secretary, the method of distribution
then in effect in the county shall continue in effect for the
following fiscal year. The method of distribution in effect on
the first of July of each fiscal year shall apply to every
distribution made during that fiscal year. \

(c) Municipality Defined. -- As used in this Article, the term
‘municipality’ means ‘city’ as defined in G.S. 153A-1."

Sec. 26. G.S. 105-482 reads as rewritten:

"§ 105-482. Limitations. '

This Article applies only to counties that levy one percent
{1%) sales and use taxes under Article 39 of this Chapter or
under Chapter 1096 of the 1967 Session Laws —-—and—do not -lewy
one-~half percent(12%)-local sales—anduse—taxes—under Article

4l of this-Chapter. Laws."
Sec. 27. G.S. 105-483 reads as rewritten:

"§ 105-483. Levy and collection of additional taxes.

Any county subject to this Article may levy one-half percent
(1/2%) local sales and use taxes in addition to any other State
and local sales and use taxes levied pursuant to law. Except as
provided in this Article, the adoption, 1levy, <collection,
distribution, administration, and repeal of these additional
taxes shall be in accordance with Article 39 of this Chapter. 1In
applying the provisions of Article 39 of this Chapter to this
Article, references to ‘this Article’ mean Article 40 of Chapter

105+~ this Chapter. A4L—xaxes—4an+mi—pu;suant—ta_¢h4s—4m¢+cle

shall-be—<collected by the -Secretary and may not be collected by a

taxing—county, The exemption for building materials in G.S.

105-468.1 does not apply to taxes levied under this Article."
Sec. 28. G.S. 105-498 reads as rewritten:

"§ 105-498. Levy and collection of additional taxes.

Any county subject to this Article may levy one-half percent
(1/2%) local sales and use taxes in addition to any other State
and local sales and use taxes levied pursuant to law. Except as
provided in this Article, the adoption, 1levy, <collection,
distribution, administration, and repeal of these additional
taxes shall be in accordance with Article 39 of this Chapter. In
applying the provisions of Article 39 of this Chapter to this
Article, references to "this Article" mean Article 42 of Chapter
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405+~ this Chapter. All taxes levied pursuant—to—thisArticle

taxing county. The exemption for building materials in G.S.
105-468.1 does not apply to taxes levied under this Article."

Sec. 29. G.S. 160A-623(h) reads as rewritten:

"(h) Tax Situs. -- The-fact that—the countiy listed by -the

3 : 105-314 £l ! c1 hicl .

biec ' 3 ] ~| £ .  thi ] ' {4 21
curisdicti £ 1 Autl L 4 hall } . faci L d that
! hicle 1 : Ly thin tl ; : 4 ial Suricdicts
of the —Authority. The tax situs of a motor vehicle for the
purpose of this section is its ad valorem tax situs. If the
vehicle is exempt from ad valorem tax, its tax situs for the
purpose of this section is the ad valorem tax situs it would have
if it were not exempt from ad valorem tax."

Sec. 30. Except as otherwise provided in this act, this
act is effective upon ratification. Sections 21 and 22 of this
act apply to offenses committed on or after the date of
ratification.
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Explanation of Proposal 16

Legislative Proposal 16 makes numerous technical and clarifying changes to the

revenue laws and related statutes. The following table provides a section-by-section

analysis of the proposed changes.

Section

Explanation

1

Repeals a Session Law that is ineffective because the language it amended
had already been deleted by an earlier Session Law.

Deletes a reference to high school insignia plates in the catchline of a
statute; the body of the statute does not contain any provisions relating to
high school insignia plates. '

Corrects an incorrect cross-reference. This change was requested by the
Department of Revenue.

Makes a conforming change to reflect the fact that official population
estimates that were formally certified by the State Budget Officer are now
certified by the State Planning Officer.

Removes inaccurate provisions regarding the scope of G.S. 105-122
contained in the franchise tax exemptions statute and reorganizes and
clarifies the language of the statute. The removed provisions are corrected
and placed in the appropriate statute in Section 6.

Corrects inaccurate provisions regarding the scope of G.S. 105-122 and
places the proVisions in the appropriate introductory statute applicable -to
franchise taxes. "

G.S. 55-14-05(c) of the Business Corporation Act provides that a
corporation that dissolves does not owe franchise tax unless it engages in
business activities during the tax year. This section adds the same
provision to the franchise tax law. The Department of Revenue is currently
administering the law in accordance with this provision. This change was
requested by the Department of Revenue.

Makes a conforming change to reflect the fact that official population
estimates that were formally certified by the State Budget Officer are now
certified by the State Planning Officer.
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Section

10

11

12 - 13

14

15

16

17

18

19

20

Explanation

The federal courts have held that North Carolina cannot tax income earned
by a member of a federally recognized Indian tribe from activities on the
reservation. This section adds to the individual income tax statutes a
provision explicitly recognizing that rule of law. This change was
requested by the Department of Revenue.

Clarifies ambiguous language in accordance with the correct interpretation
by the Department of Revenue.

Makes a conforming change to reflect the fact that official population
estimates that were formally certified by the State Budget Officer are now
certified by the State Planning Officer.

The functions of the former North Carolina Technological Development
Authority are now performed by a private nonprofit corporation, the North
Carolina Technological Development Authority, Inc. These sections add a
necessary reference to the new corporation; the reference to the former
agency can be deleted in two more years. This change was requested by
the Department of Revenue.

Makes a conforming change to reflect the fact that official population
estimates that were formally certified by the State Budget Officer are now
certified by the State Planning Officer.

Corrects an incorrect cross-reference and simplifies some awkward statutory
language. This change was requested by the Department of Revenue.
Removes redundant language regarding the scope of Article 9 of Chapter
105 of the General Statutes. The scope of Article 9 is set out in G.S. 105-
228.90. :

Makes a conforming change to reflect the fact that official population
estimates that were formally certified by the State Budget Officer are now
certified by the State Planning Officer.

Deletes a reference to a repealed subsection.

Excludes short term rental vehicles from the new system for collecting
property taxes on motor vehicles. The old system of taxation, in which the
vehicles will be listed by the company, is more appropriate for these
vehicles. This change was requested by the Department of Revenue and
the Association of County Commissioners.

Removes incorrect and unnecessary cross-references.
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Section

21-22

23
24

25

26 - 28
29

30

Explanation

Clarify that the penalty for failure to file an additional bond for motor fuel
tax purposes also applies to failure to file a replacement bond. This
change was requested by the Department of Revenue.

- Removes a reference to a provision, repealed in Section 24, allowing

counties to collect their own local sales and use taxes.

Repeals a provision allowing counties to collect their own local sales and
use taxes. ‘

Makes a conforming change to reflect the fact that official population
estimates that were formally certified by the State Budget Officer are now
certified by the State Planning Officer. Simplifies and clarifies awkward
statutory language.

Remove references to a provision, repealed in Section 24, allowing counties
to collect their own local sales and use taxes.

Deletes a reference to a repealed statute and substitutes the applicable
provisions of that statute.

Provides that the act is effective upon ratification.
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- Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #16: Revenue Laws Technical Changes

Summary:

See previous detailed explanation prepared by committee counsel.

Effective Date:

Upon ratification

Fiscal Effect:

None
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Proposal 17 (93-LC-024(1.1))
(THIS IS A DRAFT AND NOT READY FOR INTRODUCTION)

Short Title: Sales Tax License Duration. (Public)

Sponsors:

Referred to:

A BILL TO BE ENTITLED
AN ACT TO PROVIDE THAT A SALES TAX LICENSE IS VOID IF THE
RETAILER REPORTS NO SALES FOR EIGHTEEN MONTHS.
The General Assembly of North Carolina enacts:
Section 1. G.S. 105-164.4(c) reads as rewritten:

"(c) Any person who engages in any business for which a
privilege tax is imposed by  this Article shall apply for and
obtain from the Secretary upon payment of fifteen dollars
($15.00) a license to engage in and conduct the business upon the
condition that the person shall pay the tax accruing to the State
under this Article; the person shall thereby be duly licensed and

registered to engage in the business. Except—as— hereinafter
provided,—a

A license issued under this subsection shall be a continuing
license until it becomes void or is revoked for failure to comply
with the provisions of this Article.~ A Article. A license
issued under this section to a person, other than a person who
makes only wholesale sales or only exempt sales, becomes void if
if, for a period of eighteen months, the license holder ceases—to

still—walid—is—on—-the—-license-holder. files no return or files
returns showing no sales.

93-LC-024 Page 131



GENERAL ASSEMBLY OF NORTH CAROLINA ' SESSION 1993

1 A retailer who sells tangible personal property at a flea
2 market shall conspicuously display his the retailer’s sales tax
3 license when making sales at the flea market."

4 Sec. 2. This act becomes effective July 1, 1993.
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Explanation of Proposal 17

Legislative Proposal 17 provides that a sales tax license becomes void if the

licensed retailer reports no sales for a period of 18 months. The bill becomes effective

July 1, 1993.

' All sales of tangible personal property are presumed to be taxable (G.S. 105-
164.26). A sale is not taxable if the buyer intends to resell the property. A person
who sells property in a wholesale sale can negate the presumption that the sale is
taxable by checking the buyer’s certificate of resale. A certificate of resale states that
the property bought is for resale, states the buyer’s sales tax license number, and
indicates the type of property the buyer sells in the regular course of business.

The Revenue Laws Study Committee received complaints from taxpayers about
individuals who acquire a sales tax license and then fraudulently give a certificate of
resale when purchasing property they have no intention of reselling. The Committee
found no hard data indicating the extent to which this type of tax evasion occurs. The
Committee felt that tax evaders will be deterred by a new penalty enacted in 1992 upon
the recommendation of the Revenue Laws Study Committee. Chapter 914 of the 1991
Session Laws (1992 Session) added an additional penalty of $250 to be assessed by the
Secretary of Revenue against a buyer who misuses a certificate of resale, effective July
10, 1992.

A sales tax license is required of every person who engages in the retail or
wholesale business. The license costs $15 and, once issued, remains.valid unless the
license holder remains continuously out of business for five years. The Committee
noted that increasing the $15 license fee, or requiring periodic renewal of licenses,
would place a burden on the many legitimate small retailers while having only a small
impact on potential tax evaders. The Committee decided that the State could limit the
number of non-retailers obtaining licenses for fraudulent purposes by providing that a
license becomes void if the license holder makes no sales for an 18-month period. The
Committee felt that all legitimate merchants would make at least some sales every 18
months. Legislative Proposal 17 implements this recommendation. The bill provides
an exception for wholesalers and for license holders who make only exempt sales. The
latter group includes civic organizations and other nonprofit associations who
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occasionally sell items to raise funds; these license holders may go for long periods
between fund-raising sales. '
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #17: Sales Tax License Duration

Summary:

This proposal provides that a saies tax license becomes void if the licensed retailer reports
no sales for a period of 18 months.

This new expiration provision for sales tax licenses is expected to limit abuses by individ-
uais who acquire these licenses for the fraudulent purpose of making personal purchases
with resale certificates in order to avoid the sales tax.

Effective Date:
July 1, 1993

Fiscal Effect:

The Department of Revenue has estimated that enactment of this proposal would decrease
General Fund revenues by an Insignificant $5,000 in FY 1993-94.
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Proposal 18 (93-LC-002(1.1))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Merchants’ Sales Tax Discount. . (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED :

AN ACT TO ALLOW A PERCENTAGE DISCOUNT TO MERCHANTS FOR COLLECTING

STATE SALES AND USE TAXES. ‘

The General Assembly of North Carolina enacts:

Section 1. G.S. 105-164.21 is reenacted and rewritten
to read: :

"§ 105-164.21. Discount for collecting and paying taxes when

due.

(a) Amount. -- Except as provided in subsection (b), a
retailer who pays the retail sales or use tax imposed by this
Article may deduct from the amount of the tax paid a discount of
three percent (3%) of the first one thousand dollars ($1,000) of
tax paid per month and seven-tenths of one percent (7/10 of 1%)
of the remaining tax paid per month up to the following maximum
discounts: :
(1) One hundred dollars ($100.00) per month for each

place of business at a separate location.

(2) For taxpayers who are required to report on a
semimonthly basis, five thousand dollars ($5,000)
per semimonthly period for each retailer group.

(3) For taxpayers who are not required to report on a
semimonthly basis, ten thousand dollars ($10,000)
per month for each retailer group.
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The discount for each location may be deducted only from the
tax paid with regard to that location. For the purposes of this
section, a retailer group includes all retail establishments that
have one of the following relationships with one another: (i) one
corporation owns, directly or indirectly, at least eighty percent
(80%) of the voting stock of the others; (ii) at least eighty
percent (80%) of the voting stock of the corporations is. owned,
directly or indirectly, by the same interests; or (iii) in the
case of establishments that are not incorporated, the
establishments are under the same ‘general management,
supervision, or ownership.

(b) Restrictions. -- The Secretary may deny a retailer the
benefit of this section for failure to pay the full tax when due
as well as in cases of fraud, evasion, or failure to keep
accurate and clear records as required by this Article. 1In order
to receive the discount provided in this section, a retailer must
deduct the discount when it remits the tax to the Department of
Revenue. A utility may not deduct the discount provided in this
section on sales of electricity, piped natural gas, or
telecommunications services."

Sec. 2. G.S. 105-474 reads as rewritten: A
"§ 105-474. Definitions;-construction—of Article; remedies—and
penalties. Administration and construction of Article.

This Article shall be harmonized with the North Carolina Sales
and Use Tax Act to the extent practical. The discount provided
in G.S. 105-164.21 does not apply to this Article. The remaining
provisions of Articles 5 and 9 of this Chapter apply to this

Article to the extent they are consistent with this Article.
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Sec. 3. The first sentence of Section 10 of Chapter
1096 of the 1967 Session Laws is amended by adding after the word
"Act" the phrase ", other than G.S. 105-164.21,".

Sec. 4. This act becomes effective April 1, 1994, and
applies to returns filed on or after that date.
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Explanation of Proposal 18

Until 1987, North Carolina allowed a retailer who collected sales and use taxes to
retain a discount of three percent of the State and local taxes collected and Tremitted to
the State. This allowance, known as the merchant’s discount, was repealed by the
School Facilities Finance Act of 1987 as part of a tax package that repealed the
property tax on inventories and raised the corporate income tax from six percent to
seven percent. In 1988, Senate Bill 1594 was introduced to restore a merchant’s
discount of three percent of the State (but not local) sales taxes collected, up to a
maximum discount of two hundred dollars per month. The bill, which would have cost
the State nearly thirty million dollars per year, passed the Senate but stalled in the
House of Representatives.

After the 1988 Session, the 1987-88 Revenue Laws Study Committee heard from
business organizations on this issue. Among the groups represented were retail
merchants, independent businesses, automobile dealers, farm and power equipment
dealers, convenience stores, petroleum marketers, restaurants, tire dealers, automotive
wholesalers, and lumber and building material dealers. These groups pointed out that,
unlike withholding payroll dollars, when a retailer collects and remits sales tax, it is
handling the public’s money as a service to the State. According to the groups who
spoke to the Committee in 1988, some sort of discount is needed to help offset the
significant costs to retailers of collecting and remitting the tax.

~ The 1987-88 Study Committee compared the treatment of sales tax discounts in
other states and reviewed the cost of various discount rates and caps. The Committee
concluded that a new discount would be desirable if it could be structured in such a
way that the allowance to large merchants would be limited. An additional advantage
of such a limitation is that it would be more reasonable in light of the State’s budget
needs, although one disadvantage is that it is more difficult for the Department of
Revenue to administer. Finally, the Committee felt that the pressing needs of local
government units in the State dictated that the local tax base not be eroded. After
reviewing a number of options for allowing a discount against the State tax, the
Committee recommended a merchant’s discount that combined these considerations.
The proposal was introduced in both the House of Representatives and the Senate in
1989 but did not pass.
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The 1989-90 Revenue Laws Study Committee renewed its recommendation of the
merchant’s discount in a proposal that would have allowed a discount against State
sales and use tax collections of three percent of the first $1,000 of tax collected each
month and one percent of the remaining tax collected each month, with a cap of $100
per location each month and a cap of $8,000 per retailer group each month. This
proposal was not enacted by the 1991 General Assembly.

The 1991-92 Revenue Laws Study Committee has decided to recommend once
again that the General Assembly enact a merchant’s discount. Legislative Proposal 18,
which is similar to earlier recommendations, would allow a discount against State sales
and use tax collections of three percent of the first $1,000 of tax collected each month
and seven-tenths of one percent of the remaining tax collected each month. Seven-
tenths of one percent is the same percentage the State retains from the local sales and
use taxes to cover its costs of receiving and distributing the taxes for local governments.

The discount would be subject to a cap of $100 per location each month and a cap
of $10,000 per retailer group each month. If a taxpayer files on a semimonthly basis,
the retailer group maximum is calculated as $5,000 each semimonthly period rather
than $10,000 each month. For the purpose of calculating the maximum, a retailer
group includes (i) all corporate affiliates, parents, and subsidiaries that have 80% or
more common stock ownership and/or (ii) all non-corporate businesses that are under
the same general management, supervision, or ownership. The discount will not apply
to local sales and use taxes.

The bill is to become effective April 1, 1994, and will apply to sales tax returns
filed on or after that date.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #18: Sales Tax Merchant’s Discount

Summa

This proposal restores the merchant’s discount for collecting sales tax that was repealed in
1987. The repeal was a revenue provision in a bill entitled the ”School Facilities Finance
Act”.

The pre-1987 merchant’s discount was a flat 3% rate. This proposal restores the discount
at a graduated rate of 3% of the first $1,000 of tax paid per month and 7/10 of one percent
of any amount above $1,000 per month. There are several maximum monthly discount
provisions:

1. For each place of business at a separate location, $100
2. For taxpayers who are required to report on a semimonthly basis, $5,000 per
~semimonthly period for each retailer group

3. For taxpayers who report on a monthly basis, $10,000 per month for each retailer
group

Effective Date:

April 1, 1994

Fiscal Effect:

The Department of Revenue has estimated that this restoration will decrease General
Fund revenues by $20.7 millicn on a full fiscal year basis.

In FY1993-94, the discount will be in effect for only one quarter of the fiscal year. The
revenue loss to the General Fund for that year would be approximately $5 million.
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Proposal 19 (93-LC-011(1.1))

(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
6-JAN-93

Short Title: Modify Tax Secrecy Provision. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED

AN ACT TO CLARIFY THE PROHIBITION AGAINST DISCLOSING TAX
INFORMATION, TO MODIFY THE PROHIBITION TO PERMIT THE EXCHANGE
OF CERTAIN INFORMATION BETWEEN DESIGNATED AGENCIES, AND TO
EXCLUDE INFORMATION SUBMITTED ON A MASTER TAX APPLICATION FROM
THE PROHIBITION.

The General Assembly of North Carolina enacts:

Section 1. G.S. 105-259 reads as rewritten:
"§ 105-259. Secrecy required of officials; penalty for

violation.
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1
2
3
4
5
6
7
8

Page 143 93-LC-011



0 2 O U & W N+

B B DWW W WW W WWWwWwWw NN NN NN NNDDNNRPR PR RE R R BB
BW NN OWOoO-JoOWUmsa WhhREFEOWOO -1 SE WNEFEOWOODSNNOGOARWUMAeE WNhEFEOW

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1993

93-LC-011

Page 144



O ~J U B W

B DWW W W W W W W W NN DN NN
WNFOWOJOAUS WNHNHEHFOWOD--JOAhUIS WD PF O WOO-JO U A WhhKHFHOoOWw

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1993

Page 145

(a) Definitions., —-- The following definitions apply in this
section: "

(1) Employee or officer. —-- The term includes a former
employee, a former officer, and a current or former
member of a State board or commission.

(2) Tax information. -- Any information from any source
concerning the liability of a taxpayer for a tax,
as defined in G.S. 105-228.90. The term includes
the following:

a. Information contained on a tax return, a tax
report, or an application for a license for
which a tax is imposed.

b. Information obtained through an audit of a
taxpayer or by correspondence with a taxpayer.

C. Information on whether a taxpayer has filed a
tax return or a tax report.

d. A list or other compilation of the names,
addresses, social security numbers, or similar
information concerning taxpayers.

The term does not include (i) statistics classified

so that information about specific taxpayers cannot

be identified or (ii) information submitted to the

Business License Information Office of the

93-LC-011
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Department of Secretary of State on a master

application form for various business licenses.
EXPLANATION: (CURRENT LAW - REVISED) THIS PROVISION DEFINES TAX
INFORMATION, WHICH IS INFORMATION THAT MAY NOT BE DISCLOSED
EXCEPT AS SPECIFICALLY PROVIDED BY LAW. THE CHANGE IN THE LAW IS
THAT THE DEFINITION OF TAX INFORMATION WILL NOT INCLUDE
INFORMATION SUBMITTED TO THE BUSINESS LICENSE INFORMATION OFFICE
ON A MASTER APPLICATION FORM. THUS, THIS INFORMATION WOULD BE
PUBLIC INFORMATION. . THE INFORMATION ON THIS FORM NEEDS TO BE
ACCESSIBLE TO THE VARIOUS AGENCIES THAT WILL SEE THE FORM TO
PROCESS THE APPLICATIONS INCLUDED IN THE FORM. UNDER CURRENT
LAW, THE TAX LICENSES ON THE MASTER FORM HAVE TO BE DISPLAYED AT
THE TAXPAYER'’S PLACE OF BUSINESS, SO THEY ARE ALREADY PUBLIC TO
THAT EXTENT.

(b) Disclosure Prohibited. -- An officer, an employee, or an

agent of the State who has access to tax information in the
course of service to or employment by the State may not disclose
the information to any other person unless the disclosure is made
for one of the following purposes:
EXPLANATION: (CURRENT LAW - REVISED) THIS SUBSECTION CLARIFIES
THE LAW AGAINST DISCLOSURE OF TAX INFORMATION AND THE VARIOUS
EXCEPTIONS TO THAT LAW. THE RESTRICTIONS ON DISCLOSURE OF LOCAL
GOVERNMENT TAX INFORMATION ARE DELETED FROM THIS STATUTE AND
MOVED TO THE LOCAL GOVERNMENT TAX STATUTES IN SECTIONS 3 AND 4
BELOW. EXCEPTIONS TO THE LAW AGAINST DISCLOSURE ARE LISTED
SEPARATELY AND EXPLAINED BELOW.

(1) To comply with a court order or a law.
EXPLANATION: (CURRENT LAW) THE CURRENT STATUTE STATES THAT TAX
INFORMATION MAY BE DISCLOSED IN ACCORDANCE WITH A COURT ORDER OR
AS OTHERWISE PROVIDED BY LAW.

(2) To give a spouse who elects to file a joint tax
return tax information concerning the other spouse,
to the extent the information relates to the joint
return.

EXPLANATION: (CURRENT LAW - REVISED) THE CURRENT STATUTE STATES
THAT WHEN A MARRIED COUPLE HAS FILED A JOINT INCOME TAX RETURN,
THE DEPARTMENT MAY PROVIDE TO EITHER SPQUSE INFORMATION ABOUT THE
OTHER SPOUSE’S INCOME OR INCOME TAX RELATING TO THE JOINT RETURN.
THIS PROVISION RESTATES THAT RULE AND EXTENDS IT TO APPLY 'TO
OTHER JOINT TAX RETURNS (INTANGIBLES TAX), NOT JUST INCOME TAX
RETURNS.
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(3) Review by the Attorney General or a representative
of the Attorney General.

EXPLANATION: (CURRENT LAW - REVISED) THE CURRENT STATUTE
AUTHORIZES THE GOVERNOR, THE ATTORNEY GENERAL, AND THEIR
REPRESENTATIVES TO INSPECT TAX REPORTS AND RETURNS. THIS BILL
RETAINS THE RIGHT OF THE ATTORNEY GENERAL TO INSPECT TAX RETURNS
BUT ELIMINATES THE GOVERNOR'S RIGHT. THE STUDY COMMITTEE AND THE
GOVERNOR’S OFFICE BOTH FOUND THAT ALLOWING THE GOVERNOR TO HAVE
ACCESS TO TAX RETURNS SERVED NO KNOWN PURPOSE.

(4)° To provide a governmental agency or an officer of
an organized association of taxpayers with a list
of taxpayers who are liable for or have paid a
privilege license tax under Article 2 of this
Chapter.
EXPLANATION: (CURRENT LAW) THE CURRENT STATUTE ALREADY ALLOWS THE
DEPARTMENT TO SHARE WITH OTHER GOVERNMENTAL AGENCIES AND WITH
OFFICERS OF ORGANIZED TAXPAYERS’ ASSOCIATIONS INFORMATION ON
TAXPAYERS SUBJECT TO PRIVILEGE LICENSE TAXES.

(5) Review by a tax official of another state or the
United States to aid the state or the United States
in collecting a tax imposed by this State, the
other state, or the United States if the laws of
the other state or the United States allow the
state or the United States to provide similar tax
information to a representative of this State.
EXPLANATION: (CURRENT LAW - REVISED) THE CURRENT STATUTE ALLOWS
THE DEPARTMENT OF REVENUE TO SHARE TAX INFORMATION ON A
RECIPROCAL BASIS WITH THE FEDERAL COMMISSIONER OF INTERNAL
REVENUE AND THE REVENUE OFFICER OF ANOTHER STATE, OR WITH THE
REPRESENTATIVE OF THE COMMISSIONER OR OTHER REVENUE OFFICIAL.

(6) To receive, process, or deliver tax information on
behalf of the Department of Revenue.
EXPLANATION: ( CURRENT LAW) THE CURRENT STATUTE ALLOWS THE
DEPARTMENT OF REVENUE TO (1) USE STATE DATA PROCESSORS TO PROCESS
TAX INFORMATION AND (2) CONTRACT WITH A FIRM TO RECEIVE, PROCESS,
AND DELIVER TO THE UNITED STATES POSTAL SERVICE BULK MAILINGS.

(7) To furnish to the chair of a board of county
commissioners information on the county sales and
use tax.
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EXPLANATION: (CURRENT LAW) THE ATTORNEY GENERAL HAS INTERPRETED
THE CURRENT LAW TO ALLOW THE SECRETARY OF REVENUE TO SHARE LOCAL
SALES TAX INFORMATION WITH THE CHAIR OF A BOARD OF COUNTY
COMMISSIONERS BECAUSE THE SECRETARY IS ACTING AS THE COUNTY'S
AGENT IN COLLECTING AND ADMINISTERING THE TAX. THIS SUBDIVISION
WOULD MAKE THAT INTERPRETATION AN EXPLICIT PART OF THE STATUTE.

(8) To exchange information with the Division of Motor
Vehicles of the Department of Transportation when
the information is needed to fulfill a duty imposed
on the Department of Revenue or the Division of
Motor Vehicles.
EXPLANATION: (CURRENT LAW) THE CURRENT STATUTE ALLOWS THE
EXCHANGE OF INFORMATION BETWEEN THESE TWO AGENCIES AS NECESSARY
TO ADMINISTER THE LAWS.

(9) To furnish to the Department of State Treasurer,
upon reguest, the name, address, and account and
identification numbers of a taxpayer who may be
entitled to property held in the Escheat Fund.

EXPLANATION: (CURRENT LAW) THE CURRENT STATUTE ALLOWS THE
DEPARTMENT OF REVENUE TO PROVIDE THIS INFORMATION TO THE STATE
TREASURER UPON REQUEST.

(10) To furnish to the Employment Security Commission
the name, address, and account and identification
numbers of a taxpayer when the information is
requested by the Commission in order to fulfill a
duty imposed under Article 2 of Chapter 96 of the
General Statutes.

EXPLANATION: (CURRENT LAW) THE CURRENT STATUTE ALLOWS THE
DEPARTMENT OF REVENUE TO PROVIDE THIS INFORMATION TO THE
EMPLOYMENT SECURITY COMMISSION UPON REQUEST.

(11) To contract with a financial institution for the
receipt of withheld income tax payments under G.S.
105-163.6 or for the transmittal of payments by

electronic funds transfer.
EXPLANATION: (CURRENT LAW - REVISED) THE CURRENT STATUTE ALLOWS
THE DEPARTMENT OF REVENUE TO CONTRACT WITH A FINANCIAL
INSTITUTION FOR THE RECEIPT OF WITHHELD INCOME TAX PAYMENTS.
THIS PROVISION WOULD ALSO ALLOW THE DEPARTMENT OF REVENUE TO
CONTRACT WITH A FINANCIAL INSTITUTION FOR TRANSMITTAL OF PAYMENTS
BY ELECTRONIC FUNDS TRANSFER. IF THE GENERAL ASSEMBLY AUTHORIZES
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AN ELECTRONIC FUNDS TRANSFER PROGRAM, THE SECRETARY WILL NEED TO
BE ABLE TO CONTRACT WITH FINANCIAL INSTITUTIONS TO MAKE THE
TRANSFERS.

(12) Review by the State Auditor to the extent
authorized in G.S. 147-64.7.
EXPLANATION: (CURRENT LAW) THIS PROVISION PROVIDES A CROSS-
REFERENCE TO THE EXISTING LAW THAT GRANTS THE STATE AUDITOR
ACCESS TO TAX RECORDS FOR MATTERS OF OFFICIAL STATE BUSINESS.
REQUESTED BY THE DEPARTMENT OF REVENUE.

(13) To furnish the Fiscal Research Division of the
General Assembly upon request a sample of tax
returns or other tax information from which
taxpayers’ names and identification numbers have
been removed.

EXPLANATION: (CURRENT LAW -~ REVISED) G.S. 120-19 REQUIRES ALL
STATE AGENCIES TO FURNISH THE GENERAL ASSEMBLY UPON REQUEST "ALL
INFORMATION AND ALL DATA WITHIN THEIR POSSESSION." IT IS NOT

CLEAR WHETHER G.S. 120-19, ENACTED IN 1937, WOULD OVERRIDE THE

_TAX SECRECY STATUTE, ENACTED IN 1939. = THIS BILL-  ELIMINATES ANY

RIGHT OF ACCESS THE GENERAL ASSEMBLY MAY HAVE TO CONFIDENTIAL TAX
INFORMATION WITH AN EXCEPTION TO ALLOW THE GENERAL ASSEMBLY TO
PERFORM FISCAL RESEARCH. THIS EXCEPTION PROVIDES THAT IF THE
FISCAL RESEARCH DIVISION REQUESTS ACCESS TO A SAMPLE OF RETURNS,
THE DEPARTMENT WILL BE REQUIRED TO SUPPLY COPIES OF THE RETURNS
AFTER REMOVING TAXPAYERS'’ IDENTIFYING INFORMATION.

(14) To exchangeAinformation concerning a tax imposed by
Subchapter V of this Chapter with the Standards
Division of the Department of Agriculture when the
information is needed to administer the Gasoline
and 0il Inspection Act, Article 3 of Chapter 119 of
the General Statutes.
EXPLANATION: (NEW) THE DEPARTMENT OF REVENUE AND THE DEPARTMENT
OF AGRICULTURE WORK TOGETHER IN ADMINISTERING FUEL TAXES AND THE
GASOLINE AND OIL INSPECTION ACT. GASOLINE AND OIL INSPECTION
FEES ARE COLLECTED BY THE DEPARTMENT OF REVENUE. THIS PROVISION
WOULD ALLOW THE TWO AGENCIES TO SHARE INFORMATION AS NEEDED.
REQUESTED BY THE DEPARTMENT OF REVENUE AND THE DEPARTMENT OF
AGRICULTURE.

(15) To exchange information concerning a tax imposed by
Article 2A, 2B, 2C, or 2D of this Chapter with one
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of the following agencies when the information is
needed to fulfill a duty imposed on the agency:

a. The North Carolina Alcoholic Beverage Control
Commission.

b. The Division of Alcohol Law Enforcement of the
Department of Crime Control and Public Safety.

C. The Bureau of Alcohol, Tobacco, and Firearms

of the United States Treasury Department.
EXPLANATION: (NEW) THIS PROVISION WOULD ALLOW THE DEPARTMENT OF
REVENUE TO EXCHANGE WITH THESE THREE AGENCIES INFORMATION
CONCERNING TAXES IMPOSED ON CIGARETTES AND TOBACCO PRODUCTS, SOFT

DRINKS, ALCOHOLIC BEVERAGES, AND CONTROLLED SUBSTANCES. LAW
ENFORCEMENT AGENCIES NEED TO WORK CLOSELY WITH TAX AGENCIES IN
REGULATING AND TAXING THESE PRODUCTS. REQUESTED BY THE

DEPARTMENT OF REVENUE AND THE THREE AGENCIES LISTED ABOVE.

(16) To furnish to the Department of Secretary of State
the name, address, and account and identification
numbers of a corporation liable for corporate
income or franchise taxes to enable the Secretary
of State to notify the corporation of the annual
report filing requirement or that its articles of
incorporation or its certificate of authority has
been suspended.

EXPLANATION: (NEW) THIS PROVISION WOULD ALLOW THE DEPARTMENT OF
REVENUE TO FURNISH THE SECRETARY OF STATE IDENTIFYING INFORMATION
ON CORPORATE TAXPAYERS TO ENABLE THE SECRETARY OF STATE TO
CONTACT THE CORPORATIONS. REQUESTED BY THE CORPORATIONS DIVISION
OF THE DEPARTMENT OF SECRETARY OF STATE.

(17) To inform ‘the Business License Information Office
of the Department of Secretary of State of the
'status of an application for a license for which a
tax is imposed and of any information needed to

process the application.
EXPLANATION: (NEW) THIS PROVISION WOULD ALLOW THE DEPARTMENT OF
REVENUE TO GIVE THE BUSINESS LICENSE INFORMATION OFFICE
INFORMATION ON THE STATUS OF AN APPLICATION FOR A TAX LICENSE AND
INFORMATION NEEDED TO PROCESS THE APPLICATION. THE BUSINESS
LICENSE INFORMATION OFFICE IS CHARGED WITH IMPLEMENTING A MASTER
APPLICATION FORM FOR VARIOUS LICENSES AND WITH HELPING CITIZENS
OBTAIN THE NECESSARY LICENSES BEFORE ENGAGING IN BUSINESS. THE
OFFICE IS UNABLE TO FULFILL ITS DUTY WITH REGARD TO MOST TAX
LICENSES, HOWEVER, BECAUSE THE SECRECY LAW PREVENTS THE
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DEPARTMENT OF REVENUE FROM GIVING THE OFFICE THE INFORMATION IT
NEEDS TO PROVIDE ASSISTANCE TO CITIZENS. REQUESTED BY THE
BUSINESS LICENSE INFORMATION OFFICE OF THE DEPARTMENT OF
SECRETARY OF STATE. '

(18) To furnish to the Office of the State Controller
the name, address, and account and identification
numbers of a taxpayer upon request to enable the
State Controller to verify statewide vendor files
or track debtors of the State.

EXPLANATION: (NEW) THE STATE CONTROLLER IS CHARGED WITH (1)
MAINTAINING A FILE OF ALL VENDORS WITH WHOM STATE AGENCIES DO
BUSINESS AND (2) LOCATING PERSONS WHO OWE MONEY, OTHER THAN TAX
MONEY, TO THE STATE. THIS PROVISION WOULD ALLOW THE DEPARTMENT
OF REVENUE TO FURNISH THE STATE CONTROLLER A TAXPAYER’S NAME,
ADDRESS, AND ACCOUNT AND IDENTIFICATION NUMBERS UPON REQUEST FOR
USE IN VERIFYING STATEWIDE VENDOR FILES OR TRACKING DEBTORS OF
THE STATE. REQUESTED BY THE OFFICE OF THE STATE CONTROLLER.

(c) Punishment. —-— A person who violates this section is guilty
of a misdemeanor and may be fined not less than two hundred
dollars ($200.00) nor more than one thousand dollars ($1,000),
imprisoned for up to two years, or both. If the person
committing the violation is an officer or employee, that person
shall be dismissed from office or employment, and may not hold
any public office or employment in this State for a period of
five years thereafter."

EXPLANATION: (CURRENT LAW) THIS IS THE SAME PUNISHMENT THAT IS
FOUND IN THE CURRENT STATUTE.

Sec. 2. G.S. 75-28 reads as rewritten:
"§ 75-28. Unauthorized disclosure of tax information; wviolation a
misdemeanor.

Except in accordance with proper 3judicial order, or as
otherwise provided by law, it shall be unlawful for any person,
firm or corporation employed or engaged to prepare, or who or
which prepares or undertakes to prepare, for any other person or
taxpayer any tax form, report or return, to disclose, divulge or
make known in any manner or use for any purpose or in any manner
other than in the preparation of such form, report or return,
without the express consent of the taxpayer or person for whom
the form or return is prepared, the name or address of the
taxpayer or such other person, the amount of income, income tax
or other taxes, or any other information shown on or included in
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such form, report or return, or any information which may be or
may have been furnished by the taxpayer or such other person to
the preparer of such form, report or return or to the person,
firm or corporation so employed or engaged.

hi . Y | hall | l 3 4 3 . 33§
£l ! D s ified in G.S. 105-276(6) tatut tod
. betituti £l £ ) _

Nothing in this section shall be construed to prohibit the
. g £ h o £ | . 3 3
Subchapter-I of-Chapter-105 of the General Statutes in-accordance
with the authority provided in 6-S.—105~259,—or—the examination
of any person, books, papers, records or other data in accordance
with the authority provided in G.S. 105-258.

Any person, firm or corporation, or any officer, agent, clerk,
employee, or former officer or employee, of any £firm or
corporation engaged or formerly engaged in the preparation of tax
forms, reports or returns for others, whether acting for himself
or as agent for such corporation, who or which shall violate the
provisions of this section shall be guilty of a misdemeanor and
shall be fined or imprisoned in the discretion of the court.”
EXPLANATION: G.S. 75-28 IS A CONSUMER PROTECTION LAW THAT
PROHIBITS TAX PREPARERS FROM DISCLOSING TAX INFORMATION. THE
BILL WOULD REMOVE OBSOLETE AND REDUNDANT CROSS-REFERENCES AND
LANGUAGE.

Sec. 3. Article 7 of Chapter 153A of the General
Statutes is amended by adding a new section to read:
"§ 153A-148.1. Disclosure of certain information prohibited.

(a) Disclosure Prohibited. -- Notwithstanding Chapter 132 of
‘the General Statutes or any other law regarding access to public
records, local tax records that contain information about a
taxpayer’s income or receipts are not public records. A current
or former officer, employee, or agent of a county who in the
course of service to or employment by the county has access to
information about the amount of a taxpayer’s income or receipts
may not disclose the information to any other person unless the
disclosure is made for one of the following purposes:

(1) To comply with a court order or a law.

(2) Review by the Attorney General or a representative
of the Attorney General.

(3) To receive, process, or deliver tax information on
behalf of the county, as necessary to administer a
tax.
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(b) Penalty. -- Violation of this section is a misdemeanor

punishable by a fine not to exceed one thousand dollars ($1,000),
imprisonment for up to two years, or both."
EXPLANATION: (CURRENT LAW - REVISED) THIS NEW SECTION, TO BE
ADDED TO THE STATUTES RELATING TO COUNTIES’ TAXING POWER,
CONTAINS_ THE DISCLOSURE PROHIBITIONS THAT WERE PREVIQUSLY
CONTAINED IN G.S. 105-259. THE PROHIBITIONS HAVE BEEN MODIFIED
TO REMOVE INAPPROPRIATE RESTRICTIONS AND TO CHANGE THE PENALTY
FOR DISCLOSURE OF TAX INFORMATION BY A COUNTY TAX OFFICIAL. THE
CURRENT STATUTE IS OVERLY BROAD IN THAT IT DOES NOT RECOGNIZE
THAT PROPERTY TAX RECORDS ARE AND NEED TO BE PUBLIC RECORDS.
THIS REWRITE WOULD LIMIT THE PROHIBITION AGAINST DISCLOSURE OF
COUNTY TAX INFORMATION TO APPLY ONLY TO INFORMATION ABOUT A
TAXPAYER’S INCOME AND RECEIPTS. THIS REWRITE ALSO CHANGES THE
PENALTY FOR UNLAWFUL DISCLOSURE OF COUNTY TAX INFORMATION.
CURRENTLY, DISCLOSURE IS A MISDEMEANOR PUNISHABLE BY A FINE OR
IMPRISONMENT OR BOTH AND, IF THE PERSON MAKING THE DISCLOSURE IS
AN OFFICER OR EMPLOYEE, THAT PERSON MUST BE DISMISSED AND IS
BARRED FROM HOLDING PUBLIC OFFICE OR EMPLOYMENT FOR FIVE YEARS.
THE PROPOSED REWRITE RETAINS THE CRIMINAL PENALTY BUT REMOVES THE
REQUIREMENT THAT THE PERSON BE DISMISSED AND BARRED FOR FIVE
YEARS. THIS CHANGE IN THE PENALTY WAS REQUEFSTED BY
REPRESENTATIVES OF LOCAL GOVERNMENTS.

Sec. 4 Article 9 of Chapter 160A of the General
Statutes is amended by adding a new section to read:
"§ 160A-208.1. Disclosure of certain information prohibited.

(a) Disclosure Prohibited. -- Notwithstanding Chapter 132 of
the General Statutes or any other law regarding access to public
records, local tax records that contain information about a
taxpayver's income or receipts are not public records. A current
or former officer, employee, or agent of a city who in the course
of service to or employment by the city has access to information
about the amount of a taxpayer’s income or receipts may not
disclose the information to any other person wunless the
disclosure is made for one of the following purposes:

(1) To comply with a court order or a law.

(2) Review by the Attorney General or a representative
of the Attorney General.

{3) To receive, process, or deliver tax information on
behalf of the city, as necessary to administer a
tax.
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(b) Penalty. -- Violation of this section is a misdemeanor

punishable by a fine not to exceed one thousand dollars ($1,000),
imprisonment for up to two years, or both."
EXPLANATION: (CURRENT LAW - REVISED) THIS NEW SECTION, TO BE
ADDED TO THE STATUTES RELATING TO MUNICIPALITIES' TAXING POWER,
CONTAINS THE DISCLOSURE PROHIBITIONS THAT WERE PREVIOUSLY
CONTAINED IN G.S. 105-259. THE PROHIBITIONS HAVE BEEN MODIFIED
TO REMOVE INAPPROPRIATE RESTRICTIONS AND TO CHANGE THE PENALTY
FOR DISCLOSURE OF TAX INFORMATION BY A MUNICIPAL TAX OFFICIAL.
THE CURRENT STATUTE IS OVERLY BROAD IN THAT IT DOES NOT RECOGNIZE
THAT PROPERTY TAX RECORDS ARE AND NEED TO BE PUBLIC RECORDS.
THIS REWRITE WOULD LIMIT THE PROHIBITION AGAINST DISCLOSURE OF
MUNICIPAL TAX INFORMATION TO APPLY ONLY TO INFORMATION ABOUT A
TAXPAYER’'S INCOME AND RECEIPTS. THIS REWRITE ALSO CHANGES THE
PENALTY FOR UNLAWFUL DISCLOSURE OF MUNICIPAL TAX INFORMATION.
CURRENTLY, DISCLOSURE IS A MISDEMEANOR PUNISHABLE BY A FINE OR
IMPRISONMENT OR BOTH AND, IF THE PERSON MAKING THE DISCLOSURE IS
AN OFFICER OR EMPLOYEE, THAT PERSON MUST BE DISMISSED AND IS
BARRED FROM HOLDING PUBLIC OFFICE OR EMPLOYMENT FOR FIVE YEARS.
THE PROPOSED REWRITE RETAINS THE CRIMINAL PENALTY BUT REMOVES THE
REQUIREMENT THAT  THE PERSON BE DISMISSED AND BARRED FOR FIVE
YEARS. THIS CHANGE IN THE PENALTY WAS REQUESTED BY
REPRESENTATIVES OF LOCAL GOVERNMENTS.

Sec. 5. G.S. 105-289(e) reads as rewritten:

"(e) The Department of Revenue may furnish the following
information to a local tax official: _

(1) Information contained in a report to it or to any
other State department; and

(2) Information the Department has in its possession
that may assist a local tax official in securing
complete tax listings, appraising or assessing
taxable property, collecting taxes, or presenting
information in administrative or judicial
proceedings involving the 1listing, appraisal, or-
assessment of property.

A local tax official may use information obtained from the
Department under this subsection only for the purposes stated in
subdivision (2). A local tax official may not divulge or make
public this information except as required in administrative or
judicial proceedings under this Subchapter. A local tax official
who makes improper use of or discloses information obtained from

the Department under this subsection is punishable as provided in
6~+8+—105-259. guilty of a misdemeanor and is punishable by a fine
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not to exceed one thousand dollars ($1,000), imprisonment for up

‘to two years, or both.

The Department may not furnish information to a 1local tax

official pursuant to this subsection unless it has obtained a
written certification from the official stating that he the
official is familiar with the provisions of both this subsection
anRd—G-S5.—105-259 and that information obtained f£from the
Department under this subsection will be wused only for the
purposes stated in subdivision (2)."
EXPLANATION: LIKE THE PREVIOUS TWO SECTIONS, THIS SECTION CHANGES
THE PENALTY FOR DISCLOSURE OF TAX INFORMATION BY A LOCAL TAX
OFFICIAL. THE REWRITE DELETES THE CURRENT REQUIREMENT THAT A
LOCAL TAX OFFICIAL OR EMPLOYEE WHO MAKES AN UNLAWFUL DISCLOSURE
MUST BE DISMISSED AND MAY NOT HOLD PUBLIC OFFICE OR EMPLOYMENT
FOR FIVE YEARS.

Sec. 6. G.S. 105-449.57 reads as rewritten:
"§ 105-449.57. Cooperative agreements between states.

The Secretary may enter into cooperative agreements with other
states for exchange of information in administering the tax
imposed by this Article. No agreement, arrangement, declaration,
or amendment to an agreement is effective until stated in writing
and approved by the Secretary.

An agreement may provide for determining the base state for
motor carriers, records requirements, audit procedures, exchange
of information, persons eligible for tax 1licensing, defining
qualified motor vehicles, determining if bonding is required,
specifying reporting requirements and periods, including defining
uniform penalty and interest rates for late reporting,
determining methods for collecting and forwarding of gasoline or
other motor fuel taxes and penalties to another jurisdiction, and
such other provisions as will facilitate the administration of
the agreement. ,

Notwithstanding—the provisions of 6.5+ 105-259 to the contrary,
In accordance with G.S. 105-259, the Secretary may, as required
by the terms of an agreement, forward to officials of another
state any information in the Department’s possession relative to
the use of gasoline or other motor fuels by any motor carrier.
The Secretary may . disclose to officials of another state the
location of offices, motor vehicles, and other real and personal
property of motor carriers. :

An agreement may provide for each state to audit the records of
motor carriers based in the state to determine if the gasoline or
other motor fuel taxes due each state are properly reported and
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paid. Each state shall forward the findings of the audits
performed on motor carriers based in the state to each state in
which the carrier has taxable use of gasoline or other motor
fuels. For motor carriers not based in this State who have
taxable use of gasoline or other motor fuels in this State, the
Secretary may utilize the audit findings received from another
state as the basis upon which to propose assessments of gasoline
or other motor fuel taxes against the carrier as though the audit
had been conducted by the Secretary. Penalties and interest
shall be assessed at the rates provided in the agreement.

No agreement entered into pursuant to this section may preclude
the Department from auditing the records of any motor carrier
covered by this Chapter.

The provisions of Article 9 of this Chapter apply to any
assessment or order made under this section.

The Secretary may not enter into any agreement that would

increase or decrease taxes and fees imposed under Subchapter V of
Chapter 105 of the General Statutes, and any provision to the
contrary is void."
EXPLANATION: THIS PROVISION CORRECTS THE LANGUAGE OF A STATUTE
REGARDING COOPERATIVE AGREEMENTS BETWEEN STATES TO MAKE 1IT
CONSISTENT WITH THE SECRECY STATUTE AMENDED IN SECTION 1 OF THIS
BILL.

Sec. 7. G.S. 120-19 reads as rewritten:
"§ 120-19. State officers, etc., upon request, to furnish data
and information to legislative committees.

All Except as provided in G.S. 105-259, all officers, agents,
agencies and departments of the State are required to give to any
committee of the General Assembly, upon request, all information
and all data within their possession, or ascertainable from their
records. This requirement 1is mandatory and shall include
requests made by any individual member of the General Assembly or
any one of its committees or chairmenthereof- or the chair of a
committee. " '

EXPLANATION: (NEW) THIS PROVISION AMENDS THE STATUTE THAT
REQUIRES STATE AGENCIES TO PROVIDE THE GENERAL ASSEMBLY ANY
INFORMATION IT REQUESTS. AS AMENDED, THE STATUTE WILL NOT
REQUIRE AGENCIES TO DISCLOSE CONFIDENTIAL TAX INFORMATION TO THE
GENERAL ASSEMBLY EXCEPT AS SPECIFICALLY PROVIDED IN G.S. 105-259.

Sec. 8. G.S. 132-1.1 reads as rewritten:
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"§ 132-1.1. Confidential commgnications by 1legal counsel to

public board or agency; not—public —records. State tax

information.

(a) Confidential Communications. -- Public records, as defined
in G.S. 132-1, shall not include written communications (and
copies thereof) to any public board, council, commission or other
governmental body of the State or of any county, municipality or
other political subdivision or ‘unit of government, made within
the scope of the attorney-client relationship by any
attorney-at-law serving any such governmental body, concerning
any claim against or on behalf of the governmental body or the
governmental entity for which such body acts, or concerning the
prosecution, defense, settlement or litigation of any judicial
action, or any administrative or other type of proceeding to
which the governmental body is a party or by which it is or may
be directly affected. Such written communication and copies
thereof shall not be open to public inspection, examination or
copying unless specifically made public by the governmental body
receiving such written communications; provided, however, that
such written communications and copies thereof shall become
public records as defined in G.S. 132-1 three years from the date
such communication was received by such public board, council,
commission or .other governmental body.

(b) State Tax Information. ~-- Tax information may not be
disclosed except as provided in G.S. 105-259, 153A-148.1, and
160A-208.1. As used in this subsection, ‘tax information’ has

the same meaning as in G.S. 105-259."

EXPLANATION: THIS PROVISION ADDS TQO THE PUBLIC RECORDS LAW A
CROSS REFERENCE TO THE STATUTES REGARDING DISCLOSURE OF STATE AND
LOCAL TAX INFORMATION.

Sec. 9. G.S. 132-3 reads as rewritten:
"§ 132-3. Destruction of records regulated.

(a) Prohibition. -- No public official may destroy, sell,
loan, or otherwise dispose of any public record, except in
accordance with G.S. 121-5, without the consent of the Department
of Cultural Resources. Whoever unlawfully removes a public record
from the office where it is wusually kept, or alters, defaces,
mutilates or destroys it shall be guilty of a misdemeanor and

‘upon conviction fined not less than ten dollars ($10.00) nor more

than five hundred dollars ($500.00).

(b) Revenue Records. -- Notwithstanding subsection (a) and
G.S. 121-5, when a record of the Department of Revenue has been
photographed, photocopied, or microphotocopied, the original
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record may be destroyed upon the order of the Secretary of
Revenue. If a record of the Department of Revenue has not been
photographed, photocopied, or microphotocopied, the original
record shall be preserved for at least three years. After three
vears the original record may be destroyed upon the order of. the
Secretary of Revenue."

EXPLANATION: (CURRENT LAW) THE PUBLIC RECORDS LAW REGULATES WHEN
PUBLIC RECORDS MAY BE DESTROYED. THIS SECTION MOVES FROM THE
SECRECY STATUTE TO THE PUBLIC RECORDS LAW THE CURRENT RULES
REGULATING DESTRUCTION OF RECORDS BY THE DEPARTMENT OF REVENUE.

Sec. 10. This act is effective upon ratification.
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Explanation of Proposal 19

This proposal stems from a need of the Business License Information Office of the
Department of Secretary of State to obtain information from the Department of
Revenue on the status of a taxpayer’s application for various privilege licenses for
which taxes are imposed under Chapter 105 of the General Statutes. The Business
License Information Office is charged with implementing a master application form for
various licenses and with helping citizens obtain the necessary privilege licenses before
engaging in business. That Office cannot fulfill its duty under current law, however,
because G.S. 105-259, the ”"tax secrecy provision,” prohibits the disclosure of
information on the status of an application for a privilege license. Consequently, the
Business License Information Office cannot provide a citizen much help in obtaining
the required licenses.

In reviewing G.S. 105-259 to make the changes needed to accommodate the
Business License Information Office, the 1989-90 Revenue Laws Study Committee
decided to rewrite the statute to make it understandable. The Committee found the
current statute long, poorly organized, and confusing. In rewriting the statute, the
1989-90 Committee expanded the scope of information that can be exchanged by
creating an exception for certain information furnished to the Business License
Information Office and by allowing the exchange of information with certain designated
agencies.

The proposal was introduced in the 1991 Session of the General Assembly but was
not enacted. The 1991-92 Revenue Laws Study Committee decided to recommend the
proposal again after determining that a number of changes to the tax secrecy statute are
needed. The Committee found that one of the problems in considering the bill was the
difficulty of discerning which parts of the rewrite make substantive changes and which
parts merely restate existing law in clearer language. The Committee asked the staff to
set out explanatory notes in the body of the bill to make it easier to understand. The
draft of Legislative Proposal 19 contains these explanations.

Legislative Proposal 19 makes a number of substantive changes to the existing law,
some of which were part of the 1989-90 Committee’s proposal and some of which are
new. It removes the authority of the Govemnor to have access to confidential tax
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information. After consulting with the Governor’s office, the Committee determined
that.that provision served no known purpose.

The bill also clarifies that the General Assembly may not have access to
confidential tax information, but provides that the Department of Revenue must furnish
the Fiscal Research Division of the General Assembly upon request a sample of tax
returns from which taxpayers’ identifying information has been removed. The Fiscal
Research Division had requested this provision in anticipation of a potential problem if
the General Assembly needed a fiscal estimate derived from tax return data and the
Department of Revenue was either unwilling or unable to comply. Both the Fiscal
Research Division and the Department of Revenue agreed that such a problem had not
arisen to date because of the cordial relationship of cooperation between the
Department of Revenue and the General Assembly. However, the Fiscal Research
Division pointed out that this could change under a different Secretary of Revenue.
The Department of Revenue opposed this provision on the grounds that it is
unnecessary, would be difficult to implement, and might cause the Internal Revenue
Service to stop sharing federal income tax data with the State. The Secretary of
Revenue’s arguments are set out in a letter that is Appendix K of this report.

The Revenue Laws Study Committee weighed these considerations and discussed
tightening up the provision by requiring a subpoena for access to the returns or by
specifying that the Fiscal Research Division could request the returns only for official
research purposes. The Committee decided to recommend that bill as written but to
request the Secretary of Revenue to contact the Internal Revenue Service to find out
whether it would discontinue sharing federal tax data with the State if the provision, or
a limited version of it, were enacted. The Committee anticipated that the Finance
Commiittees of the House and Senate could decide what action to take on this provision
after the Internal Revenue Service provided more information.

Under the proposal, the Department of Revenue will be able to share certain tax
_information with several agencies with which it cannot now share information. First,
the proposal allows the Department to exchange tax information with any federal
agency charged with collecting a tax. Under current law, information can only be
exchanged with the Internal Revenue Service. Second, the proposal allows the
Department to exchange information on license and excise taxes with the North
Carolina Alcoholic Beverage Control Commission, the Alcohol Law Enforcement
Division of the Department of Crime Control and Public Safety, and the federal Bureau
of Alcohol, Tobacco, and Firearms. Under current law, the Department of Revenue

-160-



cannot exchange information, other than lists of licensees, with these agencies. These
law enforcement agencies work closely with tax agencies in regulating the products
subject to excise taxes. Third, the proposal allows the Department to share motor fuel
tax information with the Department of Agriculture; the two agencies work together in
administering motor fuel taxes and the Gasoline and Oil Inspection Act. Finally, the
proposal allows the Department to furnish the Secretary of State and the State
Controller names and identifying information of taxpayers to enable the Secretary of
State to locate corporations and to enable the State Controller to locate vendors who do
business with the State and debtors of the State.

The proposal excludes information submitted to the Business License Information
Office on a master application form from the definition of tax information. This
change makes the information submitted on a master application form accessible to the
various agencies that need to see the form to be able to process the applications
included on the form and makes the information available to the public. Under current
law, all the tax licenses included on the master application form must be displayed at a
place of business and are, to that extent, already available to the public.

Legislative Proposal 19 modifies the tax secrecy provisions that apply to local
governments. Under current law, G.S. 105-259 applies to tax information in the
possession of local governments. Property tax records are and need to be public
records; to the extent the current law applies to property tax records, it is overly broad
and has not been enforced. The bill solves this problem by removing the provisions
relating to local tax information from the State tax statute and placing them in the
statutes relating to counties’ and municipalities’ taxing power. The new provisions, set
out in Sections 3 and 4 of the bill, clarify that only information relating to a taxpayer’s
income or receipts must be kept confidential. The new provisions also eliminate part of
the current penalty for disclosure of confidential local tax information, as requested by
representatives of local governments. Under current law, disclosure is a misdemeanor
punishable by fine or imprisonment, and the person making the disclosure must be
dismissed from public office or employment and may not hold public office or
employment for five years. Sections 3 and 4 of the draft eliminate the latter part of the
punishment, so that a local government official or employee who makes an unlawful
disclosure will no longer be dismissed automatically and barred for five years.

In addition to making the described modifications to G.S. 105-259, the proposal
makes conforming changes to various statutes. It also moves provisions that are
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unrelated to the disclosure of tax information from G.S. 105-259 to more appropriate
statutes. The bill becomes effective upon ratification.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #19: Modify Tax Secrecy Provision

Explanation:

This proposal makes a number of substantive changes to the existing tax secrecy statute.
These changes include:

1.

The removal of the authority of the Governor to have access to confidential tax
information.

Requires the Department of Revenue to furnish the Fiscal Research Division upon
request a sample of tax returns from which taxpayers’ identifying information has
been removed.

The exclusion of information submitted to the Business License Information Office on
a master application from the definition of tax information.

Modifies the tax secrecy provisions that apply to local governments by moving them
out of the State tax statute and into statutes relating to local governments’ taxing
power.

Effective Date:

Upon

ratification

Fiscal Effect:

None
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Proposal 20 (93-LC-017A(1.1))
(THIS IS A DRAFT AND NOT READY FOR INTRODUCTION)

Short Title: Regulate Property Tax Representatives. (Public)

Sponsors:

Referred to:.

A BILL TO BE ENTITLED
AN ACT TO REGULATE PROPERTY TAX REPRESENTATIVES AND CONSULTANTS.
The General Assembly of North Carolina enacts:

Section 1. G.S. 105~273 is amended by adding a new

subdivision to read:

"(12a) ‘Registered property tax consultant’ means a person
registered under G.S. 105-293.1."

Sec. 2. G.S. 105-289 1is amended by adding a new

subsection to read:

"(j) To maintain a list of registered property tax consultants
and to administer the registration, examination, and continuing
education of registered property tax consultants as provided in
G.S. 105-293.1."

Sec. 3. Article 15 of Chapter 105 of the General

Statutes is amended by adding at the end a new section to read:
"§ 105-293.1. Registration of property tax consultants.

(a) Wwho May Represent Property Owner.

(1) Preparing Abstracts. -- Only the following persons
may assist a property owner in preparing a tax list
or abstract for compensation:

a. A person licensed to practice law in this
State.

b. A certified public accountant licensed to
practice in this State.
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(2)

c. A registered property tax consultant.
Appeals. —— Only the following persons may

(3)

represent a property owner in the appeal of a
listing or an appraisal before the county or before
the Property Tax Commission for compensation:
a. A person licensed to practice law in this
State.
b. A fulltime employee of the property owner.
c. A registered property tax consultant.
Practice of Law. -~ This section does not authorize

a person to engage in the practice of law without
being licensed to practice law in this State.

(b) Eligibility for Registration. -- To be eligible for

registration as a registered property tax consultant, a person

must:

Page 165

(1)

Be at least 21 years old.

(2)

Hold a high -school diploma or an equivalent

(3)

credential.
Establish a place of business in this State or

(4)

designate an agent for service of process who is a
resident of this State.
Have completed at 1least 75 tested hours of

(5)

educational courses approved by the Department.
Pass the examination required under this section

for registration as a registered -property tax
consultant or have a current professional
designation in property taxation granted by the
International Association of Assessing Officers,

the Institute of Property Taxation, the Appraisal

Institute, or a similar organization approved by
the Department whose membership is composed
substantially of ©persons who participate in
property tax and transactional tax matters. The
Department may grant an applicant for registration
additional credits, as determined by the
Department, for other educational programs or
courses completed by an applicant or for an
applicant’s advanced or post-graduate educational
achievement, professional licenses, or professional
designations from recognized institutions,
organizations, or associations, if the courses,
education, licenses, or designations relate to the
property tax field.
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(c) Examination. —-- The Department of Revenue shall adopt an
examination for the registration of property tax consultants.
The examination must test the applicant’s knowledge of property
taxation, the property tax system, property tax administration,
ethical standards, and the general principles of appraisal,
accounting, and law as they relate to property tax listing and
appraisal. The Department shall establish the standards for
passing the examination and shall conduct the examination at
times and places designated by the Department.

(d) Application. -- To become registered, a person must file
with the Department a completed application in the form required
by the Department. Within thirty days after receiving a properly
completed application, the Department shall take one of the
following actions:

(1) Approve the application and advise the applicant
that he or she is eligible to take the examination
for registration of property tax consultants.

(2) Approve the application and advise the applicant
that no examination will be required because the
applicant holds a current qualifying designation.

(3) Disapprove the application, advising the applicant
that he or she 1is not eligible to take the
examination for registration and stating the reason
for the disapproval.

(e) Registration. —-- A person who has met the application
requirements of this section and has either passed the
registration examination or been advised by the Department that
no examination will be required, is eligible for registration as
a registered property tax consultant. The Department shall issue
to each eligible person a certificate of registration that is
valid for two years. ,

(f) Renewal of Registration. —-—- During each two-year
registration period, each registered property tax consultant
shall complete a minimum of 20 hours of continuing education
courses, recognized by the Department, as a prerequisite to
renewal of registration. Before the registration period expires,
the registered property tax consultant must apply to renew his or
her registration for another two-year period, and must furnish
evidence of compliance with the continuing education requirement.
The Department shall renew the registration of a registered
property tax consultant who has complied with this subsection and
continues to meet the eligibility requirements for registration."

Sec. 4. G.S. 105-322(g)(2) is amended by adding a

subsection e. as follows:
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”

e. A registered property tax consultant may
represent a property owner in the appeal of
listing and appraisals before a county
assessor or a county board of equalization and
review only if the consultant first submits
proof that the property owner has authorized
the appeal and that the —consultant is
registered under G.S. 105-293.1."

Sec. 5. G.S. 105-290(f) reads as rewritten:

"(f) Notice of Appeal. —-- A notice of appeal filed with the
Property Tax Commission shall be in writing and shall state the
grounds for the appeal. The notice shall be signed by the
property owner or the person representing the property owner. A
notice filed by a registered property tax consultant must be
accompanied by proof that the consultant is registered pursuant
to G.S. 105-293.1 and is authorized by the property owner to file
the appeal. A The property owner who files a notice of appeal or
the property owner'’s representative shall send file a copy of the
notice to of appeal with the appropriate county assessor.”

Sec. 6. G.S. 105-310 reads as rewritten:

"§ 105-310. Affirmation; penalty for false affirmation.

(a) Taxpayer or Taxpayer’s Agent. —- There shall be annexed to
the abstract on which the taxpayer’s property is listed the
following affirmation, which shall be signed by an individual
qualified under the provisions of G.S. 105-311:

Under penalties prescribed by law, I hereby affirm
that to the best of my knowledge and belief this
listing, including any accompanying statements,
inventories, schedules, and other information, is
true and complete. (If this affirmation is signed
by an individual other than the taxpayer, he the
signer affirms that he is familiar with the extent
and true value of all the taxpayer’s property
subject to taxation in this county and that his the
affirmation is based on all the information of
which he the signer has any knowledge.)

(b) Person Assisting Taxpayer. -- In addition to the
affirmation required by subsection (a), any person who assists
the taxpayer in completing the abstract shall sign the

affirmation set out above and shall indicate the capacity in
which the person assisted the taxpayer. A registered property

tax consultant who signs the affirmation shall note his or her
registration number.
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(c) Penalty. -- Any individual who willfully makes and
subscribes an abstract listing required by this Subchapter which
he does not believe to be true and correct as to every material
matter shall be guilty of a misdemeanor and, upon conviction,
shall be subject to a fine not to exceed five hundred dollars
($500.00) or imprisonment not to exceed six months."

Sec. 7. G.S. 105-309(g) is amended by adding a new
subsection to read: ‘

"(g) The abstract shall contain the following statement: ‘The
following persons, and no others, are permitted to assist

taxpayers in the preparation of this abstract: (1) attorneys at

law and certified public accountants licensed to practice in the

State of North Carolina, and (2) registered property tax

consultants registered pursuant to G.S. 105-293.1. A person who

assists in the preparation of this abstract shall sign as a

preparer in the space provided, and shall indicate the person’s

identification number issued by the North Carolina State BRar,
certificate number issued by the N. C. State Board of C.P.A.

Examiners, or registration number issued by the Department of

Revenue.’"”

Sec. 8. This act becomes effective July 1, 1993.
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Explanation of Proposal 20

Legislative Proposal 20 is a working draft of a proposal of the Association of
County Commissioners to require licensing of parties who represent taxpayers
in property tax matters. The proposal is designed to regulate and monitor the
increasing number of property tax representatives who bring property tax
appeals on behalf of large numbers of taxpayers. The licensing and
examination would be performed by the Department of Revenue.

Because the bill sets up what is in essence an occupational licensing board
for an occupation that is not currently required to be licensed, it will need to
be referred to the Legislative Committee on New Licensing Boards as soon as
that committee is appointed by the 1993 General Assembly. The draft will
also need to be refined, based upon input by the Association of County
Commissioners. For example, a criminal penalty for practicing the occupation
without a license would probably need to be added to the bill, as would an
application fee to be paid to the Department of Revenue. The bill would
become effective July 1, 1993.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #20: License Property Tax Appeal Representatives

Summary:

This proposal requires the Department of Revenue to license all parties who represent
taxpayers in property tax matters. The licensees shall be designated as “registered prop-
erty tax consultants”.

Effective Date:

July 1, 1993

Fiscal Effect:

To date, Fiscal Research has not been successful in determining how many property tax
consultants are currently operating in North Carolina.

However, since there is no fee required at the time of initial registration or renewal, the
fiscal impact will occur exclusively on the expenditure side. Under this proposal, the
Department of Revenue is given the added responsibilities of:

Approval of applications to become registered property tax consultants,
Development and maintenance of a registrant database,

Development and administration of new registrant examinations, and
Renewal of registrant certification at two-year intervals.

Pop~

Additional expenditures of personnel time, computer charges, and printing and storage
costs will be necessary. The Department has two options: 1) to absorb the additional cost
into its continuation budget, or 2) to request additional General Fund appropriations
through the expansion budget process.
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Proposal 21 (93-LCX-022)
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Property Tax Appeals Filing Fee. (Public)

Sponsors:

Referred to:

A BILL TO BE ENTITLED
AN ACT TO REQUIRE A FILING FEE ON APPEALS TO THE PROPERTY TAX
COMMISSION.
The General Assembly of North Carolina enacts:
Section 1. G.S. 105-290 is amended by adding a new
subdivision to read:
"(h) Filing Fee. -- A filing fee is required from -each

appellant who files an appeal under subsection (b) concerning the
listing, appraisal, or assessment of property. Fees collected
under this subsection are departmental receipts and shall be
applied to the operating costs of the Property Tax Commission.
The appellant may submit the filing fee together with the notice
of appeal, but must submit the filing fee not later than thirty
days after the Commission acknowledges receipt of the notice of
appeal. The Commission shall dismiss an appeal if the filing fee
is not paid by the due date. The fee is imposed for each

property that is the subject of an appeal, based on the county’s
appraised value of the property, as follows:
Appraised Vvalue Fee
Less than $200,000 $25.00

At least $200,000,
but less than $500,000 50.00
$500,000 or more 75.00"
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1 Sec. 2. This act becomes effective July 1, 1993, and
2 applies to appeals filed on or after that date.
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Explanation of Proposal 21

Legislative Proposal 21 imposes a filing fee on persons who file property tax
appeals to the Property Tax Commission conceming the listing, appraisal, or
assessment of property. The Property Tax Commission is a five-member State board of
equalization and review that decides administrative appeals by taxpayers concerning
their local property taxes. Under current law, there is no fee for filing an appeal to the
Property Tax Commission. |

The bill sets out a schedule of fees based upon the appraised value of the property
that is the subject of the appeal. The fee is $25 for property appraised at less than
$200,000, $50 for property appraised at between $200,000 and $500,000, and $75 for
property appraised at $500,000 or more. The fees would apply to appeals filed on or
after July 1, 1993.

The Property Tax Commission requested this legislation based, in part, on the
rapidly growing number of appeals it decides each year. The Property Tax
Commission reported that the highest number of appeals filed in a year before 1992
was about 580. From January through October 15, 1992, however, approximately 960
appeals had already been filed.

The fees collected by the Property Tax Commission would be departmental
receipts, which would go to support the work of the Commission. The cost of the
Property Tax Commission’s budget is appropriated from the General Fund, but the
General Fund is reimbursed for this cost from intangibles tax revenue that would
otherwise be distributed to local governments. Thus, the use of these fees to support
the Property Tax Commission’s budget will reduce the amount of funds the State draws
from local governments’ intangibles tax sharing distribution.

~173-






Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #21: Property Tax Appeal Filing Fee

Summary:

This proposal levies a filing fee for property tax appeals to the Property Tax Commission.

Effective Date:

July 1, 1993

Fiscal Effect:

The proposed filing fee schedule for appeals to the Property Tax Commission is as follows:

Property Value Fee
Property appraised at less than $200,000 $25
Property appraised at $200,000 or more, $50

but less than $500,000
Property appraised at $500,000 or more $75

In calendar year 1992, approximately 1,000 appeals have been filed with the Property Tax
Commission. Assuming that the majority of appeals will involve property appraised at
$200,000 or less, revenues generated by the levy of this fee are estimated at $30,000.
Receipts from this fee will become departmental receipts of the Property Tax Commission,
and they are intended to supplement the Commission’s current continuation budget.
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Proposal 22 (93-LC-027(1.1))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Nontaxpaid fuel criminal penalty. (Public)

Sponsors: .

Referred to:

A BILL TO BE ENTITLED

AN ACT TO PROHIBIT DELIVERY OF NONTAXPAID SPECIAL FUEL INTO THE

SUPPLY TANK OF A MOTOR VEHICLE AND ACQUISITION OF NONTAXPAID

SPECIAL FUEL FOR USE IN A MOTOR VEHICLE.
The General Assembly of North Carolina enacts:

Section 1. G.S. 105-449.34 reads as rewritten:

"§ 105-449.34. Acts and omissions declared to be misdemeanors;
penalties. misdemeanors.

A person who commits one or more of the following acts is
guilty of a misdemeanor:

(1) Fails to obtain a license required by this Article.

(2) Willfully fails to make a report required by this
Article.

(3) wWillfully fails to pay a tax when due under this
Article.

(4) Makes a false statement in an application, a
report, or a statement required under this Article.

{5) Fails to keep records as required wunder this

' Article.

(6) Refuses to allow the Secretary of Rewenue or a
representative of the Secretary of Rewsnue to
examine the licensee’s books and records concerning
fuel.
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1 (7) Fails to disclose the correct amount of fuel sold
2 or used in this State.

3 (8) Fails to file an additional bond as required under
4 this Article.

5 (9) Dispenses nontaxpaid fuel into the supply tank of a
6 motor vehicle, knowing the fuel to be nontaxpaid.

7 (10) Allows nontaxpaid fuel to be dispensed into the
8 supply tank of a motor vehicle, knowing the fuel to
9 be nontaxpaid."

10 Sec. 2. This act becomes effective October 1, 1993, and
11 applies to offenses committed on or after that date.
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Explanation of Proposal 22

This proposal creates two related misdemeanor offenses involving the purchase of
nontaxpaid special fuel. Special fuel is diesel fuel and other kinds of motor fuel except
gasoline. Nontaxpaid special fuel is special fuel on which the per gallon excise tax has
not been paid. The offenses are knowingly dispensing nontaxpaid special fuel into a
motor vehicle and knowingly allowing someone to dispense nontaxpaid special fuel into
a motor vehicle. The proposal becomes effective October 1, 1993, and applies to
offenses committed on or after that date.

The misdemeanor offenses in the proposal are punishable by imprisonment for up
to two years, a fine of any amount, or both fine and imprisonment as determined by
the court. Although this proposal does not set out the punishment, this proposal is
subject to G.S. 14-3(a). That statute sets out the punishment that applies to a
misdemeanor offense when no specific punishment is otherwise prescribed.

The offenses were recommended to the Revenue Laws Study Committee by the
Department of Revenue. That Department conducted a ”sting” operation in which
many retail service stations were caught allowing customers to dispense diesel fuel into
motor vehicles from pumps marked "Nonhighway Use Only.” In attempting to
prosecute those caught, the Department discovered that although those caught could be
assessed a civil penalty under G.S. 105-449.24 or be charged with felony tax evasion,
they could not be charged with any misdemeanor offenses. The Department felt that
the civil penalty alone was not a sufficient deterrent and that the chance of obtaining
felony convictions in these circumstances was unlikely. The Department therefore
turned to the Committee for help in establishing appropriate misdemeanor offenses.

The Committee agreed that the type of behavior discovered in the sting operation
should be a misdemeanor and adopted this proposal. The proposal is designed to
address the problem of persons buying special fuel from service station pumps marked
"Nonhighway Use Only,” either with or without the complicity of the service station
attendant. Proposed G.S. 105-449.34(9) focuses on the person who dispenses the fuel
and proposed G.S. 105-449.34(10) focuses on the service station attendant or other
person who allows the unauthorized sale to occur.

The offenses apply only to special fuel rather than to both special fuel and
gasoline because of the difference in the payment of taxes on special fuel and gasoline.
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The per gallon excise tax on special fuel applies to the first sale of the fuel for a
highway use; the per gallon excise tax on gasoline applies to the first sale of the
gasoline in this State.

This difference in the application of the per gallon excise tax reflects the difference
in the uses of these fuels. Over half of special fuel sold in this State is used for a
purpose other than to propel a motor vehicle, but almost all gasoline sold is used to
propel a motor vehicle. The result of these differences is that a lot of special fuel is
sold without the per gallon excise tax being collected on the sale. The availability of
this nontaxpaid special fuel creates opportunities for tax evasion, a prime example of
which is the purchase of nontaxpaid special fuel from nonhighway pumps at service
stations.

In addition to creating two misdemeanor offenses, the proposal makes two
technical changes. First, it deletes the word "penalties” in the catchline to G.S. 105-
449.34 because the statute contains no penalties other than misdemeanors. Second, it
deletes the words "of Revenue” following ”Secretary” in two places to apply the
definition of Secretary in G.S. 105-449.2. That definition was added in 1991 and a
conforming change was not made to this statute.
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Fiscal Report
Fiscal Research Division
December 15, 1992

Proposal #22: Nontaxpaid Fuel Criminal Penalty

Explanation:

This proposal establishes a new criminal penalty for participation in various diesel fuel tax
evasion schemes:

1. dispensing nontaxpaid fuel into the supply tank of a motor vehicle knowing the
fuel to be nontaxpaid, and

2. allowing nontaxpaid fuel to be dispensed into the supply tank of a motor vehicle
knowing the fuel to be nontaxpaid.

Effective Date:

October 1, 1993, and applying to offenses committed on or after that date.

Fiscal Effect:

The purpose of imposing a criminal penalty for dispensing or allowing someone to dispense
nontaxpaid diesel fuel into a motor vehicle is not revenue generation. The purpose is to
increase the number of options available to the Attorney General with which to prosecute
fuel tax evaders.

Under current law, the only avenue of prosecution available is felony tax evasion. These
are difficult and time-consuming cases, and the results are not cost-effective in cases
involving small amounts of money.

These criminal sanctions are most likely to be used during future ”sting” operations
conducted by the Department of Revenue and the Division of Motor Vehicles. When these
operations occur, there will likely be some small increase in Highway Fund and Highway
Trust Fund revenues, :
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Proposal 23 (93-LJX-2(1.3))
IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
Dealer Plate/License Changes. (Public)

Sponsors:

Referred

to:

A BILL TO BE ENTITLED

AN ACT TO MODIFY THE REQUIREMENTS FOR LICENSURE AS A MOTOR
VEHICLE WHOLESALER OR DEALER, TO LIMIT THE NUMBER OF MOTOR
VEHICLE DEALER LICENSE PLATES THAT CAN BE ISSUED TO THE SAME

TO EXPAND THE USE OF TRANSPORTER PLATES, AND TO CHANGE
THE FEE FOR TRANSPORTER PLATES.

The General Assembly of North Carolina enacts:

Section 1. G.S. 20-286(5a) and (6) read as rewritten:

"(5a) Established office. -- An office that meets the

following requirements:

DEALER,

93-LJX-2

(6)

a.

Contains at least 96 250 square feet of floor
space in a permanent enclosed building.
building that is not a residence.

Is a place where the books, records, and files
required by the Division under this Article
are kept.

Is contiguous to an enclosed or open area that
is owned or leased by the person who operates
the office and that is large enough for the
display of at least 10 motor vehicles.

Established salesroom. —-- A salesroom that meets
the following requirements:
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a. Contains at least 96 250 square feet of floor
space in a ©permanent enclosed building.
building that is not a residence.

b. Displays, or is located immediately adjacent
to, a sign having block letters not less than
three six inches in height on contrasting
background, clearly and distinctly designating
the trade name of the business.

c. Is a place at—which where a permanent business
of bartering, trading, and selling motor
vehicles will be carried on in good faith on
an ongoing basis whereby the dealer can be
contacted by the public at reasonable times.

d. 1Is a place where the books, records, and files
required by the Division under this Article
are kept.

e. Is a place where at least 10 motor vehicles
can be displayed.

The term 1includes the area contiguous to or

located within 500 feet of the premises on which

the salesroom is located. The term does not
include a tent, a temporary stand, or other
temporary quarters. The minimum area—Treguirement
in existence—and duly licensed on or before
January 1, 1978,
Sec. 2. G.S. 20-295 reads as rewritten:
"§ 20-295. Time to—act upon—applications; refusal of license;
notice; hearing. Action on application.
The Division shall act—upon all applications either grant or
deny an application for a license within 30 days after receipt
therecf, by either granting or-refusing the same. receiving it.

Any applicant denied a license shall, upon his filing a written
request £iled within 30 days, be given a hearing at such the time
and place as determined by the Comm;ss;gnepr4u;{nnuuxp£M44gnated

by him. All such hearings Commissioner or a person designated by
the Commissioner. A hearing shall be public and shall be held

w1th reasonable promptness Any applicant—denied-—alicense—for
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"§ 20-79. Registration by manufacturers —and dealexrs. Dealer

license plates.

(a) How To Get A Dealer Plate. -- Ewvery manufacturer of or

A dealer licensed under Article 12 of this Chapter may obtain a

dealer license plate by filing an application with the Division

and paying the required fee. An application must be filed on a

form provided by the Division. The required fee is the amount

set by G.S. 20-87(7).
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Commissioner. A dealer who was licensed under Article 12 of this
29 Chapter for the previous twelve-month period ending April 30 may
30 obtain the number of dealer 1license plates allowed by the
31 following table; the number allowed is based on the number of
32 motor vehicles the dealer sold during the relevant twelve-month
33 period and the average number of gqualifying sales representatives
34 the dealer employed during that same twelve-month period:

36 Vehicles Sold In Relevant Maximum Number of Plates

37 12-Month Period

38 Fewer than 5 None

39 At least 5 but less than 10 1

40 At least 10 but less than 25 2

41 At least 25 but less than 50 4

42 50 or more At least 4, but no more
43 than 4 times the average
44 number of gualifying sales
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representatives employed
by the dealer during the
relevant l2-month period.

A dealer who was not licensed under Article 12 of this Chapter
for part or all of the previous twelve-month period ending April
30 may obtain the number of dealer license plates that egquals
four times the number of qualifying sales representatives
9 employed by the dealer on the date the dealer files the
10 application. A "qualifying sales representative" is a sales
11 representative who works for the dealer at least 25 hours a week
12 on a regular basis and is compensated by the dealer for this
13 work.

14 A dealer who sold fewer than 50 motor vehicles the previous
15 twelve-month period ending April 30 but has sold at least 50
16 motor vehicles since May 1 may apply for additional dealer
17 license plates at any time. The maximum number of dealer license
18 plates the dealer may obtain is the number the dealer could have
19 obtained if the dealer had sold at least 50 motor vehicles in the
20 previous twelve-month period ending April 30.

21 A dealer who applies for a dealer license plate must certify to
22 the Division the number of motor vehicles the dealer sold in the
23 relevant period. Making a false certification is a misdemeanor
24 and is grounds for denial, suspension, or revocation of a
25 dealer’'s license under G.S. 20-294.

26 (c) Form and Duration. —- No—manufacturer of or dealer—in-motor

o~ Ul WP
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31 20-63-—0or—under—this section. A dealer license plate is subject
32 to G.S. 20-63, except for the requirement that the plate display
33 the registration number of a motor vehicle and the requirement
34 that the plate be a "First in Flight" plate. In addition, a
35 dealer license plate must have a distinguishing symbol
36 identifying the plate as a dealer license plate.

37 A dealer license plate is issued for a fiscal year beginning
38 July 1 and ending June 30. During the fiscal year for which it
39 is issued, a dealer may transfer a dealer license plate from one
40 vehicle to another. When a dealer surrenders the license issued
41 under Article 12 of this Chapter or the Division revokes the
42 dealer’'s license, the dealer must surrender to the Division all
43 dealer license plates issued to the dealer.
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A dealer license plate may be displayed only on a motor vehicle

(d) Restrictions on Use. —-- Dealer’'s license plates—may-be used

that meets all of the following requirements:

(1) 1Is in the inventory of a dealer.

(2) Is covered by liability insurance that meets the
requirements of Article 9A of this Chapter.

(3) Is not used by the dealer in another business in
which the dealer is engaged.

(4) Is driven on a highway by a person who is an
officer of the dealer, an employee of the dealer,
or a person to whom the dealer has issued a
demonstration permit and who carries the following
while driving the motor vehicle:
a. The manufacturer’s certificate of origin for

the motor wvehicle, if it is new.

b. The certificate of title for the motor
vehicle, if it is not new.
b. Any demonstration permit issued to the driver

of the motor vehicle.
A dealer may issue a demonstration permit for a motor vehicle
to a person licensed to drive that type of motor wvehicle. A

demonstration permit authorizes the person named in the permit to

drive the motor vehicle described in the permit for a period of

96 hours after the time the permit is issued. A dealer may, for

good cause, renew a demonstration permit for one additional 96-

hour period.

A dealer may not lend, rent, lease, or otherwise place a dealer
license plate at the disposal of a person except as authorized by

this section. Violation of any of the restrictions on the use of

dealer license plates is a misdemeanor and is grounds for denial,

suspension, or revocation of a dealer’s license under G.S. 20-

294.
(e) Transfer of Dealer Registration. -- No change in the name
of a firm, partnership or corporation, nor the taking in of a new
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partner, nor the withdrawal of one or more of the firm, shall be
considered a new business; but if any one or more of the partners
remain in the firm, or if there is change in ownership of less
than a majority of the stock, if a corporation, the business
shall be regarded as continuing and the dealers’ plates
originally issued may continue to be used."

Sec. 4. G.S. 20-288(a) reads as rewritten:

“(a)

f£ee. A person may obtain a license by filing an application with

the Division. An application must be on a form provided by the
Division and contain the information required by the Division.
An application for a license must be accompanied by the required
fee and by an application for a dealer license plate."

Sec. 5. G.S. 20-79.2 reads as rewritten:
"§ 20-79.2. Transporter registration. plates.

(a) Who Can Get A Plate. -- A person engaged in a business
requiring the limited operation of a motor wxehicles to vehicle
for any of the following purposes may obtain a transporter plate
authorizing the movement of the vehicle for the specific purpose:

(1) To facilitate the manufacture, construction,
rebuilding, or delivery of a new or used truck cabs
or—bodies motor vehicle between manufacturer,

dealer, seller, or purchaser,—or the purchaser.

(2) To foreclosureor repossession—of repossess a motor
vehiclesT—o;—tha vehicle.

(3) To p4ckaL—iuuL—dei4¥s4§L—o£ pick up or deliver a
motor wxehicles vehicle to be prepared for sale by
dealers,—or a dealer.

(4) To move a motor or vehicle that is owned by a public
utility, as defined in G.S. 62 3(23)a, engaged—in

upon—4uuy—ingow+ng—scnd&t+onsf and is a replaced

vehicle offered for sale.

(5) To take a motor vehicle either to or from a motor
vehicle auction where the vehicle will be or was
offered for sale.

(6) To road test a repaired truck whose GVWR is at
least 15,000 pounds when the test is performed
within a 10-mile radius of the place where the
truck was repaired and the truck is owned by a
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person who has a fleet of at least five trucks
whose GVWRs are at least 15,000 pounds and who
maintains the place where the truck was repaired.

(7) To move a mobile office, a mobile classroom, or a
manufactured home when the Utilities Commission has
authorized the move.

(b) How To Get A Plate. -- A person may obtain a transporter
plate by filing an application with the Division and paying the
required fee. An application must be on a form provided by the
10 Division and contain the information required by the Division.
11 The fee for a transporter plate is the same as the fee set in
12 G.S. 20-87(7) for a dealer license plate.
13 41} Application o Rog i

-1 AW

\O
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(c) Form, Duration, and Transfer. -- A transporter plate is a
type of commercial license plate. A transporter plate is issued
on a calendar vear basis. During the calendar year for which it
is issued, a person may transfer a transporter plate from one
vehicle to another as long as the vehicle is driven only for a
purpose authorized by subsection (a).

@ ~J O Ul W

19 Sec. 6. G.S. 20-79.3 is repealed.
20 Sec. 7. Sections 5 and 6 of this act become effective

21 January 1, 1994. The remainder of this act becomes effective
22 July 1, 1993.
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Explanation of Proposal 23

This proposal addresses the problem of the misuse of motor vehicle dealer license
plates. As perceived by the Revenue Laws Study Committee, the misuse of a dealer
license plate occurs when a new or used motor vehicle dealer allows a dealer license
plate to be used on a motor vehicle that is not, for all practical purposes, part of the
inventory of the dealer.

The Committee was concerned about this problem because a motor vehicle that is
improperly driven with a dealer license plate escapes property taxes, escapes motor
vehicle title and registration fees, and receives an unfair advantage on automobile
insurance. It escapes property taxes because it is supposedly part of the inventory of
the dealer and is, therefore, exempted from property tax by the exemption for
inventory. It escapes motor vehicle title and registration fees because the title to the
vehicle has not been transferred to the person who uses the vehicle. It enjoys an unfair
advantage on insurance because it is insured through the dealer’s blanket liability
insurance policy rather than through a policy that is specific to the vehicle.

This proposal tackles the misuse of dealer license plates in three ways. First, it
imposes more stringent requirements on who can be engaged in business as a motor
vehicle dealer. Second, it restricts the number of dealer license plates that can be
issued to the same dealer. Third, it expands the allowable uses of transporter plates,
thereby eliminating the need for dealer license plates in many instances.

Sections 1 and 2 of the proposal contain the changes in the requirements for
licensure as a motor vehicle dealer. Section 1 imposes the following restrictions on
those who apply for a motor vehicle wholesaler’s license or a motor vehicle dealer’s
license:

Q)] It prohibits an established office or an established salesroom from
being a residence. Under current law, they can be a residence as
long as the residence has a separate entrance for the established
office or established salesroom. An established office is a
wholesaler’s place of business and an established salesroom is a new
or used motor vehicle dealer’s place of business.
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2) It increases the minimum office space requirement for both an
established office and an established salesroom from 96 square feet
to 250 square feet.

3) It requires both an established office and an established salesroom
to have adjacent space for the display of at least 10 motor vehicles.

4 It requires the letters on a sign for an established salesroom to be
six inches tall rather than three inches.

(5) It removes the 1978 square footage "grandfather” for established
salesrooms. In 1978, the square footage requirement of an

established place of business was changed from 64 square feet to its
present 96 square feet, but existing places of business were not
required to comply with the change. This proposal eliminates the
grandfather provision so that all established salesrooms must
conform to the new 250 square feet requirement.

Section 2 is a conforming change that accompanies Section 1. It removes
the limit on how often a person can apply for a motor vehicle dealer’s license.
Current law prohibits a person whose application for a dealer’s license is
denied from applying again for a period of 6 months. The limitation is
removed because its original purpose is unclear and because an applicant who
is rejected on the basis of the increased footage requirements may immediately
expand an office to meet the requirement and, in that circumstance, should be
able to get a license without delay.

Section 3 restricts the number of dealer license plates that may be issued to
the same dealer and reorganizes the affected statute to eliminate obsolete
provisions and duplications. It bases the number of dealer license plates a
dealer can obtain on the number of motor vehicles the dealer sold during the
preceding twelve-month period ending April 30 and, for those dealers who sold
more than 50 vehicles during that period, on the average number of qualifying
sales representatives employed by the dealer. The chart in proposed G.S. 20-
79(b) in Section 3 sets out the limits on the number of plates and defines a
"qualifying sales representative” as a sales representative who works for the
dealer at least 25 hours a week on a regular basis and is compensated by the
dealer for this work. This scheme resembles, but is not identical to, that used
by Virginia.
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In reorganizing G.S. 20-79, the portions of that statute that deal with dealer
licensing were deleted because they have been superseded by Article 12 of
Chapter 20 of the General Statutes., G.S. 20-79 was enacted before Article 12
and conforming changes were not made to G.S. 20-79 when Article 12 was
enacted. In Article 12, G.S. 20-287 requires motor vehicle dealers and
manufacturers to be licensed; G.S. 20-293 states that only licensed dealers can
receive dealer license plates; and G.S. 20-308 makes it a general misdemeanor
to fail to get a license or for a person who is not a dealer to get dealer plates.

Section 4 is a conforming change that accompanies Section 3. It moves the
requirement that an application for a motor vehicle dealer’s license be
accompanied by an application for dealer license plates from G.S. 20-79 to
G.S. 20-288(a). The sentence is moved because it concerns a requirement for
licensure as a motor vehicle dealer and is, therefore, more appropriate in G.S.
20-288(a).

Section 5 expands the allowable uses of transporter plates so that the need
for dealer license plates is reduced, changes the fee for a transporter plate, and
makes technical changes to the affected statute.  The proposal allows
transporter plates to be used to facilitate the manufacture, construction,
rebuilding, or delivery of any motor vehicle between manufacturer, dealer,
seller, or purchaser. Current law restricts the use of transporter plates in these
circumstances to a new or used truck cab or body. The proposal also
specifically authorizes the use of transporter plates on a motor vehicle that is
being taken either to or from a motor vehicle auction where it will be or was
offered for sale. .

Section 5 changes the fee for a transporter plate to make it the same as for a
dealer license plate. The change is made so that a dealer will neither be
encouraged to nor discouraged from using a transporter plate because of any
difference in the annual fees for the two plates. The current fee for a
transporter plate is $25 for the first plate issued in a year to a person and $6
for each additional transporter plate issued to the same person during the same
year. The fee for a dealer license plate is one-half the regular fee. The
regular fee for a passenger vehicle is currently $20.00, so the current fee for a
dealer license plate for a passenger vehicle is $10.00.
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As part of the technical changes made by Section 5, G.S. 20-79.2(b) and
G.S. 20-79.3 are incorporated in the list in amended G.S. 20-79,2(a). Thus,
although proposed G.S. 20-79.2(a)(6) and (a)(7) appear new, they are not.

Section 6 is a conforming change that accompanies Section 5. It repeals the
statute that currently authorizes the use of transporter plates for house trailers
and mobile homes because the authorization is moved to revised G.S. 20-
79.2(a) in Section 5.

Section 7 states when the proposal is to become effective. The sections on
dealer requirements and dealer license plates become effective July 1, 1993.
The sections on transporter plates become effective Janaury 1, 1994. The
different effective dates reflect the different cyle for issuing dealer license
plates and transporter plates. Dealer license plates are issued on a fiscal year
basis and transporter plates are issued on a calendar year basis.
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Fiscal Report
Fiscal Research Division
December 20, 1992

Proposal #23: Dealer Plate/License Changes

Background:

The Revenue Laws Study Committee discussed the issue of the misuse of dealer plates
because of widespread complaints from the general public. Almost every legislator has
received correspondence from his/her district constituents that outline, often in great
detail, the many observed abuses of dealer license plates. The general perception is that
dealer plates are often obtained or utilized to avoid paying highway taxes, fees, and local
property taxes on personal use vehicles.

The Division of Motor Vehicles has issued over 119, 112 dealer plates to registered motor
vehicle dealers in North Carolina for FY 1992-93. These plates were issued to the follow-
ing categories of dealers:

Franchise 31,728 27%
Independent 83,375 70%
Motorcycle 1,876 1.5%
Manufacturer 1,750 1:4%
Trailer 383 0.1%

Summary:

This proposal incorporates several approaches to solving the problem of the misuse of
dealer plates. Sections 1 and 2 address minimum requirements for a motor vehicle dealer
license. Current requirements are modified to require an office or salesroom to contain at
least 250 square feet (current law is 96 square feet), to add a provision that the designated
office cannot be contained in a building that is also a residence, and to add a requirement
that the licensee provide an area for the display of at least 10 vehicles,

Section 3 restricts the number of dealer plates that can be obtained in any one year by a
motor vehicle dealer. It requires dealers to certify to the Division of Motor Vehicles the
number of vehicles sold by the dealer in the last 12-month period: Dependent upon the
sales volume, the Division will be authorized to issue the following number of plates to
each dealer:

Vehicles Sold in Relevant 12-Month Period Maximum Number of Plates
Fewer than 5 None

At least 5 but less than 10 1

At least 10 but less than 25 2

At least 25 but less than 50 4

50 or more At least 4, but no more

than 4 times the average
number of qualifying sales



Section 4 authorizes the use of transporter plates for the additional purposes of movement
of a motor vehicle either to or from a motor vehicle auction and of movement of any motor
vehicle to facilitate the manufacture, construction, rebuilding, or delivery of the vehicle
between manufacturer, dealer, seller, or purchaser.

Effective Date:

Upon ratification

Fiscal Effect:

The recommended changes in this proposal will have a slightly positive effect on revenues
in the Highway Fund and the Highway Trust Fund, Due to the new restriction on dealer
plate issuance, the owners of vehicles obviously not for resale who currently use dealer
tags will find it necessary to register and title their vehicles through the standard registra-
tion process if they wish to continue operation of their vehicle on North Carolina high-
ways. Instead of the $10 dealer plate fee, the Highway Fund will receive an annual $20
registration fee and a $35 title fee. In addition, the Highway Trust Fund will benefit from
the 3% highway use tax paid on these vehicles, and local governments will benefit from
payment of annual property taxes on vehicles that were previously recorded as inventory.

REVENUE COMPARISON OF TAXES & FEES PAID

Dealer Tags Standard Registration
Plate fee $10 $20
Title fee None $35
Highway use tax None $450
. (on $15,000 vehicle)
Property tax None $150 (approximate)
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Proposal 24 (93-LJX-5(1.3))
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)

Short Title: Special/Multiyear Plate Changes. (Public)

Sponsors:

Referred to:

A BILL TO BE ENTITLED

AN ACT TO ALLOW ALL TRAILERS TO OBTAIN MULTIYEAR LICENSE PLATES,
TO ALLOW OWNERS OF HORSELESS CARRIAGES TO OBTAIN MULTIYEAR
LICENSE PLATES, TO CLARIFY THE DEFINITION OF SEMITRAILER, AND
TO MAKE TECHNICAL AND ADMINISTRATIVE CHANGES TO THE LAWS
CONCERNING SPECIAL LICENSE PLATES.

The General Assembly of North Carolina enacts:

Section 1. G.S. 20-88(c) reads as rewritten:

"(C)

t;a;Leps—o;—sem+t;a;le4sT The fee for a traller is ten dollars

($10.00) for each year or any part of the—l4censa—ysa4—£oﬁ—wh4ch
said-license-is—issued.— a year. The fee is payable on or before

January 1 of each year. Upon the application of the owner of a
semitrailer, trailer, the Division may issue a multiyear plate
and registration card for the semitrailer trailer for a fee of
seventy-five dollars ($75.00). A multiyear plate and
registration card for a semitrailer trailer are valid until the
owner transfers the semitrailer trailer to another person or
surrenders the plate and registration card to the Division. A
multiyear plate may not be transferred to another vehicle.

The Division shall issue a multiyear semitrailer trailer plate
in a different color than an annual semitrailer trailer plate and
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1 shall include the word ‘multiyear’ on the plate. The Division
2 may not issue a multiyear plate for a house trailer."

3

O ~J O Ul W

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

Sec.

Sec.
" (b) Types.

2. G.S. 20-4.01(31)d. and e. read as rewritten:
"d. Semitrailers. -- Vehicles without motive power

wehicle. Trailers that are supported at their

front end by the device of a fifth wheel
supplied by a truck tractor or by converter
gear.

"e. Trailers. -- Vehicles without motive power
designed for carrying property or persons
wholly on their ownstructure and to be drawn
by a motor vehicle, including ‘pole trailers’
or a pair of wheels used primarily to balance
a load rather than for purposes of
transportation.”

3. G.S. 20-79.4(b) reads as rewritten:

—— The Division shall issue the following types of

special registration plates:
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(1)

(2)

(3)

Administrative Officer of the Courts. -- Issuable
to the Director of the Administrative Office of the
Courts. The plate shall bear the phrase 'J-20'.
Amateur Radio Operator. -- Issuable to an amateur
radio operator who holds an unexpired and unrevoked
amateur radio license issued by the Federal
Communications Commission and who asserts to the
Division that a portable transceiver is carried in
the wvehicle. The plate shall bear the phrase
‘Amateur Radio.’ The plate shall bear the
operator’s official amateur radio call letters, or
call letters with numerical or letter suffixes so
that an owner of more than one vehicle may have the
call letters on each.

Civil Air Patrol Member. -- Issuable to an active
member of the North Carolina Wing of the Civil Air
Patrol. The plate shall bear the phrase ‘Civil Air
Patrol’. A plate issued to an officer member shall
begin with the number ‘201’ and the number shall
reflect the seniority of the member; a plate issued
to an enlisted member, a senior member, or a cadet
member shall begin with the number ‘501’.
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(4)

(5)

(6)

(6a)

(7)

(8)

(9)

(10)

(11)

Class D Citizen’s Radio Station Operator. -—-
Issuable to a Class D citizen’s radio station
operator 1licensed by the Federal Communications
Commission. The plate shall bear the operator’s
official Class D «citizen’s radio station call
letters.

Clerk of Superior Court. —-- Issuable to a clerk of
superior court. The plate shall bear the phrase
‘Clerk Superior Court’ and the letter ‘C’ followed
by a number that indicates the county the clerk
serves.

Coast Guard Auxiliary Member. -- Issuable to an
active member of the United States Coast Guard
Auxiliary. The plate shall bear the phrase ‘'Coast
Guard Auxiliary’.

Collegiate 1Insignia Plate. -- Issuable to the
registered owner of a motor vehicle in accordance
with G.S. 20-81.12. The plate may bear a phrase or
an insignia representing a public or private
college or university.

Congressional Medal of Honor Recipient. -- Issuable
to a recipient of the Congressional Medal of Honor.
Disabled Veteran. -- Issuable to a veteran of the
armed forces of the United States who suffered a
100% service—-connected disability.

District Attorney. -- Issuable to a North Carolina
or United States District Attorney. The plate
issuable to a North Carolina district attorney
shall bear the letters ‘DA’ followed by a number
that represents the prosecutorial district the
district attorney serves. The plate for a United
States attorney shall bear the phrase 1‘U.S.
Attorney’ followed by a number that represents the
district the attorney serves, with 1 being the
Eastern District, 2 being the Middle District, and
3 being the Western District.

Fire Department or Rescue Squad Member. -- Issuable
to an active regular member or volunteer member of
a fire department, rescue squad, or both a fire
department and rescue squad. The plate shall bear
the words ‘Firefighter’, ‘Rescue Squad’, or
‘Firefighter-Rescue Squad’.

Historic Vehicle Owner. -- 1Issuable for a motor
vehicle that is at least 35 years old measured from
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(11a)

(12)

(13)

(14)

(15)

(16)

the date of manufacture. The plate for a vehicle
that is 35 to 50 years old shall bear the phrase
‘Antique’. The plate for a vehicle that is at
least 50 years old shall bear the phrase ‘Horseless
Carriage’. A plate issued under this subdivision
for a horseless carriage may be an annual plate or

a multiyear plate. A multiyear plate is wvalid

until the vehicle’s owner transfers the vehicle to

another person or surrenders the plate to the

Division. A multiyear plate may not be transferred

to another vehicle.

Historical Attraction Plate. -- Issuable to the
registered owner of a motor vehicle in accordance
with G.S. 20-81.12, The plate may bear a phrase
or an insignia representing a publicly owned or
nonprofit historical attraction located in North
Carolina.

Honorary Plate. -- Issuable to a member of the
Honorary GCensulor Consular Corps, who has been
certified by the U. S. State Department, the plate
shall bear the words ‘Honorary <Censulor Consular
Corps’ and a distinguishing number based on the
order of issuance.

Judge or Justice. —-- 1Issuable to a sitting or
retired judge or justice in accordance with G.S.
20-79.6.

Legislator. -- Issuable to a member of the North
‘Carolina General Assembly. The plate shall bear
the words ‘Senate’ or ‘State House'’ followed by
the Senator’s or Representative’s assigned seat
number.

Marshal. -- Issuable to a United States Marshal.
The plate shall bear the phrase ‘U.S. Marshal’
followed by a number that represents the district
the Marshal serves, with 1 being the Eastern
District, 2 being the Middle District, and 3 being
the Western District.

Military Reservist. —-—- Issuable to a member of a
reserve component of the armed forces of the
United States. The plate shall bear the name and
insignia of the appropriate reserve component.
Plates shall be numbered sequentially for members
of a component with the numbers 1 through 5000
reserved for officers, without regard to rank.

93-LJX-5
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(16a) Military Retiree. —-- Issuable to an individual who

(17)

(18)

(19)

(20)

(21)

has retired from the armed forces of the United
States. The plate shall bear the phrase—U.S+
Armed - Forces-Retired! word ‘Retired’ and the name
and insignia of the branch of service from which
the individual retired. The Division may not
issue the plate authorized by this subdivision
unless it receives at least 300 applications for
the plate.
National Guard Member. -- Issuable to an active or
a retired member of the North Carolina National
Guard. The plate shall bear the phrase "National
Guard". A plate issued to an active member shall
bear a number that reflects the seniority of the
member; a plate issued to a commissioned officer
shall begin with the number "1"; a plate issued to
a noncommissioned officer with a rank of E7, ES8,
or E9 shall begin with the number "1601"; a plate
issued to an enlisted member with a rank of E6 or
below shall begin with the number "3001". The
plate 1issued to a retired or separated member
shall indicate the member’s retired status.
Partially Disabled Veteran. -- 1Issuable to a
veteran of the armed forces of the United States
who suffered a service connected disability of
less than 100%.
Pearl Harbor Survivor. -- Issuable to a veteran of
the armed forces of the United States who was
present at and survived the attack on Pearl Harbor
on December 7, 1941. The plate will bear the
phrase "Pearl Harbor Survivor" and the insignia of
the Pearl Harbor Survivors’ Association.
Personalized. -- Issuable to the registered owner
of a motor vehicle. The plate will bear the
letters or letters and numbers requested by the
owner. The Division may refuse to issue a plate
with a letter combination that is offensive to
good taste and decency. The Division may not
issue a plate that duplicates another plate.
Prisoner of War. -- Issuable to & the following:
a. A member or veteran member of the armed forces
of the United States who has been captured and
held prisoner by forces hostile to the United
States while serving in the armed forces.
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b. The surviving spouse of a person who had a
prisoner of war plate at the time of death so
long as the surviving spouse continues to
renew the plate and does not remarry.

(22) Purple Heart Recipient. —-- Issuable to a recipient
of the Purple Heart award. The plate shall bear
the phrase "Purple Heart Veteran, Combat Wounded"
and the letters "PH".

(23) State Government Official. —-- Issuable to elected
and appointed members of State government in
accordance with G.S. 20-79.5.

(24) Street Rod Owner. -- Issuable to the registered
owner of a modernized private passenger motor
vehicle manufactured prior to the year 1949 or
designed to resemble a vehicle manufactured prior
to the year 1949. The plate shall bear the phrase
"Street Rod". The Division may not issue the
plate authorized by this subdivision wunless it
receives at least 300 applications for the plate.

(25) Transportation Personnel. -- Issuable to various
members of the Divisions of the Department of
Transportation. The plate shall bear the letters
‘DOT’' followed by a number from 1 to 85, as
designated by the Governor.

(26) U.S. Representative. -- Issuable to a United
States Representative for North Carolina. The
plate shall bear the phrase ‘U.S. House’ and shall
be issued on the basis of Congressional district
numbers.

(27) U.s. Senator. -- Issuable to a United States
Senator for North Carolina. The plates shall bear
the phrase ‘U.S. Senate’ and shall be issued on
the basis of seniority represented by the numbers
1l and 2."

Sec. 4. G.S. 20-79.7 reads as rewritten:

"§ 20-79.7. Fees for Special Registration Plates special
registration plates and distribution of the fees.

(a) Fees. -~ Upon request, the Division shall provide and
issue free of charge one registration plate to a recipient of the
Congressional Medal of Honor, a 100% disabled veteran, and an ex-
prisoner of war. All other special registration plates are
subject to the regular motor vehicle registration fee in G.S. 20-
87 or G.S. 20-88 plus an additional fee in the following amount:

Special Plate Additional Fee Amount

Page 201 93-LJX~5



OWoOJTAhuT s WP

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1993

Historical Attraction $30.00
Collegiate Insignia $25.00
Personalized $20.00
i $10-00
Historic Vehicle -- Annual $10.00
Historic Vehicle -- Multiyear $75.00
Active Member of the National Guard None
All Other Special Plates $10.00
(b) Distribution of Fees. -- The Special Registration Plate

Account and the Collegiate and Historical Attraction Plate
Account are established within the Highway Fund. The Division
must credit the additional fee imposed for the special
registration plates listed in subsection (a) among the Special
Registration Plate Account (SRPA), the Collegiate and Historical
Attraction Plate Account (CHAPA), and the Recreation and Natural
Heritage Trust Fund (RNHTF), which is established under G.S. 113-
77.7, as follows:

SpecialRlate SRPA CHARA RNHTE
Special Plate SRPA CHAPA RNHTF
Aistorical Attraction =310 =320 = 0
In-State Collegiate Insignia $10 $15 0
Qut-of-state Collegiate Insignia $10 0 $15
Personalized $10 0 $10
Historic Vehicle -- Annual $10 0 [
Historic Vehicle -- Multiyear $75 0 0
All other Special Plates $10 0 0

(c) Use of Funds in Special Registration Plate Account. -- The
Division shall deduct the costs of special registration plates,

including the costs of issuing, handling, and advertising the
availability of the special plates, from the Special Registration
Plate Account. The Division shall transfer the remaining revenue
in the Account quarterly as follows:

(1) Thirty-three percent (33%) to the account of the
Department of Economic and Community Development
to aid in financing out-of-state print and other
media advertising under the program for ‘the
promotion of travel and industrial development in
this State.

(2) Fifty percent (50%) to the Department of
Transportation to be used solely for the purpose
of beautification of highways other than those
designated as interstate. These funds shall be
administered by the Department of Transportation
for beautification purposes not inconsistent with
good landscaping and engineering principles.

(3) Seventeen percent (17%) to the account of the
Department of Human Resources to promote travel
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accessibility for disabled persons in this State.
These funds shall be used to collect and update
site information on travel attractions designated
by the Department of Economic and Community
Development in its publications, to provide
technical assistance to travel attractions
concerning accommodation of disabled tourists, and
to develop, print, and promote the publication
ACCESS NORTH CAROLINA as provided in G.S.168-2.
Any funds allocated for these purposes that are
neither spent nor obligated at the end of the
fiscal year shall be transferred to the Department
of Administration for removal of man-made barriers
to disabled travelers at State-funded travel
attractions. Guidelines for the removal of man-
made barriers shall be developed in consultation
with the Department of Human Resources."

Sec. 5. G.S. 105-330.1 reads as rewritten:

"§ 105-330.1. Classification of motor vehicles.

All motor vehicles, except (i) motor wvehicles exempt from
registration under pursuant to G.S. 20-51, (ii) manufactured
homes, mobile classrooms, and mobile offices, (iii) semitrailers
trailers or historic vehicles registered on a multiyear basis
uwnder G, S5+ 20-88{c), basis, and (iv) motor vehicles owned by a
public service company or leased by a public service company and
included in the company’s system property under G.S. 105-335, are
hereby designated a special class of property under authority of
Article VvV, Sec. 2(2) of the North Carolina Constitution.
Classified motor vehicles shall be 1listed and assessed as
provided in this Article and taxes on classified motor vehicles
shall be collected as provided in this Article."

Sec. 6. Sections 3, 4, and 5 of this act become
effective July 1, 1993; Section 5 applies to vehicles registered
or reregistered on or after that date. The remaining sections of
this act are effective upon ratification.
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Explanation of Proposal 24

This proposal makes a number of changes to the laws governing multiyear
trailer plates and special license plates. The proposal allows owners of historic
vehicles that are "horseless carriages” to obtain multiyear plates instead of
annual plates. Otherwise, the proposal makes either technical changes or
changes that conform the statutes to administrative practice.

Section 1 of the proposal allows all trailers to obtain multiyear plates. It
does not change the multiyear plate fee, which is $75, or the annual plate fee,
which is $10.

Although Section 1 appears to make a substantive change, the Division of
Motor Vehicles is currently allowing all trailers to obtain multiyear plates even
though the statute states that a multiyear plate can be obtained only for a
semitrailer. Thus, this change conforms the statute to the administrative
practice.

Chapter 947 of the 1991 Session Laws (1992 Reg. Sess.) authorized
multiyear plates for semitrailers effective January 1, 1993. After the enactment
of that legislation, the Division of Motor Vehicles received requests for
multiyear trailer plates from companies that rent trailers that are used in
moving and are attached to the pulling motor vehicle by means of a hitch.
The Division requested an Attorney General’s opinion on whether Chapter 947
authorized the issuance of multiyear plates for these trailers. The Attorney
General’s opinion, which is Appendix L of this report, concluded that because
the hitch of these trailers rests on the pulling motor vehicle, the trailers are
semitrailers and are therefore eligible for multiyear plates.

The Division of Motor Vehicles asked the Revenue Laws Study Committee
to make the law on this topic clear and to allow all trailers to obtain multiyear
plates. The Division representatives stated that it was clear to them that the
legislative intent of Chapter 947 was to extend the authorization for multiyear
plates only to semitrailers but that they thought the same rationale that applies
to semitrailers applies to many trailers. They then pointed out that the
Division frequently cannot distinguish in its records between a semitrailer and
any other type of trailer and that, consequently, if multiyear plates are
restricted to semitrailers, the Division will have difficulty administering the
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law. Finally, the Division representatives stated that they thought it was
unlikely that many individuals with boat, camping, or other utility trailers
would choose the $75 multiyear plate over the $10 annual plate.

The Committee considered the comments from the Division of Motor
Vehicles and decided to authorize multiyear plates for all trailers. The
Committee also decided to rewrite the definition of ”semitrailer” so that it
would be clear that "semitrailer” and “trailer” are not synonyms and that a
semitrailer is a special kind of trailer. Section 1, as noted above, allows all
trailers to obtain multiyear plates. Section 2 rewrites the definitions of
"semitrailer” and "trailer” to make it clear that semitrailers are a subset of all
trailers and are the type of trailers that are attached to the pulling motor
vehicle by the device of a fifth wheel. Sections 1 and 2 are effective upon
ratification.

Sections 3 and 4 make one substantive change and several technical or
administrative changes to the statutes concering special license plates. Special
license plates are optional license plates that can be obtained in lieu of the
regular license plates. The most notable of these plates are collegiate plates
and personalized plates.

The substantive change made by these sections is to authorize owners of
"horseless carriages” to obtain multiyear plates for an additional fee of $75. A
"horseless carriage” is a vehicle that is at least 50 years old. The multiyear
plate for a horseless carriage would parallel the multiyear trailer plate; it would
be valid for the life of the vehicle for which it was issued and could not be
transferred from one vehicle to another.

The Committee decided to recommended a multiyear plate for historic
vehicles that are considered to be horseless carriages because, from 1977 until
1991, an owner of one of these vehicles could obtain a permanent plate for the
vehicle for a total fee of $15. The permanent plate and reduced fee were
eliminated in 1991 when the General Assembly adopted the uniform special
plate fee structure recommended by the Legislative Research Commission’s
Study Committee on Personalized and Special Plates. Members of the
Revenue Laws Study Committee continue to receive complaints about the
elimination of the permanent plate.

The technical and administrative changes made by Section 3 are as follows:

(1) The spelling of the word "Consular” is corrected.
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(2) The form of the retired military plate is changed to reduce the
number of words the plate must display and to require the
plate to display the appropriate insignia. These changes are
made because there is not enough room on the plate for the
number of words currently required and, in the Division of
Motor Vehicle’s experience, most people want the insignia of
their branch of service on a military plate.

(3) It requires 300 people to apply for a retired military plate
before the plate can be issued. As of January 1, 1993, the
Division had received only one request for this plate.

(4) It allows the surviving spouse of a person who had a prisoner
of war plate to keep the plate until that spouse remarries or
does not renew the plate. This authorization was deleted
from the law in 1991, but the Division has continued to allow
the surviving spouses of prisoners of war to keep these plates.

(5) It requires 300 people to apply for a street rod plate before
the plate can be issued. During calendar year 1992, the
Division received fewer than 20 applications for these plates.

Section 5 of the proposal makes a conforming change to the statute that
specifies which motor vehicles are to be listed with the county tax assessor for
purposes of local property taxes and which are not. This section adds trailers
and historic vehicles that receive multiyear plates to the list of vehicles that
must be listed annually with the local assessor. These vehicles must be listed
annually because the multiyear plate takes them out of the annual vehicle
registration renewal process. It is this annual vehicle registration that triggers
payment of property taxes for those vehicles that are "classified” and are
subject to the new system for collecting property taxes on motor vehicles.

Section 6 states when the proposal is to become effective. Sections 1, 2,
and 6 are effective upon ratification. Sections 3, 4, and 5 become effective
July 1, 1993.
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Fiscal Report
Fiscal Research Division
December 20, 1992

Proposal #24: Special/Multi-Year Plate Changes

Background:

The 1992 General Assembly authorized the Division of Motor Vehicles to begin the
issuance of permanent trailer plates beginning January 1, 1993. It was the intent of the
General Assembly to limit the issuance of permanent plates to semi-trailers used in com-
mercial trucking operations. The authorization to issue permanent plates to all trailers
upon request, including utility trailers, was included in the version of the bill passed by the
Senate but rejected by the House. The purpose for the limitation was the need to limit
future revenue losses to the State Highway Fund.

Although the General Assembly’s intent was clear to all parties involved in the discussion
of permanent plates in the 1992 Session, the Attorney General’s Office has since issued an
opinion that the statutory language authorizing permanent plates does not sufficiently
distinguish commercial semi-trailers from all trailers in general. Therefore, it is their
recommendation that the Division of Motor Vehicles must make permanent plates avail-
able to all trailers beginning January 1, 1993. The Division has indicated they will comply
with the opinion of the Attorney General and will make permanent plates available for all
trailers come the first of January, 1993, regardless of legislative intent.

Summary:
The proposal makes several changes to the statutes that authorize the Division of Motor

Vehicles to issue special registration plates and permanent trailer plates:

1. The language authorizing the issuance of permanent traller plates is modified to
include all types of trailers,

2. The Issuance of Prisoner of War speclal registration plates is authorized for surviving
spouses,

3. The issuance of retired military and Street Rod special registration plates are author-
ized only upon receipt of 300 applications for these plates at the Division of Motor
Vehicles.

4. A permanent plate is authorized for horseless carriages.

Effective Date:

July 1, 1993

Fiscal Effect:

The changes proposed for permanent trailer plates and Prisoner of War plates conform to

current administrative practice, and as such will have no fiscal impact on FY 1993-94.
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The changes proposed for street rods will have the effect of reducing the number of special
registration plates, which will impact Special Registration Fund revenues. Currently the
Division of Motor Vehicles has on file valid registrations for 17 Street Rod plates.
Elimination of these plates will cause an annual $170 loss to the Special Registration
Fund.

The Division of Motor Vehicles has determined that the startup costs of design, printing
and stamping of a newly authorized special registration plate are not recovered until at
least 300 applications for that plate are received, Within the last two years, it has been the
practice to include a minimum threshold of applications for new special plates. The retired
military plate authorization enacted by the 1992 General Assembly neglected to include
this provision. The proposed threshold of 300 applications before plate issuance ensures
that initial expenditures for plate development are substantially reduced by new revenues
generated from fees collected for that plate.
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Proposal 25 (93-LC-039(1.1))
(THIS IS A DRAFT AND NOT READY FOR INTRODUCTION)

Sponsors:

Referred to:

A JOINT RESOLUTION AUTHORIZING THE LEGISLATIVE RESEARCH
COMMISSION TO CONTINUE TO STUDY THE REVENUE LAWS OF NORTH
CAROLINA.

Whereas, the Legislative Research Commission has been
authorized by the 1977, 1979, 1981, 1983, 1985, 1987, 1989, and
1991 General Assemblies to conduct a study of the revenue laws of
North Carolina; and

Whereas, since 1977 the committee appointed by the
Legislative Research Commission to study the revenue laws has
recommended many changes in the revenue laws in the committee’s
attempt to improve these laws; and

Whereas, the Revenue Laws Study Committee has proved to
be an excellent forum for both taxpayers and tax administrators
to present their complaints about existing law and make
suggestions to improve the law;

Now, therefore, be it resolved by the House of Representatives,

the Senate concurring:

Section 1. The Legislative Research Commission 1is
authorized to study the revenue laws of North Carolina and the
administration of these laws. The Commission may review the
State’s revenue laws to determine which laws need clarification,
technical amendment, repeal, or other change to make the laws
concise, intelligible, easy to administer, and equitable. When
the recommendations of the Commission, if enacted, would result
in an increase or decrease in State tax revenues, the report of
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the Commission shall include an estimate of the amount of the
increase or decrease.

Sec. 2., The Commission may call upon the Department of
Revenue to cooperate with it in its study of the revenue laws.
The Secretary of Revenue shall ensure that the Department’s staff
cooperates fully with the Commission.

Sec. 3. The Commission shall make a final report of its
recommendations for improvement of the revenue laws to the 1995
General Assembly and may make an interim report to the 1994
Session of the 1993 General Assembly.

Sec. 4. This resolution is effective upon ratification.
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Explanation of Proposal 25

This joint resolution simply authorizes the Legislative Research Commission to
continue to study the revenue laws of this State. The resolution gives the study of the
revenue laws a broad scope and permits the Commission to make an interim report to
the 1994 Session of the 1993 General Assembly and a final report to the 1995 General
Assembly on the results of its study of the revenue laws.
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CHAPTER 754 '
SENATE BILL 917

AN ACT TO AUTHORIZE STUDIES BY THE LEGISLATIVE RESEARCH
COMMISSION, TO CREATE AND CONTINUE VARIOUS COMMITTEES AND
COMMISSIONS, TO MAKE APPROPRIATIONS THEREFOR, TO DIRECT
VARIOUS STATE AGENCIES TO STUDY SPECIFIED ISSUES, AND TO MAKE'
OTHER AMENDMENTS TO THE LAW.

PART I.-----TITLE . L .
Section 1. This act shall be known as "The Studies Act of 1991."

PART I1.-----LEGISLATIVE RESEARCH COMMISSION

Sec. 2.1. The Legislative Research Commission may study the toplcs listed
below. Listed with each topic is the 1991 bill or resolution that originally proposed the -
issue or study and the name of the sponsor. The Commission may consider the ongmal
bill or resolution in determining the nature, scope, and aspects of the study. The topics
are:

(1) Revenue Laws and the Administration of these Laws, including
reviewing the State’s revenue laws to determine which laws need
clarification, technical amendment, repeal, or other change to make
the laws concise, intelligible, easy to administer, and equitable--study
continued (H.J.R. 7 - Lilley),

(2) Medical Malpractice Claims Arbitration -- study continued (H.B. 120 -
Robinson, S.B. 65 - Sands),

(3) Surface Water Issues, including consumpnve uses of water and the
effect of such uses on the State’s water resources, other present and
projected uses of water, impoundments, and water resources
management--study continued (H.J.R. 127 - Payne, S.J.R. 85 -
Block),

(4) State Parks and Recreatlon Areas——study continued (H.B. 141 - N.J.
Crawford),

(5) Homeless Persons--study continued (H.J.R. 164 - Lutz),

(6) Worker Training Trust Fund--study continued (H.B. 170 - James, S.B.
203 - Raynor),

(7) Impact of National Developments within the North Carolina
Depository Institutions Industry (H.B. 177 - Brubaker),

(8) Department of Transportation Condemnation Practices and
Procedures, including the determination of land to be (aken. the
negotiations with the owner, "quick take” procedures, bringing the
condemnation action in court, the compensation, and the award of
interest paid on the compensation award (H.B. 261 - Gamble),

(9)  Education and Training of Nurses and Shortage of Nurses (H.B. 312 -
Nesbitt, S.B. 276 - Daniel),

(10) Horse Racing in North Carolina, including its economic and societal
impacts, the benefits to the agribusiness industry in the State, potential
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(1

(12)

(13)
(14)
(15)

(16)

(17)
(18)
(19)
(20)
2D
(22)

(23)
(24)

(25)
(26)
27)
(28)
29
(30)

3h
(32)

taxes and fees that could be collected, methods for regulation, and
other related issues (H.B. 341 - James, S.B. 917 - Martin of
Guilford),

Effectiveness and Efficiency of the Public Health System’s Delivery of
Health Services to the Citizens of the State -- study continued (H.B.
476 - Payne, S.B. 367 - Walker, S.B. 407 - Walker),

All Issues, Including Insurance Coverage, Relating to Individual,
Personal Liability of State Personnel for Official Acts (H.B. 509 -
Flaherty),

Alternative Approaches to Deal with Discrimination in Employment
(H.B. 555 - Kennedy),

Information on the Financial Soundness of Financial Institutions (H.B.
580 - Gamble),

Turfgrass and Forage Assessment, including the issue of allowing
producers and others in the industry to levy upon themselves an
assessment for the purpose of generating funds for research and
educational activities relating to the use of turfgrass and forage (H.B.
633 - James, S.B. 702 - Murphy),

Financial Institutions, including regulations and taxes applicable to
commercial banks, savings institutions, and credit unions (H.J.R. 696 -
Gamble),

Public Transportation (H.J.R. 700 - Hurley),

Governor's Powers (H.J.R. 731 - James),

Crop Depredation Caused by Wildlife such as Deer and Bear (H.J.R.
732 - James),

Boating and Water Safety (H.B. 834 - Brawley),

Transfer of the Soil and Water Conservation Division of the
Department of Environment, Health, and Natural Resources to the
Department of Agriculture (H.J.R. 856 - James),

Transfer of the Forest Resources Division of the Department of
Environment, Health, and Natural Resources to the Department of
Agriculture (H.J.R. 857 - James),

Use of Prison Inmates (H.J.R. 867 - Albertson).

Regulation of Temporary and Other Employment Agencies; Consumer
Protection Issues; Licensing Boards (H.J.R. 917 - Wainwright, H.B.
284 - Hasty, H.B. 154 - Holmes),

Workers’ Compensation for Farm Workers (H.B. 952 - Hackney),
Inequities in the Salaries of Equally Qualified Minorities, Females,
and Nonminority Males within Occupational Categories in State
Employment (H.B. 957 - Fitch, S.J.R. 839 - Martin of Guilford),
Glass and Plastic Beverage Container Deposits and Refunds (H.B.
1007 - Gottovi),

Amortization of Nonconforming Uses of Property (H.B. 1009 - S.
Hunt),

Ways to Promote the Conservation of Energy and the Use of
Renewable Energy Sources in Residential. Commercial. Industrial. and
Public Facilities (H.J.R, 1021 - Luebke. S.J.R. 789 - Plexico).

Rights of Victims of Crime (H.B. 1033 - Grady),

Prehospital Emergency Cardiac Care (H.J.R. 1051 - Green),
Promoting the Development of Environmental Science and Bridging
Environmental Science and Technology with Public Policy Decision
Making (H.B. 1070 - Woodard),
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(33)
(34)

(35)

(36)
(37

(38)
39

(40)

4D
(42)

(43)
(44)

(45)
(46)

(47)
(48)
(49)

(50)
(D

(32)

(53)
(54)
(55)
(56)
(57)
(58)
(59)

(60)
(61)
(62)

Economic Development and Revitalization of Downtowns (H.J.R.
1083 - Hasty),

Methods to Increase the Developmental Lending Capacity of Financial
Institutions to Strengthen Low and Moderate Income Communities
(H.B. 1084 - McAllister),

Hazardous Waste Treatment and Disposal--study continued, (H.J.R.
1095 - Hightower),

Feasibility of Toll Roads (H.B. 1098 - Bowman),

Basic Civil Rights of Law Enforcement Officers (H.J.R. 1130 -
Miller),

Statewide Comprehensive Planning (H.J.R. 1157 - Hardaway),

Length of the School Year and Compulsory School Attendance Ages
Issues (H.B. 1186 - Rogers),

Management of Hazardous Materials Emergencies and Establishment
of Regional Response Teamns (H.B. 1210 - Flaherty, S.B. 922 -
Martin of Pitt), '

Firefighter Benefits, including retirement, death, and disability (H.J.R.
1211 - Fitch),

Railroads--study continued, including the present condition of the rail
transportation system, the future of railroads, rail revitalization, and
rail corridor preservation (H.J.R. 1226 - Abernethy, S.J.R. 906 -
Block),

Uniform Administration of All County Register of Deeds Offices (H.B.
1232 - Buchanan),

Transfer of the Health Divisions from the Department of Human
Resources to the Department of Environment, Health, and Natural
Resources (H.J.R. 1280 - Jeralds),

Regulation of Aerial Application of Pesticides (H.J.R. 1289 - James),
Minority Tourism Proposal, including ways to encourage minorities to
visit the State for the purposes of tourism, conferences, and
conventions (H.J.R. 1292 - Hardaway),

Annexation Laws (H.J.R. 1295 - Decker),

Pay Plan for State Employees,

Development of a State Strategy for the Protection of All Groundwater
Resources -- study continued (S.J.R. 13 - Tally),

Physical Fitness Among North Carolina Youth (S.B. 15 - Tally),

Solid Waste and Medical Waste Management -- study continued,
including the use of incineration, particularly the use of mobile
incinerators, as a method of treatment (S.J.R. 143 - Tally),

Advance Disposal Fees Used To Promote Nonhazardous Solid Waste
Reduction and Recycling (S.B. 229 - Odom).

Public School Administrators (S.B. 441 - Perdue),

Motor Vehicle Towing and Storage (S.B. 687 - Sands),

Revision of the Arson Statutes (S.J.R. 736 - Sands).

Tourism’s Growth and Effect -- study continued (S.B. 819 - Warren).
Emergency Medical Services Act of 1973 (S.J.R. 902 - Speed).

State Correctional Education (S.B. 945 - Carter).

State Emergency Management Program. including natural hazards,
recovery operations for Presidential or Gubernatorial declared
disasters, and catastrophic hazards (S.J.R. 946 - Basnight),

Law Enforcement Issues (S.J.R. 955 - Perdue),

Teacher Leave (H.B. 334 - Bowman).

North Carolina Air Cargo Airport Authority (S.B. 649),
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(63)

(64)
(65)

Licensure of Radiologic Technologists as requested in the Final
Assessment Report on Senate Bill 738 by the Legislative Committee
on New Licensing Boards,

Sales Tax Impact on Merchants, including the effects of the short
notice time for the implementation of the 1991 sales tax increase, and
Methods to Improve Voter Participation.

Sec. 2.2. Child Day Care Issues (H.B. 1062 - Easterling). The Legislative
Research Commission may study the issue of child day care. The study may focus its
examination on the issues related to child day care as they relate to availability,
affordability, and quality of child day care in North Carolina, including:

(h

)

(3

Prior recommendations of other study commissions which have
reviewed child day care services since 1980 and an assessment of
compliance with these recommendations;

The advantages and costs associated with measures to improve the
quality of day care, including lowering staff/child ratios, enhancing
day care teacher credentialing, improving training of day care
teachers, and improving the salaries of all day care workers;

Measures to enhance the availability and affordability of day care in
currently underserved areas of the State, especially rural communities;
Ways to maximize the positive impact on North Carolina’s child day
care providers and resource and referral networks from the availability
of federal funds under the Child Care Block Grant;

The implementation of the Govemor’'s Uplift Child Day Care
initiative;

The current statutory regulation of child day care and the procedures
used to develop policies and rules under the current structure; and

The relationship between child day care services offered by for-profit
and nonprofit, public and private, day care providers to other potential
sources of child care and child development services including Head
Start programs and North Carolina’s public schools, with a view
toward developing a unified State policy for funding and delivery of
all early childhood development services.

Sec. 2.3. Beach and FAIR Plans Study (Basnight, Block). The Legislative
Research Commission may study the North Carolina Insurance Underwriting
Association and its operation of the Beach Plan, which was authorized by Article 45 of
Chapter 58 of the General Statutes to provide an adequate market for essential property
insurance in the beach area of North Carolina; and the underwriting association of the
FAIR Plan and its operation of the FAIR Plan, which was authorized by Article 46 of
Chapter 58 of the General Statutes to facilitate the issuance of basic property insurance
to encourage the improvement of properties considered to be high risk. The study, if
undertaken. may include the following:

(1)

(2)
(3)

(4)

The operating procedures and operating plans of the Beach Plan and
the FAIR Plan;

How the Beach Plan and the FAIR Plan effect coverage

The types of coverage offered. including coverage for wind and hail
damage, by the Beach Plan and the FAIR Plan. and coverage
availability and cost; and

Whether the operations of the Beach Plan and the FAIR Plan are
fulfilling the purposes of the plans. as stated in their statutory
authorizations.

Sec. 2.4. North Carolina Indian Cultural Center Study (Martin of Guilford,
Parnell). The Legislative Research Commission may study the issue of developing the
North Carolina Indian Cultural Center in Robeson County. This study may include:
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(1) The purpose of and need for the North Carolina Indian Cultural
Center and the history of its development up to the current time;

(2) ldentification of the barriers to the Center’s development, the impact
of those barriers, and methods for overcoming those barriers;

(3) Examination of various models of similar centers to determine if those
models are adaptable to circumstances in North Carolina;

(4) Determination of the direct and collateral benefits to be derived from
this project and to whom those benefits accrue; and

(5) Any related issues the committee deems appropriate.

Sec. 2.5. Lobbyist Regulation Study (Odom). The Legislative Research
Commission may study the implementation of House Bill 89, if ratified. The study, if
undertaken, may include the following issues:

(1)  Whether additional changes should be made in Article 9A of Chapter

120 of the General Statutes concerning lobbying and lobbyists;

(2)  Whether the law governing lobbying and lobbyists should be expanded
to cover lobbying of the executive branch, including administrative
agencies, boards and the Council of State; and

(3) Lobbying in the General Assembly by State departments, agencies,
boards, local governments, or other organizations.

Sec. 2.6. Governmental Ethics Study (S.B. 259 - Daniel). The Legislative

Research Commission may study the advisability of, by law, adopting or authorizing
the adoption of ethical codes for State and local govemmental officials and employees
in North Carolina. If the study is undertaken, the Commission may investigate:

(1) The strengths and weaknesses of the present systems of helping to
insure ethical conduct for administrative officials and employees at the
State and local level;

(2)  Whether a single agency should be estabhshed to coordinate the State
and local efforts at insuring ethical administrative conduct, or whether
local government units should have a separate mechanism or
mechanisms to accomplish this end;

(3) If coordinating agency or agencies should be created or authorized:

a. The agency or agencies’ duties and powers, including the
authority to create codes of ethics for those officials and
employees, and to advise those affected on the conformity of
conduct to those codes;

b. Adequate standards on which to base these codes;

c. The public officials and employees who should be subject to the
jurisdiction of the agency or agencies;
d. The sanctions, if any, which should attend the violation of an

established ethical code; and

(4) Whether the present criminal law is ‘adequate to cover grossly

offensive unethical conduct.

Sec. 2.7. Committee Membership.  For each Legislative Research
Commission Committee created during the 1991-93 biennium. the cochairs of the
Commission shall appoint the Committee membership.

Sec. 2.8. Reporting Dates. For each of the topics the Legislative Research
Commission decides to study under this act or pursuant to G.S. 120-30.17(1), the
Commission may report its findings, together with any recommended legislation, to the
1992 Regular Session of the 1991 General Assembly or the 1993 General Assembly, or
both.

Sec. 2.9. Bills and Resolution References. The listing of the original bill or
resolution in this Part is for reference purposes only and shall not be deemed to have
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incorporated by reference any of the substantive provisions contained in the original bill
or resolution.

Sec. 2.10. Funding. From the funds available to the General Assembly, the
Legislalive Services Commission may allocale additional monies to fund the work of the
Legislative Research Commission.
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HOUSE JOINT RESOLUTION 7

Sponsors: Representatives Lilley, Abernethy, Brawley, Hasty; and Warner.

Referred to: Rules.

February 4, 1991

A JOINT RESOLUTION AUTHORIZING THE LEGISLATIVE RESEARCH
COMMISSION TO CONTINUE TO STUDY THE REVENUE LAWS OF
NORTH CAROLINA. :

Whereas, the Legislative Research Commission has been authorized by
the 1977, 1979, 1981, 1983, 1985, 1987, and 1989 General Assemblies to conduct a
study of the revenue laws of North Carolina; and

Whereas, since 1977 the committee appointed by the Legislative Research
Commission to study the revenue laws has recommended many changes in the
revenue laws in the committee’s attempt to improve these laws; and

Whereas, the Revenue Laws Study Committee has proved to be an
excellent forum for both taxpayers and tax administrators to present their complaints
about existing law and make suggestions to improve the law;

Now, therefore, be it resolved by the House of Representatives, the Senate

concurring:

Section 1. The Legislative Research Commission is authorized to study
the revenue laws of North Carolina and the administration of these laws. The
Commission may review the State’s revenue laws to determine which laws need
clarification, technical amendment, repeal, or other change to make the laws concise,
intelligible, easy to administer, and equitable. When the recommendations of the
Commission, if enacted, would result in an increase or decrease in State tax revenues,
the report of the Commission shall include an estimate of the amount of the increase
or decrease.

Sec. 2. The Commission may call upon the Department of Revenue to
cooperate with it in its study of the revenue laws. The Secretary of Revenue shall
ensure that the Department’s staff cooperates fully with the Commaission.
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GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1991

1 Sec. 3. The Commission shall make a final report of its recommendations
2 for improvement of the revenue laws to the 1993 General Assembly and may make
3 an interim report to the 1992 Session of the 1991 General Assembly.

4 Sec. 4. This resolution is effective upon ratification.

House Joint Resolution 7
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STATE OF NORTH CAROLINA
LEGISLATIVE RESEARCH COMMISSION
STATE LEGISLATIVE BUILDING
RALEIGH 27611

21-DEC-92
MEMORANDUM
TO: Revenue Laws Study Committee
FROM: Myra M. Torain and Martha H. Harris

SUBJECT: Bills Recommended to the 1992 Regular Session by the
Revenue Laws Study Committee

The following is a summary of the disposition of bills that were
recommended by the Revenue Laws Study Committee to the 1991
General Assembly, 1992 Regular Session. The majority of the
committee’s recommendations became law. Of the 16 proposals, 14
were enacted in whole or in part. Of the remaining two bills,
one failed on second reading and the other one remained in
committee.

Legislative Proposal 1: Enacted.

House Bill 1326, AN ACT TO UPDATE THE REFERENCE TO THE INTERNAL
REVENUE CODE USED TO DETERMINE CERTAIN TAXABLE INCOME AND TAX
EXEMPTIONS, was introduced by Representative Gamble and ratified
as Chapter 922 of the 1991 Session Laws.

Legislative Proposal 2: Enacted.

House Bill 1324, AN ACT TO CLARIFY THE STATUTES GOVERNING INCOME

TAX RETURNS AND TAX FILING EXTENSIONS AND TO AUTHORIZE THE
SECRETARY OF REVENUE TO ALLOW PAPERLESS TAX FILING EXTENSIONS AND
ELECTRONIC FILING OF INCOME TAX RETURNS, was introduced by
Representative Gamble and, after some modifications, was ratified
as Chapter 930 of the 1991 Session Laws.

Legislative Proposal 3: Enacted.

House Bill 1325, AN ACT TO MAKE CONFORMING CHANGES TO THE

CORPORATE INCOME TAX ON UNRELATED BUSINESS INCOME OF EXEMPT
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CORPORATIONS, was 1introduced by Representative Gamble and
ratified as Chapter 921 of the 1991 Session Laws.

Legislative Proposal 4: Enacted.

House Bill 1350, AN ACT TO MARKE TECHNICAL AND ADMINISTRATIVE
CHANGES RELATING TO PROPERTY TAXES ON MOTOR VEHICLES, was
introduced by Representative Kerr and, after some modifications,
was ratified as Chapter 961 of the 1991 Session Laws.

Legislative Proposal 5: Enacted.

House Bill 1321, AN ACT TO MAKE TECHNICAL AND CLARIFYING CHANGES
TO THE REVENUE LAWS AND RELATED STATUTES, was introduced by
Representative Gamble and, after some modifications, was ratified
as Chapter 1007 of the 1991 Session Laws.

Legislative Proposal 6: Enacted.

Senate Bill 1015, AN ACT TO RELIEVE A SELLER WHO SELLS PROPERTY
UNDER A CERTIFICATE OF RESALE OF THE BURDEN OF PROVING THAT THE
SALE WAS FOR RESALE AND TO PROVIDE A PENALTY FOR A PURCHASER WHO
MISUSES A CERTIFICATE OF RESALE, was introduced by Senator Winner
and ratified as Chapter 914 of the 1991 Session Laws.

Legislative Proposal 7: Enacted.

Senate Bill 1012, AN ACT TO REINSTATE TWO SALES TAX PROVISIONS
THAT WERE INADVERTENTLY DELETED IN PRIOR LEGISLATION AND TO
PROVIDE THAT COMPUTER ACCESS CHARGES ARE NOT TANGIBLE PERSONAL
PROPERTY, was introduced by Senator Winner. The part of the bill
relating to computer access charges was not in the original
proposal; it was added when the bill was in the House. As
expanded, the bill was ratified as Chapter 949 of the 1991
Session Laws.

Legislative Proposal 8: Enacted.

House Bill 1322, AN ACT TO INCREASE THE AMOUNT OF BEER A MINI-
BREWERY CAN SELL TO CONSUMERS AT THE BREWERY AND TO MAKE CHANGES
TO THE ALCOHOLIC BEVERAGE LAWS, was introduced by Representative
Gamble and, after numerous modifications relating to the
alcoholic beverage laws, was ratified as Chapter 920 of the 1991
Session Laws.




Legislative Proposal 9: Enacted in part.

Senate Bill 1014, AN ACT TO REVISE THE CATEGORY OF SPECIAL MOBILE
EQUIPMENT, TO ESTABLISH A UNIFORM REGISTRATION FEE FOR SPECIAL
MOBILE EQUIPMENT, AND TO ALLOW SPECIAL MOBILE EQUIPMENT TO TOW
CERTAIN VEHICLES, was introduced by Senator Winner, and after
some modifications, was ratified as Chapter 1015 of the 1991
Session Laws. Part of the original proposal, which would have
made mobile classrooms and mobile offices subject to sales tax
rather than highway use tax, was not enacted.

Legislative Proposal 10: Enacted.

House Bill 1320, AN ACT TO CLARIFY THAT THE SCRAP TIRE DISPOSAL
TAX DOES NOT APPLY TO NEW TIRES PLACED ON NEWLY MANUFACTURED
VEHICLES, was introduced by Representative Gamble and, after the
effective date was changed to July 15, 1992, was ratified as
Chapter 867 of the 1991 Session Laws.

Legislative Proposal 11: Enacted.

Senate Bill 1011, AN ACT MAKING TECHNICAL AND OTHER CHANGES TO
THE FUEL TAX LAWS, was introduced by Senator Winner and after two
provisions were added, was ratified as Chapter 913 of the 1991
Session Laws.

Legislative Proposal 12: Failed.

Senate Bill 1013, AN ACT TO ENSURE THAT THE AMOUNT OF A BOND
FILED AS A CONDITION OF APPEALING A TAX DECISION TO COURT IS
ADEQUATE TO COVER ANY LIABILITY DETERMINED ON APPEAL, was

introduced by Senator Winner and passed the Senate, but failed on
second reading in the House.

Legislative Proposal 13: Enacted.

Senate Bill 1016, was introduced by Senator Winner as AN ACT TO
CONVERT THE SECURITY DEALER PRIVILEGE LICENSE TAX FROM A TAX
BASED ON THE NUMBER OF OFFICES FROM WHICH SECURITIES ARE SOLD TO
A TAX ON EACH INDIVIDUAL WHO SELLS SECURITIES, THEREBY TREATING
SELLERS OF SECURITIES THE SAME AS OTHER PROFESSIONALS. The bill
was revised to instead repeal the privilege license tax on
security dealers and was ratified as Chapter 965 of the 1991
Session Laws, AN ACT TO REPEAL THE PRIVILEGE LICENSE TAX ON
SECURITY DEALERS, TO INCREASE THE REGISTRATION FEE FOR SECURITY
SALESMEN, AND TO MAKE TECHNICAL CHANGES.




Legislative Proposal 14: Enacted.

Senate Bill 1009, AN ACT MAKING TECHNICAL AND ADMINISTRATIVE
CHANGES TO THE LICENSE AND EXCISE TAX LAWS, was introduced by
Senator Winner and after some modifications, was ratified as
Chapter 955 of the 1991 Session Laws.

Legislative Proposal 15: Enacted.

House Bill 1323, AN ACT TO REPLACE THE AUTHORITY OF COUNTIES TO
RETAIN THEIR COSTS IN COLLECTING THE STATE’S SHARE OF THE DEED
STAMP TAX WITH THE AUTHORITY TO RETAIN A FIXED PERCENTAGE OF THE
REVENUE FORM THAT TAX, was introduced by Representative Gamble.
The bill was revised to change the percentage of the tax that
counties may retain from 7/10 of 1% to 2% and to provide that
counties must remit tax proceeds to the State quarterly rather
than monthly. The bill was ratified as Chapter 1019 of the 1991
Session Laws.

Legislative Proposal 16: Failed.

Senate Bill 1010, AN ACT TO AUTHORIZE THE DEPARTMENT OF REVENUE
TO ALLOW OR REQUIRE PAYMENT OF TAXES BY ELECTRONIC FUNDS
TRANSFER, was introduced by Senator Winner and received a
favorable report from Senate Finance. The bill was re-referred
to Senate Appropriations, however, where it remained.
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Request for Proposals
Title: Comparative Study of Bank Taxation in Selected States
Issue Date: October 28, 1992

Issuing Agency: North Carolina General Assembly
Legislative Services Commission
Revenue Laws Study Committee
100 Legislative Office Building
300 N. Salisbury Street
Raleigh, NC 27611

Proposals must be submitted to the issuing agency at the above
address by 5:00 p.m., November 23, 1992.

Direct Inquiries to: Martha H. Harris
Legislative Drafting Division
100 Legislative Office Building
Raleigh, NC 27611
Telephone (919) 733-6660
Facsimile (919) 733-3113

A pre-proposal conference is scheduled for 10:00 a.m., November
10, 1992, Room 1425, State Legislative Building, 16 Jones Street,
Raleigh, North Carolina. ATTENDANCE IS A REQUIRED PREREQUISITE
TO OFFERING A PROPOSAL.

Anticipated key dates associated with the proposal are as
follows:

RFP Mailed to Vendors ....... October 28,71992

Pre-proposal Conference ..... November 10, 1992
Proposals Due ......cccvvesen November 23, 1992
Award Contract ......... wee... November 30, 1992

Submit Complete Study Report. January 4, 1993

I. INTRODUCTION

The Revenue Laws Study Committee 1is seeking a consultant to
perform a study of selected issues 1in state taxation of
corporations engaged in the banking business. The study seeks to
determine whether North Carolina’s tax structure that applies to
banking corporations imposes a tax burden comparable to that of
other states in the Southeast and other states that impose an
income tax on banking corporations. The study also seeks to
determine how North Carclina’s income tax deduction/exclusion
allowed to banking corporations for interest expenses incurred in
generating tax-exempt income affects the tax burden on these
corporations. For the purpose of this study, the terms
"corporation engaged in the Dbanking business" and T"banking
corporation" mean a financial institution as defined in section
265(b) of the Internal Revenue Code.
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The study will require an analysis of the tax laws applicable to
banking corporations in several states and an analysis of the
fiscal impact of these 1laws on typical hypothetical banking
corporations, as described in detail below. The consultant’s
report will include a nontechnical description of the methodology
used to produce the fiscal analyses.

The projected deadline for completion of the study is January 4,
1993. The results of the study will be provided in writing; the
consultant will also be asked to present the results of the study
in person to a committee of the General Assembly and to answer
questions.

I1. BACKGROUND

Representative John R. Gamble, Jr. introduced House Bill 1355
during the 1992 Session of the 1991 General Assembly. Part of
the effect of House Bill 1355 would have been to eliminate a
special rule that effectively excludes from state income taxation
a banking corporation’s interest expenses incurred in generating
tax—exempt income. The bill would have modeled the state’s rule
regarding taxation of a financial institution’s expenses
allocable to tax-exempt interest on the federal rule provided in
section 265(b) of the Internal Revenue Code.

House Bill 1355 was debated by the House Finance Committee and
was referred to the Revenue Laws Study Committee for study and

recommendations. There are a number of questions that the
Revenue Laws Study Committee wants to have answered to enable it
to evaluate the merits of House Bill 1355. Background materials

on House Bill 1355 are available for review by appointment at the
issuing agency office.

III. PROJECT DESCRIPTION

The study will answer the following questions:

QUESTION 1. Outline and summarize the state taxes that apply to
corporations engaged in the banking business in North Carolina,
Florida, Georgia, South Carolina, Tennessee, Texas, and Virginia.
List each state tax separately, itemizing the rate, the base, and
any caps or tax preferences that reduce 1liability. Give
citations to relevant statutes. Do not include the sales tax,
but do include income taxes, share taxes, excise taxes, franchise
taxes, intangibles taxes (whether state or 1local), and any tax
specifically applicable to banks. The ad valorem tax on real
property and tangible personal property should not be included.
To the extent possible, state the number of banking corporations
paying each tax and the total revenue derived from banking
corporations under each tax for the most recent year for which
data is available.

QUESTION 2. Make a comparison of the state tax burden on typical
hypothetical corporations engaged in the banking business in
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North Carolina, Florida, Georgia, South Carolina, Tennessee,
Texas, and Virginia. Evaluate each state tax separately.
Compare differences in how hypothetical small, medium, and large
corporations are affected. More than one hypothetical structure
within each size range, designed 1in consultation with the
contract administrator, may be necessary to adequately
demonstrate the comparative tax burdens.

QUESTION 3. Of the 50 states, list all that impose an income tax
on banking corporations. Give <citations to the relevant
statutes. Identify those that impose a tax indirectly measured
by income, including income from federal obligations. State the
rate of tax. Of the states that impose an income tax, identify
those that allow a deduction for (or otherwise exclude from
taxation) interest expenses incurred in generating tax-exempt
interest income. Describe the extent of the deduction allowed.

QUESTION 4. Compare the effective State income tax rate on book
income (financial earnings) of typical hypothetical banking
corporations (small, medium, and large) in North Carolina and ten
of the other states that impose an income tax on banking
corporations. The ten states will be selected by the contractor
subject to approval of the contract administrator. Calculate and
compare the effective excise tax rate on book income (financial
earnings) of the same typical hypothetical banking corporations
in Tennessee.

QUESTION 5. Conduct the same comparisons as in questions 2 and 4,
but assuming House Bill 1355 were enacted in North Carolina, so
that banking corporations could not deduct (or otherwise exclude
from State income tax) interest expenses incurred in generating
tax-exempt income.

QUESTION 6. Determine the impact on North Carolina income tax
liability of the deduction/exclusion by banking corporations of
interest expenses incurred in generating tax-exempt income.
Demonstrate by mathematical formula and by example the extent to
which the current law allows a banking corporation to eliminate
its taxable income by investing a certain minimum percentage of
its assets in tax-exempt obligations. Form a conclusion, if
possible, of the extent to which the exclusion from taxation of
these expenses allocable to tax-exempt income is resulting in the
avoidance of income tax by banking corporations in this state or
in any other state. State the basis for your conclusions.
Describe any other relevant issues or conclusions raised by the
study.

IV. VENDOR RESPONSIBILITIES AND QUALIFICATIONS

The selected consultant must plan, organize and conduct the
study. Vendors submitting proposals must do the following:
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(A) work Plans - Prepare detailed work plans that describe the
course of action for completing the project, explain how the
project will be conducted, and elaborate upon the understanding
of the project and scope of work.

(B) Nature of Services - Discuss the nature of services
proposed for the project, the complexities of the project, and
any problems anticipated.

(C) Organizational Chart - Prepare an organizational chart
which identifies key personnel and subcontractors that would
participate on this project. Include a description of

assignments and scope of work for personnel, and the scope of
work that would be assigned to subcontractors.

(D) Subcontractor Qualifications - Describe the qualifications
of each subcontractor which the consultant intends to use and the
scope of the work, the number of work hours, and the percent of
total proposed work hours that will be assigned to each of them.
Include resumes for each subcontractor’s key personnel who will
be assigned to this project.

(E) Resumes - Submit current, complete resumes for the vendor’s
project manager and key staff personnel. Include a description
of their gualifications (especially those that may be uniquely
qualified to work on this project) and a description of their
position within the vendor’'s firm and length of employment with
the firm. Key personnel identified in this proposal will be
expected to remain assigned to the project for its duration. The
firm/team should consist of members, with graduate 1level
education, experience in economic and statistical analysis, and
experience in.studies of this type.

(F) Work Experience - Prepare a 1list of projects and work
experience that is similar to the work described in this proposal
or that the consultant believes would be relevant in evaluating
its capability to perform the work. A description of the firm’s
(and subcontractors’, if used) qualifications, background, and
experience that makes the firm particularly qualified for this
project is necessary.

(G) Cost Estimate - Identify the work hours and cost estimates
for the work described in the request for proposal. These
estimates must be supported with sufficient information to allow
the issuing agency to evaluate whether the estimated 1level of
effort and total estimated cost is reasonable. The work hours
and cost estimate should be itemized with respect to the separate
guestions set out above.

(H) Schedule - Include an overall schedule of the proposed work
from the date of the notice to proceed to the date work is
completed.
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(I) Office Addresses - List office addresses and total number
of employees for the consultant (and any subcontractors used),
and the number of professional and support staff employees
located at those offices. State the length of time the offices
have been in existence at the locations specified.

V. TERMS AND CONDITIONS OF THE RESULTING CONTRACT

Following are the terms and conditions of the contract for
conducting the project. Other terms or conditions may be added
later.

(A) CONTRACT PERIOD - The term of contract shall begin at its
signing and shall end on or before January 4, 1993, wunless
extended or terminated as provided herein.

(B) TERMINATION - Upon mutual written agreement of the
Legislative Services Commission and the contractor, the contract
may be terminated at any time. Failure to perform by the
contractor may result in termination by the Legislative Services
Commission. In addition, the Legislative Services Commission
reserves the right to terminate the contract at its discretion
with 10 days written notice. In the event of termination, the
contractor will be paid an amount commensurate with the work
completed.

(C) TRANSFER OR ASSIGNMENT OF CONTRACT - The contract shall not
be transferred or assigned to a third party.

(D) EQUAL OPPORTUNITY EMPLOYMENT STATEMENT - The
nondiscrimination clause contained in Section 202 Executive Order
11246, amended by Executive Order 11375, relative to equal
employment opportunity for all persons without regard to race,
color, religion, sex, age or national origin, and the
implementing regulations prescribed by the secretary of labor,
are incorporated herein.

The program for Employment of the Handicapped (Affirmative
Action) Regulations issued by the Secretary of Labor of the
United States in Title 20, Part 741, Chapter VI, Subchapter "C"
of the Code of Federal Regulations, pursuant to the provisions of
Executive Order 11758 and Section 503 of the Federal
Rehabilitation Act of 1973 are incorporated herein.

(E) INSURANCE - The contractor shall obtain, pay for, and keep
in force Worker’s Compensation Insurance, as required by the laws
of North Carolina, covering all of the contractor’s employees
engaged in any work on this project.

(F) PAYMENT - Payment for all work will be made on a weekly
basis as the project progresses within 30 days following receipt
of invoices from the contractor and approval of progress by the
Cochairs of the Revenue Laws Study Committee. Payments will be
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tied to services performed in accordance with the work plan
submitted.

(G) COST - The resulting contract between the Legislative
Services Commission and the selected vendor will not be a time
and materials type of agreement; therefore, any time and/or
expense needed to complete the project successfully above those
costs stated in the cost proposal must be the sole responsibility
of the vendor.

VI. INSTRUCTIONS FOR VENDORS

(A) Proposal Requirements

Proposals must be submitted in two separate, sealed packages, one
labeled "Technical Proposal" and the other "Cost Proposal". Each
original must be signed and dated by an official authorized to
bind the firm. Two original-signature copies are required in
addition to ten extra copies. Proposals must be received at the
issuing agency’s office by 5:00 p.m. November 23, 1992. Vendors
must submit the name, address, and telephone number of the
individuals with authority to bind the firm and answer questions
about the proposal.

(B) Pre-proposal Conference

A pre-proposal conference for all potential vendors will be
conducted in Room 1425 of the State Legislative Office Building
at the address listed on the cover sheet of this RFP. The
conference will be from 10:00 a.m. until 12 noon on November 10,
1992. Attendance at this conference is mandatory. Vendors are
encouraged to be prompt and to allow time for finding suitable
parking. Parking is available in the visitors section of the
state parking deck on North Salisbury Street.

All gquestions concerning this RFP may be submitted in writing
prior to the pre-proposal conference to the address indicated for
inquiries on the cover sheet of this RFP. Additional questions
may be submitted at the pre-proposal conference. A written
summary of important questions and answers will be provided by
mail after the conference to all vendors attending the pre-
proposal conference.

(C) General Conditions for Submitting Proposals
1. UNSOLICITED PROPOSAL CHANGES - Any change to a proposal

that is received after the closing date of this RFP and that is
not specifically solicited by the state, will be rejected.

2. COSTS FOR PROPOSAL PREPARATION - Any costs incurred by
vendors in preparing or submitting offers are the vendors’ sole
responsibility; the state of North Carolina will not reimburse
any vendor for any costs incurred prior to award.
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3. ELABORATE PROPOSALS - Elaborate proposals in the form of
brochures or other presentations beyond those necessary to
present a complete, effective proposal are not desired.

4., ORAL EXPLANATIONS - The Legislative Services Commission
will not be bound by oral explanations or instructions given at
any time during the competitive process or after award.

5. REFERENCE TO OTHER DATA - Only information that is
received in response to this RFP will be evaluated; reference to
information previously submitted will not suffice.

6. PROPRIETARY OR OTHER "CONFIDENTIAL" INFORMATION - Any
trade secrets or other data that the vendor does not wish
disclosed to other than state personnel involved 1in the
evaluation or contract administration will be kept confidential
if identified as described below:

Each page shall be identified in boldface at the top and bottom
as Confidential. Any section of the proposal that is to remain
confidential should, in addition, be so marked in boldface on the
title page of that section. Net cost information may not be
deemed confidential.

7. TIME FOR ACCEPTANCE - Each proposal must state that it
is a firm offer that may be accepted within a period of 180 days,
although the contract is expected to be awarded prior to that
time. .

8. EXCEPTIONS - Any exceptions to terms, conditions, or
other requirements in any part of this RFP must be clearly
pointed out in a distinct section of the appropriate Cost
Proposal or Technical proposal. Otherwise, the Legislative
Services Commission will consider that all items offered are in
strict compliance with the RFP, and the successful vendor will be
responsible for compliance.

9. FORM OF PROPOSAL - Each proposal should be submitted in
a form that, at the option of the Legislative Services
Commission, may be incorporated verbatim into a contract.

10. ADVERTISING - In submitting their proposals, the vendors
agree not to use the results therefrom as a part of any news
release or commercial advertising without prior written approval
of the Legislative Services Commission.

11. CONFIDENTIALITY OF PROPOSALS - In submitting their
proposals, the vendors agree not to discuss or otherwise reveal
their technical or <cost information to any other sources,
government or private, until after the award of the contract.
Vendors not in compliance with this provision may be
disqualified, at the option of the Legislative Services
Commission from contract award. Only discussions authorized by
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the Legislative Services Commission are exempt from this
provision.

12. RIGHT TO SUBMIT MATERIAL - All responses, inquiries, or
correspondence relating to or in reference to this RFP, and all
other reports, charts, displays, schedules, exhibits, and other
documentation submitted by the vendors will become the property
of the Legislative Services Commission.

13. COMPETITIVE OFFER — The signer of any proposal submitted
in response to this RFP thereby certifies that their proposal has
not been arrived at collusively or otherwise in violation of
federal or North Carolina antitrust laws.

14. VENDORS'’ REPRESENTATIVE — Vendors shall submit the
name, address and telephone number of the person(s) with
authority to bind the firm and answer questions or provide
clarification concerning the firm’s proposal.

VII. EVALUATION PROCESS

(A) At their option, the evaluators may request oral
presentations or discussions with any or all vendors to clarify
or amplify the material presented in any part of the proposal.
However, vendors are advised that this provision 1is not
mandatory; therefore, all proposals should be complete and
concise and reflect the most favorable terms available from the
bidders. Vendors may be required to provide copies of reports
and other pertinent documentation they have completed for similar
projects.

(B) Upon completion of the technical evaluation, the cost
proposals of those technical proposals deemed acceptable will be
removed from safekeeping and opened. The cost offered will then
become a matter of public record. Interested parties are
cautioned, however, that these costs and their components are
subject to further evaluation, and, therefore, may not be an
exact indicator of a vendor’s pricing position.

(C) Proposals will be evaluated according to the criteria
discussed below. The award of a contract to one vendor does not
mean that the other proposals lacked merit, but with all factors
considered, THE BEST SELECTED PROPOSAL WAS DEEMED TO PROVIDE THE
BEST COMBINATION OF TECHNICAL AND COST VALUES TO THE STATE OF
NORTH CAROLINA.

(D) Vendors are cautioned that this is a Request for Proposals,
not a request to contract, and the Legislative Services
Commission reserves the unqualified right to reject any or all
offers for any contract when such rejection is deemed to be in
the best interest of the State of North Carolina.

VIII. EVALUATION CRITERIA
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The co-chairs of the Revenue Laws Study Committee will select the
vendor to whom the contract will be awarded, subject to approval
of the Legislative Services Commission. The criteria for
evaluation will be: '

1. Understanding of the objectives of the project.

2. Plan for conducting the study.

3. Vendor’s background and experience in similar work.

4. staffing resources that will be assigned to the project.

5. Staff experience, project management procedures and
techniques, vendor quality assurance reviews, and other items
that will be employed to ensure the timely delivery of superior
quality products and expected results.

6. Cost.
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Transcript of Comments by Steve Glickstein, at the November
24, 1992 meeting of the Revenue Laws Study Committee

Federal Tax Treatment of Banks’ Interest Expenses Allocable
to Tax—-Exempt Income

As you mentioned, I work in the office of Chief Counsel.
I'm A Staff Assistant with the Assistant Chief Counsel for
Financial Institutions in the Treasury Department. The
division in which I work is responsible for creating the
regulations, legislative suggestions, advising our field
organizations on the enforcement of the federal tax laws with
respect to all sorts of financial institutions, banks, S &
L’s, insurance companies and regulated investment companies.
I'm here this morning really, just as was said, to talk about
generally how the federal tax deals with deductibility of
expenses of financial institutions attributable to tax-exempt
interest. I really don’'t have a particular point of view to
advance to you in considering your own legislation, and I
certainly would not want to leave here with your having the
impression that I have told you that the federal law is
perfect in its dealing with these issues because it certainly
is not. The deductibility of these expenses for financial
institutions is generally handled under Section 265 of the
Code. It provides three broad rules: The first is that no
deduction is allowed for interest expense that’s allocable to
assets that provide tax-exempt interest income. The second
is that no deduction is allowed for other items of expense
allocable to assets that provide other forms of tax-exempt
interest. The third is that no deduction is allowed for
other expenses not allocable to an asset that provides
tax-exempt interest income if the expense is not an ordinary
and necessary business expense. Section 265(a) provides a
direct tracing rule for all taxpayers; what I mean by that is
under 265(a) you’ll look to the real purpose of the expense;
you try and find out what the taxpayer’s purpose was for
incurring the expense and trace it to the asset that’s
producing the form of tax-exempt income. And if you can do
that, then under 265(a) the entire amount of that expense is
not allowed as a deduction for federal tax purposes. Section
265(b) provides a special rule for banks and other similar
financial institutions that allocates all interest expense on
a pro-rata basis between assets that provide tax-exempt
income and all other assets and then the portion of the
expense that’s allocable to the tax-exempt assets is
disallowed as a deduction on the federal return. There are a
number of reasons, both tax and economic, that have driven
the Congress to enact Section 265. From a tax standpoint,
ever since the beginning of the income tax there’s always
been viewed a potential double benefit here.
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If you have exempt interest income, that’s obviously excluded
from your federal tax computation and then if you have an
expense incurred to produce that income, instead of that
income absorbing the expense that you have incurred so that
there may be either a reduction or a loss, that deduction
that’s incurred to carry the tax-exempt asset essentially can
work as a shelter for other non-exempt income. The leverage
of borrowing can produce significant effects on taxation. 1In
1985 the House Ways and Means Committee estimated it was
possible for a bank to totally eliminate its income tax
liability by investing one-third or less in tax-exempt
obligations. 1In addition to the double tax benefit, there
are potential economic distortions in subsidies that the
deductions, as well as the tax exemptions, provide. Tax
exemption generally permits an issuer’s debt to have a lower
interest rate burden because the net yield to a purchaser
includes the tax benefit. 1In other words when a municipality
issues a bond they don’t have to issue it at a federal funds
rate because people know that the interest they are receiving
is tax exempt so that they can charge a lower rate. So to a
certain extent it reduces the burden on the issue. The
borrower then can go into the market place and borrow money
at a cheaper rate because of the tax benefits that are
available to the holder of their issue. 1If investors
purchase excessive amounts of tax-exempt securities, the
amount of capital available for investment in private
enterprise can be reduced and over the years that’s been one
concern of Congress. And finally with respect to the
problems that Congress was trying to address in the current
law under Section 265, were issues involving enforceability
in administering--how do you create a rule that’s reasonably
fair, that is, applies equally to all taxpayers, is
economically sound, and is practical to administer? And as I
go into some of the history, hopefully the explanation of
that will be apparent.

Since the earliest days of the federal income tax,
Congress created an exemption for interest on state and local
obligations; this literally goes back to the first days of
the income tax. The deduction of interest incurred to
purchase or carry tax-exempt obligations was also prohibited
at the same time. 1In the early 1900’s the restriction was
essentially a tracing rule for all taxpayers. You looked at
the purpose or the use of the borrowed funds to determine
whether the interest deduction was allowable in the case of
interest on borrowings to purchase the tax-exempt asset. As
early as the Revenue Act of 1918 the House proposed to
eliminate the restriction but the Senate refused because it
thought that borrowing to create tax-exempt income should be
discouraged because of the double tax benefit. One proposal
in 1918, I think it was for simplification purposes, was to
change the tracing rule and just have an absolute rule that
said that an interest deduction was not allowable to the
extent that you had tax-exempt income so that interest
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expense would be deductible only to the extent it exceeded
your total tax-exempt interest income. 1In 1924 Congress
considered again the question of the deductibility of
interest and other items of expense associated with carrying
tax—exempt assets and again refused to eliminate the rule; in
24 the concern was that there was excess investment in
tax-exempt instruments.

In 1934, the House considered making the restriction
tighter because the Internal Revenue Service had
administratively created an exception. That exception
applied only to banks and essentially said that in
determining what interest expense was not going to be
allowable you ignored interest paid on deposits and other
types of borrowings in the ordinary course of business of the
bank. The Senate however refused to agree to the change that
the House was suggesting because of its potential impact on
marketing the federal securities which back in the 30’s were
tax exempt themselves and were purchased primarily by
financial institutions. The Senate’s concern was that if the
general rule was modified there would be a substantial
disruption to the federal market for securities, not just the
state and local market. Although there are many significant
changes in the treatment of expenses allocable to tax—-exempt
obligations over the next several decades, the basic rule
remained the same through early 1982 and that is, with the
exception of banks, interest on debt that as a matter of fact
was used to purchase or carry tax-exempt obligations is not
deductible. This is a rule in earlier versions of Section
265 under the 1954 Internal Revenue Code. With respect to
banks, however, their business inherently involved regular
borrowing. The general rule was rarely applied to banks
because of the administrative exception that the Internal
Revenue Service had created in the mid 20’s and it carried
through through various administrative announcements right
through the 70's.

In 1982 the Tax Equity and Fiscal Responsibility Act
added sections 291(a)(3) and 291(e) to the Internal Revenue
Code. These sections created a reduction of the preference
items for banks and other financial institutions. It
disallowed 15% of a bank’s overall interest deductions based
on the ratio of a bank’s basis in tax exempt assets to its
basis in all its assets. This percentage was later raised to
20%. The rule eliminated the need for tracing unless a bank
could prove that the preference item was actually less by
tracing. The legislative history for this statute is not
very explicit. The banking industry was merely one of several
industries singled out in Section 291 in order to limit tax
benefits peculiar to certain industries.

Finally, in part of the Tax Reform Act of 1986, Congress

changed the rules in Section 265 for banks. The legislative
history cited two principle reasons for the changes: The
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first, allowing financial institutions to deduct interest
payments regardless of their tax-exempt holdings
discriminated in favor of financial institutions at the
expense of other taxpayers. The reason for this was primarily
with respect to other taxpayers, it’s been easier for the
service, to the extent that it’s easy at all, to trace the
origin of the funds used to carry tax-exempt obligations.
But in the case of a financial institution where there are
hundreds and thousands of financial transactions occurring
every day, it’s very difficult for the Internal Revenue
Service to do the tracing required by old Section 265. The
second reason was that financial institutions could
drastically reduce their tax liability under the old rules.
In '86 as part of the process of enacting the legislation,
Congress was obviously interested in various tradeoffs. The
tradeoffs involved revenue losses as well as increasing
revenue through changes such as this.

The new rule under Section 265 provides for proportional
disallowance of all interest attributable to tax exempt
obligations acquired after August 7, 1986. That date was
just selected as part of the process of enacting the Tax
Reform Act of 1986. The computation is similar to the older
Section 291 limitation from 1982. A taxpayer computes the
ratio of its average-adjusted basis in tax exempt obligations
to its average-adjusted basis for all its assets and then
multiplies that times all its interest expense. The result
is the amount of interest expense excluded from the
institution’s deductions. Section 291 was modified to apply
only to tax-exempt obligations acquired before August 7,
1986. The legislative history explains that the reason for
applying the proportional disallowance rule only to financial
institutions is the difficulty of tracing and the near
impossibility of ascribing purpose in accepting particular
deposits. Congress believed that the change in the rules
would place financial institutions on approximately equal
footing with other taxpayers. One significant limitation
that was placed on the application of the new rules, it does
not apply to designated tax-exempt bonds of qualified small
issuers, that is, state political subdivisions that don't
anticipate issuing more than $10 Million of tax-exempt
obligations during the year. The reason for the federal
small issuer exemption was concern for the potential effect
on smaller localities that depend upon local financial
institutions to buy tax-exempt obligations that finance
bonafide governmental projects.

As far as the current rules -- the administrative
problems in the federal area, first, banks and other
institutions that accept deposits from the public are subject
to this limitation. The statute does not apply to other
entities that could function as de facto banks. Perhaps in
some circumstances insurance companies and brokerage houses



may perform similar functions to a bank but under the
explicit language of the statute are not clearly covered.

As far as the securities that are affected, whether a
tax-exempt obligation is acquired after August 7, 1986 is
determined with respect to federal income tax holding period
rules that are not part of Section 265. 1In some cases the
taxpayer is required to use the holding period of a
transferor or its predecessor from whom the taxpayer acquires
tax-exempt obligations. This may occur for example in
acquisition of tax-exempt obligations as part of a tax free
corporate reorganization. Determining whether a particular
bond issue is grandfathered may not be easy for either
taxpayers or the IRS, but for both of us it’s important. If
the terms of an old tax exempt obligation are materially
modified, under Section 1001 of the Internal Revenue Code the
0ld obligation is deemed to have been exchanged for a new
obligation and the acquisition date is the date of the deemed
exchange, not the date the obligations were first purchased.
The Supreme Court recently handed down a decision this past
year, Cottage Savings vs. The Commissioner, which has created
some turmoil in the area of 1001 in the determination of what
is or is not a deemed sale and this has created some anxiety
amongst financial institutions as well as others. This is
the effect of Section 265.

I would like to just briefly explain how you allocate
interest expense to tax-exempt income because in considering
any legislation you have to figure out mechanically how to do
this, how the banks can do it on a practical level and how
anyone who reviews the returns can determine whether it’s
correct. The computation of the average adjusted basis of
tax-exempt obligations during the tax year must generally be
computed at least monthly. The average adjusted basis for
all assets of a taxpayer must generally be computed at least
quarterly. A taxpayer has the option of making the
computations more fregquently, but the taxpayer can’t use the
calculation on a less frequent basis than it used during the
prior year without the approval of the appropriate district
director. If a manipulation of assets distorts any otherwise
permissible computation, a district director may require a
different computation method. The adjusted basis of the
assets is based upon an institution’s tax books, not its
financial books and records. Under certain circumstances the
taxpayer is permitted to use an estimate for the adjusted
basis of all its assets for the first three quarters of a
taxable year. This method assumes that any changes that
occur during a taxable year occur pro-ratably whether they do
or not.

Let’s talk about some problem areas. For the federal
statute, one problem for us is how do you determine the
small issue of the prospective state and local issues? The
types of aggregation rules we will use to determine what
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issues of various governmental subdivisions will be
considered together. Under the federal rule, in order to
meet a small issuer exception involving $10 Million of bonds
you have to have a reasonable expectation or anticipation
during the year as to what exactly you are going to issue and
determining whether or not your expectation was reasonable at
the beginning of the year is perhaps a little problem for
issuers as well as the Service. What is an obligation is a
difficult problem for us. If you have a draw down

obligation that permits someone during the course of
construction to take the proceeds of the bonds periodically
instead of in a lump sum and that breaks tax years, for
federal purposes the issue is, do you consider the entire
amount issued in one year or do you consider only the amount
drawn down in the year, the amount of the security for
purposes of determining the $10 Million consumption?

Another question is how do you deal with inter-company
transactions where a parent corporation borrows funds that
are contributed to a subsidiary in order to purchase
tax-exempt bonds. So a bank sets up a subsidiary, borrows
money, then makes a capital contribution to the subsidiary,
and the subsidiary purchases the tax-exempt bonds, and then
dividends up the tax-exempt income to the parent. Those
dividends for the most part would not be taxable to the
parent under the federal tax system. Section 265 explicitly
does not have any language to deal with the situation. It
doesn’t have a related party rule where you give your
borrowed funds to someone else to buy the tax-exempt
obligations, and it doesn’t have any rule dealing with
subsidiaries. Nonetheless, we have felt we have the
authority to deal with this and have issued private letter
rulings on this matter and have aggregated the tax-exempt
obligations purchased by a subsidiary corporation with the
assets and the borrowings of the parent corporation.

How do you apply the August 7, 1986 effective date to
various hybrid financial transactions especially in the last
ten years banks as well as other financial intermediaries
have become very creative in their forms of doing business,
hedging their risks and their overall operations. And the
problem is how do you recognize what is debt or an expense
allocated to a particular tax-—-exempt instrument. That is a
very serious problem for us. Related to that is a question
of allocation between principal and interest. Before the
80’s, under federal rules, taxpayers were very free to
allocate payments under a debt instrument between principal
and interest, it was possible perhaps to allocate all early
payments to principal and all late payments to interest or
all early payments to interest and all late payments to
principal. Well if you are trying to trace or allocate
interest expense to tax exempt obligations, the question is
how you determine the taxpayer’s allocation of principal and
interest on its borrowings to carry its assets. To a greater
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extent this has been solved in the federal law with the
implementation of the original issue discount rules which,
for the most part, ignore taxpayers’ allocations between
amounts that they may call (in the debt instrument or by
contract) interest or principal, and objectively compute the
annual interest associated with an instrument. But as with
many solutions under the federal tax law it’'s far from
perfect and one reason it’s far from perfect is because of
the doubt about exactly how those rules apply to various
hybrid financial instruments.

Another problem deals with the adjusted basis
calculation under Section 265. Banks regularly adjust their
basis in the assets whether or not they dispose of them
because they take charge-offs for bad debts. They have
several problems to deal with in that respect: one is the
Internal Revenue Service and the other would be the bank
regulators. The bank regulators like to see them charge off
a certain amount of bad debts under their rules and we had
separate rules until recently - very separate rules. Now
the two sets of rules are going to be a little more
consistent. It may well be that there is a tension in the
normal operation of a bank in trying to figure out what is
the appropriate charge-off for an asset. 1It’s far from a
scientific certainty as to how you do it, but on the one hand
if the regulators force you to charge off your assets in one
direction, under 265 you may not have a proper interest
allocation that would give you the right deduction for your
items of expense. And it could go either way; you could get
either excess deduction or an insufficient deduction based
upon the real economics of how the institution operates.
From the standpoint of the federal rule, I guess in the
current parlance in Washington, we would use a rough justice
approach—--that 265 in its current pro-rata allocation rule
makes it relatively easy at least for a financial institution
to figure out how to allocate the amount of disallowed
interest and expense.

Another potential problem involves just overall timing
of the interest income and expense. The rules with respect
to when you take an item into income under the federal tax
law and when you take a deduction for an item under the
federal tax law are not necessarily the same although
virtually all banks, not every bank, is on the accrual method
of accounting. The rules are not necessarily clear in all
cases as to when you take deductions or include things in
income. So as a result of either through in advertance or
for planning purposes it may be possible to have an effect on
the allocation under 265 just based upon the normal tax
planning that goes into the timing of inclusion of items of
income and expense on a tax return.

So essentially what it comes down to here is that in 86
the Congress has adopted what's really essentially a rule of
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convenience, I mean the bottom line I think for the federal
rule is that by ’86 after decades and decades of trying to
deal with the issue everyone just decided that one, with
respect to financial institutions, they didn’t think it was
reasonable to totally ignore their interest expense in
looking at their tax-exempt income. And two, the tracing was
really an impossibility; the service as a practical matter
determined that back in the 20’s, and Congress knew that back
in the 20’'s, considered over decades changing the law and
didn’t until they finally came up with pro-rata allocation in
'86. We have not issued many regulations or written guidance
on it. There are some controversies ongoing with respect to
265 and financial institutions. Some of these will be
resolved, I'm sure, by further rulings and regulations.
Others will eventually see their way into the Courts, but by
and large it’s not been an area since enactment that’s had an
overwhelming amount of controversy associated with it. And I
think the reason I can say that is just from the standpoint
of a tax administrator, there are many other problems that
both the Congress and ordinary taxpayers are putting pressure
on us to provide additional written guidance on. And 265 has
been an area where the pressure for guidelines has been less
severe than in others. And we’ve been able at this point to
deal with it on a case-by-case basis without overriding
concerns that either we’re unfairly taxing financial
institutions in our current interpretations of the black
letter rule of the statute or that the taxpayers are in a
position to steamroller the federal tax collections system
through the method they are using to file their returns.

QUESTIONS POSED BY COMMITTEE MEMBERS:

Representative Gamble: Our proposed bill says that
essentially North Carolina follows the federal Internal
Revenue Code and its approach to taxation, exemptions, etc.
It’s my understanding that the only place we don’t follow the
Code is in taxing the banks in tax-free securities and the
income from those. My bill proposes that we follow the
federal code the same as we do in all of our other statutory
requirements. In essence, tell us what that will do as banks
take deposits, pay interest on them, use those deposits to
buy interest-free securities, how that would affect the
revenues of the state as it does the federal government. It
is my understanding they can take the income from the
instruments tax free but they can’t deduct the interest they
pay on the deposits to purchase them. 1Is my interpretation
correct?

Mr. Glickstein: Generally, that’s right under the allocation
rules.




Representative Gamble: The bill that I have proposed says
that we will do it just the way the feds do it. It really
simplifies it all because we have had in the last few years
three Department of Revenues’ and attorney general’s
opinions of o6ur statutes. We think the statutes are
ambiguous and that if we just say that we will do the way the
feds do in the taxing of financial institutions in their
acquisition of income from tax-free bonds. So what I wanted
to bring Mr. Glickstein here for today, ladies and gentlemen,
is to make clear that the proposal is that we do banks the
way the feds do. That just simplifies everything because we
are doing the way the feds are doing in all our tax
structure. The only exception is the way we tax banks and
this says to simplify it we will go by the same guidelines
that the feds provide in the taxation of banks and, in
particular, in their handling of their tax-free securities.
And they have simplified it by just saying that you can’t
deduct the interest you pay on that deposit to acquire
tax-free interest. 1Is that a simple enough and accurate
interpretation of what you do?

Mr. Glickstein: Well, not exactly. There’s nothing simple
in the federal tax law. First, the statute makes -some
assumptions and the assumptions are that they will just
assume that a proportion of your assets have been acquired
through borrowing money, not just in capital contributions,
and they will allocate the basis of those assets and the
expenses related to them based upon the adjusted tax basis—-
not necessarily either the fair market value or the financial
book value. Only a portion of the interest expense will be
disallowed, and it’s based upon that computation.

Representative Kerr: What does that usually run, is that 1%
of 80% or 100% - how do you get a feel for this proportionate
disallowance of interest deductions?

Mr. Glickstein: I don’t have a feel for the numbers, sir.
That really depends upon the operation of an institution but
to mention just a couple of things based upon your comments
and that involves the effect it has on net revenue: 1In ’'86
there were really two pools of thought about it. The
legislative history indicated that the changes to 265 and its
effect on financial institutions would produce a net positive
result with respect to collection of revenue, that is, tax
collections would go up. There was a contrary argument to
that and that was prior to the enactment, these types of
investments may be tax-favored, after the enactment they may
not be as tax-favored. And as a result banks would just
change their behavior. They would change the way they
structured their transactions, how much tax-exempt
obligations they would borrow, and therefore, the net effect
of the change in statute may not in fact be to raise federal
tax revenue. The net effect might not be there. I don’t
know of any studies since 1986 which reveal to us what the
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real effect has been on collection of revenue from banks. I
don’t know which argument wins in that.

Senator Staton: This was enacted in 1986 and you say that
there still is not any real decision, factual basis, saying
whether it’s increased or decreased revenues. Is that a fair
assessment of what you said or is that overstated?

Mr. Glickstein: 1I’'m not aware of any. I don’t know whether
if either the Treasury Department or some of the committees
of Congress as part of their ongoing activities in tax reform
have considered that, but at least I don’'t see any committee
reports or published treasury reports that provide any
information on this.

Senator Staton: You would not be prepared to say that to
this committee today that the enactment of this legislation
in 86 has substantially assisted in increasing revenue?

Mr. Glickstein: That’s right. I don’t know the answer to
that question. That was Congress’s intention but I don’t
know what the answer to that is.

Senator Staton: But in arriving at that point, you give the
committee any initial study for the enactment of the tax
reform acts, did it consider what the imposition of this law
or the implementation of this law would do to other sources
of revenue. You know, banks that provide money so that
municipalities may create facilities that enhance the
business life of the community, county, state and city, was
any study made of what the implications might be on other
types of revenue other than what would be covered under this?

Mr. Glickstein: To a certain extent, yes, and the reason I
can say that is twofold. One is in the statute itself,
Section 265, there was the small issuer exception carved out
and that was done at the request of small municipalities and
also the banks that do business with them. And it was
generally recognized at that time that it could have a severe
impact on a small municipality if it usually places its tax
anticipation notice with a single institution in the town or
county, and the imposition of the new Section 265 would have
an effect on how that bank would do business. So Congress
carved out this exception for the small issuer in the federal
rule. 1In addition, at the same time in 1986 Congress enacted
comprehensive revisions to the tax laws that deal with
tax-exempt bonds. By 1986 Congress was very concerned with
problems they were seeing in the tax-exempt bond area.
Primarily this involved issuance of bonds on behalf of third
parties for private activity. Section 265 wasn’t just an
isolated endeavor. Congress was looking not only at the
problem related to banks. In looking at the 1986 Act, it
needs to be considered in light of all of the changes that
Congress made in the area of tax-exempt financing in 1986:
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which was to restrict it considerably over the rules that
existed prior to '86.

Representative Gamble: What was the net effect?

Mr. Glickstein: I don’t know. In revenue terms, I don’t know
that I have the information. The purpose of the changes was,
in fact, to increase the collection of tax revenue to
eliminate what were perceived to be certain abuses with
respect to tax-exempt financing of facilities and operations
of private parties who are engaged in normal business
practices. To that extent, the changes have not just a
revenue purpose behind it but also an economic purpose
because businesses that were able to persuade a municipality
to provide the tax-exempt financing have lower operating
costs than other businesses that have to go into the general
market place to borrow or to obtain capital. So Congress had
a dual purpose there which was not just revenue raising but
also to have a level, economic playing field for all
participants in business.

Senator Staton: We enacted in 1989 the provision in our
revenue code to follow the federal code. 1I take it that one
of the reasons that our chairman introduced this legislation,
HB 1355, was to follow the code again and I guess at the same
time to increase our revenues. Now, my question is this:

How many states have enacted legislation which would follow
the 786 legislation?

Mr. Glickstein: I don’t know the answer to that, sir.

Senator Staton: Do you know whether any have or not?

Mr. Glickstein: No, I really don’t, sir. If I could mention
just a couple of comments with respect to your question.
There are some substantial differences I think you need to be
aware of between the federal rules and your rules when you
are considering what to do. One is of course that in the
federal area, federal obligations are no longer tax exempt
and I guess that’s one problem that you all face, in addition
to the effect on state and local obligations. And banks ‘
historically have held federal obligations for things that
have nothing whatever to do with the tax exempt nature of the
obligations. And the problem that we’ve had in the federal
law in these rules that developed over decades is trying to
figure out a fair way to do it. So instead, I think,
eventually everybody's just sort of thrown up their hands and
used this allocation on the 265, but for our purposes it’s
less important just because many years ago the decision was
made that federal obligations are taxable under federal
income tax.

The other question is what overall effect it has on
business operations. With respect to the federal laws, it's
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a little difficult for a bank to shift its operations,
especially with respect to holding tax-exempt obligations,
outside of the reach of the federal tax law. I’'m not sure
how your rules would apply, but if in fact the banks would
shift their operations with respect to tax-exempt obligations
out of state you all will then have to determine

how any rule that you would have that would follow the
federal rule would affect operations that are occurring
outside your state borders. A problem we have under federal
rules, which I am not sure whether or not you would have
under your state law, although I did take a gquick look at it
and I think it may be there, under the federal rules not all
tax which looks like tax-exempt income is affected by Section
265 and probably the class that is the biggest example of
this is the deduction that corporations receive for dividends
from other corporations under Section 246, commonly referred
to as the DRD. Technically, when a corporation receives a
dividend from another corporation, that dividend is not
tax—-exempt income; it’'s included in its income. And then
under another section of the code (246) they get a deduction
for it. The effect may be the same as if the income is tax
exempt because of the off-setting deduction, but Section 265
doesn’'t apply to deductions, only to exempt income. And the
gquestion then becomes in your own rules in state law whether
this problem similarly exists and whether you believe it’s
necessary to address it either to overcome this problem that
may or may not exist in the federal rules or just to deal
with the question of whether any change that you make will
have an effect on transferring business that is subject to
your tax here in North Carolina to another state where it may
be beyond your reach.

Representative Gamble: You are talking about Holding
Companies?

Mr. Glickstein: Yes sir. And, of course, in banks that’s
very common usage.

Senator Winner: Given that federal obligations must be tax
free in North Carolina and all states because of the
Constitution and given the fact that banks tend to hold a lot
of federal obligations, at least regular banks do, I’'m not
sure about thrifts, wouldn’'t such a bill, if we adopted it in
North Carolina, forgetting the interstate problems, likely
have much more of a revenue effect on banks proportionately
in the state than it would in the federal government?

Mr. Glickstein: I would certainly think that’s true. Just
based upon my experience, I would think that’s true.

Senator Winner: With regards to the point that you just
made, let me see if I understand by putting it in a different
way what you just said by giving an example: 1If, assuming
that our corporate law stays the same which is tracked on the
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federal corporate law pretty much ever since I’'ve known about
it, if we adopted this rule a bank could avoid it, or at
least an interstate type bank which we seem to have a lot of
them in this state, by setting up a subsidiary somewhere else
that didn’t have this rule having that subsidiary own all the
tax—-exempt bonds or obligations and then feeding it to the
North Carolina corporation as a dividend which would be tax
exempt under the current rules. 1Is that what you’ve just
saidz

Mr. Glickstein: That’s right. Well, the effect would be a
tax-exempt dividend certainly under the federal law, I
believe. And I believe under your own rules as well.

Senator Winner: So, therefore those that were interstate
banks could circumvent this bill by doing that?

Mr., Glickstein: Without being completely familiar with your
state law, I'm a little hesitant to give you an opinion on
North Carolina law.

Senator Winner: 1If we went to the federal guidelines they
could still do that?

Mr. Glickstein: 1If you went to the federal guidelines and
the reach of your tax law was as broad as the reach of the
federal law, I would suggest to you that setting up a
subsidiary to hold the tax-exempt obligations would not free
the holding company group from the potential application of
265, so that would limit their interest deduction.

Representative Gamble: So the state could make application
to what they did in the holding company outside the state?
They could make claim to that?

Mr. Glickstein: That is something I think is really a
question more of state law than it is federal law.

Representative Gamble: What if we followed the federal
guideline though, the same guideline?

Mr. Glickstein: 1I’'m just not sure because this is an area
that the Supreme Court in many other situations has been
addressing over the last several years with respect to the
permissible reach in state tax laws outside the boundary of
the states themselves.

Representative Luebke: I served with Representative Gamble
on the House Finance Committee and we had the discussion of
this in our Spring session and we agreed as a Committee that
we didn’t have enough answers. Representative Gamble brought
it forward at the request of the House Finance Committee here
for our discussion. Several things you raised had not been
introduced in our discussion and I find them very intriguing.
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One is this issue of essentially equal footing or what I
think we in North Carolina call level playing field. I think
that what I hear you saying is that one of the reasons why
the law was changed in 1986 as you read the intent of
Congress — were you on Staff at that time?

Mr. Glickstein: No, I was not, although I was working for
the Chief Counsel’s office at that time.

Representative Luebke: So you were monitoring the
legislation?

Mr. Glickstein: Yes,sir.

Representative Luebke: One of the things that I see is that
the way the federal law was written before 1986 and the way
ours is still written, or at least being interpreted, is that
it is in a bank’s interest, perhaps, because of the way tax
laws are, to invest excessively in tax-exempt bonds and
therefore to some extent to deprive the private sector of
capital that it might be wishing to have. 1In other words, it
is one of the unintended consequences of the tax law that we
actually keep capital from getting to the private sector. 1Is
that correct?

Mr. Glickstein: That is one of the concerns that Congress
had in the Revenue Act of 1924. That concern was raised when
it was suggested that the tracing rules be changed and it was
also specifically discussed in the legislative history in
1986, if my recollection serves me correctly, that that was a
concern especially with respect to the federal rules -
driving investment into tax-exempt obligations instead of
investment in normal business activities.

Representative Luebke: Then my question, with respect to the
legislative lobbying that was going on in 1986, it would seem
to me that it’s clear that since this was a major change
putting other corporations on an equal footing with banks,
that they would have been enthusiastic about it, is that
accurate?

Mr. Glickstein: I think that’'s fairly correct. Although if
you'll look at the legislative history, this was one of the
things that did not have other corporate taxpayers as upset.
The comments in the legislative history with respect to the
changes in 265 are really not very extensive. Several
industry associations made some comments and a small number
of individual institutions made some comments, very brief
comments, on 265. The bulk of their comments involved other
aspects of the changes to tax-exempt issuances as well as
general corporate law.

Representative Luebke: So, is it fair to say that regarding
265, that you didn’t get a whole lot of lobbying from the
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banking industry vs. the steel

industry or the automobile

industry- they didn’t come in saying "do this so we have a
level playing field." It was more Congressional staffers and

Congress persons and Senators.

Mr. Glickstein: That is my sense from reading the
legislative history and from my own personal experience.

Representative Luebke: And then, finally, Senator Winner,

you indicated you understood 246 vs. 265, but I need it a

second time. That was the one

where the tax-free dividends

are included in income but then deducted, so 265 did not

apply to them. Can you explain

that again? And, in

particular, is there any way that we can keep that from being

a problem for us if we were to
bill and it became law? Would
us in trouble?

Mr. Glickstein: First, let me
forget it. The solution may be
potentially be very simple for
and that is creating some sort

pass Representative Gamble'’s
this 246, 265 relationship get

give you the solution before I
very simple and could

the federal statute as well

of related party rule. Under

the Internal Revenue Code there is a Section 267(b) that
defines various related parties and their corporations,
inter-related ownerships, and things of that sort that are
used to apply various parts of the federal tax law not only
to the primary taxpayer but also to the related parties.
Perhaps 265 would be easier to deal with in the federal arena
if there were some overt incorporation of the related party
rules of 267. Now to get back to your problem of 246.

Representative Luebke: You may not need to do those, you
have given me the solution. What you are saying is that
there is a way out?

Mr. Glickstein: Except the 246 problem is a little

different; it’s not just a related party rule necessarily
there because 265 deals with two things: expenses related to
exempt income that is not interest income. With respect to
expenses related to exempt interest income, 265 has a rule
that says that you are not permitted to take those deductions
at all. Now in order for that rule to apply you have to have
exempt income. Let’s talk about the federal scheme with
respect to dividends. Technically, dividends (intercorporate
dividends or even if they are not part of the same holding
company group - one corporation owns shares of another’s
stock) technically, those dividends are not tax exempt.

Under the federal rules that dividend that a corporation
receives from another corporation is includable in income.
Then under section 246, you receive an off-setting deduction
either 100% or 70%, whatever it is, depending upon the
ownership that you have so that the problem you have with
applying 265 to what looks like tax-exempt dividend income is

is that up front the dividend income .-is not-tax exempt. . So. ... .. . .
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there’s a substantial argument to make that in that case 265
doesn’t apply. So the related party rule that I was talking
to is really separate from the problem that you have with the
rule of 246 in dividends from one corporation to another
because that is includable in income and therefore not
subject to the 265 rule.

And that’'s separate and apart from the rule dealing with
tax—-exempt interest which is under a separate section,
265(a), and still has the tracing rule. And then you have
265(b) which is the pro-rata allocation rule. One thing we
do in the federal statute is we test first for tracing with
respect to a financial institution. So if you can actually
find that there was borrowing specifically for purposes of
generating exempt income then you knock out the deduction for
that interest specifically and then you take that out of the
calculation when you do your pro-rata allocation. But there
again, if you have the interest income being generated in the
subsidiary and then dividend it out. If you respect the
corporate relationship, and the dividend that’s coming across
is not from a regulated investment company, so it has the
character of a dividend and not the character of interest.
Then you’ve switched the character and the rule doesn’t
appear to apply because the dividends are included in
income. We think we have a way on the federal statute of
interpreting Congress’s intent and the overall purpose of the
statute to overcome, that even without a black letter rule,
we can solve this problem. You may want to consider whether
you would like to avoid any doubt with respect to that on any
rule that you enact if you do enact a new rule.

Representative Justus: Assuming Dr. Gamble’s Bill 1355
should pass in its current order, (I sat on the bank board
for several years and we were not in business to lose money,
and if something of this type occurred we would look for a
way to replace that loss of tax-exempt income) where do you
think a bank board might look to recover it? I think we
mentioned $60 Million in a previous meeting with Dr. Gamble
because we certainly would look for an area to recover that
money.

Mr. Glickstein: That’s difficult for me to say. You're
probably in a better position to guess than I am since you
have been involved with a bank. My guess would be several
ways to recover the effect on their bottom line economic
income: One is to purchase less federal securities. I would
assume that they are holding many more federal securities in
dollar face amounts than they are just local tax-exempt
issues and it would be easier for them just to substitute
something with the higher yield, go into the market place--
perhaps in corporate bonds or something else. That has to
obviously be balanced by the risk associated with it.
Another way perhaps is to use some sort of hybrid financial
product that economically functions like tax-exempt debt or
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tax-exempt borrowing but at least in the present day is not
classified for federal tax purposes as debt. And if you can
successfully structure a transaction with a creative hybrid
product that way then the expense associated with your
transaction with that product would not be considered an
interest expense. So that then wouldn’t be applied to the
pro-rata allocation rule and then it would put the revenue
people, both the federal people and your state people, in the
position of having to find that transaction and trace it
through the myriad financial transactions of the institution
to the tax-exempt debt that its allocated to. So there are
several ways to attempt to deal with it and depending upon
how good we are and your state people are, we may very well
discover and reclassify the transaction as a debt transaction
instead of something else and apply the limitations, but it
does become more difficult for us as tax administrators if
that occurs.

Sernnator Kerr: How much has Congress appropriated to bail out
the S & Ls’ to the resolution trust, roughly ?

Mr. Glickstein: I really don’t know the exact number, sir,

roughly I guess somewhere between $30 and $50 Billion if my
recollection is correct.

Representative Kerr: Did anybody think about this in 1986
when you all were having all these hearings about what this
Act was going to do to the real estate and the S & L’'s and
the banks? You were up there and heard a lot of this
testimony, did anybody raise that flag?

Mr. Glickstein: No one raised the flag that it was going to,
in and of itself, cause banks or S & L’s to fail because of
the increased tax burden. I think part of the reason for that
may have been that to a great extent, certainly by ’87 or ’88
when S & L’'s were having so many problems, and it became
apparent that they probably had excess deductions from bad
debt charge-offs and were less concerned about things being
includable in income. In fact in my experience back in ’86,
87 and ’88, what the S & L’s were trying to do was to
convert as much as they could intc income, more regulatory
income without any regard to the income tax, because they
were trying to keep themselves afloat and the only way to do
that was to show the regulators that they were having income.
So I think there was much less concern in '86, '87, and '88
about this income suddenly showing up on their returns, at
least from the experience that I’'ve had with the institutions
that I've dealt with.

Representative Kerr: Do you think that Act was positive for

the country--when history is written about what’s happened to
this country, do you think the Tax Reform Act of ’'86 will be
considered as a positive influence?



Senator Winner inquired of Representative Kerr: Are you
talking about just this issue with the ’86 Act or the whole
'86 Act?

Representative Gamble: We'’re supposed to be talking about
taxing the banks here.

Representative Kerr: I just wanted to know his comments on
the whole Act. He helped write that Act; I just wanted to
know what he thought of the Act, looking back on it.

Mr. Glickstein: I really wasn’t on any of the committees
that wrote the bill so I wouldn’t claim authorship for it. I
don’t know that I can presume to tell you whether overall
there’s been a net benefit to the country, I think it may be
too early to say. As a tax administrator from the standpoint
of tax administration, (and I look at that from two
directions, one is from my standpoint in trying to see that
there’s compliance with the law and the other from the
standpoint of taxpayers who have the burden of filing
returns), I think there was some improvement and certainly
there was some detriment. Overall, I don’t know how it
balances out but I think something like the 265 rule, in
particular, as a tax administrator, it’s much easier to
administer fairly than the tracing rule.

Under the new rule, at least with respect to this issue,
it’s very easy to be sure that taxpayers are treated exactly
the same. And with the o0ld rule that wasn’t the case, so as
a tax administrator it was more difficult. The new rule may
not be economically perfect for sure. In some cases it may
allocate too much credit to the interest expense and in some
cases not enough. I guess in the current environment the
current Deputy Secretary Treasurer for tax policy has often
suggested that what we need in the tax laws to simplify them,
are just rules of rough justice: that overall for all
taxpayers, perhaps industry-wide, reached generally a fair
result with the recognition that sometimes the Treasury will
lose money, sometimes taxpayers will lose money, but overall
having a rule that’s simple to administer will in the end
provide less grief for both of us because we’ll have to use
less resources in the government to monitor it and taxpayers
perhaps will have to hire less accountants and lawyers in
order to figure out how to properly file their returns. So I
think for the taxpayer who is trying to do what’s right all
of these rules are probably much more vexatious for thenm,
compared to somebody who’s trying to game the system.
Somebody who wants to fool around with trying to minimize
their tax by going through all the grey areas doesn’t concern
themselves as much with problems of complexity as taxpayers
who are actually generally concerned with complying with the
laws. I think this rule helps taxpayers who are generally
trying to comply with the rules as they should be.

BHEHS
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HOLDING COMPANIES AND EXPENSE ATTRIBUTION
TO NONTAXABLE INCOME

The holding company issue revolves around whether or not North Carolina corporate law
requires the attribution of expenses to nontaxable income.

A holding company is defined in North Carolina’s franchise tax laws. It must receive at
least 80% of its gross income from corporations in which they own at least 50% of the
voting stock. A holding company is basically a parent-subsidiary relationship.

This issue came under scrutiny after a May 28, 1992, administrative ruling by then
Secretary of Revenue Betsy Justus. A bank holding company protested a state auditor’s
assessment of additional corporate income tax. The auditor had found the additional tax
liability after reviewing the taxpayer’s returns for 1987 through 1989.

The additional tax was due to an increase in the state income tax base achieved by
"attributing expenses” to the corporation’s dividend income from its subsidiaries. The
dividend income was now required to be reduced by the amount of expenses associated
with it before being deducted from taxable income. This increased the state tax base, and
therefore increased the amount of corporate tax owed.

The Secretary’s ruling went against the findings of the auditor and in the favor of the
taxpayer. The taxpayer was permitted to deduct both the dividend income from its subsidi-
aries and the expenses associated with producing that income.

We're talking specifically about holding companies because Section 2 of House Bill 1355
would have the impact of reversing that ruling. Section 2 affects holding companies in two
ways:

1. It would require the expenses of dividend income to be subtracted before taking
the deduction.

2. It would require non-interest expenses of interest income from Federal, state
and local obligations to be subtracted from that income before excluding it from
taxable income,

I'll speak to what other states do on the issue of expenses associated with tax-exempt
income first. From my research to date, the majority require the expenses of tax-exempt
income to be deducted from that income before the income is subtracted from the tax
base. There are 45 states that impose a corporate income tax. Five of these states,
California, Utah, Minnesota, Montana, and Florida, levy a non-discriminatory franchise
tax instead of an income tax. These states do not have tax-exempt income from govern-
ment obligations because these states tax all interest income, Federal, state, and local. Of
the 40 states, 28 states require all expenses associated with tax-exempt income be sub-
tracted from that income before it can be excluded from the tax base.

Most states follow the principle that if income is tax-exempt, the expenses associated with
it should not be. However, most states also make a distinction between tax-exempt income
and tax deductible income. Concerning deductible dividends from subsidiary corporations,
the majority of states told me they did allow an expense deduction for this dividend
income. Of the total 45 states, only nine states clearly said they do not allow this expense
deduction.



The general allowance of an expense deduction for deductible dividends may be impacted -
by the fact the many states permit the filing of consolidated returns: This filing status is -
permitted for Federal tax purposes, but is not allowable in all states. North Carolina does
not have a consolidated filing status. A consolidated return treats all the members of a
parent-subsidiary group of corporations as one taxable entity. The expenses of dividend
income are treated as ordinary and necessary business expenses, and are therefore deduct-
ible. The parent company must control at least 80% of the stock and voting power of its
subsidiaries, and this 80% rule applies to subsidiaries who own stock in other companies to
qualify as members of a consolidated filing group.

Consolidated returns are permitted in 30 of the 45 states that levy a state corporate tax.
Most of these states allow the same corporations who have filed consolidated returns for
Federal tax purposes to file a consolidated return at the state level.
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Comments by Charles D. Liner at the October 16, 1992, meeting of the Revenue Laws
Study Committee

Privilege License Taxes and Principles of Taxation

Privilege license taxes do not conform to any generally accepted principles or
philosophies of taxation. Previous studies by tax study committees also have found this to

be true;

1956 Tax Study Commission: "The system of license taxation is a hodge podge
method of extracting relatively small total amounts of revenue through a very
inequitable and irritating hierarchy of levies by three different governmental units,
the various levies being on a multitude of various bases in many instances having no
relationship to the total amount of business done."

1966 Tax Study Commission: "The licenses levied under Schedule B show no
pattern or logic.

1968 Tax Study Commission. "This Commission is of the opinion that privilege
license taxation as used in North Carolina is an undesirable method of raising
revenue. The amount of revenue produced is not great enough to justify the higher
cost of collections and the harassment of compliance...The Commission found many
reasons for eliminating most privilege license taxes and found little to commend
them. The Commission concluded that no business or occupation licenses should be
levied as revenue measures.”

There is no generally accepted principle of taxation that calls for professionals and
businesses to be taxed in compensation for the "privilege" of doing busingss in the state.

The purpose of taxation is to distribute the costs of government services equitably.
That can be done according to the benefits principle of tax fairness or the ability to pay
principle of tax fairness. Privilege license taxes conform to neither of these principles. If
license taxes are intended to compensate for the benefits derived from doing business in
North Carolina, why do they fall only on professionals and certain kinds of businesses, not
on all workers and all firms that might benefit from the "privilege” of working or doing
business in the state. License taxes on professionals and most businesses are levied as a flat
amount. Not only do they bear no relation to income, but the taxes on professionals are
highly regressive, equivalent to a head tax on certain persons who earn their living in a
profession.

The better way to tax individuals and businesses for the privileges they enjoy is
through general taxes, charges, and fees designed to achieve equity according to the
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benefits and ability to pay principles--that is, through personal and corporate income taxes,
property taxes, and other state and iocal revenue measures intended to apply to all persons

or firms.

We can also evaluate privilege license taxes according to generally accepted criteria
for taxes. Commonly accepted criteria are faimess, responsiveness to growth, stability,
neutrality, administrative costs.

As noted, privilege license taxes are not related to either the benefits or ability to
pay principles of faimess. In addition, there are major inequities because of substantial
disparities in taxation of individuals and businesses. For example, different types of firms
are taxed differently. Meatpacking plants are taxed an average of $93 per license, while ice
cream manufacturers are taxed an average of $1,621. Other types of manufacturers are not
taxed at all. Other examples: the average revenue per license is $708 for loan agencies,
$279 for employment agencies, and $67 for automobile dealers. In addition, firms pay
different amounts depending on where they do business, and how many jurisdictions they
operate in. ' » ' ' '

Privilege license tax revenue is not very responsive to growth. The revenues are
fairly stable, however, and in general they have a neutral effect on economic decisions. As
legislative staff members have demonstrated, the cost of collecting these taxes is very high,
compared with collection costs of other types of taxes.

What approach should be taken with regard to these taxes? Should the state
eliminate them, as previous study commissions have recommended, or at least repeal certain
ones? There are several reasons why the general class of license taxes should be
maintained, even if many of the individual taxes were repealed. Many local governments
rely on privilege license taxes, even though it is at best a minor revenue source (however,
local authority could be maintained if state license taxes were repealed). Also, privilege
license taxation is a convenient form of taxation that might meet specific needs. Three
examples will illustrate.

The gross receipts tax on entertainment is the equivalent of a retail sales tax on
entertainment, and it serves irr lieu of a retail sales tax on entertainment. Why should food
and clothing be taxed under the retail sales tax, and spending on entertainment not taxed
(incidentally, why should entertainment spending be taxed at three percent under the gross
receipts tax, while food and clothing are taxed at six percent)? Second, when the General
Assembly chose to impose a tax on video machines during the 1980s, Schedule B provided
a convenient form for the tax--it did not have to invent a special kind of tax for this
purpose. Third, the privilege license tax on those who solicit people to work in other states
was apparently a requirement of a multi-state arrangement for regulation of this activity,
and Schedule B again provided a convenient form of taxation for this purpose.

Some people contend that privilege license taxes are needed as part of state or local
regulation of professions or businesses. However, it is difficult to find evidence that
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privilege license taxation serves a regulatory purpose. Licenses cannot be withheld from
individuals or firms that otherwise meet requirements of the law. The courts have restricted
the use of regulatory provisions in local license taxes. As previous study commissions have
recommended, license taxes that are associated with regulation should be in the part of the
statutes that authorize regulation, not in Schedule B.

Short of repealing all privilege license taxes, the main need is to rationalize and
simplify the existing taxes. Taxes on certain types of firms, such as manufacturers (only
two types are now taxed), or on professionals might be repealed. Or taxes on different
types of firms might be combined into one tax, such as a "merchant's license.” The
committee's proposal 19 is one approach, though it has the drawback that, apparently, it
would extend license taxation to all manufacturers. Local units should be allowed to retain
the option of using flat rate taxes, rather than being forced to use the gross receipts form of
the tax.

The following principles regarding privilege license taxation are presented for
discussion and consideration.

1. The best way to tax for the "privilege" of working or doing business in the state
is through existing broad-based taxes and charges related to ability to pay or benefits—that
is, through the individual and corporate income taxes, property taxes, and benefit-related
taxes and charges, and other revenue measures. There is no need for additional taxes on
"privilege.”

2. In general, privilege license taxation should not be regarded as a way to raise
substantial amounts of revenue for the state, but instead should be regarded as a special
category of taxes levied for various specific reasons. For most license taxes to raise
substantial amounts of revenue, the tax rates would have to be increased substantially, and
this increase would exacerbate the problems that now exist with these taxes.

3. Distinctions among types of professionals and businesses should be minimized in
order to reduce inequities. That is, a single privilege license tax should apply to most most
types of businesses, if they are to be taxed at all.

4. The best approach for achieving equity among businesses is to limit taxes to a
reasonable, nominal amount applied uniformly, rather than trying to achieve equity
according to size or profitability.

5. If privilege license taxes are needed for regulatory purposes, they should be
authorized as regulatory taxes or fees in the statutes that authorize regulation, not in
Schedule B.

6. Authority of local units to levy gross receipts privilege license taxes should be
restricted as to rate or amount so that they do not become additional retail sales taxes.
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North Carolina Department of Revenue
J. Ward Purrington, Secretary .

James G. Martin, Govemor I

December 21, 1992
MEMORANDUM
TO: Martha Harris, Staff Attorney

Legislative Bill Drafting Division

FROM:  William H. Baker, Jr., Director 2/
Corporate Income and Franchise Tax Division

SUBJECT: Proposed Draft of Bill Titled "Update I.R.C. Reference"

We have reviewed the proposed draft of the bill titled "Update I.R.C. Reference"
and we believe the bill adequately addresses the recommended changes.

We are unaware of any I.R.C. changes relevant to corporate income tax which would

require any changes in the proposed draft.

WHBJr:jm
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ATTACHMENT

Updating References to the Internal Revenue Code

By updating our references to the Internal Revenue Code to January 1, 1993, wve
will adopt the changes contained in the Unemployment Compensation Amendments of
1992, which was signed by the President on July 3, 1992. The following changes
affect the computation of North Carolina taxable income.

Phaseout of Personal Exemptions

For tax years beginning on or after January 1, 1991, taxpayers with adjusted
gross incomes exceeding certain base amounts vere required to reduce (phaseout)
their personal exemptions. This provision was scheduled to expire on December
31, 1995.

Under the 1992 Act, the termination of the phaseout of personal exemptions was
extended to December 31, 1996.

Rollover of Nonperiodic Pension Distributions

Under federal law prior to the 1992 Act, partial distributions from
tax-qualified pension plans (sec. 401(a)), qualified annuity plans (sec.
403(a)), and tax-sheltered annuities (sec. 403(b)) could not be rolled over tax
free to another plan or annuity or to an individual retirement arrangement and
wvere included in gross income in the year paid or distributed unless the
partial distribution equaled at least fifty percent of the balance in the plan
and the distribution was payable due to the employee’s death, separation from
service, or disability.

Under the 1992 Act, any part of the taxable portion of a distribution from a
qualified pension or annuity plan or a tax-sheltered annuity other than a
minimum required distribution can be rolled over tax-free unless the
distribution is one of a series of substantially equal payments made (1) over
the life of the participant, or (2) over a specified period of at least ten
years.

Withholding Tax Deposits

The Internal Revenue Service has adopted new regulations ( 31.6302-0 through
31.6302-3) simplifying its deposit rules for withheld income taxes. The new
system creates two principal categories of taxpayers, monthly filers and
semi-weekly filers. The Internal Revenue Service will instruct taxpayers by
November of each year whether they are monthly or semi-weekly filers based on
the total amount of employment taxes reported over the twelve-month period
beginning on July 1 and ending on June 30. An employer who reported $50,000 or
less during the twelve-month period is classified as a monthly filer for the
next calendar year. An employer reporting more than $50,000 over that
tvelve-month period must file semi-weekly and must deposit the tax withheld on
WYednesdays and Fridays for the next year. All new employers will be classified
as monthly depositors. The regulations are effective for payments beginning
January 1, 1993, but taxpayers are not required to adopt the new system until
January 1, 1994,
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By updating our. references to the Code, we will follow the new federal
regulations vith respect to semi-weekly payment requirements for employers who
vithhold an average of at least $2,000 of State income taxes from vages each
month (G. S. 105-163.6(d)).

(Note: To keep the requirements to pay tax withheld the same for State and
federal purposes until our references to the Code were updated, we adopted a
rule under the rule-making authority granted to the Secretary im G. S. 105-262
to incorporate the nev federal payment requirements.)

Other Changes

Taxpayers with adjusted gross incomes exceeding certain base amounts must
reduce their personal exemptions and certain of their itemized nonbusiness
deductions. The base amounts increase each year for inflation. For 1993, the
base amounts are as follows:

Personal Exemption - base amount before reduction increased to -
a. $162,700 from $157,900 for married filing jointly or surviving spouse
b. $135,600 from $131,550 for head of household
c. $108,450 from $105,250 for single
d. § 81,350 from § 78,950 for married filing separately

Itemized Deductions - base amount before reduction increased to -
a. $108,450 from $105,250 for all but married filing separately
b. § 54,225 from $ 52,625 for married filing separately

The amount of personal exemption, standard deduction, and additional standard
deduction for being age 65 or older or blind have also been increased for
~inflation. These changes have no net effect on North Carolina taxable income
because the taxpayer is required to add those inflation adjustments to federal
taxable income in arriving at North Carolina taxable income.
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Iimportant Changes

New income tax treaties. The United States
has exchanged instruments of ratification for new
income tax treaties with Finland, Germany, india,
Indonesia, Spain, and Tunisia. Some of the provi-
sions of these treaties are summarized in this
publication.

Finland. The provisions for withholding U.S. tax
at source are effective for amounts paid or
credited after January 31, 1991. For other taxes,
the provisions are effective for tax years beginning
after 1990.

Germany. The provisions for withholding U.S. tax
at source are generally effective for amounts paid
or credited after 1989. For other taxes, the provi-
sions are generally effective for tax years begin-
ning after 1989. Howaever, for the area that was
the German Democratic Republic, the treaty provi-
sions are effective January 1, 1991.

For the first year the new U.S.—German treaty
is in effect, an election may be made to have the
old treaty apply if it results in greater reiief from
tax.

India. The provisions for withholding U.S. tax at
source are effective for amounts paid or credited
after 1990. For other U.S. taxes, the treaty is
effective for tax years beginning after 1990.

Indonesia. The U.S. withholding provisions on
interest, dividends, and royalties are effective for
amounts paid or credited after January 31, 1991.
For other taxes, the provisions are effective for tax
years beginning after 1989. .

Spain. The provisions on interest, dividends, and
royalties are effective for amounts paid or credited
atter 1990. The provisions for all other income are
effective for tax years beginning after 1990.

Tunista.. The provisions for withholding tax at
source are effective for amounts paid or credited
after 1990. For other taxes, the treaty is effective
for tax years ending after December 30, 1990.

Important Reminder

Disclosure of a treaty-based position that
reduces your tax. If you take the position that
any U.S. tax is overruled or otherwise reduced by
a U.S. treaty (a treaty-based position), you gener-
ally must disciose that position on your affected
return.

55,951

Introduction

The United States (U.S.) has income tax treaties
(conventions) with a number of foreign countries.
Under these treaties, residents of foreign
countries are taxed at a reduced rate, or are
exempt from U.S. income taxes on certain items
of income they receive from sources within the
United States. These reduced rates and
exemptions vary among countries and specific
items of income.

This publication will tell you whether a tax treaty
between the United States and a particutar
country offers a reduced rate of, or possibly a
compiete exemption from, U.S. income tax for
residents of that particular country.

Tables in the back of this publication show the
countries that have income tax treaties with the
United States, the tax rates on different kinds of
income, and the kinds of income that are exempt
from tax.

You shouid use this publication only for
quick reference. it is not a complete guide to
ail provisions of every income tax treaty. You
can get complete information about treaty provi-
sions from the taxing authority in the country from
which you receive income or from the treaty itself.
The text of the U.S.—Canada Treaty can be found
in Publication 597, information on the United
States—Canada Income Tax Trealy. The text of
some of the other treaties may be obtained from
the Superintendent of Documents, U.S. Govern-
ment Printing Office, Washington, DC 20402 (aiso
see the explanation of Table 3, at the back of this
publication). Or, if you have specific questions
about a treaty, you are weicome to get this infor-
mation from most intemal Revenue Service
offices or from the Internai Revenue Service, Attn:
IN:C:TPS, 950 L'Enfant Plaza South, S.W., Wash-
ington, DC 20024.

If the treaty with your country covers the
payment of a particular kind of income, you must
foilow the provisions of that treaty. However, if the
treaty does not cover a particular kind of income,
or if there is no treaty between your country and
the United States, you must pay tax on the income
in the same way and at the same rates shown in
the instructions for Form 1040NR. Also see
Publication 519, U.S. Tax Guide for Aliens.

Tax treaties reduce the U.S. taxes of residents
of foreign countries. They do not reduce the U.S.
taxes of U.S. citizens or residents. U.S. citizens
and residents are subject to U.S. income tax on
their worldwide income. But, because treaty provi-
sions generally are reciprocal {apply to both treaty
countries), a U.S. citizen or resident who receives
income from a treaty country may refer to the
tables in this publication to see if a tax treaty
might affect the tax to be paid to that foreign
country.

Foreign taxing authorities sometimes require
certification from the U.S. Government that an
applicant filed an income tax return as a U.S. citi-
Zen or resident, as part of the proof of entitlement
to the treaty benefits. For information on this, see
Publication 686, Certification for Reduced Tax
Rates in Tax Treaty Countries.

Sometimes the provisions in tax treaties conflict
with the provisions in the U.S. tax law. When this
happens, you should generally follow the provision
with the later effective date. There are, however,
exceptions to this general rule. if you need more
information, contact the internal Revenue Service,
Attn: IN:C:TPS, 950 L’Enfant Plaza South, S.W.,
Washington, D.C. 20024.

Many of the individuaf states of the United
States tax the income of their residents. There-
fore, you should consuit the tax authorities of the
state in which you live to find out if that state taxes
the income of individuals and, if so, whether the
tax applies to any of your income.
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Disclosure of a treaty-based position that
reduces your tax. If you take the position that
any U.S. tax is overruied or otherwise reduced by
a U.S. treaty (a treaty-based position), you gener-
ally must disclose that position on your return. If
you are not required to file a retum because of
your treaty-based position, you must file a return
anyway to report your position. This disclosure
requirement does not apply to a reduced rate of
withholding tax on noneffectively connected
income, such as dividends, interest, rents or royai-
ties, or to a reduced rate of tax on pay received
for services performed as an employee, including
pensions, annuities, and social secunty. For more
information, get Publication 519, U.S. Tax Guide
for Aliens.

_1f you fail to disclose a treaty-based position
that reduces your U.S. tax, you may have to pay a
$1,000 penalty. Corporations are subject to a
$10,000 penaity for each failure.

Free publications and forms. If you need infor-
mation on a subject not covered in this
publication, you may check our other free
publications. To order publications and forms,
write the IRS Forms Distribution Center for your
area as shown in the income tax package.

Tax Exemptions
Provided by Treaties

In addition to the tables in the back of this
publication, this pubiication contains discussions
of the exemptions from tax and certain other
effects of the tax treaties on the following types of
income:

1) Certain pay for personal services performed
as a nonresident alien,

2) Pay as a foreign professor or teacher who
teaches or performs research in the United
States for a limited time,

3) Amounts received from abroad for mainte-
nance and studies by a foreign student or
apprentice who is here for study or experi-
ence, and )

4} Wages, salaries, and pensions received as a
nonresident alien paid by a foreign govern-
ment.

Personal Services Income

Pay for certain personal services performed in the
United States is exempt from U.S. income tax if

you are a resident (not necessarily a citizen) of  °

one of the countries discussed below, if you are in
the United States for a limited number of days in
the tax year (in the case of Finland, Indonesia,
New Zealand, and Spain in any consecutive
12-month penod), and if you meet certain other
conditions. For this purpose, the word ““day”
means a day during any part of which you are
physically present in the United States.

Terms defined. Several terms appear in many of
the discussions that foliow. The exact meanings of
the terms are determined by the particular tax
treaty under discussion; thus, the meanings can
vary from treaty to treaty. The definitions that
tollow are, therefore, general definitions that may
not give the exact meaning intended by a particu-
lar treaty.

The terms fixed base and permanent estab-
lishment generally mean a fixed place ot busi-
ness, such as an office, a factory, a warehouse, or
a mining site, through which an enterprise carries
on its business. )

The term borne by generally means having
ultimate financial accounting responsibility for or
providing the monetary resources for an
expenditure or payment, even if another entity in
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another location actually made the expenditure or
payment.

Australia

Income that residents of Australia receive for per-
forming personal services as independent con-
tractors or self-employed individuals (independent
personal services) in the United States during the
tax year is exempt from U.S. income tax if the
residents:

1) Are not in the United States for more than 183
days during the tax year, and

2) Do not have a fixed base regularty available to
them in the United States for the purpose of
performing the services.

it they have a fixed base available in the United

States, they are taxed on the income attributable _

to the fixed base.

Pay that residents of Australia receive for labor -
or personal services performed in the United
States as empioyees (dependent personal
services), including services as a director of a
company, is exempt from U.S. income tax if:

1) The residents are in the United States for no
more than 183 days duning the tax year,

2) The pay is paid by or on behalf of an
empioyer or company that is not a resident of
the United States, and

3) The pay is not deductible in determining the
taxabie income of the trade or business of the
employer (or company) in the United States.

These exemptions do not apply to public enter-
tainers (such as theater, motion picture, radio, or
television entertainers, musicians and athietes)
from Australia who eam more than $10,000 in
grass receipts, including reimbursed expenses,
from their entertainment activities in the United
States during the tax year.

Austria

Income that residents of Austria receive for labor
or personal services (including practicing liberal
professions and performing services as a director)
performed in the United States is exempt from
U.S. income tax if they are temporarily in the
United States for no more than 183 days during
the tax year and the income is not more than
$3,000.

Income, regardless of amount, received by
residents of Austria who are temporarily in the
United States for no more than 183 days during
the tax year is also exempt from U.S. income tax it
it is received for labor or personal services per-
formed as an employee of, or under contract with,
a natural person who is a resident of Austria or an
Austrian corporation, and if that person or corpo-
ration bears the burden of the compensation,

Barbados

Income that residents of Barbados receive for per-
forming personal services as independent con-
tractors or self-employed individuais (independent
personal services) in the United States during the
tax year is exempt from U.S. income tax if the
residents:

1) Are not in the United States for more than 89
days during the tax year,

2) Earn net income for independent services
provided to U.S. residents that is not more
than $5,000 (there is no dollar limit if the con-
tractors are not U.S. residents), and

3) Do not have a regular base available in the
United States for performing the services.

If they have a reguiar base available in the United
States but otherwise meet the conditions for
exemption, they are taxed only on the income
attributable to the regular base.

Income that residents of Barbados receive for
personal services performed in the United States
as employees (dependent personal services) is
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exempt from U.S. tax if the residents meet four
requirements:

1) They are not in the United States for more
than 183 days during the calendar year,

2) The income earned in the calendar year in the
United States is not more than $5,000,

3) Their income is paid by or for an employer
who is not a U.S. resident, and .

4) The income is not borne by a permanent
establishment or reguiar base of the empioyer
in the United States.

Income of a Barbados resident from
employment as a member of the regular
compiement of a ship or aircraft operated in inter-
national traffic is exempt from U.S. tax.

These exemptions do not apply to Barbados
rasident public entertainers (such as theater,
motion picture, radio, or television artists, musi-
cians, or athietes) who receive gross receipts of
more than $250 per day or $4,000 in the tax year,
not including reimbursed expenses, from their
entertainment activities in the United States. How-
ever, the exemptions do apply regardless of these
limits on gross receipts if the entertainer’s visit to
the United States is substantially supported by
Barbados pubiic funds or if the entertainer’s
servicas are provided to a nonprofit organization.

Belgium

Income that residents of Belgium receive for per-
forming personal services as independent con-
tractors or self-employed individuals (independent
personal services) in the United States during the
tax year is exempt from U.S. income tax if the
residents:

1) Are present in the United States less than 183
days during the tax year, and

2) Do not maintain a fixed base in the United
States for a period or periods that total more
than 182 days during the tax year.

If they do not meet condition (2), they are taxed
on the income attributed to the base.

The exemption for independent personal
sarvices does not apply to individuals who are
public entertainers (theater, motion picture, or tei-
evision artists, musicians, or athletes), if they are
in the United States for more than 90 days during
the tax year or if their pay for services as public
entertainers is more than $3,000.

income that residents of Beigium receive for
labor or personal services performed in the United
States as employees (dependent personal
sarvices), including services as an officer of a cor-
poration, is axempt from U.S. income tax if the
residents meet three requirements:

1) They are present in the United States less
than 183 days during the tax year,

2) They are employees of a resident of Beigium
or of a permanent establishment in Belgium,
and -

3) Their income is not borne by a permanent
estabiishment that the employer has in the
United States.

Income for services performed by an individual
as an employee aboard a ship or an aircraft regis-
tered in Belgium and operated by a resident of
Belgium in internatiooal traffic is exempt from U.S.
tax if the individual is’a member of the regular
complement of the ship or aircraft.

These exemptions do not apply to fees received
by a resident of Beigium for services performed as
a director of a U.S. corporation if the fees are
treated as a distribution of profits and cannot be
taken as a deduction by the corporation.

Canada

Income that residents of Canada receive for per-
sonal services as independent contractors or self-
employed individuals (independent personal
services) that they perform during the tax year in
the United States (except as public entertainers) is
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exempt from U.S. tax regardiess of length of pres-
ence in the United States or amount of the
income, provided they do not have a fixed base
regularly available to them in the United States for
performing the services. If they have a fixed base
available in the United States, they are taxed on
the income attributable to the fixed base.

income that residents of Canada receive for
personal services performed as employees
(dependent personal services) in the United
States (except as public entertainers) is exempt
from U.S. tax regardiess of amount if:

1) The residents are present in the United States
for no more than 183 days during the calen-
dar year, and

2) The income is not borne by a U.S. resident
employer or by a permanent establishment or
fixed base of an employer in the United
States. .

if the Canadian resident is present in the United
States for more than 183 days or the income is
borne by a U.S. resident, permanent establish-
ment, or fixed base, the income from dependent
personal services is exempt from U.S. tax if itis
not more than $10,000 for the year.

These exemptions do not apply to public enter-
tainers (such as theater, motion picture, radio, or
television artists, musicians, or athletes) from
Canada who derive more than $15,000 in gross
receipts, including reimbursed expenses, from
their entertainment activities in the United States
during the calendar year. However, the
exemptions do apply, regardless of this $15,000
limit, to athletes participating in team sports in
leagues with reguiarly scheduled games in both
Canada and the United States.

Pay received by a resident of Canada for work
regularly done in more than one country on a ship,
aircraft, motor vehicle, or train operated by a
Canadian resident is exernpt from U.S. tax.

For more information, see Publication 597,
Information on the United States—Canada
Income Tax Treaty.

China, People’s Republic of

Income that residents of the People's Republic of
China receive for personal services as indepen-
dent contractors or self-employed individuals
(independent personal services) that they perform
during the tax year in the United States {(except as
athletes or public entertainers) is exempt from
U.S. income tax if the residents:

1) Are present in the United States for no more
than 183 days in the calendar year, or

2) Do not have a fixed base regularly available in
the United States for performing the services.

If they have a fixed base available in the United
States, they are taxable on the income attributable
to the fixed base.

Pay received by residents of the People's -
Republic of China for services performed as
employees (dependent personal services) in the
United States (except as athletes or public enter-
tainers) is exempt from U.S. tax if:

-1) The residents are not present in the United
States for more than 183 days in the calendar
year, :

2) The pay is paid by or for an employer who is
not a U.S. resident, and

3) The pay is not borne by a permanent estab-
lishment or fixed base that the employer has
in the United States.

These exemptions-do not apply to directors’
fees for service on the board of directors of a U.S.
corporation, nor, generaily, to income received as
a public entertainer (such as a theater, motion
picture, radio, or television artist, musician, or ath-
lete). However, income of athletes or public enter-
tainers from China participating in a cultural
exchange program agreed upon by the U.S. and
Chinese governments is exempt from U.S. tax.

U.S. Tax Treaties

Cyprus

Income that residents of Cyprus receive for per-
forming personal services as independent con-
tractors or self-employed individuals (independent
personal services) in the United States during the
tax year is exempt from U.S. income tax if the
residents: .

1) Are not presént in the United States for more
than 182 days in the tax year, and

2) Do not have a fixed base regularly available to
them in the United States for performing the
services.

If they have a fixed base available in the United
States, they are taxable on the income attributable
to the fixed base. .

Pay received by residents of Cyprus from
services performed as employees (dependent per-
sonal services), including services as an ofticer of
a corporation, is exempt from U.S. income tax if:

1) The residents are in the United States for iess
than 183 days during the tax year,

2) The pay is paid by or for an employer who is
not a U.S. resident, and

3) The pay is not borne by a permanent estab-
lishment, fixed base, or trade or business that
the employer has in the United States. -

Pay received by a Cyprus resident for perform-
ing personal services as a member of the regular
complement of a ship or aircraft operated in inter-
national traffic by a resident of Cyprus is exempt
from U.S. tax.

These exemptions do not apply to Cyprus resi-
dent public entertainers (theater, motion picture,
radio, or television artists, musicians, or athletes)
who receive gross receipts of more than $500 per
day or $5,000 for the tax year, not including reim-
bursed expenses, from their entertainment
activities in the United States.

Directors’ fees received by residents of Cyprus
for service on the board of directors of a U.S. cor-
poration are exempt from U.S. income tax to the
extent of a reasonable fixed amount payabie to all
directors for each day of attendance at directors’
meetings held in the United States.

Denmark

Income that residents of Denrmark receive for
labor or personal services (including practicing lib-
eral professions) performed in the United States is
exempt from U.S. income tax if they are tempora-
rly in the United States for no more than 90 days
during the tax year and their pay is not more than
$3,000. :

Income for labor or personal services that
residents of Denmark perform as employees of, or
under contract with, a resident, corporation, or
other entity of Denmark is exempt from U.S.
income tax if they are in the United States for no
more than 180 days during the tax year.

Egypt

Income that residents of Egypt receive for per-
forming personal services as independent con-
tractors or as self-employed individuals
(independent personal services) in the United
States during the tax year is exempt from U.S.
income tax if they are not in the United States for
more than 89 days during the tax year.

Income that residents of Egypt receive for labor
or personal services performed in the United
States as employees (dependent personal
services), including income for services performed
by an officer ot a corporation or company, is
exempt from U.S. income tax if the residents meet
four requirements:

1) They are not in the United States for more
than 89 days during the tax year,

2) They are employees of a resident of, or a per-
manent establishment in, Eqypt,
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3) Their income is not borne by a permanent
establishment that the employer has in the
United States, and

4) Their income is subject to Egyptian tax.-

Pay received by a resident of Egypt who is a
member of the regular compiement of a ship or an
aircraft operated in international traffic by a resi-
dent of Egypt is exempt.

These exemptions do not apply to Egyptian resi-
dent public entertainers (theater, motion picture,
radio, or television artists, musicians, or athietes),
who earn income for services as public entertain-
ers (both independent and dependent personal
services) if the gross amount of the income is
more than $400 for each day they are in the
United States performing the services.

Finland

Tax years beginning after 1990. Income that
residents of Finland receive for performing per-
sonal services as independent contractors or self-
employed individuals (independent personal
services) in the United States during the tax year
is exempt from U.S. income tax if they do not have
a fixed base reqgularly avaitable to them in the
United States for performing the services. if they
have a fixed base available in the United States,
they are taxed on the income attributable to the
fixed base.

Income that residents of Finland receive for
labor or personal services performed in the United
States as employees (dependent personal
services) is exempt from U.S. income tax if the
residents meet three requirements:

1) They are in the United States for no more
than 183 days during any 12-month period,

2) Their income is paid by, or on behalf of, an
employer who is not a resident of the United
States, and

3) Their income is not borne by a permanent
establishment, fixed base, or trade or busi-
ness that the empioyer has in the United
States.

Income received for performing personal
services as a member of the regular complement
of a ship or aircraft operated in international traffic
by a resident of Finland is exempt from U.S. tax.

These exemptions do not apply to income
residents ot Finland receive as public entertainers
or sportsmen if the gross income, including reim-
bursed expenses, is more than $20,000 for their
personal activities in the United States during the
calendar year.

Tax years beginning before 1991. Income that
residents of Finland receive for performing per-
sonal services as independent contractors or self-
employed individuals (independent personal
services) in the United States during the tax year
is exempt from U.S. income tax if they are in the
United States for no more than 183 days during
the tax year.

income that residents of Finland receive for
labor or personal services performed in the United
States as ernployees (dependent personal
services) is exempt from U.S. income tax if the
residents meet three requirements:

1) They are in the United States for no more
than 183 days during the tax year,

2) Their income is paid by or on behalif of an
employer who is not a resident of the United
States, and

3) Their income is not borne by a permanent
establishment that the employer has in the
United States.

Income received by an individual for personal
services aboard a ship or an aircraft registered in
Fintand and operated by a resident of Finiand will
not be taxed in the United States as long as the
services are performed by the individual as a
member of the regular complement of the ship or

aircraft.
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France

Income that residents of France receive for per-
forming personal services as independent con-
tractors or self-empioyed individuals (independent
personal services) in the United States during the
tax year is exempt from U.S. income tax if the
residents meet two requirements:

1) They are in the United States for no more
than 183 days during the tax year, and

2) They do not maintain a fixed base in the
United States for more than 183 days during
the tax year.

Income that residents of France receive for
tabor or personal services performed in the United
States as employees (dependent personal
services) is exempt from U.S. income tax if the
residents meet three requirements:

1) They are in the United States for no more
than 183 days dunng the tax year,

2) Their income is paid by or on behalf of an
employer who is not a resident of the United
States, and

3) Their income is not borne by a permanent
establishment that the employer has in the
United States.

income for services performed by a resident of
France as a member of the regular complement of
a ship or an aircraft operated in international traffic
is exempt from tax in the United States.

These exemptions do not apply to public enter-
tainers (such as theater, motion picture, radio, or
television artists, musicians, or athletes) from
France who eam more than $10,000 in gross
receipts, inciuding reimbursed expenses, from
their entertainment activities in the United States
during the tax year.

Germany, Federal Republic of

Tax years beginning after 1989 (effective
January 1, 1991, for the area that was the
German Democratic Republic). Income that
residents of the Federa!l Republic of Germany
receive for performing personal services as inde-
pendent contractors or self-employed individuals
(independent personal services) in the United
States is exempt from U.S. income tax if the
income is not attributable to a fixed base reguiarly
available in the United States.

Income that residents of the Federal Republic
of Germany receive for labor or personal services
performed in the United States as empioyees
(dependent personal services) is exempt from
U.S. tax if the residents meet three requirements:

1) They are present in the United States for not
more than 183 days durning the calendar year,

2) The income is paid by, or on behalf of, an
employer who is not a resident of the United
States, and

3) The income is not borne by a permanent
establishment or a fixed base that the
employer has in the United States.

Pay received by a resident of the Federal
Republic of Germany for services performed as a
member of the regular complement of a ship or
aircraft operated in international traffic is exempt
from U.S. tax. .

These exemptions do not apply to directors’
fees and other similar payments received by a res-
ident of the Federal Republic of Germany for
services performed in the United States as a
member of the board of directors of a company
resident in the United States.

These exemptions do not apply to income
residents of the Federal Republic of Germany
receive as public entertainers (such as theater,
motion picture, radio or television artists, or musi-
cians) or athletes if their gross receipts, including
reimbursed expenses are more than $20,000
during the calendar year. Regardiess of these
limits, income of German entertainars or athletes
is exempt from U.S. tax if their visit to the United
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States is substantially supported by public funds
of the Federai Republic of Germany, its poiitical
subdivisions, or local authorities.

Tax years beginning before 1990. Income that
residents of the Federal Republic of Germany
receive for labor or personal services (including
practicing liberal professions and performing
services as directors) performed in the United
States is exernpt from U.S. income tax if they are
in the United States for no more than 183 days
duning the tax year. The labor or personal services
must be performed as an employee of, or under
contract with, a natural person resident in the Fed-
eral Republic or a German company that bears
the pay, and the pay may not be bome by a per-
manent establishment that the resident or com-
pany has in the United States.

Greece

income that residents of Greece receive for labor
or personal services (including practicing liberal
and artistic professions) is exempt from U.S.
income tax if they are in the United States for no
more than 183 days dunng the tax year and the
pay is not more than $10,000. The pay, regardiess
of amount, is exempt from U.S. income tax if it is
for labor or personal services performed as
employees of, or under contract with, a resident of
Greece or a Greek corporation or other entity of
Greece, and if the residents are in the United
States for no more than 183 days durning the tax
year.

Hungary

Income that residents of Hungary receive for per-
forming personal services as independent con-
tractors or self-employed individuals (independent
personai services) in the United States during the
tax year is exempt from U.S. tax if the residents:

1} Are not in the United States for more than 183
days during the tax year, and

2) Do not have a fixed base regularly avadable in
the United States.

If they have a fixed base availabie in the United
States, they are taxed on the income attributabie
to the fixed base.

Income that residents of Hungary receive for
labor or personal services performed in the United
States as employees (dependent personal
services) is exempt from U.S. income tax if the
residents meet three requirements:

1) They are in the United States for no more
than 183 days during the tax year,

2) Their income is paid by or on behalf of an
empioyer who is not a resident of the United
States, and

3) Their income is not borne by a permanent
establishment or a fixed base that the
employer has in the United States.

Pay received by members of the regular
complement of a ship or aircraft operated by a
resident of Hungary in international traffic is also
exempt.

Icetand

Income that residents of Iceland receive for per-
forming personal services as independent con-
tractors or self-employed individuals (independent
personal services) in the United States during the
tax year is exempt from U.S. income tax if the
residents:

1) Are not present in the United States for more
than 182 days during the tax year, and

2) Do not maintain a fixed base in the United
States for a period or periods totaling more
than 182 days during the tax year.

If they do not meet condition (2), they are taxed
on the income that is attributable to the fixed
base.

This exemption does not apply to residents of
Iceland who are public entertainers (theater,
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motion picture, or television artists, musicians, or
athletes) if they are in the United States for more
than 90 days during the tax year or their pay for
services as public entertainers is more than $100
per day.

Income that residents of Iceland receive for
labor or personal services performed in the United
States as employees (dependent personal
services) is exempt from U.S. income tax if the
employees meet three requirements:

1) They are in the United States-for no more
than 182 days during the tax year,

2) They are empioyees of a resident of Iceland
or of a permanent establishment of a resident
of a state other than Iceland if the permanent
establishment is located in iceland, and

3) Their income is not borne by a permanent
establishment that the employer has in the
United States.

Income for services performed by an individual
aboard a ship or an aircraft operated by a resident
of iceland in international traffic or in fishing on
the high seas is exempt from U.S. tax if the indi-
vidual is a member of the regular compiement of
the ship or aircraft.

India

Income that residents of india receive for perform-
ing personal services in the United States during
the tax year as independent contractors or self-
employed individuals (independent personal
services) is exempt from U.S. income tax if the
residents:

1) Are present in the United States for no more
than 89 days during the tax year, and

2) Do not have a fixed base reguiarly available to
them in the United States for performing the
services.

If they have a fixed base available, they are
taxed only on mcorne attributable to the fixed
base.

Income that resudents of India receive for per-
sonal services performed in the United States as
empioyees (dependent personal services) is
exempt from U.S. income tax if the residents meet
three requirements:

1} They are present in the United States for no
more than 183 days during the tax year,

2} The income is paid by, or on behalf of, an
employer who is not a resident of the United
States, and

3) The income is not bome by a permanent
establishment, fixed base, or trade or busi-
ness the empioyer has in the United States.

Pay received by a resident of india for services
performed as an employee aboard a ship or
aircraft operated by an Indian enterprise in inter-
national traffic is exempt from U.S. tax.

These exemptions do not apply to income
residents of india receive as public entertainers
(such as theater, motion picture, radio, or televi-
sion artists, or musicians) or athletes if their net
income is more than $1,500 dunng the tax year for
their entertainment activities in the United States.
Regardless of this fimit, the income of indian
entertainers and athletes is exempt from U.S. tax
if their visit to the United States is wholly or
substantially supported from the public funds of
the Indian Govermment, its political subdivisions,

-or local authorities.

Indonesia

Income that residents of Indonesia receive for per-
forming personal services as individual contrac-
tors or self-employed individuals (independent
personal services) in the United States during the
tax year is exempt from U.S. income tax if.the
residents:

1) Are present in the United States for no more
than 119 days during any consecutive
12-month period, and
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2) Do not have a fixed base }egularly available to
them in the United States for performing the
services.

if they have a fixed base available, they are
taxed only on the income attributable to the fixed
base.

Income that residents of Indonesia-receive for
personal services performed in the United States
as employees (dependent personai services) is
exempt from U.S. income tax if the residents meet
three requirements:

1) They are present in the United States no
more than 119 days during any consecutive
12-month period,

2) The income is paid by, or on behalif of, an
employer who is not a resident of the United
States, and

3) The income is not borne or reimbursed by a
" permanent establishment the employer has in
the United States.

Pay received by an individual for services per-
formed as an-employee aboard a ship or aircraft
operated by an indonesian resident in interna-
tional traffic is exempt from U.S. tax if the individ-
ual is a member of the reguiar complement of the
ship or aircraft.

These exemptions do not apply to income
residents of Indonesia receive as public entertain-
ers (such as theater, motion picture, radio, or tele-
vision artists, or musicians) or athietes if their
gross receipts, including reimbursed expenses,
are more than $2,000 during any consecutive
12-month penod. Regardiess of these limits,
income of Indonesian entertainers and athletes is
exempt from U.S. tax if their visit to the United
States is substantially supported or sponsored by
the Indonesian Government and the indonesian
competent authority certifies that the entertainers
or athletes qualify for this exemption.

ireland

Income that residents of Ireland receive for per-
sonal services (including professional services)
performed during the tax year in the United. States
for or on behalf of a person resident in ireland is
exempt from U.S. income tax if the residents are
not present in the United States for more than 183
days during that tax year.

Italy

Income that residents of Italy receive for perform-
ing personal services in the United States during
the tax year as independent contractors or self-
employed individuals (independent personal
services) is exempt from U.S. income tax if the
residents:

1) Are not present in the United States for more
than 183 days in the tax year, and

2) Do not have a fixed base regularly available to
them in the United States for performing the
sarvices.

If they have a fixed base available, they are taxed
only on the income attributable to the fixed base.
Income that residents of italy receive for per-
sonal services performed in the United States as
employees {(dependent personal services) is

exempt from U.S. income tax if:

1) The residents are present in theé United States
for not more than 183 days during the tax
year,

2) The income is paid by or for an employer who
is not a U.S. resident, and

3) The income is not borne by a permanent
establishment or fixed base that the empioyer
has in the United States.

Pay received by a resident of Italy from
employment regularly exercised aboard a ship or
aircraft operated by an Italian enterprise in interna-
tional traffic is exempt from U.S. tax.

These exemptions do not apply to income
residents of Italy receive as public entertainers
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(such as theater, motion picture, radio, or televi-
sion artists, musicians, or athletes) if they are pre-
sent in the United States for more than 90 days
durning the tax year or their gross receipts,
including reimbursed expenses, are more than
$12,000 duning the tax year for their entertainment
activities in the United States.

Jamaica

Income that residents of Jamaica receive for the
performance of personal services as independent
contractors or self-empioyed individuals (indepen-
dent personal services) in the United States during
the tax year is exempt from U.S. income tax if the
residents:

1) Are not in the United States for more than 89
days duning the tax year,

2) ‘Do not have a fixed base regularly available to
them in the United States for performing their
services, and

3) Earn net income for those services that is not
more than $5,000 during the tax year if the
income is from a U.S. contractor.

If they have a fixed base available in the United
States, they are taxed only on the income that is
attributable to the fixed base. There is no dollar
limit for condition (3) if the contractor is from a
country other than the United States.

Income that residents of Jamaica receive for
personal services performed in the United States
as employees (dependent personal services) is
exempt from U.S. income tax if the residents meet
four requirements:

1) They are not in the United States for more
than 183 days duning the tax year,

2) Their income is paid by or for an employer
who is not a resident of the United States,

3) Their income is not borne by a permanent
establishment or a fixed base that the
empioyer has in the United States, and

4) Their net income received. for the services is
not more than $5,000 during the tax year.

Pay received by a resident of Jamaica as a
member of the regular complement of a ship or an
aircraft operated in international traffic by a
Jamaican enterprise is exempt.

These exemptions do not apply to income that
residents of Jamaica receive for performing
services (both independent and dependent per-
sonal services) in the United States as entertain-
ers, such as theater, motion picture, radio, or
television artists, musicians, or athletes, if the
gross receipts (excluding reimbursements for
expenses) from the services are more than $400 a
day or $5,000 for the tax year.

Directors’ fees received by residents of Jamaica
for services performed in the United States as
members of boards of directors of U.S. corpora-
tions are exempt from U.S. tax if the fees
{excluding reimbursed expenses) are not more
than $400 per day for each day the directors are
present in the United States to perfor the
services.

Japan

Income that residents of Japan receive for per-
forming personal services as independent con-
tractors or self-employed individuals (independent
personal services) in the United States during the
tax year is exempt from U.S. income tax if the
residents:

1) Are not present in the United States for more
than 183 days during the tax year, and

2) Do not maintain a fixed base in the United
States for more than 183 days during the tax
year.

If they do not meet condition (2), they are taxed
on only the income attributable to the fixed base.
This exemption does not apply to residents of
Japan who are public entertainers (theater, motion
picture, or television artists, musicians, or athietes)
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if they are in the United States for more than 90
days during the tax year or their pay (excluding
reimbursed travel expenses) for services as public
entertainers is more than $3,000 during the tax
year.

income that residents of Japan receive for labor
or personal services performed in the United
States as emplioyees (dependent personal
services), including pay received by an officer or a
member of the board of directors of a corporation,
is exempt from U.S. income tax if the residents
meet three requirements:

1) They are in the United States for not more
than 183 days during the tax year,

2) They are employees of a resident of Japan or
of a permanent establishment of a resident of
a state other than Japan if the permanent
establishment is located in Japan, and

3) Their income is not borne by a permanent
estabiishment that the empioyer has in the
United States.

However, the exemption does not apply in cer-
tain cases in which the employee owns stock of
the employer or is a member of the employer’s
board of directors. )

Pay received by a resident of Japan who is a
member of the regular complement of a ship or
aircraft operated in'international traffic by a resi-
dent of Japan is exempt.

Korea, Repubilic ot
Income that residents of the Republic of Korea
receive for performing personal services as inde-
pendent contractors or self-employed individuals
(independent personal services) in the United
States durning the tax year is exempt from U.S. tax
it the residents:
1) Are not in the United States for more than 182
days dunng the tax year,
2) Earn income for those services that is not
more than $3,000 duning the tax year, and
3) Do not maintain a fixed base in the United
States for more than 182 days during the tax
year.
If they maintain a fixed base in the-United States
for more than 182 days, they are taxed on the

_ income attributable to the fixed base.

Income that residents of Korea receive for iabor
or personal services performed in the United
States as employees (dependent personal
services), including pay for services performed as
an officer of a corporation, is exempt from U.S. tax
if the residents meet four requirements:

1) They are not in the United States for more
than 182 days during the tax year,

2) They are employees of a resident of Korea or
of a permanent establishment maintained in
Korea,

3) Their compensation is not borne by a perma-
nent establishment that the employer has in
the United States, and

4) Their income for those services is not more
than $3,000.

Pay received by members of the regutar
complement of a ship or aircraft operated by a
resident of Korea in international traffic is exempt.

Luxembourg

Income (other than corporate directors’ fees) that
residents of Luxembourg receive for tabor or per-
sonal services performed in the United States
during the tax year is exempt from U.S. income tax
if they are in the United States for no more than
180 days during the tax year and the income is not
more than $3,000.

Residents of Luxembourg are aiso exempt from
U.S. income tax on income (other than corporate
directors’ fees), regardless of the amount, for
services performed during the tax year as employ-
ees of a resident or corporation of Luxembourg, or
a permanent establishment of a U.S. enterprise in
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Luxembourg that bore the income, if they are in
the United States for no more than 180 days
during the tax year.

Malta

Income that residents of Malta receive for per-
forming personal services as independent con-
tractors or self-employed individuats (independent
personal services) in the United States during the
tax year is exempt from U.S. income tax if the
residents:

, 1) Are not in the United States for more than 30
days during the tax year,

2) Do not have a fixed base regularly available to
them in the United States for performing their
services, and

3) Eam net income for those services that is not
more than $10,000 during the tax year if the
income is from a U.S. contractor.

If they have a fixed base available in the United
States, they are taxed only on the income attnbu-
table to that fixed base. There is no dollar limit for
condition (3) if the contractor is from a country
other than the United States.

Income that residents of Malta receive for per-
sonal services performed in the United States as
employees (dependent personal services) is
exempt from U.S. income tax if the_residents meet
three requirements:

1) They are not in the United States for more
than 183 days during the tax year,

2) Their income is paid by or on behalif of an
employer who is not a resident-of the United
States, and

3) Their income is not borne by a permanent
establishment or a fixed base that the
empiloyer has in the United States.

Pay received by a resident of Maita who is a
member of the regular complement of a ship or an
aircraft operated in international traffic by a Mal-
tese enterprise is exempt.

These exemptions do not apply to income
residents of Malta receive for performing services
{both independent and dependent personal
services) in the United States as entertainers,
such as theater, motion picture, radio, or television
artists, musicians, or athletes, if they are present
in the United States for more than 89 days during
the tax year or the income received is more than
$500 for each day of performance (including
rehearsals) or $5,000 for the tax year. :

Directors’ fees received by residents of Maita
for serving on boards of directors of U.S. corpora-
tions are exempt from U.S. tax to the extent of a
reasonable fixed amount payable to all directors
of the corporation for attending directors’
meetings in the United States.

Morocco

Income that residents of Morocco receive for per-
forming personal services as independent con-
tractors or as self-employed persons (independent

- personal services) in the United States dunng the
tax year is exempt from U.S. income tax if the
residents:

1) Are not in the United States for more than 182

days during the tax year,

2) Do not maintain a fixed base in the United
States for more than 89 days during the tax
year, and

3) Earn total income for those services that is
not more than $5,000.

if they have a fixed base in the United States for
more than 89 days, they are taxed only on the
income attributable to the fixed base.

Income that residents of Morocco receive for
labor or personal services performed in the United
States as employees (dependent personal
sarvices) is exempt from U.S. income tax if the
residents meet three requirements:
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1) They are in the United States for less than
183 days during the tax year,

2) They are employees of a resident of Morocco
or of a permanent establishment of a resident
of a country other than Morocco if the perma-
nent establishment is located in Morocco, and

3) Their income is not borne by a permanent
establishment that the employer has in the
United States.

Compensation received for services performed
by a member of the board of directors of a corpo-
ration does not qualify for this exemption.

income received by an individual for performing
labor or personal services as an employee aboard
a ship or an aircraft operated in international traffic
by a Moroccan resident is exempt from U.S.
income tax if the individual is a member of the reg-
ular complement of the ship or aircraft. ’

These exemptions do not apply to income
received for services (both independent and
dependent personal services) performed in the
United States by professional entertainers,
including theater, film, radio, and television per-
formers, musicians, and athietes, unless the
services are performed by, or for the account of, a
Moroccan nonprofit organization.

Netherlands

Income that residents of the Netherlands receive
is exempt from U.S. income tax if it is received for
performing personal services in an independent
capacity in the United States, and if they are pre-
sent in the United States for no more than 183
days during the tax year.

Also exempt is the pay of a Netherlands resi-
dent who serves as an employee of a resident or
corporation of a country other than the United
States, or of a permanent establishment of a resi-
dent or corporation of the United States located
outside the United States. The pay may not be
deducted in figuring the profits of the permanent
establishment in the United States. This
exemption applies only if the Netherlands resident
is temporarily present in the United States for no
more than 183 days during the tax year. ’

New Zealand

Income that residents of New Zealand receive for
performing personal services as independent con-
tractors or self-employed individuals (independent
personal services) in the United States in any tax
year is exempt from U.S. income tax if the
residents:

1) Are present in the United States for no more
than 183 days during any consecutive
12-month period, and

2) Do not have a fixed base regularly available to
them in the United States for performing the
services.

If they have a fixed base available in the United
States, they are taxed on the income attributable
to the fixed base.

Income that residents of New Zealand receive
for labor or personal services performed in the
United States as employees (dependent personal
services) is exempt from U.S. income tax if the
residents meet these requirements:

1) They are present in the United States for no
more than 183 days in any consecutive
12-month period,

2) Their income is paid by or on behalif of an
employer that is not a resident of the United

‘States, and

3) Their income is not borne by a permanent
establishment or fixed base of the employer in
the United States.

Pay received by a New Zealand resident as a
member of the regular complement of a ship or
aircraft operated in international traffic is exempt
from U.S. tax.

The exemption from U.S. tax on income from
both independent and dependent personal
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services does not apply to public entertainers (art-
ists, athletes, etc.) from New Zealand who earn
more than $10,000 in gross receipts, inciuding
reimbursed expenses, from their entertainment
activities in the United States during the tax year.

Norway

Income that residents of Norway receive for per-
forming personal services as independent con-
tractors or selt-employed individuals (independent
personal services) in the United States during the
tax year is exemnpt from U.S. income tax if the
residents:

1) Are not present in the United States for more
than 182 days during the tax year, and

2) Do not maintain a fixed base in the United
States for more than 782 days during the tax
year.

If they do not meet requirement (2), they are taxed
only on the income attributable to the fixed base.

This exemption does not apply to residents of
Norway who are public entertainers (theater,
motion picture, or television artists, musicians, or
athletes) it they are in the United States for more
than S0 days during the tax year or their pay for
services as public entertainers is more than
$10,000 during the tax year.

Income that residents of Norway receive for
labor or personal services performed in the United
States as employees (dependent personal
services) is exempt from U.S. income tax if the
residents meet three requirements:

1) They are in the United States less than 183
days duning the tax year,

2) They are employees of a resident of Norway
or of a permanent establishment of a resident
of a state other than Norway it the perma-
nent establishment is situated in Norway, and

3) Their income is not borme by a permanent
establishment that the employer has in the
United States.

However, the exemption does not apply to a
resident of Norway who performs services as an
employee aboard a ship or an aircraft operated by
a United States resident in international traffic or
in fishing on the high seas if the resident of Nor-
way is a member of the regular compiement of the
ship or aircraft.

Pakistan

Residents of Pakistan who perform personal
services (including professional services) for or on
behalf of a resident of Pakistan while in the United
States for no more than 183 days during the tax
year are exempt from U.S. income tax on the
income from the services if they are subject to
Pakistani tax.

Philippines

income that residents of the Philippines receive
for performing personal services as independent
contractors or as self-employed individuals (inde-
pendent personal services) in the United States
during the tax year is exempt from U.S. income tax
it the residents:

1) Do not have a fixed base regularly available to
them in the United States for performing their
services,

2) Are in the United States for no more than 89
days during the tax year, and

3) Earn gross income for those services that is
not more than $10,000 for the tax year if the
income is from U.S. contractprs.

If they have a fixed base available in the United
States, they are taxed only on the income attribu-
table to the fixed base. There is no doliar limit for
condition (3) if the contractor is a resident of a
country other than the United States.

Income that residents of the Philippines receive
for personal services performed in the United
States as employees (dependent personal
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services) is exempt from U.S. income tax if the
residents meet three requirements:

1) They are in the United States for no more
than 89 days during the tax year,

2) They are employees of a resident of the Phil-
ippines or of a permanent establishment
maintained in the Philippines, and

3) Their income is not borne by a permanent
establishment that the employer has in the
United States.

Pay received by an employee of a resident of
the Philippines for personal services performed as
a member of the regular compiement of a ship or
an aircraft operated in international traffic by a res-
ident of the Philippines is exempt.

These exemptions do not apply to income
residents of the Philippines receive for performing
services (both independent and dependent per-
sonal services) in the United States as entertain-
ers, such as theater, motion picture, radio, or
television artists, musicians, or athletes, if the
income is more than $100 a day or $3,000 for the
tax year. Regardless of these limits, income of
Philippine entertainers is exempt from U.S. tax if
their visit to the United States is substantially
supported or sponsored by the Philippine Govern-
ment and the entertainers are certified as qualified
for this exemption by the Philippine competent
authority.

Poland

Income that residents of Poland receive for per-
forming personal services as independent con-
tractors or self-employed individuals (independent
personal services) in the United States is exempt
from U.S. income tax if they are in the United
States for no more than 182 days during the tax
year. .

Income that residents of Poland receive for
labor or personal services performed as employ-
ees (dependent personal services), including
services performed by an officer of a corporation
or company, in the United States during the tax
year is exempt from U.S. income tax if the
residents meet three requirements:

1) They are in the United States for no more
than 182 days during the tax year,

2) Their income is paid by or on behalf of an
employer who is not a U.S. resident, and

3) Their income is not borne by a permanent
estabiishment that the employer has in the
United States.

Pay received by members of the regular
complement of a ship or aircraft operated by a
resident of Poland in international traffic is
exempt.

Romania

Income that residents of Romania receive for per-
forming personal services as independent con-
tractors or self-employed individuais (independent
personal services) in the United States during the
tax year is exempt from U.S. income tax if the
residents:

1) Are not present in the United States for more

- than 182 days during the tax year, and

2} Do not maintain a permanent establishment in
the United States with which the income is
effectively connected.

Income that residents of Romania receive for
labor or personal services performed as empioy-
ees (dependent personal services), including
services performed by an officer of a corporation
or company, in the United States during the tax

.year is exempt from U.S. income tax if the
~residents meet these requirements:

1) They are in the United States for no more
than 182 days during the tax year,

2) They are employees of a resident of Romania
or of a permanent establishment maintained
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in Romania by a resident of the United States,
and

3) Their ingome is not borne by a permanent
establishment that the empioyer has in the
United States.

These exemptions do not apply to entertainers,
such as theater, motion picture, radio, or television
artists, musicians, or athletes, who ara present in
the United States for more than 90 days during
the tax year (90 days or more if the entertainers
are employees) or who earn gross income as
entertainers in the United States of more than
$3,000 during the tax year ($3,000 or more if they
are employees). However, the exemptions do
apply, without regard to the 90 day~$3,000
requirement, if the entertainers are present in the
United States by specific arrangements between
the United States and Romania.

Pay received by members of the regular
complement of a ship or aircraft operated by a
resident of Romania in international traffic is
exempt.

Spain
Income that residents of Spain receive as inde-
pendent contractors or self-employed individuais
(independent personal services) in the United
States are exempt from U.S. income tax if the
residents do not have a fixed base available to
them in the United States for performing the
services. If they have a fixed base, they are taxed
only on the income attributable to the fixed base.
income that residents of Spain receive for per-
sonal services performed in the United States as
employees (dependent personal services) is
exempt from U.S. income tax if:

1) The residents are present in the U.S. no more
than 183 days in any 12-month peniod,

2) The income is paid by, or on behalf of, an
employer who is not a U.S. resident, and

3) The income is not borne by a permanent
establishment or fixed base the employer has
in the United States.

Pay received by members of a regular
complement of a ship or aircraft operated in inter-
national traffic by a Spanish enterprise is exempt
from U.S. tax.

These exemptions do not apply to public enter-
tainers (such as theater, motion picture, radio, or
television artists, or musicians) or athietes from
Spain who earn more than $10,000 in income,
including reimbursed expenses, from their
entertainment activities in the United States during
the tax year. Regardless of these limits, Spanish
entertainers and athletes are exempt from U.S. tax
it their visit to the United States is substantially
supponted by public funds of Spain, a political sub-
division, or local authonty.

Sweden

income that residents of Sweden receive for labor
or personal services (including practicing liberal
professions) is exempt from U.S. income tax
regardless of amount if it is received for tabor or
services performed while in the United States for
no more than 180 days during the tax year as
employees of, or under contract with, a resident,
corporation, or other entity of Sweden.

Residents of Sweden are exempt from U.S.
income tax on income for such services provided
to non-Swedish empioyers or contractors if the
Swedish residents are in the United States for no
more than 90 days during the tax year and the
income is not more than $3,000.

These exemptions do not apply to the profes-
sional earnings of individuals such as actors, art-
ists, musicians, and professional athletes.

Switzerland

income that residents of Switzerland receive for
labor or personal services (including practicing lib-
eral professions and performing services as direc-
tors) is exempt from U.S. income tax if the
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residents are in the United States for no more
than 183 days during the tax year and the income
is not more than $10,000.

Also exempt from U.S. income tax is income,
regardless of the amount, received by residents of
Switzerland in the United States for no more than
183 days during the tax year for the labor or per-
sonal services performed as empioyees of, or
under contract with, a resident, corporation, or
other entity of Switzerland.

Trinidad and Tobago

Income (including reimbursed travel expenses)
that residents of Trinidad and Tobago receive
during the tax year for personal services per-
formed in the United States is exempt from U.S.
income tax if the individuals are in the United
States for no more than 183 days during the tax
year and either:

1) The residents are employees of a resident of
a country other than the United States or are
employees of a permanent establishment of a
United States resident outside the United
States and the income is not deducted in fig-
unng the profits of a permanent establishment
in the United States, or

2) The income is not more than $3,000
(excluding reimbursed travel expenses).

These exemptions do not apply to the profes-
sional earnings of public entertainers such as
actors, musicians, and professional athletes or to
any pearson providing their services if the pay is
more than $100 per day (excluding reimbursed
travel expenses).

Pay received by members of the regular
complement of a ship or aircraft operated in inter-
national traffic by a resident of Trinidad and
Tobago is exempt from U.S. tax.

Tunisia
Income that residents of Tunisia receive for per-

- sonal services as independent contractors or self-

employed individuals (independent personal
services) in the United States are exempt from
U.S. income tax if:

1) They are not in the United States for more
than 183 days duning the tax year,

2) They do not have a fixed base regularly avail-
able in the United States for performing the
services, and

3) The gross income for the tax year from U.S.
residents for services performed in the United
States is no more than $7,500.

If they do not meet condition (2), they are taxed
on the income that is attributable to the fixed
base.

Income that residents of Tunisia receive for per-
sonal services performed in the United States as
employees (dependent personal services) is
exempt from U.S. income tax if:

1) The residents are in the U.S. for no more than
183 days during the tax year,

2) Their income is paid by, or on behalf of, an
employer who is not a resident of the United
States, and

3) Their income is not borne by a permanent
establishment or fixed base the employer has
in the United States.

Pay received by members of the regular
complement of a ship or aircraft operated by an
enterprise in international traffic is exempt from
U.S. tax if the place of management of the
enterpnse is in Tunisia.

These exemptions do not apply to income
residents of Tunisia receive as public entertainers
{such as theater, motion picture, radio, or televi-
sion artists and musicians) or athletes if their
gross receipts, including reimbursed expenses,
are more than $7,500 duning the tax year.

These exemptions do not apply to fees received
by a resident of Tunisia for services performed as
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a director of a U.S. corporation if the fees are
treated as a distribution of profits and cannot be
taken as a deduction by the corporation.

Union of Soviet Socialist Republics
Income that residents of the Soviet Union receive
for performing personal services in the United
States is exempt from U.S. income tax if the
Soviet residents are in the United States for no
more than 183 days during the tax year.

Pay received by members of the regular
complement of a ship or aircratt operated in inter-
national traffic by the Soviet Union or a Soviet res-
ident is exempt from U.S. tax.

United Kingdom :
Income that residents of the United Kingdom
receive for performing personal services as inde-
pendent contractors or self-employed individuals
(independent personal services) in the United
States during the tax year is exempt from U.S. tax
it the residents:

1) Are not in the United States for more than 183
days duning the tax year, and

2) Do not have a fixed base regularly availabie in
the United States.

Income that residents of the United Kingdom
receive for labor or personal services performed in
the United States as employees (dependent per-
sonal services) is exempt from U.S, tax if the
employees meet three requirements:

1) They are in the United States for no more
than 183 days,

2) Their income is paid by or on behaif of an
employer who is not a resident of the United
States, and .

3) Their income is not borne by a perrﬁanent
establishment or a fixed base that the
empioyer has in the United States.

Income for services performed by members of
the regular complement of a ship or aircraft oper-
ated in international traffic is taxed by the country
of which the employer operating the ship or
aircraft is a resident.

These exemptions do not apply to income
received for services performed in the United
States by entertainers, musicians, and athietes,
acting in those capacities if the income, including
reimbursed expenses, is more than $15,000 in any
tax year.

Professors, Teachers,
and Researchers

Pay of professors and teachers who are residents
of the foliowing countries is generaity exempt from
U.S. income tax for 2 or 3 years it they temporarily
visit the United States to teach or do research.
The exemption applies to pay earned by the visit-
ing professor or teacher duning the applicable
period. For most of the following countries, the
applicable period begins on the date of arrival in
the United States for the purpose of teaching or
engaging in research. Furthermore, for most of the
following countries (except Germany (new treaty),
india, Malta and the United Kingdom), the
exemption applies even if the stay in the United
States extends beyond the applicable period.

The exemption generally applies to pay
received during a second teaching assignment if
both are completed within the specified time, even
if the second assignment was not arranged until
after amval in the United States on the first
assignment. For each of the countries listed, the
conditions are stated under which the pay of a
professor or teacher from that country is exempt
from U.S. income tax.

Austria

A professor or teacher who is a resident of Austria
and temporanly visits the United States to teach at
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a university, college, school, or other educational
institution for not longer than 2 years is exempt
from U.S. income tax on the income for teaching
during that penod.

Belgium
An individual who is a resident of Belgium on the
date of arrival in the United States and who is
temporarily in the United States at the invitation of
the U.S. Government, a university, or other recog-
nized educational institution in the United States
primarily to teach or engage in research, or both,
at a university or other accredited educational
institution is exempt from U.S. income tax on
income for the teaching or research for a maxi-
mum of 2 years from the date of arrival in the
United States.

This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

China, People’s Republic of

An individual who is a resident of the People’s
Republic of China and who is temporarily in the
United States primarily to teach, lecture, or

conduct research at a university or other accred- '

ited educational institution or scientific research
institution is exempt from U.S. income tax on
income for the teaching, lecturing, or research for
a total of not more than 3 years.

Denmark

A professor or teacher who is a resident of Den-
mark and temporarily visits the United States to
teach at a university, college, school, or other edu-
cational institution for a period not longer than 2
years is exempt from U.S. income tax on income
for teaching during that period.

Egypt
An individual who is a resident of Egypt on the
date of arrival in the United States and who is
temporarily in the United States primarily to teach
or engage in research, or both, at a university or
other recognized educational institution is exempt
from U.S. income tax on income from the teaching
or research for a maximum of 2 years from the
date of arrival in the United States. The individuai
must have been invited to the United States for a
period not expected to be longer than 2 years by
the U.S. Government or a state or iocal govern-
ment, or by a university or other recognized edu-
cational institution in the United States.

This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Finland

Tax years beginning after 1990. The new
U.S.~Finland treaty does not contain a provision
for professors, teachers, or researchers.

Tax years beginning before 1991, An individual
who is a resident of Finland on the date of arrival
in the United States and who is temporarily in the
United States at the invitation of the U.S. Govern-
ment, a university, or other accredited educational
institution in the United States primarily to teach or
engage in research, or both, at a university or
other accredited educational institution is exempt
from U.S. income-tax on income from the teaching
or research for a maximum of 2 years from the
date of arrival in the United States.

This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

France

An individual who is a resident of France on the
date of arrival in the United States and who is
temporarily in the United States at the invitation of
the U.S. Government, a university, or other
accredited educational or research institution in
the United States primarily to teach or engage in
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research, or both, at a university or other educa-
tional or research institution is exempt from U.S.
income tax on income from teaching or research
for a maximum of 2 years from the date of arrival
in the United States.

This exemption does not apply to income from
research camed on mainly for the private benefit
of any person rather than in the public interest.

Germany, Federal Republic of

Tax years beginning after 1989 (effective
January 1, 1991, for the area that was the
German Democratic Republic). A professor or
teacher who is a resident of the Federal Republic
of Germany and who is in the United States for
not more than 2 years to engage in advanced
study or research or teach at an accredited educa-
tional institution or institution engaged in research
for the public benefit is exempt from U.S. tax on
income received for study, research, or teaching.
If the individual's visit to the United States

" exceeds 2 years, the exemption is lost for the

entire visit unless the competent authorities of the
Federal Republic of Germany and the United.
States agree otherwise.

The exemption does not apply to income from
research camried on mainly for the private benefit
of any person rather than in the public interest.

Tax years beginning before 1990. A professor
or teacher who is a resident of the Federal Repub-
lic and temporarily visits the United States to
teach at a university, college, school, or other edu-
cational institution for a period not longer than 2
years is exempt from U.S. income tax on the
income for teaching during that period.

Greece

A professor or teacher who is a resident of
Greece and who is temporarily in the United
States to teach at a university, college, or other
educational institution for a maximum of 3 years is
exempt from U.S. income tax on the income
received for teaching during that period.

Hungary
An individual who is a resident of the Hungary on-
the date of amival in the United States and who is
temporarily in the United States primanily to teach
or engage in research, or both, at a university or
other recognized educational institution is exempt
from U.S. income tax on income for the teaching
or research for a maximum of 2 years from the
date of arrival in the United States. The individual
must have been invited to the United States for a
period not expected to be longer than 2 years by
the U.S. Government or a state or local govern-
ment, or by a university or other recognized edu-
cational institution in the United States.

The exemption does not apply to income from
research carried on mainly for the pnvate benefit
of any person rather than in the public interest.

lceland

An individual who is a resident of iceland on the
date of arrivai in the United States and who is
temporarily in the United States at the invitation of
the U.S. Government, a university, of other recog-
nized educational institution in the United States
pnmarily to teach or engage in research, or both,
at a university or other educational institution is
exempt from U.S. income tax on income for the
teaching or research for a maximum of 2 years
from the date of arrival in the United States.

This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

India

An individual is exempt from U.S. tax on income
received for teaching or research for up to 2 years
if he or she:

1) Is a resident of India immediately before visit-
- ing the United States, and
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2) Is in the United States to teach or engage in
research at an accredited university or other
recognized educational institution in the
United States for a period not longer than 2
years.

If the individual’s visit to the United States
exceeds 2 years, the exemption is iost for the
entire visit.

This exemption does not apply to income from
research carried on mainly for the pnivate benefit
of any person rather than in the public interest.

Indonesia

An individual is exempt from U.S. tax on income
for teaching or research for a maximum of 2 years
from the date of arrival in the United States if he
or she:

1) Is a resident of Indonesia immediately before
visiting the United States, and

2) iIs in the United States at the invitation of a
university, school, or other recognized educa-
tionai institution to teach or engage in
research, or both, at that educational
institution.

A resident of Indonesia is entitled to this
exemption only once. But this exemption does not
apply to income from research casried on mainfy
for the private benefit of any person.

Ireland

A professor or teacher from freland who visits the

United States to teach at a university, college,

~ school, or other educational institution for not
longer than 2 years is exempt from U.S. income

tax on the income received for teaching during

that period.

Italy

A professor or teacher who is a resident of Italy on
the date of arrival in the United States and who
temporarily visits the United States to teach or
conduct research at a university, coliege, school,
or other educational institution, or at a medical
facility primarily funded from government sources,
is exempt from U.S. income tax for up to 2 years
on pay from this teaching or research.

This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Jamaica

An individual who is a resident of Jamaica on the
date of arrival in the United States and who tem-
poranily visits the United States to teach or engage
in research at a university, college, or other recog-
nized educatianal institution is exempt from U.S.
income tax on the income received for the teach-
ing or research for not more than 2 years from the
date of arrival in the United States. A resident of
Jamaica is entitled to this exemption only once.

This exemption does not apply to income from
research carned on mainly for the private benefit
of any person rather than in the public interest.

Japan
An individual who is a resident of Japan on the
date of arrival in the United States and who is
temporarily in the United States at the invitation of
the U.S. Government, a university, or other
accredited educational institution located in the
United States primarily to teach or engage in
research, or both, at a university or other educa-
tional institution is exempt from U.S. income tax
on income for the teaching or research for a maxi-
mum of 2 years from the date of arrival in the
United States. )

This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Korea, Repubilic of

An individual who is a resident of the Republic of
Korea on the date of arrival in the United States

U.S. Tax Treaties

and who is temporarily in the United States prima-
rily to teach or engage in research, or both, at a
university or other recognized educational
institution is exempt from U.S. income tax on
income for the teaching or research for a maxi-
mum of 2 years from the date of arrival in the
United States. The individual must have been
invited to the United States for a penod not
expected to be longer than 2 years by the U.S.
Government or a state or local government, or by
a university or other recognized educational
institution in the United States.

The exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Luxembourg

A resident of Luxembourg who is temporarily in
the United States at the invitation of a U.S. univer-
sity, college, school, or other recognized educa-
tional institution only to teach or engage in
research, or both, at that educational institution is
exempt from U.S. income tax on income for the
teaching or research for not more than 2 years
from the date of arrival in the United States.

This exemption does not apply to pay for
research carried on for the benefit of any person
other than the educationat institution that
extended the invitation.

Malta

A professor or teacher who is a resident of Maita
and visits the United States for not ionger than 2
years to carry out advanced study or research or
to teach at a university, college, school, or other
educational institution is exempt from U.S. income
tax on the income received during that period if it
was paid from sources outside the United States.
If the individual’s 2-year period is exceeded, the
exemption is lost for the entire visit, including the
2-year penod. If the exemption is lost, interest
(and sometimes penaities) will be assessed from
the original due date of the return to the date the
tax is paid.

The exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Netherlands

A professor or teacher who is a resident of the
Netherlands and who visits the United States at
the invitation of the U.S. Government or a univer-
sity or other accredited educational institution in
the United States mainly to teach or engage in
research, or both, at a university or other accred-
ited educational institution is exempt from U.S.
income tax on the income from personal services
for teaching or research at the educational
institution or other similar institution for a maxi-
mum of 2 years. '
This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Norway
An individual who is a resident of Norway on the
date of arrival in the United States and who is
temporarily in the United States at the invitation of
the U.S. Government, a university, or other recog-
nized educational institution in the United States
primanly to teach or engage in research, or both,
at a university or other recognized educational
institution is exempt from U.S. income tax on
income for the teaching or research for a maxi-
mum period of 2 years from the date of arrival in
the United States.

This exemption does not apply to income from
research carried on mainly for the private benefit

. of any person rather than in the public interest.

Pakistan

A protessor or teacher who is a resident of Paki-
stan and who temporarily visits the United States
to teach at a university, college, school, or other
educational institution for not longer than 2 years
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is exempt from U.S. income tax on the income
received for teaching for.that period.

Philippines
An individual who is a resident of the Philippines
on the date of arrival in the United States and who
is temporarily in the United States primanly to
teach or engage in research, or both, at a univer-
sity or other recognized educational institution is
exempt from U.S. income tax on income from the
teaching or research for not more than 2 years
from the date of arrival in the United States. The
individual must have been invited to the United
States for a period not expected to be longer than
2 years by'the U.S. Government or a state or local
government, or by a university or other recognized
educational institution in the United States.

This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Poland

An individual who is a resident of Poland on the
date of arrival in the United States and who is
temporarily in the United States at the invitation of
the U.S. Government, a university, or other recog-
nized educational institution in the United States
primarily to teach or engage in research, or both,
at a university or other recognized educational
institution is exempt from U.S. income tax on
income for the teaching or research for a maxi-
mum of 2 years from the date of arrival in the
United States.

This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Romania

An individual who is a resident of Romania on the
date of grrival in the United States and who is
temporarily in the United States at the invitation of
the U.S. Government, a university, or other recog-
nized educational institution in the United States
primarily to teach or engage in research, or both,
at a university or other recognized educational
institution is exempt from U.S. income tax on
income for the teaching or research for a maxi-
mum of 2 years from the date of arrival in the
United States.

This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Sweden

A resident of Sweden who is temporanily in the
United States at the invitation of a university,
college, school, or other recognized educational
institution in the United States only to teach or
engage in research, or both, at that educationai
institution for not more than 2 years from the date
of arrival is exempt from U.S. income tax on
incore for the teaching or research.

This exemption does not apply to income for
research carried on for the benefit of any person
using or disseminating the resuits of the research
for profit.

Switzeriand

A professor or teacher who is a resident of Swit-
zerland and temporarily visits the United States to
teach at a university, college, school, or other edu-
cational institution for not longer than 2 years is
exempt from U.S. income tax on the income
received for teaching for that period.

Trinidad and Tobago

An individual who is a resident of Trinidad and
Tobago on the date of arrival in the United States
and who is temporarily in the United States at the
invitation of the U.S. Government, a university, or
other accredited educational institution in the
United States primarily to teach or engage in
research, or both, at a university or other accred-
ited educational institution is exempt from U.S.
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income tax on the income received for the teach-
ing or research for a maximum of 2 years from the
date of amrival in the United States.

This exemption does not apply to income from
research carried on mainly for the private benetit
of any person rather than in the pubilic interest.
Nor does the exemption apply to income if an
agreement exists between the Governments of
Trinidad and Tobago and the United States for
providing the services of these individuals.

Union of Soviet Socialist Republics

An individual who is a resident of the Soviet Union
on the date of arrival in the United States and who
is temporarily in the United States at the invitation
of the U.S. Government or an educational or sci-
entific research institution in the United States pni-
marily to teach, engage in research, or participate
in scientific, technical, or professional conferences
is exempt from U.S. income tax on income for
teaching, research, or participation in these
conferences for a maximum period of 2 years.

This exemption does not apply to income from
research carried on mainly for the benefit of a
private person, including a commercial enterprise
of the United States or a foreign trade organiza-
tion of the Soviet Union.

The exemption does, however, apply if the
research is conducted through an intergovern-
mental agreement on cooperation. '

This exemption also appfies to journalists and
correspondents who are temporarily in the United
States for periods not longer than 2 years and
who receive their compensation from abroad. it is.
not necessary that the journalists or correspon-
dents be invited by the U.S. Government or other
appropriate institution, nor does it matter that they
are employed by a private person, including com-
mercial enterprises and foreign trade
organizations.

United Kingdom

A professor or teacher who is a resident of the
United Kingdom on the date of arrival in the
United States and who is in the United States for
not ionger than 2 years primanily to teach or
engage in research at a university, coliege, or
other recognized educational institution is exempt
from U.S. income tax on income for the teaching
or research. If the individual's 2-year period is
exceeded, the exemption is lost for the entire visit,
including the 2-year period. If the exemption is
lost, interest (and sometimes penalties) will be
assessed from the original due date of the retum
to the date the tax is paid.

The exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Students and Apprentices

Residents of the following countries who are in
the United States to study or acquire technical
expenence are exempt from U.S. income tax,
under certain conditions, on amounts received
from abroad for their maintenance and studies.

This exemption does not apply to the salary
paid by a foreign corporation to one of its execu-
tives, a citizen and resident of a foreign country
who is temporarily in the United States to study a
particutar industry for an employer. That amount is
a continuation of salary and is not received to
study or acquire experience.

For each country listed there is a statement of
the conditions under which the exemption applies
to students and apprentices from that country.

Amounts received from the Natioral institutes
of Health (NIH) under provisions of the Visiting
Fellows Program by residents of the following
countries are exempt from U.S. income tax to the
extent provided for in the respective countries’
current tax treaties with the United States:
Belgium, China, Cyprus, Egypt, France, Iceland,
Indonesia, Japan, Korea, Morocco. the
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Netherlands, Norway, Pakistan, the Philippines,
Poland, Romania, Spain, Trinidad and Tobago,
and Tunisia.

However, amounts received from NIH under the
Visiting Associate Program and Visiting Scientist
Program are not exempt from U.S. tax as a grant,
allowance, or award.

Australia

A resident of Australia or an individual who was a
resident of Australia immediately before visiting
the United States who is temporarily here for full-
time education is exempt from U.S. income tax on
payments received from outside the United States
tor the individual's maintenance or education.

Austria

A resident of Austria who is temporarily in the
United States only as a student at a university,
college, school, or other educational institution is
exempt from U.S. income tax on amounts
received from abroad for study and maintenance.
An apprentice (inciuding Volontaere and
Praktikanten) who is a resident of Austria and is
temporanly in the United States only to acquire
business or technical experience is also exempt
from U.S. income tax on amounts received from
abroad for study and maintenance.

A resident of Austnia who receives a grant,
aliowance, or award from a nonprofit religious, sci-
entific, literary, or educational organization is
exempt from U.S. income tax on the payments
from that organization. Pay for personal services
is not exempt.

A resident of Austria who is an empioyee of an

Austrian enterprise, or an organization of the kind

mentioned in the preceding paragraph, is exempt
from U.S. income tax on pay from abroad paid by
that enterprise or organization if:

1) The individual is temporarily in the United
States for no more than one year only to
acquire technical, professional, or business
expenence from any person other than the
enterprise or orgamzatlon by which empioyed,
and

2) The annual income for services, wherever
performed, is not more than $10,000.

Barbados

A student or business apprentice who is a resident
of Barbados on the date of arrival in the United
States and is here for full-time education or
training is exempt from U.S. income tax on
payments received from outside the United States
for the individual's maintenance, education, or
training.

Nevertheless, an individual who qualifias for this
exemption may instead choose to be treated as a
resident alien of the United States for all U.S.
income tax purposes. Once made, this choice
applies for the entire period that the individual
remains qualified for exemption and may not be
revoked without the permission of the U. S com-
petent authority.

Belgium

An individual who is a resident of Belgium on the
date of arrival in the United States and who is
temporarily in the United States primarily to study
at a university or other recognized educational
institution in the United States, obtain professional
training, or study or do research as a recipient of a
grant, allowance, or award from a governmental,
religious, charitable, scientific, literary, or educa-
tional organization is exempt from U.S. income tax
on the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or training,
2) ‘The grant, alliowance, or award, and

3) Income from personal services performed in
the United States of up to $2,000 for each tax
year.
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An individual is entitled to the benefit of this
exemption for a maximum of 5 years.

An individual who is a resident of Belgium on
the date of amival in the United States and who is
in the United States as an empioyee of, or under
contract with, a resident of Beigium is exempt
from U.S. income tax for 12 consecutive months
on income received for personal services in the
maximum amount of $5,000 if the individual is in
the United States primarily to:

1) Acquire technical, professional, or business
experience from a person other than that resi-
dent of Belgium or other than a person related
to that resident, or

2) Study at an educational institution.

An individual who is a resident of Belgium on
the date of arrival in the United States and who is
temporarily present in the United States for not
longer than one year as a participant in a program
sponsored by the U.S. Govemment primarily to
train, research, or study is exempt from U.S.
income tax on income received for personal
services for the training, research, or study in the
amount of $10,000.

Canada
A full-ime student, trainee, or business apprentice
who is or was a Canadian resident immediately
before visiting the United States is exempt from
U.S. income tax on amounts received from
sources outside the United States for mainte-
nance, education, or training.

Also see Publication 587, Information on the
United States—Canada income Tax Treaty.

China, People’s Republic of

A student, business apprentice, or trainee who is a
resident of the People's Republic of China on the
date of arrival in the United States and who is pre-
sent in the United States solely to obtain training,
education, or special technical experience is
exempt from U.S. income tax on the foliowing
amounts:

1) Payments received from abroad for mainte-
nance, education, study, research, or training,

2) Grants or awards from a govemment, scien-
tific, educational, or other tax-exempt organi-
zation, and

3) Income from personal services performed in
the United States of up to $5,000 for each tax
year.

An individual is entitled to this exemption oniy
for the time reasonably necessary to complete the
education or training.

Cyprus

An individual who is a resident of Cyprus on the
date of amrival in the United States and who is
temporarily here primarily to study at a university
or. other recognized educational institution in the
United States, obtain professional training, or
study or do research as a recipient of a grant,
allowance, or award from a governmental, relig-
ious, charitable, scientific, fiterary, or educational
organization is exempt from U.S. income tax on
the following amounts:

1) Gifts from abroad for maintenance, educauon
of training,

2) The grant, allowance, or award, and

3) Income from personal services performed in
the United States of up to $2,000 for each tax
year,

An individual is entitled to this exemption for up
to 5 tax years and for an additional period as is
necessary to complete, as a full-time student, edu-,
cational requirements for a postgraduate or pro-
fessional degree from a recognized educational -
institution.

An individual who is a resident of Cyprus on the
date of arrival in the United States and who is
temporarily here as an employee of, or under

W



263 3-92

contract with, a resident of Cyprus is exempt from
U.S. income tax for not more than one year on
income from personal services for a maximum of
$7,500 if the individual is in the United States pn-
marily to either:

1) Acquire technical, professional, or business
experience from a person other than a resi-
dent of Cyprus or other than a person related
to that resident, or :

2) Study at a university or other recogniied edu-
cational institution.

An individual who is a resident of Cyprus on the
date of arrival in the United States and who is
temporarily here for a period of not more than one
year as a participant in a program sponsored by
the U.S. Government primarily to train, research,
or study is exempt from U.S. income tax on
income for personal services for the training,
research, or study. This exemption is limited to
$10,000. .

Denmark

A student or apprentice who is a citizen of Den-
mark and lives in the United States oniy to study
or acquire business experience is exempt from
U.S. income tax on amounts (other than the stu-
dent's own income) received from abroad for
maintenance and studies.

Egypt

An individual who is a resident of Egypt on the
date of arrival in the United States and who is
temporarily in the United States primarily to study
at a university or other recognized educational
institution in the United States, obtain professional
training, or study or do research as a recipient of a
grant, allowance, or award from a governmental,
religious, charitable, scientific, literary, or educa-
tional organization is exempt from U.S. income tax
on the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or training,
2) The grant, allowance, or award, and

3) Income from personal services performed in
the United States of up to $3,000 each tax
year. .

An individual is entitled to the benefit of this
exemption for a maximum-of 5 tax years and for
any additional period of time needed to complete,
as a full-time student, educational requirements as
a candidate for a postgraduate or professional
degree from a recognized educational institution.

An individual who is a resident of Egypt on the
date of arrival in the United States and who is
temmporarily in the United States as an employee
of, or under contract with, a resident of Egypt is
exempt from U.S. income tax on income from per-
sonal services for not longer than 12 consecutive
months for a maximum of $7,500 if the individual
is in the United States primarily to:

1) Acquire technical, professional, or business
experience from a person other than that resi-
dent of Egypt or other than a person related
to that resident, or

2) Study at a university or other educationai
institution.

An individual who is a resident of Egypt on the
date of arrival in the United States and who is
temporarnily in the United States for no more than
one year as a participant in a program sponsored
by the U.S. Government primarily to train,
research, or study is exempt from U.S. income tax
on income received for personal services for the
training, research, or study for a maximum of
$10,000.

Finland

Tax years beginning atter 1990. A full-time stu-
dent, trainee, or business apprentice who is a resi-
dent of Finland immediately before visiting the
United States is exempt from U.S. income tax on
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amounts received from sources outside the United
States for maintenance, education, or training.

Tax years beginning before 1991. An individual
who is a resident of Finland on the date of arrival
in the United States and who is temporanily in the
United States primanily to study at a university or
other accredited educational institution in the
United States, obtain professionai training, or
study or do research as a recipient of a grant,
allowance, or award from a governmental, relig-
ious, charitable, scientific, literary, or educational
organization is exempt from U.S. income tax on
the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or training,

2) The grant, allowance, or award, and

3) Income from personal services performed in
the United States of up to $2,000 each tax
year.

An individual is entitied to the benefit of this
exemption for a maximum of 5 tax years.

An individuat who is a resident of Finfand on the
date of amival in the United States and who is in
the United States as an employee of, or under
contract with, a resident of Finland is exempt from
U.S. income tax on income received for perform-
ing personal services for 12 consecutive months
for a maximum of $5,000 if the individual is in the
United States primarily to:

1) Acquire technical, professional, or business
expenence from a person other than that resi-
dent of Finland or a corporation 50% or more
of the voting stock of which is owned by that
resident of Finland, or

2) Study at an educationai institution..

Also exempt is a resident of Finland who is pre-
sent in the United States for not longer than one
year as a participant in a program sponsored by
the U.S. Government primarily to train, research,
or study. The individual Is exempt from tax on
income from personal services performed in the
United States and received for the training,
research, or study for a maximum of $10,000.

France

An individual who is a resident of France on the
date of arrival in the United States and who is
temporarily in the United States primarily to study
at a university or other accredited educational
institution in the United States, obtain professional
training, or study, or do research as a recipient of
a grant, allowance, or award from a governmental,
religious, chantable, scientific, literary, or educa-
tional organization is exempt from U.S. income tax
on the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or training,

2) The grant, aliowance, or award, and

3) Income from personal services performed in
the United States of up to $2,000 each tax
year. :

An individual is entitled to the benefit of this
exemption for a maximum of 5 tax years.

An individual who is a resident of France on the
date of arrival in the United States and whd is in
the United States as an employee of, or under
contract with, a resident of France is exempt from
U.S. income tax on income received for perform-
ing personal services for one tax year for a maxi-
mum of $5,000 if the individual is in the United
States primarily to:

1) Acquire technical, professional, or business
experience from a person other than that resi-
dent of France or a corporation 50% or more
of the voting stock of which is owned by that
resident of France, or

2) Study at an educational institution.
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Germany, Federai Republic of

Tax years beginning after 1989 (effective
January 1, 1991, for the area that was the
German Democratic Republic). A student or
business apprentice (including Volontaere and
Praktikanten) who is or was immediately before
visiting the United States a resident of the Federal
Republic of Germany and who is present in the
United States for full-time education or training is
exempt from U.S. income tax on amounts from
sources outside the United States for mainte-
nance, education, or training.

An individual who is or was immediately before
visiting the United States a resident of the Federal
Republic of Germany is exempt from U.S. tax on
amounts received as a grant allowance, or award
from a nonprofit reiigious, charitable, scientific, lit-
erary, or educational organization.

Individuals described in the previous two
paragraphs are also exempt from U.S. tax on
compensation for dependent personal services of
up to $5,000 per year if:

1) They are present in the United States for not
more than 4 years, and

2) The services are performed for the purpose of
suppliementing funds availac!e otherwise for
maintenance, education, or tiaining.

It the individual's visit exceeds 4 years, the
exemption is lost for the entire visit unless the
competent authorities of the Federal Republic of
Germany and the United States agree otherwise.

An individual who is a resident of the Federal
Republic of Germany and who is empioyed by a
German enterprise or by a nonprofit refigious,
charitable, scientific, literary, or educational organ-
ization is exemnpt from U.S. tax on compensation
for services from sources outside the United
States paid by the employer if:

1) The individual is temporanly in the United
States for not more than one year to acquire
technical, professional, or business expen-
ence from any person other than his or her
employer, and

2) The compensation is not more than $10,000.

Tax years beginning before 1990. A resident of
the Federal Republic who is temporarily in the
United States only as a student at a university,
college, school, or other educational institution is
exempt from U.S. income tax on amounts
received from abroad for study and maintenance.
An apprentice (including Volontaere and
Praktikanten) who is a resident of the Federal
Republic and is temporarily in the United States
only to acquire business or technical experience is
exempt from U.S. income tax on amounts
received from abroad for study and maintenance.
A resident of the Federal Republiic who receives
a grant, allowance, or award from a nonprofit relig-

. ious, charitable, scientific, literary, or educational

organization is exempt from U.S. income tax on
these payments from the organization, other than
income for personal services.

A resident of the Federal Republic who is an
employee of an enterprise of the Federal Repub-
lic, or an organization of the kind mentioned in the
preceding paragraph, is exempt from U.S. income
tax on pay from that enterprise or organization if
two conditions are met. First, the individual must
be temporarily in the United States for not longer
than one year only to acquire technical, profes-
sional, or business experience from any person
other than that enterprise or organization. Second,
the annual pay for services, wherever performed,
is not more than $10,000.

Greece

A student or business apprentice who is a resident
of Greece and is temporarily in the United States
only to study or acquire business expenence is
exempt from U.S. income tax on amounts
received from sources outside the United States
for maintenance or studies.
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Hungary

An individual who is a resident of Hungary immedi-
ately before arrival in the United States and is
here for full-time education or training is exempt
from U.S. income tax on payments received from
outside the United States for the individuai's main-
tenance, education, or training.

The full-time student or trainee may instead
choose to be treated as a resident.alien of the
United States for U.S. income tax purposes. Once
made, the choice applies for the entire period that

* the individual remains qualified for exemption as a
full-time student or trainee and may not be
changed uniess permission is obtained from the
U.S. competent authority.

iceland

An individual who is a resident of Icetand on the
date of arrival in the United States and who is
temporanily in the United States primarily to study
at a university or other recognized educational
institution in the United States, obtain professional
training, or study or do research as a recipient of a
grant, allowance, or award from a governmental,
religious, charitable, scientific, literary, or educa-
tional organization is exempt from U.S. income tax
on the foliowing amounts:

1) Gifts from abroad for rhaintenance, education,
study, research, or training,

2) The grant, allowance, or award, and

3) Income from personal services performed in
the United States of up to $2,000 each tax
year.

An individual is entitled to the benefit of this
exemption for a maximum of 5 years.

An individual who is a resident of Iceland on the
date of arrival in the United States and who is
temporanily in the United States as an employee
of, or under contract with, a resident of Icetand is
exempt from U.S. income tax for 12 consecutive
months on income received for performing per-
sonal services for a maximum of $5,000 if the indi-
vidual is in the United States primarily to:

1) Acquire technical, professional, or business
experience from a person other than that resi-
dent of iceland or other than a person reiated
to that person, or :

2) Study at an educational institution.

An individual who is a resident of Iceland on the
date of arrival in the United States and who is
temporanly present in the United States for not
tonger than one year as a participant in a program
sponsored by the U.S. Government primarily to
train, research, or study is exempt from U.S.
income tax on income received for personal
services for the training, research, or study for a
maximum of $10,000.

India
An individual who is a resident of india immedi-
ately before visiting the United States and who is
temporarily in the United States primarily for study-
ing or training is exempt from U.S. income tax on
payments from abroad for maintenance, study, or
training. The exemption does not apply to
payments borne by a permanent establishment in
the United States or paid by a U.S. citizen or resi-
dent, the U.S. Government, or any of its agencies,
instrumentatlities, political subdivisions, or local
authorities.

The individual is entitied to this exemption only
for a penod of time considered reasonable or cus-
tomnarily required to complete studying or training.

Indonesia

An individual who is a resident of Indonesia imme-
diately before visiting the United States and who is
temporarily in the United States is exempt from
U.S. income tax on certain amounts for a period of
up to S years. To be entitled to the exemption, the
individual must be temporarily in the United States
for full-time study at a U.S. university, school, or
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other recognized educational institution, or for
full-time study, research, or training as a recipient
of a grant, aliowance, or award from either the
U.S. or Indonesian Government, a scientific, edu-
cational, religious, or charitable organization, or
under a technical assistance program entered into
by either the U.S. or iIndonesian government. !f the
individual meets any of these requirements, the
foliowing amounts are exempt from tax:

1) All payments from abroad for maintenance,
education, study, research, or training,

2) The grant, allowance, or award, and

3) income from personat services performed in
the United States of up to $2,000 each tax
year. :

An individual who is a resident of indonesia
immediately before visiting the United States and
is temporarily in the United States only as a busi-
ness or technical apprentice is exempt from U.S.
tax on income from personal services of up to
$7,500 for-a period of 12 consecutive months.

Ireland

A student or business apprentice from ireland who
is receiving full-time education or training in the
United States is exempt from U.S. income tax on
payments received from persons in ireland for
maintenance, education, or training.

Italy

A student or business apprentice (trainee) who is
a resident of ltaly on the date of arrival in the
United States and who is temporarily in the United
States only for education or training is exempt
from U.S. income tax on amounts received from
outside the United States for maintenance, educa-
tion, and training.

Jamaica

A student who is a resident of Jamaica on the
date of arrival in the United States and is here for
full-time education or training is exermnpt from U.S.
income tax on payments received from outside
the United States for the student’'s maintenance,
education, or training.

An individual who is a resident of Jamaica on
the date of arrival in the United States and who is
temporarily in the United States as an empioyee
of, or under contract with, a resident of Jamaica is
exempt from U.S. income tax on net income from
personal services for 12 consecutive months for a
maximum of $7,500 if the individual is in the
United States primarily to:

1) Acquire technical, professional, or business
experience from a person other than that resi-
dent of Jamaica or other than a person
related to that resident, or

2) Study at a university or other recognized edu-
cational institution,

An individual who qualifies for one of the
exemptions discussed above may instead choose
to be treated as a resident alien of the United
States for all U.S. income tax purposes. Once
made, the choice applies for the entire period that
the individual remains gualified for exemption and
may not be revoked unless permission is obtained
from the U.S..competent authonity.

Japan

An individual who is a resident of Japan on the
date of arrival in the United States and who is
temporarily in the United States primarily to study
at a university or other accredited educational
institution in the United States, obtain professional
training, or study or do research as a recipient of a
grant, allowance, or award from a governmental,
religious, charitabie, scientific, literary, or educa-
tional organization is exempt from U.S. income tax
on the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or training,
2) The grant, allowance, or award, and
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3) income from personal services performed in
the United States of up to $2,000 each tax
year. :

An individual is entitied to the benefit of this
exemption for a maximum of 5 years.

An individual who is a resident of Japan on the
date of arrival in the United States and who is in
the United States as an employee of, or under
contract with, a resident of Japan is exempt from
U.S. income tax for 12 consecutive months on
income received for performing personal services
for a maximum of $5,000 if the individual is in the
United States primarily to:

1) Acquire technical, professional, or business
experience from a person other than that resi-
dent of Japan, or

2) Study at an educational institution. -

An individual who is a resident of Japan on the
date of arrival in the United States and who is
temporarily present in the United States for not
longer than one year as a participant in a program
sponsored by the U.S. Government primarily to
train, research, or study is exempt from U.S.
income tax on income received for personai
services for the training, research, or study in the
amount of $10,000.

Korea, Republic of

An individual who is a resident of the Repubiic of
Korea on the date of arrival in the United States
and who is temporarily in the United States prima-
niy to study at a university or other recognized
educational institution in the United States, obtain
professional training, or study or do research as a
recipient of a grant, aliowance, or award from a
governmental, religious, chartable, scientific, liter-
ary, or educational organization is exempt from
U.S. income tax on the following amounts:

’ 1) Amounts from abroad for maintenance, edu-
cation, study, research, or training,

2) The grant, allowance, or award, and

3) Income from personal services perforrﬁéd in
the United States of up to $2,000 each tax
year. . -

An individual is entitled to the benefit of this
exemption for a maximum of S years.

An individual who is a resident of Korea on the
date of arrival in the United States and who is
temporarily in the United States as an employee
of, or under contract with, a resident of Korea is
exempt from U.S. income tax for one year on
income received for performing personal services
for a maximum of $5,000 if the individual is in the
United States primarily to:

1) Acquire technical, professional, or business
experience from a person other than that resi-
dent of Korea or other than a person reiated
to that resident, or

2) Study at an educational institution.

An individual who is a resident of Korea on the
date of arrival in the United States and who is
temporarily present in the United States for not
longer than one year as a participant in a program
sponsored by the U.S. Government pimarily to
train, research, or study is exempt from U.S.
income tax on income received for personal
services for the training, research, or study for a
maximum of $10,000.

Luxembourg

Certain residents of Luxembourg are exempt from
U.S. income tax on income received from abroad
for employment or amounts received from abroad
for their maintenance, education, or training if they
are temporarily in the United States. To qualify for.
this exemption they must be temporarily in the .
United States only as:

1) Students at a university, college, school, or
other recognized educational institution, or
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2) Business apprentices for not more than one
year, or

3) Recipients of a grant, allowance, or award
from a religious, charitable, scientific, literary,
or educational organization primarily to study
or research.

Certain other residents of Luxembourg who are
temporarily in the United States for no more than
one year are exempt from U.S. income tax for that
period on pay, including pay from an employer
abroad, of not more than $5,000. To qualify for
this exemption they must be employees of, or
under contract with, a Luxembourg enterpnse or a
Luxembourg religious, charitable, scientific, liter-
ary, or educational organization and be in the
United States only to acquire technical, profes-
sional, or business expenence from a person
other than that enterprise or organization.

Residents of Luxembourg are also exempt from
U.S. income tax on certain income if they are in
the United States for no more than one year only
for training, research, or study under an
arrangement with the U.S. Government. The
income that is exempt in this case is that received
for services directly refated to this training,
research, or study and includes pay from their
employer abroad. The amount exempt may not be
more than $10,000.

Malita

A student, apprentice, or business trainee who is
or was a resident of Malta immediately before arri-
val in the United States and is here for full-time
education or training is exempt from U.S. income
tax on payments received from outside the United
States for the individual’s maintenance, education,
of training.

An individual who qualifies for the exemption
discussed above may instead choose to be
treated as a resident alien of the United States for
U.S. income tax purposes. Once made, the choice
applies for the entire period the individual remains
qualified for exemption and may not be changed
unless permission is obtained from the U.S. com-
petent authority.

Morocco

An individual who is a resident of Morocco on the
date of arrival in the United States and who is
temporarily in the United States primarily to study
at a university or other recognized educationat
institution in the United States, obtain professional
training, or study or do research as a recipient of a
grant, allowance, or award from a governmental,
religious, charitable, scientific, literary, or educa-
tional organization is exempt from U.S. income tax
on the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or training,

2) The grant, allowance, or award, and

3) Income from personal services performed in
the United States of up to $2,000 each tax
year.

An individual is entitled to the benefit of this
exemption for a maximum of 5 years.

Netherlands

A resident of the Netherlands who is temporarily in
the United States primarily to study at an accred-
ited educational institutior, engage in research of
an educational nature, or obtain training in a pro-
fessional specialty is exempt from U.S. income tax
on certain amounts received. The individual is
exempt from tax on gifts from abroad for mainte-
nance, education, study, research, or training; a
grant, allowance, or award by a government, edu-
cational institution, or nonprofit organization; and
income from personal services performed in the
United States of up to $2,000 in any tax year.
These benefits extend for no more than 5 tax
years.

A resident of the Netherlands who is present in
the United States as an employee of, or under
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contract with, a resident or corporation of the
Netherlands to study or secure technical, profes-
sional, or business training is exempt from U.S. ~
income tax for one tax year to the extent of
$5,000 if the individual is in the United States pri-
marily to:

1) Acquire technical, professional, or business
experience from a person other than that
Netherlands resident or corporation or a cor-
poration 50% or more of the voting stock of
which is owned by the Netherlands corpora-
tion, or

2) Study at a university or other accredited edu-
cational institution in the United States.

New Zealand

A resident of New Zealand or an individual who
was a resident of New Zealand immediately
before visiting the United States who is in the
United States for full-time education is exempt
from U.S. income tax on amounts received from
abroad for maintenance or education.

Norway

An individuai who is a resident of Norway on the
date of arrival in the United States and who is -
temporarily in the United States primarily to study
at a university or other recognized educationai
institution in the United States, obtain professional
training, or study or do research as a recipient of a
grant, aliowance, or award from a governmentali,
religious, charitable, scientific, literary, or educa-
tional organization is exempt from U.S. income tax
on the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or training,

2) The grant, allowance, or award, and

3) Income from personal services performed in
the United States up to $2,000 each tax year.

An individual is entitied to the benefit of this
exemption for a maximum of 5 tax years.

An individual who is a resident of Norway on the
date of arrival in the United States and who is in
the United States as an employee of, or under
contract with, a resident of Norway is exempt from
U.S. income tax on income received for perform-
ing personal services for 12 consecutive months
for a maximum of $5,000 if the individual is in the
United States primarily to:

1) Acquire technical, professional, or business
experience from a person other than that resi-
dent of Norway or other than a person related
to that resident of Norway, or

2) Study at an educational institution.

Also exempt is a resident of Norway who is pre-
sent in the United States for not tonger than one
year as a participant in a program sponsored by
the Government of the United States primarily to
train, research, or study. The individual is exempt
from tax on income from personal services per-
formed in the United States and received for the
training, research, or study, for a maximum of
$10,000.

Pakistan

Residents of Pakistan temporarily in the United
States are exempt from U.S. income tax on certain
income they may receive. To be entitled to this
exemption, they must be in the United States only
as students at a recognized university, college, or
school, or as recipients of grants, ailowances, or
awards from religious, charitable, scientific, or
educational organizations of Pakistan primarily to
study or research. The income exempt in these
cases is any payment from abroad for mainte-
nance, education, or training, and any pay for per-
scial services of not more than $5,000 for any tax
year.

Other residents of Pakistan who are temporarily
in the United States for no more than one year are
exempt from U.S. income tax on pay of not more
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than $6,000 received for that period, including pay -

" from the enterprise or organization of which they

are empioyees or with which they are under
contract. To qualify for this exemption, they must
be employees of, or under contract with, a
Pakistani enterprise or religious, charitable, scien-
tific, or educational organization and be in the
United States only to acquire technical, profes-
sional, or business experience from a person
other than that enterprise or organization. ~

Also exempt from U.S. income tax on certain
income are residents of Pakistan temporarily in
the United States under an arrangement with the
U.S. Government, or any of its agencies or instru-
mentalities, only for study, training, or orientation.
They are exempt from tax on income of not more
than $10,000 for services directly related to their
training, study, or orientation, including income
from their employer abroad.

Philippines

An individual who is a resident of the Philippines
on the date of arrival in the United States and who
is temporarily in the United States primarily to
study at a university or other recognized educa-
tional institution in the United States, obtain pro-
fessional training, or study or do research as a
recipient of a grant, allowance, or award from a
governmental, religious, charitable, scientific, fiter-
ary,-or educational organization is exempt from
U.S. income tax on the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or training,

2) The grant, allowance, or award, and

3) Income from personal services performed in
the United States of up to $3,000 each tax
year.

An individual is entitled to the benefit of this
exemption for a maximum of 5 years.

An individual who is a resident of the Philippines
on the date of arrival in the United States and who
is temporarily in the United States as an employee
of, or under contract with, a resident of the Philip-
pines is exempt from U.S. income tax for 12 con-
secutive months on income received for
performing personal services, up to a maximum of
$7,500, if the individuali is in the United States pri-
marily to: :

1) Acquire technical, professional, or business
experience from a person other than that resi-
dent of the Philippines or other than a person
related to that resident, or

2) Study at an educational institution.

An individual who is a resident of the Philippines
on the date of arrival in the United States, and
who is temporarily in the United States (for no
more than one year as a participant in a program
sponsored by the U.S. Government) primarily to
train, research, or study, is exempt from U.S.
income tax on income received for personal
services for the _training, research, or study, up to
a maximum of $10,000.

Poland

An individual who is a resident of Poland on the
date of arrival in the United States and who is
temporarily in the United States primarily to study
at a university or other recognized educational
institution in the United States, obtain professional
training, or study or do research as a recipient of a
grant, allowance, or award from a governmental,
religious, charitable, scientific, literary, or educa-
tional organization is exempt from U.S. income tax
on the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or training,
2) The grant, allowance, or award,

3) Any other payments received from Poland,
except income from performing personal
cnrvices, and :
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4) income from personal services performed in
the United States of up to $2,000 each tax
year.

An individual is entitied to the benefit of this
exemption for a maximum of 5 years.

An individual who is a resident of Poland on the
date of arrival in the United States and who is
temporarily in the United States as an employee
of, or under contract with, a resident of Poland is
exempt from U.S. income tax for not longer than
one year on income received for performing per-
sonal services for a maximum of $5,000 if the indi-
vidual is in the United States primanily to:

1) Acquire technical, professional, or business
expenence from a person other than that resi-
dent of Poland or other than a person related
to that resident, or

2) Study at an educational institution.

An individual who is a resident of Poland on the
date of arrival in the United States and who is
temporarily in the United States for not longer
than one year as a participant in a program
sponsored by the U.S. Government primarily to
train, research, or study is exempt from U.S.
income tax on income received for personai
services for the training, research, or study for a
maximum of $10,000.

Romania

An individual who is a resident of Romania on the
date of amival in the United States and who is
temporarily in the United States primanily to study
at a university or other recognized educational
institution in the United States, obtain professional
training, or study or do research as a recipient of a
grant, allowance, or award from a governmental,
religious, chantable, scientific, fiterary, or educa-
tional organization is exempt from U.S. income tax
on the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or fraining,

2) The grant, allowance, or award, and

3) Income from personal services performed in
the United States of up to $2,000 each tax
year.

An individual is entitled to the benefit of this
exemption for a maximum of 5 years.

An individual who is a resident of Romania on
the date of arrival in the United States and who is
temporanily in the United States as an employee
of, or under contract with, a resident of Romania is
exempt from U.S. income tax for not longer than
one year on income received for performing per-
sonal services, up to a maximum of $5,000, if the
individual is in the United States primarily to:

1) Acquire technical, professional, or business
experience from a person other than that resi-
dent of Romania or other than a person
related to that resident, or

2) Study at an educational institution.

An individual who is a resident of Romania on
the date of arrival in the United States and who is
temporarily in the United States for not longer
than one year as a participant in a program
sponsored by the U.S. Government pnmarily to
train, research, or study is exempt from U.S.
income tax on income received for personal
services for the training, research, or study, for up
to a maximum of $10,000. '

Spain

An individual who is a resident of Spain atthe .
beginning of the visit to the United States and who
is temporarily in the United States is exempt from
U.S. income tax on certain amounts for a period of
up to S years. To be entitled to this exemption, the
individual must be temporarily in the United States
primarily to study at a U.S. university or other
accredited educational institution, to obtain
training to become qualified to practice a profes-
sion or professional specialty, or to study or do
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research as a recipient of a grant, aliowance, or
award from a governmental, refigious, chantable,
scientific, literary, or educational organization. If
the individual meets any of these requirements,
the following amounts are exempt from U.S. tax:

1) Payments from abroad (other than
compensation for personal services) for main-
tenance, education, study, research, or
training,

2) The grant, aliowance, or award, and

3) Income from personal services performed in
the United States of up to $5,000 for each tax
year.

An individual who is a resident of Spain at the
beginning of the visit to the United States and is
temporanly in the United States as an employee
of, or under contract with, a resident of Spain is
exempt from U.S. tax on income from personal
services for not longer than 12 consecutive
months of up to $8,000 if the individual is in the
United States primarily to:

1) Acquire technical, professional, or business
experience from a person other than that
Spanish resident, or

2) Study at a university or other accredited edu-
cational institution in the United States.

Both the $5,000 and $8,000 exemptions include
any amount (including personal exemptions)
excluded or exempted from tax under U.S. tax law.

This exemption does not apply to income from
research carried on mainly for the private benefit
of any person rather than in the public interest.

Sweden

A resident of Sweden is exempt from U.S. income
tax on amounts received from abroad as income
for employment or payments for maintenance,
education, or training if temporarily in the United
States only as:

1) A student at a recognized university, college,
or school,

2) A business apprentice, or

3) The recipient of a grant, allowance, or award
from a religious, charitable, scientific, or edu-
cational organization for the purpose of study
or research.

A resident of Sweden is also exempt from U.S.
income tax on certain pay if temporarily in the
United States only for training, research, or study
under an arrangement with the U.S. Government.
The pay exempt in this case is that received for
services directly related to the training, research,
or study and includes wages from an employer
abroad. This pay is exempt only if it is not mor
than $10,000. :

Switzerland

A student or apprentice who is a resident of Swit-
zerland and temporarily visits the United States
only to study or acquire business or technical
experience is exempt from U.S. income tax on
payments from abroad for maintenance or studies.

Trinidad and Tobago

An individual who is a resident of Trinidad and
Tobago on the date of arrival in the United States
and who is temporarily in the United States prima-
nily to study at a university or other accredited edu-
cational institution in the United States, obtain
professional training, or study or do research as d
recipient of a grant, allowance, or award from a
governmental, religious, charntable, scientific, liter-
ary, or educational organization is exempt from
U.S. income tax on the following amounts:

1) Gifts from abroad for maintenance, education,
study, research, or training,
2) The grant, aliowance, or award, and

3) Income from personal services performed in
the United States of up to $2,000 each tax
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year, or, if the individual is obtaining training
required to qualify to practice a profession or
a professional specialty, a maximum of $5,000
for any tax year.

An individual is entitied to the benefit of this
exemption for a maximum period of 5 tax years.

An individual who is a resident of Trinidad and
Tobago on the date of arrivai in the United States
and who is in the United States as an employee
of, or under contract with, a resident or corpora-
tion of Trinidad and Tobago is exempt from U.S.
income tax on income received for performing per-
sonal services for one tax year, up to a maximum
of $5,000, if the individual is in the United States
primarily to: :

1) Study at an educational institution, or

2) Acquire technical, professional, or business
experience from a person other than that resi-
dent or corporation of Trinidad and Tobago.

Also exempt is a resident of Trinidad and
Tobago who is present in the United States for not
longer than one year as a participant in a program
sponsored by the U.S. Government primarily to
train, research, or study. The individual is exempt
from tax on income from personal services per-
formed in the United States and received for the
training, research, or study for up to a maximum of
$10,000.

Tunista

An individual who is a resident of Tunisia immedi-
ately before visiting the United States and who is
in the United States for fuli-time study or training
is exempt from U.S. income tax on the following
amounts:

1) Payments from abroad for full~time study or
training,

2) A grant, allowance, or award from a govern-
mental, religious, charitable, scientific, literary,
or educational organization to study or
engage in research, and

3) Income from personal services performed in
the United States of up to $4,000 in any tax
year.

The individual is entitled to this exemption for a
maximum of § years.

Union of Soviet Socialist Republics

An individual who is a resident of the Soviet Union
and who is temporarily in the United States prima-
fily to study at an educationat or scientific
research institution or to obtain training for qualifi-
cation in a profession or specialty is exempt from
U.S. income tax on amounts received as stipends,
scholarships, or other substitute allowances nec-
essary to provide ordinary living expenses. An
individual is entitied to the benetfit of this
exemption for a maximum of 5 years and for less
than $10,000 in each tax year.

An individual who is a resident of the Soviet

- Union and who is temporarily in the United States

primarity to acquire technical, professional, or
commercial expenence or perform technical
services and who is an employee of, or under
contract with, a resident of the Soviet Union is
exempt from U.S. income tax on the amounts
received from that Soviet Union resident. Also
exempt is an amount received from U.S. sources,
of not more than $10,000, that is necessary to
provide for ordinary living expenses. The
exemption contained in this paragraph is limited to
one year. :

An individual who is a resident of the Soviet
Union and who is temporarily present in the United
States under an exchange program provided for
by an agreement between governments on coop-
eration in various fields of science and technology
is exempt from U.S. income tax on all income
received in connection with the exchange program
for a period not longer than one year.
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United Kingdom

A student or business apprentice who is a resident
of the United Kingdom at the time of arrival in the
United States and who is receiving full-time edu-
cation or training in the United States is exempt
from U.S. income tax on payments received from
abroad for maintenance, education, or training.

Wages and Pensions

Paid by a Foreign

Government

Wages, salanes, pensions, and annuities paid by
the governments of the following countries to their
residents who are present in the United States as
nonresident aliens generaily are exempt from U.S.
income tax. The conditions under which the
income is exempt are stated for each of the
countries listed.

Austraiia

Salaries, wages, and similar income, including
pensions, paid by Australia, its political subdivi-
sions, agencies, or authorities to its citizens (other
than U.S. citizens) for performing government
functions as an employee of any of the above
entities is exempt from U.S. income tax.

Austria

Wages, salaries, and similar income and pensions
paid by Austria, Bundesiaender, districts or munici-
palities or other public corporations or a pubtic
pension fund to an individual (other than a citizen
of the United States or an individuai admitted to
the United States for permanent residence) are
exempt from U.S. income tax.

Barbados

Income, including a pension, paid fromthe public
funds of Barbados, or its political subdivisions or
local authorities, to a citizen of Barbados for per-
forming governmental functions is exempt from
U.S. income tax.

However, this exemption does not apply to
payments for services in connection with a busi-
ness carried on by Barbados or its political subdi-
visions or local authorities. ’

Belgium

Wages, salaries, similar income, and pensions and
annuities paid by, or from public funds of, Belgium,
its political subdivisions, or its local authorities, to
citizens of Belgium (or to citizens of countries
other than the United States or Belgium who
come to the United States and are employed by °
Belgium or its political subdivisions or local author-
ities) for performing governmental functions are
exempt from U.S. tax.

However, this exemption does not apply to
payments for services performed in connection
with a trade or business carried on by Belgium or
its political subdivisions or local authorities.

Canada

Wages, salaries, and similar income (other than
pensions) paid by Canada or by a Canadian politi-
cal subdivision or local authority to a citizen of
Canada for performing governmental functions are
exempt from U.S. income tax. This exemption
does not apply, however, to payments for services
performed in connection with a trade or business
carried on by Canada or its political subdivisions
or local authorities. .

Also see Pubtication 597, information on the
United States—Canada Income Tax Treaty.

China, People’s Republic of

Income, other than a pension, paid by the Peo-
ple's Republic of China or its political subdivisions
or locai authorities to an individual for services
performed for the paying governmental body is
exempt from U.S. income tax. However, the

U.S. Tax Treaties

exemption does not apply to payments for
services performed in the United States by a resi-
dent of the United States who either:

1) is a U.S. citizen, or

2) Did not become a U.S. resident only to per-
form the services.

Pensions paid by the Peopie’s Republic of
China for services performed for China are
exempt from U.S. income tax uniess the recipient
is both a citizen and a resident of the United
States. .

These exemptions do not apply to income or
pensions for services performed in connection
with a business carried on by the Peopie’s Repub-
lic of China or its subdivisions or focal authorities.

Cyprus

Wages, salaries, and similar income, including
pensions, annuities, and similar benefits, paid from
public funds of Cyprus to a citizen of Cyprus for
labor or personal services performed as an
employee of Cyprus in the discharge of govern-
mental functions are exempt from U.S. income
tax.

Denmark

Wages, salanies, and similar income and pensions
paid by Denmark, or any public authority in Den-
mark, to individuals living in the United States are
exempt from U.S. income tax. This exemption
does not apply to citizens of the United States or
alien residents of the United States.

Egypt

Wages, salaries, and similar income, including
pensions, annuities, and simitar benefits, paid from
public funds of the Arab Repubiic of Egypt to a cit-
izen of Egypt (or to a citizen of another country
who comes to the United States specificaily to
work for the Government of Egypt) for labor or
personal services performed as an empioyee of
the national Government of Egypt. or any of its
agencies, in the discharge of governmentat
functions are exempt from U.S. income tax.

This exemption does not apply to U.S. citizens
or to alien residents of the United States. The
exemption aiso does not apply to payments for
services performed in connection with a trade or
business carried on by Egypt or any of its
agencies.

Finland

Tax years beginning atter 19980. income, other
than a pension, paid by Finland, its political subdi-
visions, statutory bodies, or local authorities to an
individual for services performed for the paying
governmental body is exempt from U.S. income
tax. However, the exemption does not apply to
payments for services performed in the United
States by a U.S. resident who either:

1) Is a U.S. citizen, or

2) Did not become a U.S. resident only to_per-
form the services.

Pensions paid by Finiand for services performed
for Finland are exempt from U.S. income tax only
if the recipient is both a resident and citizen of
Finland. )

These exemptions do not apply to income or
pensions for services performed in connection
with a trade or business carried on by Finland or
its political subdivisions, statutory bodies, or local
authorities.

Tax years beginning before 1991. income,
including pensions, paid by or from public funds of
the Repubilic of Finland, a subdivision, a local
authority, or a public community thereof to a citi-
zen of Finland in the United States for services
performed for Fintand (or for a subdivision, local
authority, or public community of Finland) in the
discharge of governmental functions is exempt
from U.S. tax.
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France

Income, including pensions, paid by or from public
funds of the French Government or one of its
politica! subdivisions or a local authonty thereof to
a French national in the United States for services
performed for France (or for a political subdivision
or a local authority of France) in the discharge of
governmental functions is exempt from U.S. tax.

This exemption does not apply to any income or
pensions paid because of services (or past
services) performed in connection with any
industrial or commercial activity carried on by the
French Government {or a political subdivision or
local authority thereof).

Germany, Federal Republic of

Wages, salaries, and similar income and pensions
paid by the Federal Republic, its Laender, or
municipalities, or their public pension funds are
exempt from U.S. income tax if paid to individuals
other than U.S. citizens and other than individuals
admitted to the United States for permanent resi-
dence.

This exemption applies under both the oid and
new United States—German treaties.

Greece

Wages, salaries, and similar income and pensions
paid by Greece or its subdivisions to individuals
living in the United States for services rendered to
Greece or its subdivisions are exempt from U.S.
income tax. This exemption does not apply to citi-
zens of the United States or alien residents of the
United States.

Hungary

Income (other than a pension) paid by the Repub-

lic of Hungary or its political subdivisions for labor

or personal services performed for the paying gov-
ernmental body is exempt from U.S. tax. However,
the exemption does not apply to payments for
services performed in the United States by a resi-
dent of the United States who either: .

1) Is a U.S. citizen, or

2) Did not become a resident of the United
States only to perform the services.

Pensions paid by Hungary for services per-
formed for Hungary are exempt from U.S. income
tax uniess the recipient is both a citizen and a resi-
dent of the United States.

These exemptions do not apply to income or
pensions for services performed in connection
with a trade or business carried on by Hungary or
its subdivisions.

lceland

Wages, salaries, and similar income, including
pensions and similar benefits, paid by or from
public funds of the Republic of Iceland, a political
subdivision, or a local authonty to a citizen of
iceiand (other than a U.S. citizen or one admitted
to the United States for permanent residence} for
labor or personai services performed for Iceland
or its political subdivisions or iocal authonties in
the discharge of governmental functions are
exempt from U.S. tax.

India

Income, other than a pension, paid by india, its
political subdivisions, or local authorities to an indi-
vidual for services performed for the paying gov-
ermmental body is exempt from U.S. income tax,
However, the exemption does not apply if the
services are performed in the United States by a
U.S. resident who either:

1) Is a U.S. citizen, or
2) Did not become a U.S. resident only to per-
form the services.

Pensions paid by India for services performed
for india are exempt from U.S. tax unless the indi-
vidual is both a resident and citizen of the United
States.
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These exemptions do not apply to income or
pensions for services performed in connection
with a business cammied on by India, its subdivi-
sions, or local authonties.

Indonesia

Income, other than a pension, paid by Indonesia,
its political subdivisions, or local authonities to an
individual for services performed for the paying
govemmental body is exempt from U.S. income
tax. However, the exemption does not apply if the
services are performed in the United States by a
U.S. resident who either:

1) Is a U.S. citizen, or

2) Did not become a U.S. resident onty to per-
form the services. ‘

Pensions paid by indonesia for services per-
formed for indonesia are exempt from U.S. tax.

- These exemptions do not apply to income or
pensions for services performed in connection
with a trade or business carried on by Indonesia,
its subdivisions, or local authonties.

Ireland

Salaries, wages, and similar income and pensions
paid by the Government of ireland to an individual,
other than a citizen of the United States, for
services performed for it in discharge of its gov-
ernmental functions are exempt from U.S. income
tax. Payments received by an individual who is a
citizen of the United States are similarly exempt
only if that individual is also a citizen of ireland.
This exemption does not apply to payments for
services performed in connection with any trade
or business carried on by the Government of
Ireland for profit.

italy

Income, other than a pension, paid by italy or by
an ltalian political or administrative subdivision or
local authonity to an individual for services per-
formed for the paying governmental body is
exempt from U.S. income tax. However, the
exemption does not apply to payments for
services performed in the United States by a resi-
dent of the United States who either:

1) Is a U.S. citizen, or

2) Did not become a U.S. resident only to per-
form the services.

The spouse and dependent children of an individ-
ual, however, are not subject to the second
restriction if that individual is receiving exempt
income for governmental services performed for
ltaly and that individual does not come under
either of the restrictions.

Pensions paid by Italy for services performed for
Italy are exempt from U.S. income tax uniess the
recipient is both a citizen and a resident of the
United States.

These exemptions do not apply to income or
pensions for services performed in connection
with a trade or business carnied on by Italy or its
subdivisions or local authorities.

Jamaica

Income, other than a pension, paid by the Govern-
ment of Jamaica or its political subdivisions or
local authorities for personal services performed
for the paying governmental body is exempt from
U.S. income tax.

This exemption does not apply to payments for
services performed in the United States by an indi-
vidual who is a citizen and resident of the United
States.

Pensions paid by Jamaica for services per-
formed for Jamaica are exempt from U.S. income
tax uniess the recipient is a citizen and resident of
the United States and was a U.S. citizen at the
time the services were performed.

These exemptions do not apply to income or
pensions for services performed in connection
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with a trade or business camied on by Jamaica or
its subdivisions or local authorities.

Japan
Salaries, wages, and similar income, including

‘pensions and similar benefits, paid by Japan or

out of funds to which Japan or any of its locat
authorities contributes to an individual who is a
national of Japan (other than a U.S. citizen or one
admitted to the United States for permanent resi-
dence) for iabor or personal services performed
as an employee of the Government of Japan or
any of its local authorities are exempt from U.S.
income tax.

Korea, Republic of

Wages, salaries, and similar income, including
pensions and similar benefits, paid from public
funds of the Republic of Korea to a citizen of
Korea (other than a U.S. citizen or an individual
admitted to the United States for permanent resi-
dence) for services performed as an employee of
Korea discharging government functions are
exempt from U.S. income tax.

Luxembourg

Wages, salanes, and similar income, and
pensions, annuities, and similar benefits paid by
Luxembourg, its political subdivisions, or its
compulsory social security funds for services per-
formed for Luxembourg or its political subdivisions
in discharge of governmental functions are
exempt from U.S. income tax. These amounts are
exempt only if they are paid to individuals other
than U.S. citizens or individuals admitted to the
United States for permanent residence.
Maita
income, other than a pension, paid by the Govern-
ment of Malta or by any of its political subdivisions
or local authonities for services performed for the
paying governmental body is exempt from U.S.
income tax.

This exemption does not apply to payments for
services pertormed in the United States by a resi-
dent of the United States who either:

1) ts a U.S. citizen, or

2) Did not become a U.S. resident solely to per-
form the services.

The spouse or dependent children of an individual,
however, are not subject to the second restriction
if that individual is receiving exempt income for
governmental services performed for Malta and
that individual does not come under either of the
restrictions. :

Pensions paid by Malta for services performed
for Malta are exempt from U.S. income tax unless
the recipient is both a citizen and a resident of the
United States.

These exemptions do not apply to income or
pensions for services performed in connection
with a trade or business carried on by Malta or its
subdivisions or local authorities.

Morocco

Wages, salanes, and similar income, including
pensions and similar benefits, paid from public
funds of the Kingdom of Morocco to a citizen of
Morocco (other than a U.S. citizen or an individual
admitted to the United States for permanent resi-
dence) for labor or personal services performed
tor Morocco ar tor any of its political subdivisions
or focal authorities in the discharge of governmen-
tal functions are exempt from U.S. income tax.

Netherlands

Wages, salaries, and similar income and pensions,
annuities, and similar benefits paid by, or out of
funds created by, the Netheriands or a political
subdivision of the Netheriands to individuals who
are citizens of the Nethertands for services per-
formed for the Netherlands or to any of its political

J-16

263 3-92

subdivisions in the discharge of govemmental
functions are exempt from U.S. income tax.

New Zeaiand

Income (other than pensions) paid by the Govern-
ment of New Zealand, its political subdivisions, or
local authonities for services performed in the
discharge of governmental functions is exempt
from U.S. income tax. However, the income is not
exempt if the services are performed in the United
States by a U.S. citizen resident in the United
States or by a resident of the United States who
did not become a resident only to perform the
services.

Pensions paid by New Zealand in consideration
for past governmental services are exempt from
U.S. income tax uniess paid to U.S. citizens resi-
dent in the United States.

These exemptions do not apply to payments for
services performed in connection with any trade
or business carried on for profit by the Govern-
ment of New Zealand (or its subdivisions or local
authonties).

Norway

Wages, salaries, and similar income, including
pensions and similar benefits paid by or from
pubiic funds of Norway or its political subdivisions
or local authorities to a citizen of Norway for labor
or personal services performed for Norway or any
of its political subdivisions or iocal authorities in
the discharge of governmental functions are
exempt from U.S. income tax.

Pakistan

Income, including pensions and annuities, paid to
certain individuals by or on behalf of the Govemn-
ment of Pakistan or the Government of a Province
in Pakistan or one of its local authorities for
services pertormed in the discharge of functions
of that Government or local authority is exempt
from U.S. income tax. To be exempt from tax,
these payments must be made to citizens of Paki-
stan who do not have immigrant status in the
United States. This exemption does not apply to
payments for services performed in connection
with any trade or business carried on for profit.

Philippines

Wages, salaries, and similar income, including
pensions, annuities, and similar benefits, paid from
public funds of the Republic of the Philippines to a
citizen of the Philippines (or to a citizen of another
country other than the United States who comes
to the United States spacifically to work for the
Government of the Philippines) for tabor or per-
sonal services performed as an employee of the
national Government of the Philippines or any of
its agencies in the discharge of governmental
functions are exempt from U.S. income tax.

Poland

Wages, salaries, and similar income, including
pensions, annuities, and similar benefits, paid from
public funds of the Polish People’s Republic to a
citizen of Poland (other than a U.S. citizen or one
admitted to the United States for permanent resi-
dence) for labor or personal services performed

. as an employee of the nationa! Government of

Poland in the discharge of governmental functions
are exempt from U.S. income tax.

Romania

Wages, salaries, and similar income, including
pensions, annuities, and similar benefits, paid from
public funds of the Socialist Republic of Romania
to a citizen of Romania (other than a U.S. citizen
or one admitted to the United States for perma-
nent residence) for labor or personal services per-
formed as an employee of the national

" Government of Romania in the discharge of gov-

ermnmental functions are exempt from U.S. income
tax.
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Spain

income, other than a pension, paid by Spain, its
political subdivisions, or local authorities to an indi-
viduai for services performed for the paying gov-
ernmental body is exempt from U.S. income tax.
However, the exemption does not apply to
payments for services performed in the United
States by a resident of the United States who
either:

1) Is a citizen of the United States, or

2) Did not become a U.S. resident only to per-
form the services.

Pensions paid by Spain, its political subdivi-
sions, or local authorities for services performed
for Spain are exempt from U.S. tax uniess the indi-
vidual is a citizen and resident of the United
States.

These exemptions do not apply to income or
pensions for servicas performed in connection
with a trade or business carried on by Spain, its
subdivisions, or local authonities.

Sweden

Wages, salaries, and similar income and pensions
paid by Sweden or one of its political subdivisions,
territories, or possessions to individuais living in
the United States are exempt from U.S. income
tax. This exemption does not apply to citizens or
resident aliens of the United States.

Switzeriand

Wages, salaries, and similar income and pensions
paid by Switzerland or by any of its agencies,
instrumentalities, political subdivisions, or other
public authorities to an individual (other than a citi-
zen of the United States) are exempt from U.S.
income tax. Payments received by an individual
who is a citizen of the United States are exempt
only if the individual is also a citizen of
Switzerland.

Trinidad and Tobago

Wages, salaries and similar income and pensions,
annuities, and similar benefits paid by or from the
public funds of the Government of Trinidad and
Tobago to a national of that country for services
performed for Trinidad and Tobago in the
discharge of governmental functions are exempt
from U.S. tax.

Tunisia

income, other than a pension, paid by Tunisia, its
political subdivisions, or local authorities to a
Tunisian citizen for personal services performed in
the discharge of governmentai functions is exempt
from U.S. income tax.

Pensions paid by Tunisia, its political subdivi-
sions, or local authorities for services performed
for Tunisia are exempt from U.S. income tax
uniess the recipient is a U.S. citizen.

These exemptions do not apply to income or
pensions for services performed in connection
with a trade or business carried on by Tunisia, its
political subdivisions, or local authorities.

U.S. Tax Treaties

Union of Soviet Socialist Republics

Wages, salaries, and similar income paid by the
Soviet Union to a U.S.S.R. citizen for personal
services performed as an employee of a govern-
mental agency or institution of the Soviet Union
(excluding Republic or State or local government
employees) in the discharge of governmental
functions are exempt from U.S. income tax. For
this purposa, persons engaged in commercial
activities such as employees or representatives of
the foreign trade organizations of the U.S.S.R. are
not considered as engaged in the discharge of
governmental functions.

United Kingdom

Income, other than pensions, paid by the United
Kingdom to employees for services performed for
the United Kingdom is exempt from U.S. income
tax. The exemption does not extend to empioyees
of a politicat subdivision or local authonty of the
United Kingdom. The exemption does not apply if
the services are performed in the United States
and the recipient is both a citizen and a resident of
the United States.

Pensions paid by the United Kingdom or its
political subdivisions or locat authorities to individ-
uais for services performed in the discharge of
governmental functions are exempt from U.S.
income tax, unless the recipient is both a citizen
and a resident of the United States.

These exemptions do not apply to payments or
pensions for services performed in connection
with a business carried on by or on behaif of the
United Kingdom.

Explanation
of Tables

The paragraphs below describe the tables that
follow and provide additional information that may
make the tables more useful to you.

Table 1

This table lists the income tax rates on such
income as interest, dividends, capital gains, rents,
and royalties. The income code numbers shown in
this table are the same as the income codes on
Form 1042S, Foreign Person’s U.S. Source
Income Subject to Withholding.

Interest. if you are a nonresident alien who
receives interast that is not effectively connected
with the conduct of a U.S. trade or business, you
do not include the interest in income if it is paid on
deposits with banks, on accounts or deposits with
certain financial institutions, or on certain amounts
held by insurance companies. These amounts are
exempt from U.S. tax even though they are con-
sidered to be income from a U.S. source. Also
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exempt from U.S. tax (aithough considered from
U.S. sources) is certain portfolio interest on
obligations issued after July 18, 1984. See
Pubtication 5§19, U.S. Tax Guide for Aliens, for
more information. .

Social security benefits. Halif the U.S. social
security benefit payments to nonresident aliens is
subject to U.S. income tax at a rate of 30%,
uniess taxed at a lower rate or exempt by treaty.
This results in a 15% effective tax rate on the total
social security benefits received.

Table 2

This table lists the different kinds of personal
service income that may be fully or partly exempt
from U.S. income tax. You must meet all of the
treaty requirements before the item of income can
be exempt from U.S. income tax. The income
code numbers shown in this table are the same as
the income codes on Form 1042S, Foreign
Person’s U.S. Source Income Subject to
Withholding.

Independent personal services. The term
“independent personal services” generally means
services you perform for your own account if you
receive the income and bear the losses arising
from those services. Examples of these services
are those provided by physicians, lawyers, engi-
neers, dentists, and accountants who perform per-
sonal services as sole proprietors or partners.

Dependent personal services. Dependent per-
sonal services usually are those you perform for
someone else as an employee.

Table 3

This table lists the countries that have tax treaties
with the United States. The tax treaties are
published in the Internal Revenue Bulletin (.R.B.)
or Cumulative Builetin (C.B.), which contain official
matters of the Internal Revenue Service. The col-
umn headed Citation shows the number of the
L.R.B. or C.B. and the page on which a particular
treaty may be found.

Regulations implementing some treaties were
issued as Treasury Decisions (T.D.). Other treaties
are explained by Treasury explanation. The fifth
column lists the T.D. numbers and the |.R.B. or
C.B. in which each T.D. or Treasury explanation is
printed.

You can subscribe to the 1.R.B. and buy
volumes of the C.B. from the Government Printing
Office or you are welcome to read them in most
Internal Revenue Service offices. Many public
libraries and business organizations subscribe to a
commercial tax service that publishes the treaties
and regulations or explanations. You may find it
convenient to use those sources.
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Table 1.—Tax Rates for 1991 on Income Other Than Personal Service Income

Under Chapter '3, Internal Revenue Code, and Income Tax Treaties

Income code b 1 2 3 s 8 7 L] 10 1 12 13 14 21
: interest on tax-fres covenant bonda
Country of r of paye issued before 1934 Dlvidends pald by a Copyright royaliles
Maturity
date
interest extended U.S. sub- Resl
interest paldtoa after 1933 sidiary to property
paid by | Interest on | controiling | if obllg 11 oblig and oblig: us. forelgn Motion Income and
us. real forelgn corpora- parent Indus- pictures natural Penslons Soclal
obligors | property | corpors- | more than | 2% or less | over 27A% tion corpora- Capital trial and resowrces and 8ec
Name Code | general |mortgages tion 2% of lax of tax of tax generat’ tion* gains’ foyalties | tslevison Other royaltiss’ | annulties | payment®
Australia................... AS 10 "0 10 2 10 10 15 15 30 10 10 *10 30 ‘0 30
Austria .................... AU "0 30 "0 "0 "0 "0 "5 "5 30 .0 "0 "0 30 ‘0 30
Barbados.................. BB 12 2% 12 2 "2 M2%2 "5 95 0 - 12'% "2 °12'% 30 “'0 30
Belgium ................... BE 15 "5 *15 2 15 "5 15 45 0 0 "0 0 30 “0 30
Canada ................... CA "5 5 "5 2 "5 15 . "5 10 ‘30 10 10 *0 30 15 0
China, People’s Rep. of. . .... CH 10 10 10 2 "0 10 10 10 30 *10 10 10 30 0 30
Cyprus ....... [ Cy | %0 "0 10 2 10 10 15 b5 0 ) 0 0 30 ] 30
Denmark ................ .| DA 0 0 0 "0 0 "0 "5 *5 30 "0 "0 "0 30 ‘0 30
Egypt ..ol EG "5 30 "15 2 "5 "5 "5 *5 i) "0 "0 "5 30 *“'0 0
Finland® (new treaty)........ Fl 0 0 0 0 0 0 =15 b5 0 5 0 0 30 wp 30
Finland (old treaty) ... .. feees Fl 0 0 0 0 0 0 "5 *5 0 0 0 0 30 “0 30
France .................us. FR 0 0 0 0 0 0 "5 b5 *0 5 -0 0 30 4“0 30
Germany® (new treaty) ...... GM 0 0 0 0 0 0 15 b} 3] 0 Laa 1} 0 30 “'0 0
Germany (old treaty) ........ GM 0 0 0 0 0 0 15 "5 o 0 0 0 30 ‘0 30
Greec@.............ouuun. GR 0 0 30 "0 0 "0 30 30 30 0 30 "0 30 “0 30
Hungary ................... HU 0 0 0 0 0 0 "5 b5 *0 0 0 0 30 “Q 30
lceland ., ........viiyunnn.. IC 0 0 *0 0 *0 °0 15 5 0 0 30 0 30 *'0 30
India®..................... IN [**15 Laad |1 5 2 15 15 25 >e5 30 "*10 <20 <20 30 +0 "30
Indonesia®................. ID "5 "5 "5 2 "5 15 "5 "5 0 =10 "5 15 30 15 30
lreland .............cco.t. El. N 0 30 =0 N0 "0 "5 ) 30 0 0 0 "5 “0 30
Maly........coooiiiiinans, IT 15 "5 15 2 15 15 { 5 45 0 =10 8 %5 30 “0 0
Jamaica ................ .. JM 12 "12% “12% 2 124 2% "5 **10 +0 ‘10 10 10 30 ‘g 30
Japan..................... JA 10 10 10 2 10 *10 *15 10 “+0 10 10 10 30 ‘0 0
Korea, Rep.of ............. KS 12 12 12 2 "2 "2 "5 *10 0 15 10 10 30 <0 30
Luxembourg*.............. . "0 30 "0 "0 "0 "0 "5 5 30 "0 0 "0 30 ‘0 . 30
Malta ..................... MT 12 "12% 124 2 "2 "2 *15 45 "0 12 2% 0 30 0 0
Morocco ........iiiiei.., MO *15 *15 "5 2 15 15 "5 *+10 0 "10 10 *10 30 0 30
Netherlands ............... NL 0 0 0 0 0 0 *15 *95 o040 0 0 0 30 ‘0 30
Netherlands Antilles, Aruba™ | NA, .
AA "0 30 30 . 30 30 30 30 30 30 30 30 30 30 30 30
New Zealand............... NZ 10 10 *10 2 10 10 15 "5 =0 10 10 10 30 ‘0 30
Norway................... .| NO 0 0 0 0 0 0 "5 "5 %0 0 0 0 30 “Q 30
Pakistan' .................. PK 30 30 30 2 30 27 30 **15 30 "0 30 "0 30 “0 30
Philippines . ................ RP "5 "5 "5 2 15 | 15 25 20 =0 "5 "5 "5 30 30 30
Poland .................... PL 0 0 0 0 0 0 15 *95 0 10 10 10 30 30 30
Romania .................. RO 10 10 10 2 10 10 "0 10 0 "5 10 10 30 “'0 0
Spain® ...l Sp 10 10 10 2 10 10 15 b [4] “0 g "8 "5 30 “'0 30
Sweden ................... Sw "0 "0 "0 "0 "0 "0 "5 [T 0 0 0 ] 30 ‘0 30
Switzerland .......... e Y4 "5 "5 *5 2 "5 "5 "15 *5 30 "0 "0 "0 30 ‘0 30
Trinidad & Tobago .......... 10 30 30 30 2 30 27h 30 30 30 ‘15 30 0 30 “0 30
Tunisia® .. ..o.vieriei.... TS 15 *5 15 2 '15 "5 ™20 14 *0 **10 "5 . "5 30 ‘0 30
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Table 1 —Contmued

income code number 2 3 5 6 7 1] 10 " 12 13 14 21
Interest on tax-froe covenant bonds
Country of residence of payee issued before 1934 Dividends paid by a Copyright royaities
Maturity
date
interest extended U.S. sub- Real
Intesest paid to a after 1833 sidiary to propesty
paid by | interest on | controlling | If obligor | if obligor |and obligor us. foreign Motion Income and
us. real forelgn corpora- parent Indus- pictures natural Penslons Soclal
obligors property corpora- | more than | 2% or less | aver 27%4% tion corpora- Capital trial and resources and security
Name Code genersl | mortgages tion 2% of tax of tax of tax generat® tion® gains’ royaities | televison Other royaities” | annuitles | payment’

Union of Soviet Sacialist
Republics.................. -UR 0 30 30 2 30 27 30 30 °0 0 0 0 30 30 30
United Kingdom ............ UK 0 0 0 0 0 0 15 »05 30 0 0 0 30 “0 0
Other countries. .. .......... OoC 30 30 1 30 2 30 27" 30 30 30 30 30 30 30 30 30

3 No U.S. tax is imposed on a dividend paid by a U.S. corporation that received at least 80% of its gross
income from an active foreign business for the 3-year period before the dividend is declared.

b The reduced rate applies to dividends paid by a subsidiary 10 a foreign parent cotporation that has the
required percentage of stock ownership. In some cases, the income of the subsidiary must meet certain
requirements (e.g. a certain percentage of its total income must consist of income other than dividends and
interest). Under the new U.S.-German treaty, amounts paid or credited before January 1, 1992, are taxed at a
10% rate. For ltaly, the reduced rate is 10% if the foreign corporation owns 10% to 50% of the voting stock {for
a 12-month period) of the company paying the dividends.

° The exemption or reduction in rate applies only if the recipient is subject to tax on this incoma in the country
of residence. Otherwise, a 30% rate applies.

d Exemption does not apply to U.S. Government (federal, state, or local) pensions and annuities; a 30% rate
applies to these pensions and annuities. For this purpose, railroad retirement tier 2, dual, and supplemental
benefits are not considered U.S. Government pensions or annuities. U.S. Government pensions paid 1o indi-
viduals who are both residents and nationals of Finland (new treaty), India, Spain, or the United Kingdom are
exempt from U.S. tax.

® The wreaty exemption that applies to U.S. source capital gains includes capital gains under section
871{a)(2) of the Internal Revenue Code if they are received by a nonresident alien who is in the U.S. for-no
more than 183 days. (182 days for Belgium and Egypt. )

includes afimony.

9 Under the treaty the exemption or reduction in rate does not apply if the recipient has a permanent estab-
fishment in the United States and the property giving rise to the income is effectively connected with this per-
manent establishment. For Australia, Barbados, Canada, China, Cyprus, Finland {(new treaty), France,
Germany (new treaty), Hungary, India, Indonesia, ltaly, Jamaica, Maita, New Zealand, Philippines, Spain, Tuni-
sia, and the United Kingdom, the exemption or reduction in rate also does not apply if the property producing
the income is eflectively connected with a fixed base in the United States from which the recipient performs
independent personal services (professional services for royalties paid to a Philippines resident). Even with the
treaty, if the income is not effectively conhected with a trade or business in the United States by the recipient,
the recipient will be considered as not having a permanent establishment in the Unned States under section
894(b), |.R.C.

1 Under the treaty the exemption or reduction in rate does not apply if the recipient is engaged in a trade or
business in the United States through a permanent establishment that is in the United States. However, if the
income is not etfectively connected with a trade or business in the United States by the recipient, the recipient
will be considered as not having a permanent establishment in the United States to apply the reduced treaty
rale to that item of income. °

' Bangladesh has not indicated that it wishes to assume the responsibilities or exercise the rights of the
United States—Pakistan income tax treaty.

| Exemption is not available when paid from a fund under an employees’ pension or annuity plan, if contribu-
tions to it are deductible under U.S. tax laws in determining taxable income of the employer.

k Exesnption from or reduction in rate of tax-does not apply to income of holdmg companies entitied to spe-
cial lax benelits under the laws of Luxembourg.

! Exemption does not-apply to gains from the sale of real property.

™ The United States has announced termination of the provisions of the United States - Netherlands treaty
that apply to the Netheriands Antilies and Aruba, effective January 1, 1988. However, the provisions of Aflicie

VHI{1) of the treaty will continue 10 apply to certain interest payments made by a domestic corporation to an
Antilles corporation.

" The exemption applies only 1o interest on credits, loans, and other indebtedness connected with the
tinancing of trade between the United States and the Union of Soviet Socialist Republics. It does not include
interest from the conduct of a general banking business.

® The exemption applies only to gains from the sale or other disposition of property acquired by gift or
inheritance.

P The exemption does not apply if the recipient was a resident of the United States when the pension was
earned or when the annuity was purchased.

9 Annuities paid in return for other than the recipient’s services are exempt.

’ Generally, if the property was owned by the Canadian resident on September 26, 1980, not as part of the
business property of a permanent establishment or fixed base in the U.S., the taxable gain is limited to the

appreciation after 1984. Capital gains on personal property not belonging to a permanent establishment or ’

fixed base of the taxpayer in the U.S. are exempt.

3 Under the treaty, the reduced rate for royalties with respect to tangible personal property is 7%.

! Does not include alimony; for Canada, alimony is exempt. For Indonesia, alimony is subject to a 30% rate.

Y Appties to half the social security payments received from the U.S. Government. The effective rate on the
total social security payments received is half the rate shown in the table. These rates also apply to the social
security equivaient portion of tier 1 railroad retirement benefits (income code 22) received from the U.S. The
remainder of tier 1, alt of tier 2, dual, and supplemental railroad retirement benefits (income code 23) are taxed
as shown in the column of this table labeted ""Pensions and Annuities.”

¥ Gains on the disposition of U.S. real property interests are considered effectively connecied with a U.S.
trade or business and thus are subject to graduated rates of tax rather than the flat percentage shown in this
column.

* Tax imposed on 70% of gross royalties for rentals of industriat, commercial, or scientific equipment.

* The rate in column 6 applies to dividends paid by a regulated investment company (RIC) or a real estate
investment trust (REIT). However, the reduced rate does not apply to dividends paid by a REIT if the beneficial
owner of the dividends is an individual holding a 10% or greater interest (25% or greater interest for Spain and
Tunisia) in the REIT. in that case, a 30% rate applies.

’ Royalties not taxed at the 5% or 8% rate are taxed at a 10% rate, unless footnote (g) applies.

* The exemption does not apply if the recipient of the gain is an individual who is present in the United States
for more than 119 days during the year.

** The rate is 10% if the inlerest is paid on a loan granted by a bank or similiar financial institution.

* This is the rate for royalties for the use of, or the right to use, industrial, commercial, and scientific equip-
ment. The rate for royalties for information concerning industrial, commercial and scientific know-how is sub-
ject to the rate in column 12,

“ The rate is 15% if the payor of royalties is the Federal, slate, or local government or a public sector
company.

“ See page 1 of this publication for the effective date of this treaty.

* The exemption does not apply to cinematographic films, or works on film, tape, or other means of repro-
duction for use in radio or television broadcasting.

" U.S. social security benefits paid to individuals who are both residents and nationals of India, are exempt
from tax if they are for services performed for the United States, ils subsidiaries, or local authorities.
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Table 2.—Compensatioh'for Personal Services Performed in United

States Exempt from U.S. Income Tax Under income Tax Treaties

Category ot Personal Services Maximum Maximum
. Pr Amount of Treaty Arficle
Country Code Purpose inUS. Required Employer or Payer Compensation Citation
[Al] 2) 3) . (4) fs) (6)
Austratia . ...................... 16 (Independent personal services ¥ ............ 183 days ...... |Any contractor........ F Nolimil ......... 14
. 20 Public entertainment . .................... 183 days . ..... Anycontractor..............ccoevvenntn +...|$10,000 ........ 17
17  {Dependent personal services™ .............. 183 days....... Any foreignresident ....................... Nolimit......... 15
20 ublic entertainment™ . ................... 183 days...... Any foreignresident ....................... $10,000 ........ 17
19  |Studying and training:
Remittances or allowances ............... No limit ....... Any foreignresident ....................... Nolimit ......... 20
Austria ...........ciiiiie. 15  [Scholarship or fellowshipgrant . ............. No limit ....... Any U.S. or foreignresident® ................ Nolimit......... XIK{3)
16 . |Independent personal services .............. 183 days ...... Austrian resident contractor ................ Nolimit......... X
183 days ...... Other foreign or U.S. resident contractor . .... $3.000.......... X
17 |Dependent personal services ............... 183 days ...... Austrian resident........... e No limit......... X
183 days ...... Other foreign or U.S. resident . ....... e $3,000......... X
18 Teaching...........ccoovviiieiinnnninnnn, 2years ....... U.S. educational institution ................. No limit ......... Xl
19  |Studying and training: .
Remittances or allowances ............... No limit ....... Any foreignresident ....................... Nolimit......... XWI(1) & (2)
Compensation while gaining experience’....|1year ........ Austrianresident................coiiiiaetn $10,000° ~ |X1{4)
Barbados ...................... 16 (Independent personal services ™ ........... 89 days ....... Any foreign contractor ..................... No limit ......... 14
89 days ....... Any U.S.contractor ..............ccoinutn $5,000.......... 14
20 Public entertainment . .................... No limit ....... Any contractor..........oeiininiiineinnnes $250 per day
or $4,000 p.at... |17
17 |Dependent personal services ™. .... ....... 183 days ...... Any foreignresident ................... ..., $5,000.......... 15
20 ublic entertainment ..................... No limit ....... Any U.S. or foreignresident ................ $250 per day
or $4,000 p.a.* ... {17
19  {Studying and lrainin?:" .
Remittances or allowances™ .............. No limit ....... Any foreignresident ................ ... ... Nofimit ......... 20
Belgium .........cooiiiiiiiinn 15 Scholarship or fellowship grant®............. Syears ....... Any U.S. or foreign resident*................ Nolimit......... 21(1
16 [Iindependent personal services™............. 182 days ...... Any contractor. . ... vt e Nolimit......... 14 z(a}(b)
20 Public entertainment ..................... 90days....... ANy CONtraclor. . ..oocvniieiinniiiinnneneens $3,000.......... 14(2)(c
17 |Dependent personal services ............... 182 days ...... Belgianresident ................... ... ... Nolimit......... 15
18 [Teaching .........coiiiiiiiinnrenennnnen. 2years ....... U.S. educational institution .......... S Nolimit ......... 20
19  [Studying and training: .
Remittances or allowances ............... 5years ....... Any foreignresident . ................ e Nolimit......... 21(1
Compensation during training ............. S5years ....... U.S.resident ........ et et s $2,000p.a....... 21(1
12 consec. mo. |Belgianresident .......................... $5,000.......... 21(2)(b)
Compensation while gaining experience’....[12 consec. mo. [Belgianresident ....................oc00t $5,000.......... 21(2)(a)
Compensation under U.S. Government .
PrOGIaMI . & it ieereeneeeranecannnneannn iyear ........ U.S. Government or its contractor ........... $10,000 ........ 21(3)
Canada...............cvvnnnn. 16 [Independent personal services™ ............. No limit ....... Any contractor. ........coiiiinniniiiinan. No limit"” .. ...... XIV
17 {Dependent personal services ............... No limit ....... Any U.S. or foreignresident ................ $10,000 ........ XV
183 days ...... Any foreign resident™ . ................ .00 No limit'™~> ....... XV
19  |Studying and training:
Remittances or allowances™ .............. No limit ....... Any foreignresident . ................. ... Nofimit ......... XX
China, People's Republicof ...... 15 [Scholarship or fellowship grant* ............. No specific limit |Any U.S. or foreignresident®................ Nolimit......... 20(b)
16 |Independent personal services™............. 183 days ...... Any coMtractor. . ......c.ovivuieinrennennnn, No fimit?........ |13
17 |Dependent personal services™™ ............. 183 days ...... Ang foreignresident .................... ... Nolimit'?. .. ..... 14
18 [Teachingorresearch ...................... 3years ....... U.S. educational or research institute ........ Nolimit......... 19
19  |Studying and training: :
Remittances or allowances ............... No specific limit [Any foreignresident ....................... Nolimit......... 20(a)
Compensation during training or while )
gaining experience .................... No specific limit |Any U.S. or foreign resident ................ $5000pa....... 20(c)
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Cyprus ......ocovviniinnininnnns 15  {Scholarship or fellowship grant™ ............. Generally,
. S5years ....... Any U.S. or foreignresident* . ............... Nolimit ......... 21(1)
16 [independent personal services® . ............ 182days ...... Anycontractor.............cciiiiiiinnen Nolimit......... 17
20 Public entertainment ..................... No limit ....... Anycontractor. ............oieiiiiiiiien, $500 per day
or $5,000 p.a.* 18(1)
17 |Dependent personal services” .............. 182ddys ...... Ang foreignresident ....................... Nolimit......... 18
irector'sfees ...............oviiiininn, Nolimit ....... U.S.corporation ..............coiiieiiann Nolimit®........ 20
20 Public entertainment ..................... Nolimit .....:. Any U.S. or foreignresident ................ $500 per day
or $5,000 p.a.* 19(1)
19 |Studying and training: :
Remittances or allowances ............... Generally,
S5years ....... Any foreignresident . ...................... Nolimit ......... 21(1)
Compensation during training ............. Generally, 21(1)
Syears ....... Any U.S. or foreignresident ................ $2,000pa.......
Compensation while gaining experience’....|1year ........ Cyprusresident .. ...................... ... 7500.......... 21(2)
Compensation under U.S. Government|
[+1007s 1221, | TP 1year ........ U.S. Government or its contractor ........... $10,000 ........ 21(3)
Denmark................. PR 16 |independent personal services .............. 180days...... Danish resident contractor ................. Nolimit ......... xi
80days ....... Other foreign or U.S. resident contractor ..... $3,000.......... Xl
17  |Dependent personal services ............... 180 days ...... Danishresidem ........................... Notimit......... Xi
90 days ....... Other foreignor U.S. resident .. ............. $3,000.......... Xi
18 |Teaching........cocvvviriueininneiinennens 2years ....... U.S. educational institution ................. Nolimit......... XV
19  |Studying and traininF: .
Remittances or allowances ............... No limit ....... Any foreignresident . ...................... No limit ......... XHi
EgQypt. ..ot 15  |Scholarship or fellowship grant™............. Syears ....... Any U.S. or foreignresident ................ Nolimit ......... 23(1)
168 |Independent personal services .............. 89days ....... Anycontractor.....................oal No limit ......... 15
20 Public entertainment . .................... Nofimit ....... Any contractor. . ........cvniiniaiiiiens $400 perday .... 17
17 Dependent personal services " ............ 89days ....... Egyptianresident .................. ... ... No limit ......... 16
20 ublic entertainment ..................... Nolimit ....... Any U.S. or foreignresident ................ $400 per day .... |17
18 (Teaching ............ooiiiiiniiinienn. 2years ....... U.S. educational institution ................. Nolimit......... 22
19  |Studying and lrainin?:
Remittances or allowances ............... S5years ....... Ang foreignresident ....................... Nolimit ......... 23(1)
Compensation during training ............. Syears ....... U.S. or any foreignresident................. $3,000pa....... 23(1)
Compensation while gaining expenence . ...[12 consec. mo. |Egyptianresident ......................... 500.......... 23(2)
Compensation under U.S. Government
PrOGramM . .. v et ereeeaenae e eieennn lyear ........ U.S. Government or its contractor ........... $10,000 ........ 23(3)
Finland ........................ 16 jindependent personal services® ............. nolimit........ Anycontractor.................oiiil.n No limit ......... 14
{effective for tax years 20 Public entertainment ..................... nolimit........ Anycontractor. . ................ooviuinn. $20,000 p.a.®.... |17
beginning after 1990) 17  |Dependent personal services" .............. 183 days ...... Any foreignresident . ...................... Nolimit ......... 15
20 Public.entertainment ..................... no limit........ Any U.S. or foreignresident ................ $20,000 p.a®.... {17
19  |Studying and training:
Remittances or allowances™ .............. nolimit........ Any foreignresident . ...................... No limit ......... 20
Finland ........................ 15  |Scholarship or fellowship grant™ . ............ Syears ....... Any U.S. or foreign resident® . ............... Nolimit......... 21(1)
(Effective for tax years 16 [Independent personal services .............. 183days...... Anycontractor...................... ... Nolimit......... 18
beginning before 1991) 17  |Dependent personal services™ .............. 183 days ...... Ang foreignresident ....................... Nolimit......... 19
18 [Teaching' ............cccvviiiiinnennnn.. 2years ....... U.S. educational institution ................. Nolimit ......... 20
19  |Studying and training:
Remittances or allowances ............... Syears ....... Ang foreignresident . ...................... No limit ......... 21(1)
Compensation during training ............. S5years ....... U.S. or any foreign resident $2,000 p.at .....[21(1)
12 consec. mo. |Finnishresident................. $5,000° . |121(2)
Compensation while gaining experience?. .. .]12 consec. mo. |[Finnishresident........................... $5,000°......... 21(2)
Compensation under U.S. Government
[oT o7 - 1 1 T 1year ........ t.S. Government or its contractor . .......... $10,000° ........ 21(3)
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Table 2.—Continued

Category of Personal Services Maximum Maximum
Amount of Treaty Article
Country Code' . Purposs nU.s. Required Emrloyu or Payer Compensation Cita
[{)] (2) (3) ) ) 5) (8) 1]
France ........................ 15 |Scholarship or fellowship grant™ . ........... +|Syears ....... Any U.S. or foreign resident* . ............... Nolimit ......... 18(1)
16 |Independent personal services™............. 183 days ...... Anycontractor. . .........c.iiiniiiiiiaen No limit** .. ...... 14
17 |Dependent personal services™ .............. 183 days...... Any foreignresident ................... ... |Nolimit? ...l 15
18 |Teaching' .......... i 2years ....... U.S. educational or research institution . ...... No limit......... 17
19 |Studying and training:
Remittances or allowances ............... 5years ....... Any forelgnresident ....................... Nolimit ......... 18(1)
Compensation during training ............. Syears ....... US.resident-............oovviein...... |$2,000p.a 18(1)
: 1year ........ Frenchresident........................... $5,000.......... 18(2)
Compensation while gaining experience ....|1year ........ Frenchresident.................... eeeeas $5,000.......... 18(2)
Germany, Fed. Rep.of........... 15 |Scholarship or fellowshipgrant .............. i Any U.S. or forelgn resident* ................ Nolimit ......... 20(3)
(Eftective for tax years beginning 16 |Independent personal services™" Anycontractor. . .......viiniiiiiiinens Nolimit........, 14
after 1989 (Effective January 1, 20 Public entertainment® . ...............c.n Anycontractor. ... .. .o viiniiiiiiinanann, $20,000 p.a. ® 17
1991, for the area that was the 17 |Dependent personal services ™. ............ Any foreignresident . ...................... Nolimit ......... 15
German Democratic Repubtic)) 20 Public entertainment™ . ................... 1Anyforeignresident ....................... $20,000 pa™.... |17
18 [Teaching* ............ R t).S. educational or research institution .. .. ... Nolimit......... 20(1)
19  |Studying and training: i .
Remittances or allowances ............... Any foreignresident ................ RN No limit ......... 20(2)
Compensation during study or training . ..... 4years ....... Any U.S. or foreign resident ................ $5000pa....... 20(4)
Compensation while gaining experience’....|1year ........ Any German enterprise ............. e $10,000%™....... 20(5)
Germany, Fed. Rep.of........... 15  [Scholarship or fellowshipgrant .............. No limit ....... Any U.S. or foreign resident* . ............... Nofimit ......... XI1K(3)
(Effective for tax years beginning '
before 1990) 16 jindependent personal services*” ............. 183 days...... German resident contractor ................ Nolimit......... X
17  |Dependent personal services™ .............. 183 days ...... Germanresident ..................oiills Nolimit......... X
18 |Teaching...................., ey 2years ....... U.S. educational Institution ................. Nolimit......... Xt
19  |Studying and training:
Remitiances or allowances ............... No limit ....... Any foreign resident . ...... Peereseeeeeiaas No limit ......... XHi(1) & (2)
. Compensation while gaining experience®....J1year ........ German nonprofit organization.............. $10,000......... XIH(4)
Greece ..............iiiinnn 16 |Independent personal services .............. 183 days ...... Greek resident contractor .................. No limit ......... X
: 183 days...... Other foreign or U.S. resident contractor ..... $10,000 ........ X
17 |Dependent personal sefvices ............... 183 days ...... Greekresident.................oiiiiunnnn, No limit......... X
183 days...... Other foreign or U.S. resident............... $10,000 ........ X
18 |Teaching............coovviiineiiiiiiinnnn. 3years ....... U.S. sducational institution ................. Nolimit......... Xit
19  |Studying and training:
Remitiances or allowances ................ No limit ....... Any foreignresident ....................... Nolimit......... Xl
Hungary ....................... 16 |Independent personal services™ . ........ ....|183days ...... ANY CONFACION . . ..ot veenvinninennnanns No limit ......... 13
17  |Dependent parsonal services™ .............. 183 days ...... Any foreignresident . ...................... Nolimit ......... 14
18 |Teaching' ...................ccouat. P 2years ....... U.S. educational institution ................. Nolimit......... 17
19  |Studying and training:® X
Remittances or allowances™ .............. No limit ....... Any foreignresident ....................... Nolimit ......... 18(1)
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lceland ........................ 15 lSc:holarsmip or fellowship grant™ . ............ Syears ....... Any U.S. or foreignresident*. . .............. Nolimit ......... 22(1)
16 |Independent personal services®............. 182 days ...... Anycontractor. .....................oal No limit ......... 18
20 Public entertainment .. ................... 90 days ....... Anycontractor................... i $100 perday .... |18
17  |Dependent personal services™ .............. 182 days...... Icelandresident® ......................... Nolimit......... 19
18 [Teaching' ..............ccoiiiinininenn.. 2years ....... U.S. educational institution ................. Nolimit......... 21
19 |Studying and training: ' ’
Remittances or allowances ............... Syears ....... Any foreignresident . ...................... No limit ......... 22(1)
Compensation during training ............. Syears ....... U.S. or any foreignresident................. $2,000 p.a. .....{22(1)
Compensation while gaining experience ....|12 consec. mo. [lcelandresident........................... $5.000.......... 22(2)
Compensation under U.S. Government
PrOGIAM. ..ottt ettt eiee s nne e iyear ........ U.S. Government or its contractor ........... $10,000 ........ 22(3)
India ............ ... i 18 lIndependent personal services®............. 89days ....... Anycontractor..................... e No limit ......... 15
(Eftective for tax years 20 Public entertainment®. ................... 89 days ....... ANy CONraCION. .. ... oveeeeinneennnss $1,500p.a®..... (18
beginning after 1990) 17  |Dependent personal services™ .............. 183 days ...... Any foreign resident . ...................... No limit ......... 16
20 Public entertainment™.................... 183 days ...... Any foreignresident . ...................... $1,500 pa™..... |18
18 [Teaching'........... e 2years ....... U.S. educational institution ................. nolimit ......... 22
19  [Studying and training:
Remittances or allowances ............... nolimit........ Any foreign resident” . ......... e aseieeaan Nolimit......... 21(1)
Indonesia ...................... 15 . {Scholarship or fellowship grant™ . ............ Syears ....... Any U.S. or foreignresident® . ............... Nolimit......... 19(1)
(Eftective for tax years 18 |Independent personal services®............. 118days ...... Anycontractor................ooiueninnn.. nolimit ......... 15
beginning after 1989) 20 Public entertainment . .................... nolimit........ Ariycontractor. ................. ol $2,000p.a®..... |17
17 |Dependent personal services' .............. 119days....... Any foreignresident ....................... nolimit ......... 16
20 Public entertainment . ................... . no limit. .. ..... Any U.S, or foreign resident ................ $2,000p.a®..... |17
18 [Yeaching’ ............. e 2years ....... U.S. educational institution ................. nolimit......... 20
19  |Studying and training:
Remittances or allowances ............... Syears ....... Any foreignresident . ...................... Nolimit ......... 19(1)
Compensation during training ............. Syears ....... Any foreign or U.S. resident ................ $2,000pa....... 19(1)
Compensation while gaining experience ....[12 consec. mo. |Any U.S. or foreign resident ................ $7,500.......... 19(2)
Ireland. ..............cco0uutt 18 lindependerit personal services .............. 183 days ...... Irish resident confractor .................... No limit......... Xl
17  |Dependent personal services ............... 183 days ...... Iishresident .................cooeuvuenn No limit . ........ Xl
18 [Teaching...........ccooiviiiiiinninnns, 2years ....... U.S. educational institution ................. Nolimit......... XVill
18 |Studying and training: . ' .
) Remittances or allowances™ .............. Nolimit ....... Iishresident *............................ Nolimit ......... XIX
Haly...c.oovvveneinina 16 |Independent personal services™ ............ 183 days ...... ARy contractor..............oceviiiiinnnn Nolimit......... 14
20 Public entertainment ... .................. 90days ....... Anycontractor.................... PP $12,000pa...... 17(1)
17  |Dependent personal services ™. ........... .|183 days ...... Any foreignresident . ...................... Nolimit ......... 15
20 Public entertainment . ........... e 90 days ....... Any U.S. or foreign resident ................ $12,000 pa...... 17(1)
18 (Teaching' ..........ccoiiiiiiiininnennn.. 2years ....... U.S. educational institution ................. Nolimit......... 20
19 Studying and training:
Remittances or allowances ............... No limit ....... Any foreignresident ....................... Notimit......... 21
Jamaica ............ ... iiee.n, 16 |independent personal services™ ............. 89 days ....... Any loreign contractor ..................... Nolimit......... 14
) 89days ....... Any U.S.contractor ....................... $5000pa....... 14
20 Public entertainment ..................... No limit - ...... Anycontractor. .................oiiieinn.n $400 per day .
or $5,000 p.at... |18
17  |Dependent personal services™ .............. 183 days...... Any foreign resident . ...................... $5000pa....... 15
20 Public entertainment . .................... No limit ....... Any U.S. or foreignresident ................ $400 per day
or $5,000 p.a.®... |18
Directors'fees ....................c..n.. No limit ....... US.resident ...................cooiitl, $400 per day*. . .. [16
18 [Teaching' .................cccvvniiinen.. 2years ....... U.S. educational institution ................. Nolimit ......... 22
19  |Studying and training:®
Remittances or alowances °.............. No limit ....... Any foreignrsesident . ...................... Nolimit......... 21(1)
Compensation during study ............... 12 consec. mo. |Jamaicanresident......................... $7500pa....... 21(2)
Compensation while gaining experience ? .. .112 consec. mo. |Jamaicanresident......................... $7500pa....... 21(2)
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Category of Personal Services Maximum Maximum
Presence : Amount of Treaty Arlicle
Country Code’ Purpose inUs. Required !mr‘oy" or Payer Compensation Citation
(1) (2) ) (4) 5) (8) 7)
Japan . ..., 15  [Scholarship or fellowship grant®* ............. Syears ....... Any U.S. or foreign resident* . ............... Nolimit ......... 20(1)
16 [independent personal services®............. 183 days...... Anycontractor. .............ooiiiiiniann, Nolimit ......... 17
20 Public entertainment . ........... AP 80days ....... ANy CONFACION . . ... eir e inieenenns $3,000*......... 17
17 |Dependent personal services™"............. 183 days...... Japanesegresident' ....................... Nolimit......... 18
18 |Teaching' ............ ..ot 2years ....... U.S. educational institution ................. Nolimit......... 19
19  |Studying and training:
Remittances or allowances ............... Syears ....... Any foreignresident . ...................... Nolimit......... 20(1)
Compensation during training ............. Syears ....... U.S. or any foreign resident......... e $2,000 p.a.* .....]J20(1)
Compensation while gaining experience ....|12 consec. mo. |Japaneseresident ........................ $5,000°......... 20(2)
Compensation under.U.S. Government
PrOGIAM . ..ot itteee it eieenns |tyear ........ U.S. Government or its contractor ........... $10,000°........ 20(3)
Korea, Rep.of ............. SR 15  |Scholarship or fellowship grant* ............. Syears ....... Any U.S. or foreignresident® . ............... Nolimit......... 21(1)
16 [Independent personal services®............. 182 days...... Anycontractor............cvveeunanas, ....|$3,000pa....... 18
17 |Dependent personal services™ .............. 182 days...... Koreanresident. ...............c.oovuven.. $3,000pa....... 19
18 |Teaching® .......... ... .. ccoiiiiiiiinne, 2years ....... U.S. educational institution ................. Nolimit......... 20
19  |Studying and training:
Remittances or allowances ............... Syears ....... Any-foreignresident ....................... No limit ......... 21(1)
. Compensation during training ............. S5years ....... Any foreign or U.S. resident ................ $2,000pa ...... 21(1)
Compensation while gaining experience ....|1year ........ Koreanresident........................... $5,000........ .. |21(2)
Compensation under U.S. Government : :
Program. .....coveeeneaans [P lyear ........ U.S. Government or its contractor ........... $10,000 21(3)
Luxembourg..................u. 15-  |Scholarship or fellowshipgrant .............. Nolimit ....... Any foreignresident . ...................... No limit ......... XIV(1)
16 |Independent personal services ........... ,--|180days ...... Luxembourgresident ...................... Nolimit......... XH
180 days Any U.S. or foreignresident ................ $3.000.......... Xl
17  |Dependent personal services’...... [ 180 days...... Luxembourgresident ...................... Nolimit......... Xl
180 days Any U.S. or foreign resident $3,000 Xl
18 [Teaching® .......ccovvivvvnrnnenniiiennnns 2years ....... U.S. educational institution .......... A Nolimit......... xu
19  IStudying and training: R
Remittances or allowances ............... No limit ....... Any foreignresident ......................:|Nolimit......... XivV(1)
Compensation during training ............. tyear ........ Any foreignresident ....................... No limit ......... Xiv(1)
Comperisation while gaining experience’. .. .[1year ........ Any foreignresident . ...................... $5,000.......... XivV(2)
Compensation under U.S. Government .
[a14e07¢:1, | N tyear ........ U.S. Government, its contractor, or a foreign - [$10,000 ........ XIV(3) .
. resident ... ... ..l
Malta....................uul 16 |Independent personal services®......... “...|90days ....... Any foreign contractor ..................... Nolimit......... 14
) 90 days ....... Any U.S.contractor ....................... $10,000 p.a...... 14
20 Public entertainment ..................... 89days....... ANY COMaCION. . .o ovieie it iintanannens $500 per day or
’ $5,000p.a....... 18
17 |Dependent personal services™ .............. 183 days ...... Any foreignresident . ...................... Nofimit......... 15
20 Public entertainment .. ................... 89 days ....... Any U.S. or foreignresident ................ $500 per day
S or $5,000 p.a. ... |18
Directors’fees ............ccoovivivenenn. No limit ....... U.S. corporation .................o0ieenn, Nofimit" ........ 17
18 |Teaching' ..............cciiiiiiiiiinnn, 2years ....... Any foreignresident . ...................... Nolimit......... 21
19  |Studying and training:® .
Remittances or allowances™ .............. No fimit ....... Any foreignresident . ...................... No limit ......... 22
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Morocco...............o.iln 15 |Schotarship or fellowship grant* . .. .......... Syears ....... Any U.S. or foreign resident® . . .............. Nolimit......... 18
16 [|Independent personal services®............. 182days . ..... Anycontractor’. ...............iiieiiinnn $5.000.......... 14
17  (Dependent personal services™ .............. 182days ...... Moroccan resident'™"™. . ...... ... ... ... ..., Nolimit......... 15
19 |Studying and training:
Remiittances or allowances ............... Syears ....... Any foreignresident . .............. e No limit ......... 18
. . Compensation during training ............. Syears ....... U.S. or any foreignresident. .. .............. $2,000pa....... 18
Netherlands . ................... 15  [Scholarship or fellowship grant®* .. ........... Syears ....... Any U.S. or foreign resident® . . .............. Nolimit ......... XViil(1)
16 |Independent personal services .............. 183days ...... Any contractor....... e Nolimit ......... Xvi
17  |Dependent personal services ............... 183 days ...... Any foreignresident ....................... Nolimit ......... Xvi
18 ([Teaching' ...............ociiiiiiiiainn. 2years ....... U.S. educational institution ................. Nolimit......... XVl
19  |Studying and fraining:
Remittances or allowances ............... Syears ....... Any foreignresident . ...................... Nolimit......... XVII(1)
Compensation during training ............. Syears ....... U.S. or any foreign resident. .. .............. $2000pa....... XVII(1)
Compensation while gaining experience®....|1year ........ Netherlands resident ...................... $5000.......... XVIII(2)
New Zealand ................... 16 |independent personal services™............. 183days ...... [Anycontractor. ..............c.ooeiaiinnL, Nolimit......... 14
20 Public entertainment .. ................... 183 days ...... ANy CONtractor. . .......o.ovvnneienniennnn $10,000 ........ 17
17  |Dependent personal services™ .............. 183 days...... Any foreignresident ....................... Nolimit......... 15
20 Public entertainment™ . ................... 183 days ...... Any foreignresident ....................... $10,000 ........ 17
19  |Studying and training: :
Remittances or allowances ............... No limit ....... Any foreignresident .................... ... Noidimit ......... 20
Norway .............ccoiiel.t. 15  |Scholarship of fellowshipgrant* . ............ Syears ....... Any U.S. or foreignresident* . . .............. Notimit ......... 16(1)
16 |Independent personal services®............. 182days ...... ANy CONractor. . ..........ooiiinnneeenn. Nolimit ......... 13
20 Public entertainment . .................... 90 days ....... Anycontractor..............c..iiiivieinn $10,000 pa...... 13
17 |Dependent personai services ............... 182days ...... Norwegian resident' ...................... Nolimit......... 14
18 |Teaching* ...............ccooiiiiiiinaen 2yedrs ....... U.S. educational institution ................. Nolimit......... 15
19  {Studying and training:
Remittances or allowances ............... S5years ....... Any foreignresident ....................... Nolimit ......... 16(1)
Compensation during training ...:......... Syears ....... U.S. or any foreign resident. . . .............. $2,000pa....... 16(1)
Compensation while gaining experience?. . ..[12 consec. mo. |Norwegianresident........................ $5,000.......... 16(2)
Compensation under U.S. Government
PrOGraM . ...ttt et tyear ........ U.S. Government or its contractor ........... $10,000 ........ 16(3)
Pakistan' ....... .. ... .ol 15  [Scholarship of fellowship grant™ ... .......... No limit ....... Pakistani nonprofit organization ............. Notimit......... Xii(1)
16 [Independent personal services*™ ............ (183 days ...... Pakistani resident contractor. . .............. Nolimit......... Xi
17  |Dependent personal services" .............. 183 days ...... Pakistaniresident . ........................ No limit ......... Xi
18 [Teaching..........coieiiviiirnnninnnn. 2years ....... U.S. educational institution . ................ Noflimit ......... Xil
19  |Studying and training: :
Remittances or allowances ............... No limit ....... Any foreignresident . ...................... Nolimit ......... XHi(1)
Compensation during training ............. Nolimit ....... U.S. or any foreignresident................. $5,000p.a. .....|XKI{1)
Compensation while gaining experience®....[1year ........ Pakistaniresident . ........................ $6,000.......... XI{2)
Compensation while under U.S. Government .
PrOgram. .....oeeiineeeiiinanennnens No limit ....... U.S. Government, its contractor, or any foreign {§10,000 ........

residentemployer . ......................

XIH(3)
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Table 2.—Continued

Category of Personal Services Maximum Maximum
Country Code’ inUs. Required Employer or Payer c:nm;nml'-:i:m T"a?a
{1 (2) ) 4) "Ts'f (] {n
Philippines ...............c...n. 15  |Scholarship or fellowship grant* ............. Syears ....... Any U.S. or foreignresident* . ............... Nolimit......... 22(1)
16 |Independent personal services™............. 89 days ....... Any foraign contractor ..................... Nolimit......... 15
' 89days ....... AnyUS.resident ...........ccvviiinne, $10,000 pa...... 15
20 ([Publicentertainment ....................... Nolimit ....... ANy cONrBCION . . ..o iiiieiiinnas $100 per day
) - or $3,000 p.a. ... |17
17 |Dependent personal services™ .............. 89 days ....... Any Philippines resident. ................... Nolimit......... 16
20 |Publicentertainment...........ceeiviennn No limit ....... Any U.S. or foreignresident ................ $100 per day
i : : or $3,000 p.a. ... |17
18 |Teaching® ..:...ccvviirniinnrernennronnnn 2years ....... U.S. educationalinstitution ................. Nolimit......... 21
19 {Studying and training:
Remittances or allowances ............... No limit ....... Any foreignresident . ............ouiael No limit ......... 22(1)
Compensation during study ............... Syears ....... Any U.S. or fereign resident ................ $3,000 pa....... 22(1)
Compensation while gaining experience®. .. .{12 consec. mo.  |Philippinesresident ....................... $7,500pa....... 22(2)
Compensation while under U.S. Government ; :
PrOGramM. ..ot ie e it ilyear ........ U.S. Government or ita contractor ........... $10,000 p.a...... 22(3)
Poland ...........cccvveinnnnn, 15 {Scholarship or fellowship grant* ............. Syears ....... Any U.S. or foreign.resident ................ Nolimit......... 18(1)
16 |Independent personal services ........ e |182 days ...... Any contractor. .. ... i Nolimit......... 15
17 |Depéndent personal services” ... .. e t182days...... Any foreignresident ....................... No limit ......... 16
18 |Teaching® .......v..veeeiierineenneavea ul2years ....... U.S. educational Institution .......... A Nolimit......... 17
19 (Studying and training: : . :
Remittances or allowances ............... Syears ....... Any foreignresident .. .-..........iihiin Nolimit ......... 18(1)
Compensation during training ......:....... Syears ........ U.S. or any foreignresident................. $2,000p.a. .....|16(1)
Compensation while gaining experience ....[tyear ........ Polishresident......................cl, $5,000.......... 18(2)
Compensation while under U.S. Government .
(o107 [£:11 1 T iyear ........ U.S. Government or its contractor ........... $10,000 ........ 18(3)
Romania....................... . 15 [Scholarship or fellowship grant*............. Syears ....... Any U.S. or foreign resident® . ............... Nolimit ......... 20(1)
16 |Independent personal services™............. 182 days ...... Any coptractor.......... PRI e Nolimit......... 14
20 ‘Public entertainment ..................... 90 days ....... Anycontractor............oiiiiiiiiiinnn $3.000.......... 14
17 |Dependent persondl services™ .............. 182 days ...... Romanianresident ....................vnn. Nofimit......... 15
20 Public entertainment ..................... 80days....... Romanianresident ........................ $2,999.99 ....... 15
18 |Teaching' ............cccoiiiiiiinnniens. 2years ....... U.S. educational institution ................. No limit ......... 19
19  Studying and training: :
: ‘Remittances or allowances .......... e Syears ...... . |Any foreignresident . ................ seviss NoOdimit ......... 20(1)
Compensation during training ............. Syears ....... U.S. or any foreign resident................. $2,000p.a....... 20(1)
Compensation while gaining experience ....[{1year ........ Romanianresident ............... S . 1$5,000.......... 20(2)
Compensation while under U.S. Government - )
(0100701 1-11 | TR iyear ........ U.S. Government or its contractor ...,....... $10,000 ........ 20(3)
Spain.......oiiii e 15 |Scholarship-or fellowship grant® ............. S5years ....... Any U.S. or foreign resident* . .............., Nolimit......... 22(1)
. {Effective for tax years 16 {independent personal services?............. nolimit........ Anycontractor. . .........viiiiiiiiiianns No limit ......... i5
beginning after 1990) 20 Public entertainment ..................... no fimit........ Anycontractor. ..ot $10,000 p.a.™.... |19
17 - |Dependent personal services” .............. 183 days ...... Any foreignresident ....................... Nolimit ......... 16
20 Public entertainment ..................... nolimit....... .. |Any U.8. or foreign resident ................ $10,000 p.a.®.... |19
19  |Studying and training:*
Remittances or allowances ............... Syears ....... Any foreignresident . ...................... Nolimit ......... 22(1)
Compensation during training ............. Syears ....... Any U.S. or forelgnresident ................ $5000pa....... 22(1)
"~ Compénsation while gaining expérience’. ...{12 consec. mo. [Spanishresident....................covuen . ($8,000.......... 22(2)
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Sweden ....................... 15 |Scholarship or fellowshipgrant .............. No limit ....... Any foreign resident® ......... N Nolimit......... XN(1)
16 |Independent personal services............. 180days ...... Swaedish resident contractor ................ No limit ......... XKb)(1)
90days ....... Other foreign or U.S..contractor ............. $3,000.......... XlI(b)(2)
17 |Dependent personal services ............... 180days ...... Swedishresident.......................... Nolimit......... XI(b)(1)
90days ....... Otner foreignor US. resident . .............. $3,000.......... Xl(b)(2)
18 [Teaching' ..............cooiiiiiiiiiaann.. 2 years U.S. educational institution . _............... Nolimit ......... XH(3)
19  |Studying and training:
Remittances of allowances ............... Nofimit ....... Any foreignresident ................ e No timit ......... Xi(1)
Compensation under U.S. Government
[T ge e - o 1 PN No limit . ...... |U.S. Government, its contractor, or any $10,000 ........ XH(2)
toreign resident employer
Switzerland ................ ... 16 |independent personal services® ............. 183 days...... Swiss resident contractor .................. No limit ......... X
i 183 days...... Other foreign or U.S. contractor ............. $10000 ........ X
17 |Dependent personal services®............... 183 days ...... Swissresident..................... e No limit ......... X
183 days...... Other foreignor U.S.resident . .............. $10,000 ........ X
18 JTeaching.........coovvvinmennirnnennnannn. 2years ....... U.S. educational institution ................. Nolimit ......... xH
19  |Studying and training:
Remitlances or aliowances ............... No limit . ...... Any foreignresident .. ..................... Nolimit ......... XHI
Trinidad and Tobago ............ 15 |Scholarship or fellowship grant® .. ........... Syears ....... Any U.S. or foreignresident* .. .............. Nolimit......... 19(1)
16 [Independent personal services” ............. 183 days...... Any foreign resident contractor ............. Nolimit ......... 17
183days...... Any U.S. contractor ................. e $3,000°......... 17
17 |Dependent personal services"” .............. 183 days...... Any foreignresident ....................... Nolimit ......... 17
183 days ...... Any US.resident ......................... $3,000°......... 17
18 [Teaching' ..........covvviviievennnannnn. 2years .......|U.S. educational institution or U.S. Government|No limit ... ...... 18
19 |Studying and training: i
Remittances or allowances ............... Syears ....... Any foreignresident ....................... Nolimit ......... 18(1)
Compensation during training ............. Syears ....... U.S. orany foreignresident................. $2,000p.a’ 19(1)
Compensation during professional training . .|5years ....... U.S. or any foreignresident................. $5.000 p.a.* 19(1)
Compensation while gaining experience ....|{1year ........ Trinidad—Tobagoresident ................. $5,000¢......... 19(2)
Compensation under U.S. Government
program. ........ U e fyear ........ U.S. Government or its contractor ........... $10,000° .o ...:.. 198(3)
Tunisia ................0 s 15  |Scholarship or fellowship grant™* . ... ....... Syears ....... Any U.S. or foreign resident* .. .............. Nolimit......... 20
(Effective for tax years 16 |Independent personal services™............. 183 days ...... U.S. resident contractor . .. ................. $7.500pa....... 14
ending after December 30, 1990) 20 Public entertainment ..................... nolimit........ ‘JAnycontractof. .................. P $7.500 p.a.® 17
17 |Dependent personal services" .............. 183 days ...... Any foreignresident . ...................... No limit ......... 15
20 Public entertainment ..................... no limit........ Any U.S. or foreign resident ................ $7,500 p.a.” .17
19  [Studying and training:'*
Aemittances or allowances ............... Syears ....... Any foreignresident . ...................... No limit ......... 20
Compensation during training ............. Syears ....... Any U.S. or foreignresident ................ $4,000pa....... 20
Union of Soviet Socialist Republics 15 |Scholarship or fellowshipgrant .............. Syears ....... Any U.S. or foreignresident ................ $9,999.89 p.a. ... [VI(1)
16 |Independent personal services .............. 183 days ...... Any U.S. or foreign contractor .............. No limit ......... VI(2)
17 [Dependent personal services :.............. 183 days ...... Any U.S. or foreign resident ................ No limit . ........ Vi(2)
16  |Teaching“™.........c..coverivivininnennn. 2years ....... U.S. educational or scientific institution . . .. ... No limit . ... .. oo Vi)
19  [Studying and training:
Remittances or allowances ............... Syears ....... Any U.S. or foreignresident ................ $10,000p.a. ....[VIi(1)
Compensation while gaining experience ....|1year ........ USSR.resident ......................... Nolimit™ ....... VI(1)
Compensation under U.S. Government
] PrOGrAM . . oottt teee s ienenannnnnns iyear ........ Any U.S. or foreignresident ................ Nolimit......... Vi(1)
United Kingdom................. 16 lindependent personal services®............. 183 days ...... Anycontractor. . ............. ..ol Nolimit? .. ...... 14
17 . |Dependent personal services™ .............. 183 days ...... Any foreignresident . ...................... No limit*? . ....... 15
18 [Teaching' ............ ... iviiiiviinnnn. 2years ....... U.S. educational institution ................. Nolimit ......... 20
19  [Studying and training:
Remittances or allowances™ .............. No limit ....... Any foreign resident .. .. ............ e No limit ......... 21
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' Refers to income code numbers under which the income is reported on
Forms 10428S. Personal services must be performed by a nonres:dent alien
individual who is a resident of the specmed treaty country.

2 Applies only if training or experience is received from a person other
than alien’'s employer.

3 Annual compensation for services wherever performed. ,

“ Does not apply to compensation for research work primarily for private
benefit.

® Grant must be from a nonprofit organization that may be a U.S. or for-
eign resident. For Sweden, the organization must be located outside the
United States. In the case of Indonesia, the exemption also applies to
amounts from either the U.S. or Indonesian government.

8 Reimbursed expenses are not taken into account in figuring any maxi-
mum compensation to which the exemption applies. For Japan and Trini-
dad and Tobago. only reimbursed travel expenses are disregarded in
figuring the maximum compensation.

7 Does not apply to fees of a foreign director of a U.S. corporatlon

8 Does not apply to compensation for rasearch work for other than the
U.S. educational institution involved.

® Applies to public entertainment in accordance with U.S. reservation
rejecting exclusion contained in Art. X(4) of the Swntzerland treaty.

10 Applies only to full-time student or trainee.

1 Bangladesh has not indicated that it wishes to assume the responsibili-
ties or exercise the rights of the United States—Pakistan income tax treaty.

2 Does not apply to compensation paid to public entertainers (actors, art-
ists, musicians, athletes, etc.). For Canadian or U.K. resident public enter-
tainers, the exemption does not apply if the gross receipts (including
reimbursements) are $15,000 or more in any year. For French resident pub-
lic entertainers, the exemption does not apply if their gross receipts (includ-
ing reimbursements) are more than $10,000 in any tax year.

3 Does not apply to compensation paid to public entertainers that is more
than $100 a day.

1 Exemption applies only if the compensation Is subject to tax in the
country of residence.

s The exemption does not apply if the employee’s compensation Is borne
by a permanent astablishment that the employer has in the United States.
Under the old U.S.-German treaty, the' exemption also does not apply it
under a contract the compensation is borme by a permanent establlshment
that the payer has in the United States.

'* The exemption also applies if the employer is a permanent establish-
ment in the treaty country of a resident of any country other than the treaty
country.

7 This exemption does not apply in certain cases if the employee is a sub-
stantial owner of that employer and the employer is engaged in certain
defined activities. _

'8 The exemption is also extended to journalists and correspondents who
are temporarily in the U.S. for periods not longer than 2 years and who
receive compensation from abroad.

® Also exempt are amounts of $10,000 or less received from U.S.
sources to provide ordinary living expenses.

2 A-student or trainee may choose to be treated as a U.S. resident for tax
purposes. If the choice is made, it may not be changed without the consent
of the U.S. competent authority.

2! Does not apply to amounts received in excess of a reasonable fixed
amount payable to all directors for attending meetings in the United States.

22 Exemption does not apply to the extent income is affributable to the
recipient’s fixed U.S. base. For residents of France and Japan, this fixed
base must be maintained in the U.S. for more than 183 days during the tax
year for the exemption not to apply; for residents of Belgium, iceland,

Korea, and Norway, the fixed base must be maintained for more than 182
.days. :

% Exemption does not apply if the recipient maintains a permanent estab-
lishment in the U.S. with which the income is effectively connected.

2 Does not apply to payments from the National Institutes of Health (NIH)
under its Visiting Associate Program and Visiting Scientist Program.

2 Exemption does not apply if gross receipts (including reimbursements)
exceed this amount during the year. For German or Spanish residents,
income is fully exempt if visit to the United States is substantially supported
by publlc funds of Germany or Spain or a German or Spanish political subdi-
vision or local authority. -

2 Exemption does not apply if net income exceeds this amount.

27 Exemption does not apply to payments borne by a permanent estab-
lishment in the United States or paid by a U.S. citizen or res:dent or the fed-
eral, state, or local government.

# Exemption doss not apply if compensation exceeds this amount.
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Table 3.—List of Tax Treaties

General - Applicable Treasury
Offical effective , explanations or
Country text symbol date Citation . Treasury Decisions (T.D.)
Australia..................ciciiiiail. TIAS' 10773 Dec. 1, 1983 1986-2 C.B. 220 1986-2 C.B. 246.
AuSta ... . i, TIAS 3923 Jan. 1, 1957 1957-2 C.B. 985 T.D. 6322, 1958-2 C.B. 1038.
TIAS 11080 Jan. 1, 1984
TIAS 7463 Jan. 1, 1971 1973-1 C.B. 619
TIAS Jan. 1, 1988
TIAS 11087 Jan. 1, 1985 1986-2 C.B. 258 1987-2 C.B. 298.
TIAS . Jan.1,1987 - 1988-1 C.B. 414 1988-1 C.B. 447
TIAS 10965 Jan. 1, 1986 1989-2 C.B. 280 1989-2 C.B. 314
TIAS 1854 Jan. 1, 1948 1950-1 C.B. 77 T.D. 5692, 1949-1 C.B. 104;
T.D. 5777, 1950-1 C.B. 76.
TIAS 10149 Jan. 1, 1982 1982-1 C.B. 219 1982-1 C.B. 243.
TIAS 7042 Feb. 28, 1971 1971-1 C.B. 513 '
TIAS . Jan. 1, 1891
France ..........oiiiiiriiniinnnnnnnn TIAS 6518 Jan. 1, 18687 1968-2 C.B. 891 T.D. 6986, 1969-1 C.B. 365.
Protocol ...........c..cvvvvennnnnn. TIAS 7270 Jan. 1, 1970 1972-1 C.B. 438
sProtocol ..ol TIAS 9500 Jan. 1, 1979 1979-2 C.B. 411 1979-2 C.B. 428.
Protocol ......... ..., TIAS Oct. 1, 1985 1987-2 C.B. 326
Protocol ..., TIAS Various
Germany. ......ooieiiviiiiineneeeann. TIAS 3133 Jan. 1, 1954 1955-1 C.B. 635 T.D. 6122, 1955-1 C.B. 641.
Protocol ........oiviiiiiia, TIAS 5920 Vanous 1966-1 C.B. 360
Germany (new treaty).................. TIAS Jan. 1, 1990*
Greece .............. e TIAS 2902 Jan. 1, 1953 1958-2 C.B. 1054 T.D. 6109, 1954-2 C.B. 638.
Protocol . ... ..o TIAS 2902 Jan. 1, 1953 1958-2 C.B. 1059
Hungary .......cooiiiiiiiiiiiinan i, TIAS 9560 Jan. 1, 1980 1980-1 C.B. 333 1980-1 C.B. 354.
lceland ......... ..ol TIAS 8151 Jan. 1, 1976 1976-1 C.B. 442 1976-1 C.B. 456.
india ............. . TIAS Jan. 1, 1991
Indonesia . .. TIAS Jan. 1, 1980
Irefand. . . . . .. TIAS 2356 Jan. 1, 1951 1958-2 C.B. 1060 T.D. 5897, 1952-1 C.B. 89.
taly . ... TIAS 11064 Jan..1, 1985
Jamaica .. ...l TIAS 10207 Jan. 1, 1982 1982-1 C.B. 257 1982-1 C.B. 291.
Japan ... e TIAS 7365 Jan. 1, 1873 1973-1 C.B. 630 1973-1 C.B. 653.
Korea, Republicof .................... TIAS 9506 Jan. 1, 1980 1979-2 C.B. 435 1979-2 C.B. 458,
Luxembourg..................ooll. TIAS 5726 Jan. 1, 1964 . 1965-1 C.B. 615 1965-1 C.B. 642.
Malta........... oottt TIAS 10567 Jan. 1, 1982 1984-2 C.B. 339 1984-2 C.B. 366.
MOTOCCO « v e it eieeeeineiennaneannn TIAS 10195 Jan. 1, 1981 1982-2 C.B. 405 1982-2 C.B. 427.
Netherfands .. ..............c.cocinn.. TIAS 1855 Jan. 1, 1947 1950-1 C.B. 93 T.D. 5690, 1949-1 C.B. 92;
T.D. 5778, 1950-1 C.B. 92.
Supplemental....................... TIAS 3366 Nov. 10, 1955 1956-2 C.B. 1116 T.D. 6153, 1955-2 C.B. 777.
Supplemental....................... TIAS 6051 Jan. 1, 1967 1967-2 C.B. 472
Netherlands Antilles and Aruba®......... TIAS 3367 Jan. 1, 1955 1956-2 C.B. 1116 T.D. 6153, 1955-2 C.B. 777.
Protocol .......ccoeviveviiiinnn. TIAS 5665 Various 1965-1 C.B. 624 .
NewZealand ......................... TIAS 10772 Nov. 2, 1983 1990-2 C.B. 274 1990-2 C.B. 303
Norway ....oovviiiiii it TIAS 7474 Jan. 1, 1971 1973-1 C.B. 669 1973-1 C.B. 693.
Protocol ......... .. ... i, TIAS 10205 Jan 1, 1982 1982-2 C.B. 440 1982-2 C.B. 454.
Pakistan .............ciieiiniinnann.. TIAS 4232 Jan. 1, 1959 1960-2 C.B. 646 T.D. 6431, 1960-1 C.B. 755.
Philippines .........c.cciiiiiiiiaaa.., TIAS 10417 Jan. 1, 1983 1984-2 C.B. 384 1984-2 C.B. 412.
Poland ............ el .. TIAS 8486 Jan. 1, 1974 1977-1 C.B. 416 1977-1 C.B. 427.
Romania . et ae TIAS 8228 Jan. 1, 1974 1976~-2 C.B. 492 1976-2 C.B. 504.
Spain..........iiii e TIAS Jan. 1, 1991
Sweden ..., TS 958 Jan. 1, 1940 1940-2 C.B. 43 T.D. 4975, 1940-2 C.B. 43.
Supplemental....................... TIAS 5656 Various 1965-1 C.B. 626 1965-1 C.B. 674.
Switzerland .......... ... ... ... TIAS 2316 Jan. 1, 1951 1955-2 C.B. 815 T.D. 5867,1951-2 C.B. 75;
: T.D. 6149, 1955-2 C.B. 814,
Trinidadand Tobago .................. TIAS 7047 Jan. 1, 1970 1971-2 C.B. 479
TUNISIA « . oe et iii i TIAS Jan. 1, 1990 :
Union of Soviet Socialist .
Republics ..........covveeeieaa... TIAS 8225 Jan. 1, 1976 1976-2 C.B. 463 1976~-2 C.B. 475.
United Kingdom. ...................... TIAS 9682 Jan. 1, 1975 1980-1 C.B. 394 1980-1 C.B. 455.

' Treaties and Other Internationai Act Series.

2 The Canadian Treaty also may be found in Publication 597, Information on the United States—Canada Income Tax Trealy.

? The United States has announced termination of most provisions of the Umted States—Netherlands Treaty that apply to Netherlands Antiiles and Aruba,
effective January 1, 1988.

* Treaty Series.

*The general effective date for the area that comprises the former German Democratic Republic is January 1, 1991,
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List of Tax Publications for Iindividuals

General Guides

Your Rights as a Taxpayer

. Your Federa! Income Tax

.. Farmer's Tax Guide

. Tax Guide for Smalt Business

. Tax Calendars for 1992

. Highiights ot 1991 Tax Changas

. Tax Guide for Commercial Fishermen
Guide to Free Tax Services

Specialized Publications

f< DUUURRRON Tax information for Military Personnel
{Including Reservists Calied to Active
Duty) .

4. Student's Guide to Federal Income Tax

54 .. Tax Guide for U.S. Citizens and
Resident Aliens Abroad

378 ....... Fuet Tax Credits and Refunds

448 ... Federal Estate and Gift Taxes

463 ....... Travel, Entertainment, and Gift
Expenses

501 ....... Exemptions, Standard Deduction, and

Filing Information

Medical and Dental Expenses

. Child and Dependent Care Expenses

Tax information for Divorced or

Separated Individuals

Tax Withholding and Estimated Tax

. Educational Expenses .

Tax Information for Visitors to the

United States

514 ... Foreign Tax Credit for indivicksails

515 ....... Withholding of Tax on Nonresident Aliens
and Foreign Corporations

516 ....... Tax information for U.S. Govemnment
Civiian Employees Stationed Abroad

517 ....e.. Social Secunty for Members of the

Clergy and Religious Workers

U.S. Tax Guide for Aliens

Scholarships and Fetiowships

Moving Expenses

Tax information on Selling Your Home

Credit for the Elderty or the Disabled

Taxabie and Nontaxabie income

Charitable Contributions

Residential Rental Property

30 Pub. 901

IRS Publications

529 ....... Miscetianeous Deductions

530 ....... Tax information for Homeowners
(including Owners of Condominiums and
Cooperative Apartments)

Reporting income From Tips
Self-Empioyment Tax

Depreciation

instaliment Sales

.. Tax Information on Partnerships

.. Sales and Other Qispositions of Assets
Thefts

Investment Income and Expenses

.. Basis of Assets

.. Recordkeeping for individuais

.. Tax information for Older Amerncans
Federal Tax Information on Community

Property
556 ....... Examination of Returns, Appeal Rights,

and Claims for Refund
559 ....... Tax Intormation tor Survivors, Executors,
and Administrators
560 ....... Retirement Plans for the Self-Employed
581 ....... Determining the Vaiue of Donated

Property
564 ....... Mutual Fund Distributions
570....... Tax Guide for individuals with Income

from U.S. Possessions

571 ....... Tax-Sheltered Annuity Programs for
Employees of Public Schools and
Certain Tax-Exempt Organizations

575 ....... Pension and Annuity income (including
Simpilified General Ruie)

584 ....... Nonbusiness Disaster, Casuaity, and
Theft Loss Workbook

586A ..... The Collection Process {Income Tax
Accounts)

587 ....... Business Use of Your Home

590 ....... Individual Retirement ArTangements
(iRAs)

503 ....... Tax Highlights for U.S. Citizens
and Residents Going Abroad

596 ....... Eamed income Credit

597 ....... information on the United States-

Cansdda Income Tax Treaty

J-30

721 ....... Tax Guide to U.S. Civil Service
Retirement Benefits

801 ....... U.S. Tax Trasties

907 ....... Tax information tor Persons with
Handicaps or Disabilities

908 ....... Bankruptcy and Other Debt
Cancellation

Alternative Minimum Tax for individuals
.. Tax information for Direct Sellers
Social Security Benefits and Equivaient
Railroad Retirement Benefits

Business Use of a Car

Is My Withhoiding Correct for 19927

.. Passive Activity and At-Risk Rules
Employment Taxes for Household

Employers

Tax Rules for Children and Dependents

.. Home Mortgage Interest Deduction

Real Estate Mortgage investment Conduits
(REMICs) Reporting Information

945 ....... Tax Information for Those AHfected by

Operation Desert Storm
846 ....... How To Begin Depreciating Your Property
1244...... Employee’s Daily Record of Tips

{Form 4070-A) and Employeae's Report

of Tips to Employer (Form 4070)
1544...... RAeporting Cash Payments of Over

© $10,000

Spanish Language Publications

LI T Derechos del Contribuyente

556S ..... Revision de las Declaraciones de
Impuesto, Derecho de Apelacion y
Reclamaciones de Reemboisos

579S ..... Cémo Preparar la Declaracion de
Impuesto Federal

586S ..... Proceso de Cobro (Deudas del impuesto
Sobre ingreso)

850....... English-Spanish Glossary of Words
and Phrases Used in Publications Issued
by the internal Revenue Service
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North Carolina Department of Revenue

James G. Martn, Governor J. Ward Purrington, Secretary
’ December 11, 1992

MEMORANDUM

TO Members of the Revenue Laws Study Committee
Ms. Martha Harris ALAﬂ7

FROM: J. Ward Purrington S}
Secretary of Revenue

RE: Legislative Fiscal Staff Access to
Tax Returns and Information

At the Revenue Laws Study Committee meeting on November 24, 1992, it

,,3 wvas suggested that if legislators were excluded from access to tax returns,
7 it may be appropriate for legislative fiscal staff to have access to
returns from which taxpayer identifying information has been removed. This
- proposal is embodied as subsection (b)(13) of G.S. 105-259, on page 8, line
: 6 of Draft legislation 93-LC-011(1.1). The Department is opposed to this
suggestion.

The removal of taxpayer mames, addresses, social security or federal
identification numbers,and other identifying information from tax returns
would not guarantee the protection of the identity of some taxpayers since
income sources, types or sizes of income and deduction items, information
in corporate franchise tax and apportionment schedules, and other
information in the returns could identify certain taxpayers. There is some

- doubt that all returns could be completely stripped of all identifying

information and, if so, retain significant value as a source of data to the
fiscal staff.

The identification and retrieval of returns for sampling data,

. photocopying, "sanitizing," and reviewing the returns prior to their
removal from the Department’s control would be very time consuming and
therefore expensive, particularly if the data to be derived from the
returns were of dubious value. Obviously, this activity would take time
and resources from other tax collecting and research directed activities.

-~ K-1
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Under the procedure which has been in place for many years, the General
Assembly’s fiscal staff requests revenue estimates or other tax return
statistical information from the Tax Research Division when data to
formulate the estimates or statistical information are available in tax
returns. In addition, the Tax Research Division routinely furnishes to the
fiscal staff tables of statistical data prepared from the individual income
tax biennial sample and annual detail information, the corporate income tax
tabulation, and other tax-related data which the fiscal staff uses to
compute its own estimates upon occasion. Requests and suggestions from the
fiscal staff are utilized by the Tax Research Division in identifying data
elements to be included in these samples compiled by the Department.

Requests from the General Assembly are given the highest priority in
the Tax Research Division, and we are under the impression that this system
vorks well. Although relevant data for a particular proposal are not always
available, or cannot be quickly obtained from tax returns because of the
logistics involved, these situations likely would not be improved upon by
providing fiscal staff access to the actual returns.

In addition to these problems related to its practical application and
the difficulty of ensuring that all taxpayer identifying information has
been removed, the proposal carries with it the added risk of inadvertent
disclosure of federal tax information which could jeopardize our ability to
continue to receive federal tax information under our exchange of
information agreement with the Internal Revenue Service. Last year,
information we received from the IRS generated assessments for income tax,
penalties and interest of $19.7 million.

Section 6103 of the Internal Revenue Code permits the Internal Revenue
Service to disclose federal tax information to any state agency charged
with the responsibility of administering the state’s tax laws, but only to
the extent necessary to administer such laws. Disclosure to any individual

who is not the chief executive officer of the state or who is not an
employee or legal representative of the agency is not permitted.

Section 6103(b) defines "return" and "return information." Generally,
a return includes any tax return, report, or claim, including attachments,
supplements, and schedules required to be filed with the Internal Revenue
Service. Return information is broadly defined to include any information
contained in a tax return, except data in a form which cannot be associated
wvith or otherwise identify, directly or indirectly, a particular taxpayer.

If the proposal for fiscal staff access is enacted, we would be
required to delete, by some method, all taxpayer identifying information -
name, address, social security number, federal identification number, etc.
- from the return and from all attachments and schedules included with the
return. As pointed out above, even if all of the information directly
identifying a taxpayer is removed, there will always be the possibility
that the taxpayer can be indirectly identified by some data remaining in
the return, particularly in the case of large corporate taxpayers.

K-2
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If the proposal is enacted, we will have to notify the Internal Revenue
Service of the change in our confidentiality statute. Since we would be
unable to guarantee the Internal Revenue Service that no taxpayer
identifying information will be inadvertently disclosed to the fiscal

staff, there is a high probability that they would either terminate the

exchange agreement or impose such burdensome recordkeeping, reporting, and
inspection requirements on the Department that compliance would be almost
impossible. Such a result would mean an end to income from federal tax
information sharing in the amount of $19.7 million, a figure which is
groving as federal/state relations and our mutual data processing
capabilities improve.

For the reasons set out hereinabove, I reiterate the Department’s
opposition to the proposal for legislative fiscal staff to access tax
returns or other tax information.

JWP/bw
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State of North Carolina

LACY H. THORNBURG Department of Justice
ATTORNEY GENERAL P.O. BOX 629
RALEIGH
27602-0629
--MEMORANDUM--
TO: Danny G. Moody
Director, Vehicle Regﬁﬂg‘tipn
CRX
FROM: Evia L. Jordan &3 /%

Assistant Attorney General |
[} :

DATE: August 6, 1992 k

SUBJECT: SB 369

We have examined the question raised in your memorandum of August 5
regarding whether the plain language of Senate Bill 369 or the legislative intent
is controlling. We believe that 'in this case we are bound by the plain language
of the bill.

It is a well-settled rule of statutorv construction that a statute must be
construed as written where the language contained therein 1is clear and
unambiguous. A review of Senate Bill 369 reveals that the Division may issue
a multiyear plate for a semitrailer. Semitrailers are defined in G.S.
20-4.01(31)(d) as "[vlehicles without motive power designed for carrying property
or persons and for being drawn by a motor vehicle, and so constructed that part
of their weight or their load rests upon or is carried by the pulling vehicle.”

When an applicant applies for a multivear plate on a vehicle which fits
this description. we cannot legally refuse to issue it. In answering this question
we realize that the proponents of the bill intended its application to large
transfer semitrailers only. It is clear to us that the present statutory language
prevents this application. Amending the statute is necessary to carry out the
statute's purpose.

As alwayvs, please contact us again if further clarification is necessary.

LLJ:ckl
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SALES TAX ON FOOD FOR HOME CONSUMPTION
A SUMMARY OF ISSUES AND OPTIONS FOR CHANGE

History

It’s common to hear references to the “food tax” as beginning in 1961. That’s when the
General Assembly. upon recommendation from then-Governor Terry Sanford, repealed
sales tax exemption for sales of food for home consumption. The increased revenues,
estimated in 1961 at $50 million, were dedicated to improving public education programs.

However. a review of history reveals that specified food items have been taxed as early as
1933 when North Carolina first levied the sales tax. In that year, only flour, meal, meat,
lard, milk, molasses. salt. sugar, and coffee. referred to as the “nine basic foods”, were
exempt from the tax. The 1935 General Assembly repealed these exemptions and taxed
all foods. When the 1937 General Assembly returned they restored all the food exemp-
tions listed in the 1933 law and added bread and rolls to the list. The 1941 General
Assembly broadened that food exemption to include all food products sold for home
consumption.

How does North Carolina tax food now?

All retail sales of food or food products are subject to the 4% state tax and the 2% local
tax unless there is an exemption or an exclusion provided for in the statutes.

Exclusions are primarily sales for resale, or wholesale sales.

Current food-related exemptions from the sales tax and the year they were first enacted
include:

1. Sales of products of farms, forests. and waters if sold in the original state by
the original producer (1933)

2. Sales of lunches to school children when such sales are made within school
buildings and are not for profit (1957)

3.  Sales of meals and food products to students in dining rooms regularly operated
by state or private educational institutions (1957)

4.  Sales by blind merchants operating under the supervision of the Department of
Human Resources (1957)

5.  Sales of food to ocean-going ships in interstate commerce {1959)

6. Sales of meals to elderly or incapacitated persons by charitable or religious
organizations when such ‘meals are delivered to the home {1977)

7.  Sales of food purchased solely for export to a foreign country for exclusive use
in that country (1979)

8. Food purchased with coupons issued under the Food Stamp Program or the
Special Supplemental Food Program (WIC vouchers) (1985)

9. Sales of food by a church or non-profit religious organization when the proceeds

. of the sales are used for religious activities (1990)



Experience in Other States

Of the 45 states that levy sales taxes. 26 states exempt food for home consumption. All
states that levy sales taxes tax restaurant meals. Most Southeastern states tax food for
home consumption: the exceptions are Florida. Kentucky, and Texas. The manner of
administering food exemptions is not consistent across the states. This is because the
definition of “food” varies from state to state. According to the National Conference of
State Legislatures. the basic definition most states subscribe to is “Those items which are
purchased in the grocery store and are not intended for immediate consumption”.
However, every state puts its own interpretive twist on that definition. Here are a few
examples:

1. In Maryland, pizzas may or may not be taxed. Takeout-only businesses are
exempt from sales tax, but food purchased for takeout at a restaurant is
charged the sales tax.

2.  In California, a Snickers candy bar is taxed, but a Snickers ice cream bar is not.
Any ice cream product is considered a food and exempt from sales tax, while
the candy bar is labeled a snack, and subject to the new ”"snack tax”.

Although these examples appear inconsistent at first hearmg, they are based on necessary
generalizations made for regulatory purposes.

The more general the statutory language defining the exemption, the more necessity for
state revenue departments to generate regulations on how to enforce the new exemption.
The extent to which they are required to dedicate personnel and other resources to this
task determines the administrative costs associated with the exemption.

Here in North Carolina, if an exemption for food for home consumption is enacted as it
appeared prior to 1961, the Sales Tax Division of our Department of Revenue anticipates
such administrative costs would be minimal. The main cost to the Department would be in
the area of auditing merchants. They estimate the number of such merchants who would
be affected by the exemption at 50,000 to 60.000. The Department’s experience under the
food exemption that was in the law until 1961 was that there were many misunderstand-
ings on the part of merchants about what constituted exempt food and also there were
record keeping problems that would necessitate more audit scrutiny of merchants who sell
food. The impact of this shift in administrative emphasis would mean the Department
would make fewer audits of other types of retail merchants unless the General Assembly
authorizes additional personnel.

There is also a cost to the business community. Approximately 25% of all items sold in
grocery stores are non-food items, such as household and beauty products. Grocery chains
with scanners would have to determine which items qualify for the exemption and repro-
gram their central computers. From data supplied by the North Carolina Retail Merchants
Association. a grocery chain with 800 store scanners estimates its reprogramming costs
would be $4.000. but a smaller chain with only 5 store scanners estimates their cost would
be $800.
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Merchants with more traditional cash registers will have to devise compliance procedures
that account for the limits of their equipment. For reporting and auditing purposes, mer-
chants are required to separate their taxable and nontaxable sales at the time the sale is
made.

Many merchants will have cash registers that are capable of accumulating taxable and
nontaxable sales and applying the applicable tax. Some will have cash registers that only
allow them to subtotal the taxable merchandise. add the tax, add the exempt items, and
then produce a total, and a small percentage would have cash registers that cannot sepa-
rate taxable and exempt sales at all. For these last two groups of merchants, there would
be the additional cost of re-training existing personnel to recognize taxable versus exempt
items on sight or through the use of a reference manual.

Regressivity of the Sales Tax

The sales tax exemption for food does reduce the regressivity of the state sales tax
because poorer people spend a higher proportion of their income on food than those who
are more affluent.

What are North Carolina's options?

1. Reinstate the exemption for food for home consumption.

This would reduce the regressivity of the sales tax and most benefit low-income
families who spend a larger proportion of their budget on food than high income
families.

>The cost of this option is high, $308.9 million to the State General Fund,
$154.5 million to local governments estimated for FY 93. and there is a cost to
business that comes from reprogramming scanners and re-training  personnel.

Another consideration is the geographical pattern of the local revenue loss,
which would affect rural areas to a greater extent than urban areas in the 1%
point-of-origin distribution where more of the sales tax base is food .

2. Establish a food tax credit against the income tax for low-income households.
Eight states currently do this.

This approach would also reduce the regreséivity of sales tax, reduce the cost to
the State relative to a full exemption, and would not affect local sales tax
revenues.

The states who offer credits generally provide a flat amount (ranging between
$30 and $50_ for each personal exemption claimed for income tax purposes
varying with the level of income. Hawaii is an exception: its credit is available to
all taxpayers regardless’ of income. Two states that do not levy individual
income taxes, South Dakota and Wyoming. administer separate credit pro-
grams for low-income senior citizens and disabled persons.

3. Reinstate the food tax exemption. but replace the revenue loss with new reve-
nues. I'm going to briefly discuss three ways this could be done.

a. Eliminate “loopholes” and preferential rates in the current sales tax law.
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A loophole is in the eye of the beholder. Public officials responsible for
balancing a budget may view a tax exemption as a loophole. while business
associations are likely to insist the exemption is equitable and necessary to
“create a level playing field”.

Regardless of semantics. there are over 40 tax exemptions in the sales tax
law. Most manufacturing and agricultural machinery are still taxed at 1%
with an $80 cap. Boats and aircraft are taxed at 3% with a $1500 cap. The
repeal of current exemptions and preferential rates would generate addi-
tional revenue that could be used to offset losses from a food exemption.
In the 1991 Session, an exemption for sales made at state prison con-
cessions was repealed, generating $400,000 in new revenues annually.

Here is a partial list {in $millions)

Exemption Stare Local
Interstate telecommunications $6 million per 1% rate of
tax State,

: $3 million per 1% local
Manufacturing machinery - 160.0 104.0
{full 6% rate)

Spirituous liquor {state 4% only) 14.7

A list of revenue estimates for other sales tax exemptions is included at
the end of this paper.

Expand the sales tax base to include services

Particularly after Florida’s and Massachusetts’ experiences, it’s under-
standable why other states would be reluctant to attempt to tax services.
Few stories are written about recent successful efforts to tax services.

One example is Texas. In 1984, Texas expanded its sales tax base by 6.5%
by taxing cable TV, newspapers, custom software, laundry and dry clean-
ing services, and general repair services {except cars). In 1987, another list
of services was added to the sales tax, including landscaping services,
credit reporting and debt collection, data processing, security services,
information services. and insurance services (but not premiums).

Last year. Pennsylvania raised $119 million in revenue by taxing cleaning
services, data processing and computer programming, credit reporting,
building maintenance, personnel services. and lawn care services.

Discussions on taxing services in the 1991 Session generated the following
revenue estimates for FY 93 (in $millions).

Service Type State Local
Accounting services $18.8 $9.4
Legal services 31.2 15.6
General repair services 4.0 2.0
" Data processing & computer programming 18.1 9.0
Cleaning. maintenance, & pest control 12.5 6.2
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Also, a list of revenue estimates for taxing services is included at the end of this paper.

The third option for discussion here are value-added taxes. Although no state nor the
Federal government has yet done this, the concept is intriguing.

VALUE-ADDED TAXES

Since they first appeared in the 1950s. more than 50 countries have adopted value-added
taxes. Japan and Canada, the United States’ largest trading partners, have imposed
national VAT taxes within the last two years. The United States is now one of the few
Western industrialized countries without a VAT and the only one without either a VAT or
a national sales tax.

A value-added tax is a tax on consumption, and in that sense it is similar to a retail sales
tax. Unlike a sales tax, however, the VAT is collected not on the final sale of a product to
an end user, but is collected on the value each business adds to a product at each stage in
the chain of production and marketing.

Although administration of a VAT can be structured in a variety of ways, most countries
have chosen the credit method. Under this method, businesses charge the VAT on the
value of their sales to consumers and other businesses. but they receive a credit for the
VAT they pay on their purchases from other businesses. The credit refunds the tax on the
value added at prior stages, making business purchases that are used in the production of
other goods and services tax-free.

In practice, a VAT tax would not cover all goods and services. Other countries allow
multiple tax rates and numerous tax preferences. Food. utilities, and transportation are
taxed at a reduced rate, and housing and basic services are often taxed at a zero rate.
Some goods are excluded from the base because of serious administrative problems in
valuing and taxing them. Others are excluded to promote policy objectives such as limiting
the tax burden on the poor, such as exemptions for food and medical care. A recent
Congressional Budget Office study estimates approximately 75% of all goods and services
could feasibly be taxed under a national VAT in the United States.

Most European countries allow exemptions for small businesses {with annual sales below
$25,000) and for many service businesses (those providing medical, educational. financial,
and charitable services).

The major disadvantage of a VAT is that it remains a regressive tax, similar to the retail
sales tax. Lower-income families would continue to shoulder a greater burden of the tax
than high-income taxpayers. The tax base could be adjusted by exempting food and health
care, but this would not completely offset the heavier burden on the poor. Other disadvan-
tages are that a VAT tax would be costly to administer and business associations maintain
that it would be costly to maintain the additional records needed to satisfy audit
requirements.

Although Senator Hollings of South Carolina proposed a VAT to lower the national deficit
in 1989 and more recently Congressman Schulze proposed a VAT to replace the corporate
income tax. none of these proposals have generated much support.



9-N

Senate Finance Committee
H. Warren Plonk

Fiscal Research Division
April 15, 1992

REVENUE PROJECTIONS FOR SALES
TAX ON SELECTED SERVICES

Beauty and Barber
Advertising Agencies
Cleaning, Maintenance and Pest Control
Computer Programming and Data Processing
Detective Agencies
General Repair (Except Automotive)
Amusement and Recreation
Solid Waste Collection (Contract)
Management Consulting Services
Cable TV
Interstate Telecommunications
Offices of Doctors & Health Practitioners
Accounting, Auditing, Bookkeeping
Legal Services

TOTAL

($ MILLIONS)
TAX RATE 4%

FY 92-93
6.0
4.0
12.5
16.1
5.3
4.0
6.0
1.6
5.0
16.7
240
105.1
18.75
31.1
$255.15




FISCAL RESEARCH DIVISION

REVENUE ESTIMATES FOR SELECTED SALES TAX EXEMPTIONS

April 15, 1992

Exemptions

Commercial fertilizer, lime and land plaster

Seeds, feeds. insecticides. pesticides, fungicides,
herbicides, and plant growth control chemicals
Remedies, vaccines. medications

Litter materials

Building materials and equipment for commercial
livestock producers

Custom software

Crutches, artificial limbs, orthopedic devices,
false teeth and eyeglasses sold on prescription
Medicines sold on prescription of physicians
Medicines sold on prescription of veterinarians
Public school books

Printed material to be distributed outside the state
Funeral expenses up to $1,500

Sales by blind merchants supervised by DHR
Lease/rental of films for exhibit

Lease /rental of films or tapes to FCC regulated
radio and TV stations

- Packaging materials sold as part of product

Fuels and other items to ocean-going vessels
Items sold on Cherokee Indian Reservation

Public school lunches

Food served to students in educational institutions

Newspapers and magazines sold by street vendors and

door-to-door carriers

Art purchased by N. C. Museum of Art with donated money
Food sold by religious non-profits when proceeds used

for religious activities
Property purchased for export to another country

Sales by non-profits during annual fund-raising drives

Printed material distributed with a newspaper
Liquor

Food purchased with food stamps or WIC vouchers
Supplies used to produce shoppers guides

TOTAL
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Date

First

FY 93 Cost Enacted
$6.650,000 1933
33,250,000 1945
618,450 1979
400,000 1981
600,000 1986
3.000,000 1983
5,054,000 1943
52,136,000 1937
400,000 1985
8,778,000 1933
798.000 1983
3.458.000 1986
200,000 1957
2.000,000 1941
50,000 1957
11,970.000 1957
500,000 1959
365,750 1959
5,453,000 1957
3,591,000 1957
6,650,000 1957
25,000 1965
40.000 1990
500,000 1980
1.330.000 1978
800.000 1983
14.630.000 1985
12.768.000 1985
532000 1985

$176,538,200



State Exemptions for Food and Drugs

960-110

Of the forty-five states and the District of Columbia imposing sales and use taxes,
twenty-six states and the District of Columbia currently provide exemptions for sales of
food and forty-three states and the District of Columbia provide exemptions for sales of
prescription drugs.

The exemptions for sales of food are quite broad, with the most common restric-
tions requiring that the food products be intended for human consumption away from
the retailer’s premises. Alcoholic beverages are generally excluded from the exemptions,
and a few states exclude soft drinks or confections. All states tax the sale of meals.

There are many variations to state sales and use tax exemptions for sales of drugs.
Commonly exempt are sales of prescription drugs, medicines and prosthetic devices. A
few states do not require that exempt medicines be prescribed by a phvsician. Other
states’ exemptions include such items as eyeglasses, hearing aids, crutches, dentures,
blood plasma, insulin and diabetics’ supplies, and wheelchairs.

Some states also provide refunds of sales taxes paid on food or provide specific or
general income tax credits to compensate taxpavers for such state and local taxes paid.
The following chart indicates the states which currently exempt sales of “‘grocery store”
food and/or drugs. (An “E" designates that such sales are exempt, and a “T”
designates that such sales are taxable.)

Prescription Nonprescription Prescripvion Noaprescription

Starne Food Medicine Medicine State Food  Mediane Medicine
Alsbama ... T E T New jersey . E E E
Anzona.... E E T NewMexico T T T
Arkansas... T E T - New York .. E E E
California .. E E T North
Colorado ... E E T Carolina ... T E T
Connecticut. E E T North
Dustrict of Dakos .... E E T
Columbia .. E E E Ohio ...... E E T
Florida E E . E Okiahoma .. T E T
Georgia. ... T E T Pennsyivania E E E
Rawaii .... T E T Rhode
Idaho ..... T E T Isiand ..... E E E
Iliinois . T T T South
Indiana E E T Cargiima ... T E T
lows ...... E E T South
Ksnsas .... T E T Dakoa.... T E T
Kenwucky .. E E T Tennessee .. T E T
Lovisiana .. T? E T Texas ..... E E T
Mame ..... E E T Utah...... T E T
Maryland E E E Vermont E E T
Massachusetts E E T Virgina T E T

- Michigan .. E E T Washington. E E T

Minnesota E E E Vrest
Mussissippi . T E T Virginia T E T
Mssouri ... T E T Wisconsin E E T
Nebraska E E T Wvoming T E T
Nevada.... E E T '

} Subjert toa 1% tax.

2 Subject 1o & 2% tax until July 1, 1992.

3 Exempt, efiective July 1, 1992.
760-110 Food and Drugs ©1992, Commaerce Clearing Houss, inc.
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Changes in
North Carolina’s

Tax System:
The Last Decade

Charles D. Liner

From the early 1930s, when major tax reforms were
made, until the 1980s. North Carolina’s tax structure
remained relatively stable.! During the 1980s major
changes were made in every major revenue source, in-
cluding the retail sales tax. personal and corporate in-
come taxes. the property tax. and the motor fuel tax. Now
at the beginning of the 1990s additional major changes
have been made—the 1991 General Assembly, in re-
sponse to the worst budget crisis since the early 1930s,
has increased rates on income and retail sales taxes. This
article examines how North Carolina’s revenue structure
changed during the 1980s and how those changes and the
1991 changes affect taxpayers.

Background

First, itis important to look at the background against
which those changes occurred by examining some major
developments during this period:

* The 1980s brought a substantial reduction in the avail-
ability of federal funds, especially for local govern-
ments. The budget cuts in major federal grant
programs during the early Reagan years were followed
by a repeal of federal revenue sharing for local gov-
ernments and a general retrenchment in the role of
the federal government in programs administered by

states and local governments. -

The author is an Institute of Government fuculty member iwho
specializes in public finance. lustrations by Michael Brady.




* In 1986 Congress reformed the federal corporate and
personal income taxes. These reforms directly affected
how North Carolina taxed corporations because the
federal tax is the basis for the state corporate income
tax, and in 1989 the General Assembly adopted the
reformed federal definition of taxable income as the

basis for the state personal income tax.

¢ In North Carolina the 1980s were marked by in-
creased demand for public spending. These increased
demands followed partly from normal growth in the
state’s population and income—population increased
11.9 percent and per capita income adjusted for in-
flation increased 39.6 percent between 1980 and 1989.
But the greatest influences on spending were move-
ments to improve the public schools and highways.
These movements resulted in major new initiatives in
education, such as the Basic Education Program en-
acted in 1985, increased teacher salaries, and the
beginning of an ambitious highway construction
program. :

* Public finance policies during the 1980s were greatly
influenced by the national economy and its effects on
the state’s economy. During most of the decade the
nation was experiencing an unprecedentedly long
boom in the national economy, and during the boom
years the resulting growth in North Carolina’s
economy led to substantial growth in its tax base. But
those good years were sandwiched between severe
recessions at the beginning and end of the decade.
North Carolina’s commitment to multi-year spending
programs, escalation in medical care costs, federal
government and federal court mandates, together with
the recession and other factors led to a severe budget
erisis that has lasted from 1989 to the present. The
budget crisis resulted in major budget cuts, retrench-
ment in spending programs, and further changes in

the state’s tax system in 1991.

Legislated Tax Changes

This section examines the more significant changes
that the General Assembly has made since the 1979-80
fiscal year in the major revenue sources used by the state
and its local governments.

Property Tax

In 1985 Governor James Martin proposed a major
tax-cutting initiative that called for exempting intangible
property and business inventories from the property tax -




and exempting food purchases from the retail sales tax.
The 1985 General Assembly responded by exempting
some forms of intangible property—money on deposit,
money on hand. funds on deposit with insurance com-
panies. and credit halances with investment and securi-
ties firms—and provided an income tax credit for a
portion of property taxes paid on business inventories.
Food was not exempted from the retail sales tax. but food
purchased with food stamps was exempted. In 1987, when
the corporate income tax rate was raised to provide funds
for school construction. the General Assembly exempted
business inventories and certain agricultural inventories.

Tax Cut Reimbursements

When the General Assembly exempted some forms of
intangible property from taxation in 1983, it compen-
sated local governments by reimbursing them for lost
revenue. These reimbursements were later increased to
include compensation for revenues lost as a result of
exempting business inventories from property taxation,
exempting food purchased with food stamps from the
retail sales tax, and increasing the property tax home-
stead exemption. These reimbursements became a sig-
nificant revenue source for local governments, and by
the end of the decade they claimed about 8250 million
in state revenue.’

Personal Income Tax

In the decades after the personal income tax was en-
acted in 1921, inflation eroded the value of personal ex-
emptions so that low-income taxpayers were paying a tax
that had originally been intended to fall only on those
who had a substantial ability to pay.® The value of those
exemptions was increased in 1979, and in 1985 a low-
income credit was enacted to provide relief for low-
income taxpayers. On the recommendation of a special
tax study commission. in 1989 the General- Assembly
enacted legislation that based the North Carolina tax on
taxable income as defined under the federal tax code.
This substantially increased personal and dependent
exemptions and the standard deduction, the result be-
ing that several hundred thousand low-income taxpay-
ers were no longer Lable for paying the state income tax,
and tax liabilities of other lower-income taxpayers were
reduced. The existing rate structure, comprising five
rates varying from 3 percent to 7 percent, was replaced
with two rates, 6 and 7 percent. The higher rate applied
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to taxable income over $21.250 for married couples filing
jointly.* In'1991 a third tax rate of 7.75 percent was
added. That rate takes effect at the taxable income of
$100.000 for marvied couples filing jointly.’

Corporate Income Tax

As noted above, changes in the federal tax also af-
fected how North Carolina taxed corporations because
the federal definition of income was used as the basis for
the state’s tax. As a partial means to pay for a school
construction initiative, the corporate tax rate was in-
creased from 6 to 7 percent in 1987. However, that mea-
sure was part of a package of measures that included a
business tax cut, the elimination of property taxes on
business inventories. In 1991 the corporate income tax
rate was increased to 7.73 percent (a temporary surtax
also was added).

Retail Sales Tax

The rate of the combined state and local retail sales
taxes was increased from 4 to 5 percent by two new half-
cent local-option sales taxes enacted in 1983 and 1986.
Unlike the previous one-cent local option sales tax en-
acted in 1971. the proceeds of which were returned to
county and city governments in the county in which the
taxes were collected, the proceeds of the new taxes were
distributed according to each county’s share of popula-
tion. Thus these new taxes were more like a state revenue
sharing scheme than a local tax. The reason is apparent
from the implicit intent of the General Assembly in en-
acting the taxes. The revenues were intended to substi-
tute in part for state aid for school construction and water
and sewer facilities, and therefore counties were required
to spend part of the proceeds for school construction, and
cities were required to spend a portion for water and
sewer facilities.

As noted earlier, food purchased with food stamps was
exempted from the tax in 1985, and in 1987 the General
Assembly repealed the 3 percent discount allowed mer-
chants for collecting and remitting the tax. In 1989 the 2
percent rate on sales of motor vehicles was replaced with
a 3 percent privilege excise tax on motor vehicles, the pro-
ceeds of which were to be used for highways (though a
share of the proceeds was retained for a period in the
General Fund). The maximum tax, which had been in-
creased from 8120 to $300 in 1983. was increased to
$1,000; it will increase to $1,500 in 1993.
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In 1991 the general rate of the state sales tax was in-
creased from 3 to 4 percent, except that the rate on util-
ity sales remained at 3 percent. This was the first increase
in the state rate since the tax was enacted in 1933 (the
only other major change had been repeal of the exemp-
tion of food sales in 1961). It brought the combined state
and local retail sales tax rate to 6 percent. '

Highway Taxes and Fees

In the early 1980s Highway Fund revenue collections
suffered as a result of the increase in oil prices associ-
ated with the Iranian crisis. In 1981 the motor fuel tax
was increased from 9 to 12 cents per gallon. Part of the
increase was desigmated to increase the share going to
cities (so-called Powell Bill funds). In 1986 the rate was
‘increased from 12 to 14 cents per gallon and a new tax
was enacted in the form of a 3 percent tax on the whole-
sale price. To implement an ambitious, multi-year high-
way construction program recommended by a blue
ribbon commisston, in 1989 the per gallon and whole-
~ sale price taxes were raised substantially, and today the
two taxes are equivalent to 22.6 cents per gallon. Also.
as mentioned above, the retail sales tax of 2 percent on
motor vehicle sales (the proceeds of which went to the
General Fund) was replaced with a privilege excise tax
of 3 percent of sales price, to be used for the new high-
way construction program. In 1991 the 2 percent rate
on boats and locomotives also was increased to 3 per-
cent, and the basic motor fuel tax rate was increased
“from 17 to 17.5 cents per gallon, effective January 1.
1992. '

Growth in Taxes

Table 1 shows the percentage changes in inflation-
adjusted {or constant-dollar) per capita revenue in North
Carolina between fiscal vears 1979-80 and 1988-89 (the
last year for which consistent data are available). This
growth can be compared with growth in constant-dollar
per capita personal income in North Carolina during the
same period (39.6 percent) and with corresponding
changes for the nation as a whole. Total revenue. as de-
fined in the Census reports. includes revenue received for
utility enterprises (such as water. electricity. or transit
systems). insurance troust fund revenue (such as unem-
ployment insurance receipts). and liquor store receipts.
General recenue excludes these items because it is in-
tended to reflect revenue available for general govern-

wmental uses..

Table 1
Changes in Constant-Dollar Per Capita Revenue

between Fiscal Years 1979-80 and 1988-89

Percentage Change

Total
State & Munici-
Local State Local  Counties palities?
North Carolina
Total revenue 43.1% 359%  55.3%  52.8% 14.2%
General revenue. total 36.6 340 46.4 58.5 3.6
From federal government -9.7 3.0 ~33.2 -66.9 -76.7
From taxes and charges 145.9 11.5 55.0 - -
Taxes 16.3 42.7 56.3 63.6 18.5
Charges 3.7 32.6 52.2 - -
United States
Total revenue 342 35.0 30.9 35.9 -
General revenue. total 30.6 31.3 28.1 34.5 -
From federal government -3.7 11.1 —47.1 —67.3 -~
From taxes and charges 36.0 33.5 39.3 - -
Taxes 33.3 32.1 35.7 - -
Charges 9.7 48.2 30.6 - -

“Based on municipal population rather than statewide population.

Source: L.S. Department of Commerce. Bureau of the Census. Governmental Finances. annual.

The figures in Table 1, all of which refer to inflation-
adjusted per capita amounts. may be summarized as
follows:

¢ Ininflation-adjusted dollars. per capita total revenue
of North Carolina’s state and local governments in-
creased slightly more than per capita personal income
{43.1 versus 39.6 percent). But per capita general
revenue (which excludes insurance trust, liquor store,
and utility revenue) increased slightly less than per
capita income {36.6 versus 39.6 percent).

* The components of general revenue are federal aid,
revenues from taxes and current charges, and mis-
cellaneous revenue. In constant dollars per capita,
federal aid fell 9.7 percent. while miscellaneous
revenue increased 139 percent. Constant-dollar per
capita revenue from taxes and current charges com-
bined increased 45.9 percent. Thus revenue from
taxes and carrent charpes combined increased slightly as
a per-centage of state personal income—from 13 per-
cent to 13.6 percent. Growth in revenue from North
Carolina state and local tax sources alone increased
46.3 percent, while revenue from current charges (in-
chuding user charges. fees. and tuition) increased 43.7
percent. The growth in revenue from current charges
is attributable mainly to inereases in hospital charges:
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Table 2
Changes in Constani-Dollar Per Capita Reyenue from Major
Revenue Sources between Fiscal Years 1979-80 and 1988-89

Percentage Change

Nuorth United
Carolina States

Motor fuel taxes 28.6% 21.1%
Property taxes 31.2 26.6
Personal income taxes 39.9 39.5
Corporate income taxes 68.4 16.6
Retail sales taxes 76.8 96.4
Ltility fees 1715 30.4

Source: US. Department of Commeree, Bureau of the Census. Govern-

rentul Finunces. annual.

education charges increased 27.1 percent. while hos-
pital charges increased 75.9 percent.

* Growth in general revenue was substantially greater
for local zovernments than for the state government.
Whereas state general revenue increased 34 percent.
local government general revenue inereased 46.4 per-
cent (58.3 percent for counties and 3.6 percent for
municipalities).

* Constant-dollar per capita revenues received by lo-
cal governments from the federal government fell
by half—355.2 percent. In fact, the actual amount of
federal funds received by local units fell from 8476
to 3342 million between fiscal vears 1979-80 and
1988-89, a drop of 28 percent. For counties. constant-
dollar per capita revenue from the federal govern-
ment fell 66.9 percent. while for munictpalities the
drop was 76.7 percent (based on municipal. not state-
wide, population). These declines were offset by a sub-
stantial increase in constant-dollar per capita federal
dollars for special districts. an increase that most
likely reflects increased federal funds for health care.
Federal revenues received by the state government
increased 5 percent.

* Revenue from North Carolina taxes increased 16.3
percent. Local tax revenue increased more than state
tax revenue (56.3 versus 42.7 percent). County tax
revenue increased 63.6 percent, while municipal rev-
enue increased 18.5 percent.

Table 2 shows growth in constant-dollar per capita
income from the major revenue sources. The largest
growth in North Carolina was in utility fees (171.5 per-
cent), retail sales tax collections (76.8 percent), corpo-
rate income tax collections (68.4 percent), and personal
income tax collections (39.9 percent). Property tax

revenue increased 31.2 pereent and motor fuel tax col-
lections increased 28.6 percent.

The result of these varving growth rates was that the
composition of revenues from these sources changed sig-
nificantly. Utility fees increased from 11.4 to 18.5 per-
cent of the total: of the other sources only retail sales tax -
collections increased as a percentage of the total. If we
consider only the tax sources. the property tax fell from
27.4 to 23.3 percent of the total and motor fuel tax rev-
enue fell from 8.1 to 6.7 percent. Retail sales tax collec-
tions increased from 24.3 to 27.9 percent. while revenues
from the personal and corporate income taxes increased

slightly.

Effects of Tax Changes on Taxpayers

Practically all taxpayers. including both individuals
and businesses, were affected significantly by the tax
changes discussed above. The combined state and local
retail sales tax rate increased by 50 percent—from 4 to
6 percent (though the rate on utility sales remained at 3
percent). The sales tax rate on vehicle purchases also
increased 50 percent—from 2 to 3 percent—and the cap
was raised significantly (also, the sales tax rate was made
to apply to used car purchases). On the other hand, low-
income families that purchased food with food stamps
were exempted from the retail sales tax on those pur-
chases. The motor fuel tax increased from 9 cents per
gallon to the equivalent of 22.6 cents per gallon.’ Some
taxpayers were affected by several increases in alcohol-
related taxes and the 1991 increase from 2 to 5 cents per
pack in the cigarette tax rate.

The reform of the personal income tax in 1989 re-
moved thousands of low-income taxpayers from the tax
rolls and reduced tax liabilities of lower-income families.
The effect on middle- and upper-income families de-
pended on their income level and the type of deductions
they were entitled to before the changes. The tax rate of
7.75 percent added in 1991 of course affected only up-
per-income taxpavers—for example, married couples
with a taxable income exceeding $100,000.

Businesses also were affected by increased sales and
excise tax rates. but the largest change in taxation of
businesses came from changes in the corporate income
tax and the property tax on inventories. The corporate
income tax rate was increased from 6 percent to 7 per-
cent in 1987, That increase was offset to some extent
by the simultaneous repeal of property taxes on busi-
ness inventories and partial repeal of taxes on intangible
property {which also affected some individuals). And
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in 1991 the corporate income tax rate was increased to
7.75 percent.

The erucial (uestion about recent tax changes. from
the standpoint of public policy, is whether the changes
had the effect of making North Carolina’s tax structure
more fair or less fair. The term fairness refers to the prin-
ciple that the burden of taxes levied to support govern-
ment services that provide general benefits should be
related to an individual’s ability to pay, and that the net
burden of all taxes and charges should also be related to
ability to pay, as measured by income. When tax bur-
dens as a percentage of income rise with income, we say
the tax burdens are progressive. and when tax burdens
fall as income increases, we say that tax burdens are re-
gressive. Fairness requires that tax burdens should be
at least proportional to income. and many believe that
fairness requires that the net burden rise progressively
with income. .

Unfortunately it is difficult, both for conceptual and
practical reasons, to estimate the effect of taxes or tax
changes on tax burdens at different income levels. We
can make rough estimates of the amount of direct taxes,
like sales and income taxes. paid by individuals. But who
bears the final burden of taxes paid by businesses? Busi-
nesses whose taxes are increased may try to offset those
increases by raising prices. but whether or not they can
do so without consequential changes in profits depends
upon the circumstances of the industry they operate in
and market conditions they face. Firms that.increase
prices to offset higher taxes may see a reduction in sales
and profits, particularly if they operate in very competi-
tive industries, and therefore they may not be able to pass
all tax increases on to their customers in the form of
higher prices.

Although it is not feasible to estimate the total effects
of recent tax changes. it is possible to gauge. at least
roughly. the effects of changes in the major taxes that fall
directly on families and individuals. Table 3 shows esti-
mates of the taxes that would have heen paid by four rep-
resentative families with different levels of income in
1990. The effect of the major tax changes is shown by cal-
culating the taxes estimated to have been paid in 1990
and comparing those amounts with the amounts that
would have heen paid on 1990 income if 1980 tax pro-
visions were still in effect and with the amounts that
would have been paid if the 1991 tax changes had been
in effect.

As Table 3 shows. the 1989 changes in North Caro-
lina’s personal income tax reduced income tax liability

substantially for the representative family-with an income
of $15,000. Under 1980 laws that family would have paid
$215 in taxes on 1990 income. or 1.4 percent of its gross
income. Under 1990 laws the family would have owed
only $108. or 0.7 percent of its income. The 1989 changes
had little effect on the other families. However, that re-
sult might have heen different if this exercise had in-
cluded a family that hefore the change took advantage
of various tax deductions eliminated by the changes. such
as those commonly accrued to investors in tax shelter
schemes. In any event. the 1989 reform of North
Carolina’s income tax increased the progressivity of the
tax by reducing or elininating income taxes previously
imposed on lower-income taxpavers.

All the representative families were affected sienifi-
cantly by the increases in rates of the retail sales and
motor fuel taxes. As the table demonstrates, these taxes
are regressive—they fall disproportionately on lower-
income families. For example, under 1991 laws estimated
retail sales taxes represent 2.5 percent of income for the
lowest-income family but only 1.5 percent for the high-
est-income family. (User charges and fees. which are not
analvzed here, also are regressive.)

What was the net result of the income tax reform.
which made the income tax more progressive, and the
increased rates on the regressive retail sales and motor
fuel taxes? As Table 3 shows, the total tax liahility under
the income, retail sales, and motor fuel taxes increased
substantially for all families. The total tax liability for the
family with 1990 income of $15.000 was 20 percent higher
under 1991 laws than under 1980 laws. This change re-
flects the fact that increased sales and motor fuel tax rates
were partly offset by income tax reductions. For the other
families. the corresponding percentage changes declined
as income increased—the increase was 34 percent for the
family with income of $25.000. 23 percent for the family
with income of $40.000, and 15 percent for the family
with income of 375.000. Thus the increase was relatively
less for higher-income taxpayers hecause they spend pro-
portionately less of their income on items subject to the
sales and motor fuel taxes.

The relative effects of these changes can be seen in
the table’s figures that show for each family the ratio
of the combined taxes as a percentage of income to the
corresponding percentage fur the highest-income fam-
ilv. For the family with income of £15.000. the income
tax reform offset somewhat the effects of the other in-
creases. so that its percentage relative to the percent-
age for the highest-income family increased only slightly
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Table 3
Estimated Retail Sales, Income. and Motor Fuel Taxes of Four Representative Families
under 1980, 1999, and 1991 Tax Laws

Estimated Taxes on 1990 Income
825,000 40000 375,000

, £15.000
1990 tax Liability under 1980 laws:
Personal income tax 8215 857
Retail sales tax? 253 392
Motor fuel tax 36 93
Total 524 1.058

Percentage relative to that of highest-income family"

1990 tax Liability under 1990 laws:

Personal income tax 108 299
Retail sales tax® 317 490
Motor fuel tax 135 222

Total 560 1.311

Percentage relative to that of highest-income family?

1990 tax Liability under 1991 laws:

Personal income tax - 108 399
Retail sales tax? 380 587
Motor fuel tax 142 233

Total 630 1.419

Percentage relative to that of highest-income family”

Percentage differenee in estimated taxes

under 1980 and 1991 laws 20.26 34.1%

As Percentage of Income
SI5.000  $25.000  $40.000 75000

1230 12 L4%  2.3% 31%  4.4%
T 13 1.7 1.6 1.2 1.0
135 154 0.4 0.4 0.3 0.2

1.863  3.909 3.3 1.2 47 3.2
67.3 3.8 90,4 100.0

1247 3.008 0.7 24 3.1 1.0
593 928 21 2.0 L3 1.2
322 368 0.9 0.9 0.8 0.5
2,162 1.304 3.7 5.2 5.4 3.7
64.9 91.2 947 1000

1247 3.008 0.3 24 3.1 10
T LM 23 2.3 1.8 1.3
338 387 0.9 0.9 0.8 0.5
2296 4.509 1.2 5.7 5.7 6.0
00 95.0 95.0  100.0

23.2%  15.3G

“The calcutated amounts include retail sales taxes on utility sales. In 1984 the state franchise tax on utility sales was converted to a 3 percent retail sales
tax, Because this was merely a shift in the form of the tax. it would be misleading not to caleulate retail sales taxes on utility sales,

MRatio of total percentage for each family 10 the total pereentage for the family with a $75.000 income.

Source: Income and spending figures are based on U.X. Department of Labor Consumer Expenditure Survey. “Representative familv” assumes a mar-

ried couple having two children. owning their home. and receiving all income from wages and saluries, It was assumed that none of the fumilies pur-

chased a vehicle.

{an increase from 67 to 70 percent). For the other fami-
lies. the effect was to make tax burdens in this income
range less progressive. For example, consider the fam-
ily with $25.000 income. The estimated taxes as a per-
centage of this family’s income. 4.2 percent, increased
from 81 percent of the corresponding percentage for the
highest-income family to 95 percent. when tax liabilities
under the 1980 and 1991 laws are compared. Similarly,
the corresponding ratio for the family with $40,000 in-
come increased from 90 percent to 95 percent. In other
words. although the regressive effect of increasing re-
tail sales and motor fuel tax rates was offset by income
tax changes for the lowest-income families. those in-
creases caused the combined burden of these major

N-7

taxes to be less nrogressive than before for taxpayers
with moderate incomes.

Unfortunately we caunot provide estimates for two
important classes of taxpayers. the very poor and the
very well-to~do, because the data needed are not avail-
able. For the poorest taxpavers. increased retail sales and
motor fuel taxes would not have been offset by income
tax changes. because they would not have been liable for
income taxes even under 1980 laws. However, they might
have benefited from the exemption from retail sales taxes
of food purehased with food stamps. For upper-income
taxpayers. the 1991 changes, by inereasing the tax rate
from 7 to 7.73 percent on incomes above $100,000 (for
married couples filing jointly), would have partly offset
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the relative advantage they enjoved from increased sales

and motor fuel tax rate increases.

Conclusion

After having remained relatively stable for more than
half a centwrry, North Carolina’s tax structure underwent
substantial changes during the past decade. That decade
was a turbulent one for state and local government
finances. It began with high inflation, followed by a se-
vere recession. That recession was followed by an unprec-
edented expansion in the national economy, whichin turn
was followed by a recession that caught most states, in-
cluding North Carolina, in a severe fiscal hind. The de-
cade also brought a major shift in fiscal responsibility
from the federal government to states and local govern-
ments. That shift began with President Reagan’s 1981
program of tax cuts and federal aid cutbacks, including
the end of federal revenue sharing. The federal deficit
placed a stranglehold on federal aid for the rest of the
decade. Thus it was left to states and local governments
to cope with fiscal pressures created by escalating costs.
federal mandates, and demands for improving schools
and highways.

As we have seen, growth in state and local government
general revenue in North Carolina was about in line with
growth in personal income in the state. But revenue from
the federal government, in inflation-adjusted dollars per
capita, declined almost 10 percent, and in the same terms
federal aid to North Carolina local governments was cut
in half. The net result was that inflation-adjusted per
capita revenue from taxes and from current charges in-
creased more than state personal income.

Tax increases came mainly in the form of substantial
rate increases in the retail sales. gasoline, and corporate
income taxes. Utility charges and health care charges also
increased greatly, and, although net documented here,
there appears to have been a general trend toward greater
use of user charges and fees. Although this article did not
analyze changes in property tax rates. Table 2 shows that
property tax revenue grew less than other tax revenue
{except for motor fuel tax revenue). Property taxes paid
by businesses were reduced by elimination of the prop-
erty tax on business inventories. Although the 1989 re-
form of the state’s personal income tax, the largest of all
tax sources. reduced income taxes for taxpayers with low
and moderate incomes. revenues from that tax also in-
creased substantially more than state personal income

{Table 2).
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The analysis of changes in the retail sales. motor fuel.
and personal income taxes suggests that the net result was
to make the state’s tax systen less progressive. That is,
increased sales and motor fuel taxes were regressive in
that the increases were rvelatively greater for lower-
income taxpayers than for higher-income taxpayers. This
regressive effect was offset in part for low-income taxpay-
ers whose income tax liabilities were reduced by the 1989
income tax reforms. The regressive effect also was coun-
tered to some extent by the 1991 increase in income tax
rates on high-income taxpayers. And increases in the
corporate Income tax rate were counter to a long—term
trend that has reduced the proportion of tax revenue

_coming from businesses and increased the proportion

coming from individuals and consumers. <

Notes

1. Charles D. Liner. “Providing Government Services: State
and Local Governinent Responsibilities in North Carolina.” Popu-
lar Gorernment 51 {Spring 1985): 2-

2. These reimbursements in effect amount to a state revenue
sharing scheme in which state revenues are distributed accord-
ing to the amount of revenues local units once received from taxes
that have heen repealed or modified. Local officials have com-
plained that they are not being reimbursed for the revenue growth
that would have occurred without the changes. They claim that
the effect of the reimbursements has been to substitute a

- nongrowing revenue source for growing revenue sources.

3. Charles D. Liner, “The Erosion in Value of Exemptions and
Tax Brackets of North Carolina’s Personal Income Tax.” Popu-
lar Government 34 (Fall 1988): 33—10.

4. The higher rate takes effect at $17.000 for heads of house-
hold. £12.750 for single taxpavers. and £10.625 for married per-
sons filing separate returns.

°3. It takes effect at 380.000 for heads of household. $60.000
for unmarried persons. and $50.000 for married spouses filing

separately.

6. This figure represents the combined effect per gallon of the
per gallon and wholesale rate for the last half of 1991. The whole-
sale rate is adjusted every six months.






