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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 stud)'. 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 7 54 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. 
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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 ~hether 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) 
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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 finn based on a modified version of its proposal when the finn withdrew its 

proposal. The finn 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 finn 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 Bil11355 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 federal law. At the Committee's November 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 
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related to producing tax exempt income, 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 Chap!er ! 05 of th~ 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 
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principles of tax policy. He found that the State's privilege license taxes conform to 

neither the benefits principle of tax fairness 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 Indepencient Automobi_!e D~alers Association p_!esell_ted 

the subcommittee with recommendations on curbing the abuse. The subcommittee 

incorporated many of these recommendations into a proposal presented to the 

Committee. 

-7-
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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 concerns 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. 
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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. Legislative 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. 
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SESSION 1993 

S or H 

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

Short Title: Lower Minimum Highway Use Tax. 

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: 
"S 105-187.3. Rate of tax. 

D 

(Public) 

(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 forty 
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, _ less 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 
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is not a retailer is the market value of the vehicle, 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: 
"S 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 vehicle to a taxing jurisdiction outside this State is 
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 dollar ($40.00) tax. tax set in G.S. 105-187.3." 

Sec. 3. G.S. 105-187.8 reads as rewritten: 
"S 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 ~ 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. 
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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 

$8?_.00 in taxe~- and fees \\'_hile 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 
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·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 

compromise. 

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. 
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Proposal # 1: Lower the Minimum Use Tax 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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. 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1993 

S OI" H D 

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: 

Page 16 

(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. 
(5) By a conveyance between a husband and wifa 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. 
To a handicapped person from the Department of 
Human Resources after the vehicle has been equipped 
by the Department for use by the handicapped. 

93-LJ-4 
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~ 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. 
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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 

pai~ again by the handicapped person_ to who_m t~e Dep~ment 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 11 on loan 11 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. 
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Proposal #2: Highway Use Tax Exemptions 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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

1. Driver education vehicles, 
2. 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 

Driver education vehicles 
Human Resources vehicles 

for the handicapped 
Gifts to stepchildren 

TOTAL 

- 20 -

Revenue Loss 

$350,500 

15,000 
240,000 

$(?05,500 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1993 

S or H D 

PROPOSAL 3 (93-LJX-1) 
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION) 

Short Title: Mobile Classroom & Office Changes. (Public) 

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: 

Page 21 

Section 1. G.S. 105-164.3(8b) reads as rewritten: 
"(8b) '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. A moped as defined in G.S. 20-4.01(27)(d1). 
b. Special mobile equipment as defined in G.S. 

20-4.01(44). 
c. A tow dolly that is exempt from motor vehicle 

title and registration requirements under G.S. 
20-51(10) or (11). 

d. A farm tractor or other implement of 
husbandry. 

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

f. Road construction or 
machinery or equipment." 

road maintenance 
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1 Sec. 2. G.S. 105-164.4(a) is amended by adding the 
2 following subdivision to read: 
3 "~ The rate of three percent ( 3%) applies to the 
4 sales price of each mobile classroom or mobile 
5 office sold at retail, including all accessories 
6 attached to the mobile classroom or mobile office 
7 when it is delivered to the purchaser. The 
8 maximum tax is one thousand five hundred dollars 
9 ( $1,500) per article. Each section of a mobile 

10 classroom or mobile office that is transported 
11 separately to the site where it is to be placed is 
12 
13 

a separate article." 
Sec. 3. G.S. 105-164.13 is amended by adding a new 

14 subdivision to read: 
15 "J...!!l _s_a_l_e_s __ o_f __ m_o_b_i_l_e __ c_l_a_s_s_r_o_o_m_s __ t_o __ l_o_c_a_l __ b_o_a_r_d_s __ o__,..f 
16 education or to local boards of trustees of 
17 community colleges." 
18 Sec. 4. This act becomes effective July 1, 1993. 
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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 ret8il 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 persuaded 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. 
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Proposal #3: Mobile Classroom & Office Changes 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1993 

S OR H D 

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: 

"ill Electronic funds transfer. A transfer of funds 
initiated by using 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. Taxes payable in national cu:n;ency; for; what period, 
and when a lien; priorities. 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, 
du~ing the applicable period for that tax, the average amount of 
the taxpayer's required payments of the tax was at least twenty 
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1 thousand dollars ($20,000) a month. The twenty thousand dollar 
2 ($20,000) threshold applies separately to each tax. The 
3 applicable period for a tax is a 12-month period, designated by 
4 the Secretary, preceding the imposition or review of the payment 
5 requirement. The requirement that a taxpayer pay a tax by 
6 electronic funds transfer remains in effect until suspended by 
7 the Secretary. Every 12 months after requiring a taxpayer to pay 
8 a tax by electronic funds transfer, the Secretary shall determine 
9 whethe~, during the applicable period for that tax, the average 

10 amount of the taxpayer's required payments of the tax was at 
11 least twenty thousand dollars ($20,000) a month. If it was not, 
12 the Secretary shall suspend the requirement that the taxpayer pay 
13 the tax by electronic funds transfer and shall notify the 
14 taxpayer in writing that the requirement has been suspended. 
15 (c) Tax Period. Except as otherwise provided in this 
16 Chapter, taxes are le.vied for the fiscal year of the State in 
17 which they became due. 
18 (d) Lien. This subsection applies except when another 
19 Article of this Chapter contains contrary provisions with respect 
20 to a lien for a tax levied in that Article. The lien of a tax 
21 attaches to all real and pe~sonal property of a taxpayer on the 
22 date a tax owed by the taxpayer becomes due. The lien continues 
23 until the tax and any interest, penalty, and costs associated 
24 with the tax are paid. A tax lien is not extinguished by the 
25 sale of the taxpayer's property. A tax lien, however, is not 
26 enforceable against a bona fide purchaser for value or the holder 
27 of a duly recorded lien unless: 
28 1!1 In the case of real property, a certificate of tax 
29 liability or a judgment was first docketed in the 
30 office of the clerk of superior court of the county 
31 in which the real property is lo~ated. 
32 ~ In the case of personal property, there has already 
33 been a levy on the property under an execution or a 
34 tax warrant. 
35 The priority of these claims and liens is determined by the date 
36 and time of recording, docketing, levy, or bona fide purchase. 
37 If a taxpayer executes an assignment for the benefit of 
38 creditors or if insolvency proceedings are instituted against a -
39 taxpayer who owes a tax, the tax lien attaches to all real and 
40 personal property of the taxpayer as of the date and time the 
41 taxpayer executes the assignment for the benefit of creditors or 
42 the date and time the insolvency proceedings are instituted. In 
43 these cases, the tax lien is subject only to a prior recorded 
44 specific lien and the reasonable costs of administering the 
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1 assignment or the insolvency proceedings. The taxes herein 
2 designated and levied shall be payable in the existing national 
3 currency. State, county, and municipal taxes levied for any and 
4 all purposes pursuant to this Subchapter shall be for the fiscal 
5 year of the State in which they become due, except as otherwise 
6 provided, and the lien of such taxes shall attach annually to all 
7 real estate of the taxpayer within the State on the date that 
8 such taxes are due and payable, and said lien shall continue 
9 until such taxes, with any interest, penalty, and costs which 

10 shall accrue thereon, shall have been paid; in the settlement of 
11 the estate of any decedent where, by any order of court or other 
12 proceeding, the real estate of the decedent has been sold to make 
13 assets to pay debts, such sale shall not have the effect of 
14 extinguishing the lien upon the land so sold for State taxes, nor 
15 shall the same be postponed in any manner to the payment of any 
16 other claim or debt against the estate, save funeral expenses and 
17 cost of administration. 
18 Provided, hmvever, that the lien of State taxes shall not be 
19 enforceable as against bona fide purchasers for value, and as 
20 against duly recorded mortgages, deeds of trust and other 
21 reco.rded specific liens, as to real estate, except upon docketing 
22 of a certificate of tax liability or a judgment in the office of 
23 the clerk of the superior court of the county wherein the real 
24 estate is situated, and as to personalty, except upon a levy upon 
25 such property under an execution or a tax warrant, and the 
26 priority of the State's tax lien against property in the hands of 
27 bona fide purchasers for value, and as against duly recorded 
28 mortgages, deeds of trust and other recorded specific liens, 
29 shall be determined by reference to the date and time of 
30 docketing of judgment or certificate of tax liability or the levy 
31 under execution or tax warrant. Provided further, that in the 
32 event any taxpayer shall execute an assignment for the benefit of 
33 creditors, or if receivership, a creditor's bill or other 
34 insolvency proceedings are instituted against any taxpayer 
35 indebted in the State on account of any taxes levied by the 
36 State, the lien of State taxes shall attach to any and all 
37 property of such taxpayer or of such insolvent's estate . as of the 
38 date and _time of t~e execution of the assignment for the benefit 
39 of creditors or of the institution . of proceedings herein 
40 mentioned and shall be subject only to prior recorded specific 
41 liens and reasonable costs of administration. Notwithstanding the 
42 provisions of this paragraph, the provisions contained in c;. s. 
43 105 164.32 shall remain in full force and effect with respect to 
44 the lien of sales taxes. 
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1 The provisions of this section shall not have the effect of 
2 :releasing any lien fo:r State taxes imposed by other la,,.r, nor. 
3 shall they have the effect of postponing the payment of the said 
4 State taxes o:r depriving the said State taxes of any p:rio:rity in 
5 o:rde:r of payment provided in any other statute under which 
6 payment of the said taxes may be :required." 
7 Sec. 3. G.S. 105-130.19 reads as rewritten: 
8 "S 105-130.19. Time and place of payment of tax. 
9 ..(....a...f. 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 Revenue at the office where the 
12 :re.tu:rn is filed and within the time fixed by la 1AT 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). 
15 (b), (c) Repealed by Session Laws 1989, c. 37, s. 1. 
16 (d) The tax . may be paid with uncertified check during such 
17 time and under such :regulations as the Sec:reta:ry of ~evenue shall 
18 prescribe; but if a check so :received is not paid by the bank on 
19 which it is drawn, the taxpayer by whom such check is tendered 
20 shall :remain liable fo:r the payment of the tax and for all legal 
21 penalties the same as if such check had not been tendered." 
22 Sec. 4. G.S. 105-157 reads as rewritten: 
23 "§ 105-157. Time and place of payment of tax. 
24 ..(....a...f. 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 face of the return shall be paid to the Secretary ~ 
27 the office 'Y.'he:re the :return is filed at the time fixed by la'·" 
28 within the time allowed for filing 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). 
32 (b) The tax may be paid with uncertified check during such 
33 time and under such :regulations as the Secretary may prescribe; 
34 but if a check so :received is not paid by the bank on which it is 
35 drawn, the taxpayer by whom the check was tendered shall remain 
36 liable for the payment of the tax and for all legal penalties the 
37 same as if the check had not been tendered. " 
38 Sec. 5. ~.s. 105-160.7 reads as rewritten: 
39 "S 105-160.7. Time and place of payment of tax. 
40 ..(....a...f. 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, if the amount shown to be du·e 
44 after all credits is less than one dollar ($1.00), no payment 
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1 need be made. The tax shall be paid at the place and in the form 
2 required by the Secretary pursuant to G.S. 105-241(a). 
3 (b) The tax may be paid with uncertified check, but if a check 
4 so received is not paid by the financial institution on which it 
5 is dra'N'n, the fiduciary by whom the check '!laS tendered shall 
6 remain liable for the payment of the tax and for all penalties 
7 lawfully imposed." 
8 Sec. 6. G.S. 105-163.6(a) reads as rewritten: 
9 " (a) General. -- A return is due quarterly or monthly as 

10 specified in this section. A return shall be filed with the 
11 Secretary on a form prepared by the Secretary, shall report any 
12 payments of withheld taxes made during the period covered by the 
13 return, and shall contain any other information required by the 
14 Secretary. 
15 Withheld taxes are payable quarterly, monthly, or within three 
16 banking days, as specified in this section. Withheld taxes shall 
17 be paid to the Secretary or to a financial institution with which 
18 the Secretary has entered a contract to receive payment of 
19 withheld taxes. at the place and in the form required by the 
20 Secretary pursuant to G.S. 105-241(a). 
21 If the Secretary finds that collection of the 
22 this Article requires an employer to withhold is 
23 Secretary may require the employer to file 
24 withheld taxes at a time other than that 

amount of taxes 
in jeopardy, the 

a return or ·pay 
specified in this 

25 section." 
26 
27 

Sec. 7. 
Sec. 8. 

G.S. 105-164.18 is repealed. 
G.S. 105-236 is amended by adding the following 

28 new subdivisions to read: 
29 "(1a) Penalty for Bad Electronic Funds Transfer. --When 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
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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 ($1,000). 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 Sec ret a ry pursuant to G. s. 10 5-
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: 
4 "(a) Property transferred for an inadequate consideration to a 
5 donee, heir, legatee, devisee, distributee, stockholder of a 
6 liquidated corporation, or any other person at a time when the 
7 transferor is insolvent or is rendered insolvent by reason of the 
8 transfer shall be subject to a lien for any taxes owing by the 
9 transferor to the State of North Carolina at the time of ~ the 

10 transfer whether or not the amount of 6uch t~xe6 6h~ll h~ve the 
11 taxes has been a.scertained or assessed at the time of ~ the 
12 transfer. Such lien 6h~ll be 6ubject to the p:rovi6ion6 of the 
13 fi:rgt p:rovi6o cont~ined in G.S. 105 241. G.S. 105-241 applies 
14 to this tax lien. In the event the transferee 6h~ll h~ve 

15 di6posed of 6uch has disposed of the property so that it cannot 
16 be subjected to the State's tax lien, the transferee shall be 
17 personally liable for the difference between the fair market 
18 value of ~ the property at the time of the transfer and the 
19 actual consideration, if any, paid to the transferor by the 
20 transferee. 
21 Upon a foreclosure of the State's tax lien upon property in the 
22 hands of a transferee, the value of any consideration which the 
23 t:r~nsfe:ree shall have e6tabli6hed a6 having been that the 
24 transferee proves has been given to the transferor shall be paid 
25 to the transferee out of the proceeds of the foreclosure sale 
26 before applying ~ the proceeds toward the satisfaction of the 
27 State's tax lien. 
28 In order to proceed against the transferee or property in ~ 
29 the transferee's hands, the Secretary shall cause to be docketed 
30 in the office of the clerk of the superior court of the county 
31 wherein the transferee resides or the property is located, as the 
32 case may be, a certificate of tax liability as provided in G.S. 
33 105-242 or a lien certificate which shall set forth the amount of 
34 the lien as determined by the Secretary or as finally determin~d 
35 upon appeal and a description of the property subject to the 
36 lien. Thereafter, execution may be issued against the transferee 
37 as in the case of other money judgments except that no . homeste~d 
38 or personal exemption shall be allowable ~r, upon a lien 
39 certificate, an execution may be issued directing the sheriff to 
40 seize the property subject to the lien and sell same in the same 
41 manner as property is sold under execution. Such procedure and 
42 collection shall be subject to the provisions of subsection (c) 
43 of this se~tion." 
44 Sec. 10. G.S. 105-251 reads as rewritten: 
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1 "§ 105-251. Information must be furnished. 
2 ~ach company, firm, corporation, person, association, 
3 copartnership, or public utility shall furnish the Sec ret a ry of 
4 Revenue in the form of returns prescribed by him, all information 
5 required by law and all other facts and information in addition 
6 to the facts and information in this act specifically required to 
7 be given, which the Secretary of Revenue may require to enable 
8 him to carry into effect the provisions of the laws which the 
9 said Secretary is required to administer, and shall make specific 

10 answers to all questions submitted by the Secretary of Revenue. 
11 Every person shall give the Secretary all information ' the 
12 Secretary requires to fulfill a duty delegated to the Secretary. 
13 The information must be in the form required by the Secretary. 
14 The Secretary may require the information to be furnished 
15 electronically or on paper." 
16 Sec. 11. This act becomes effective July 1, 1993. 
17 Notwithstanding the provisions of G.S. 105-241(a) as amended by 
18 this act, the Secretary of Revenue may not begin to require 
19 payment by electronic funds transfer of motor fuels taxes levied 
20 under Subchapter V of Chapter 105 of the General Statutes or of 
21 the inspection fee levied under Article 3 of Chapter 119 of the 
22 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 fmancial 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_l991 

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 
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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 defmition of "electronic funds transfer" to the defmitions 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 Secr~tary ~ 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 fmancial 

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 ft.tels taxes or inspection fees by electronic funds transfer 

earlier than July 1, 1995. 
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Proposal #4: Electronic Funds Transfer 

Summary: 

- --------------~ 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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 
Temporary Employees 
Employee Benefits 
Contract Services (EFT) 
Tax Schedules/Forms 
Telephone Service 
Data Processing Services 
Contract Service~ (Bank) 
Data Processing Hardware 
TOTAL 
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$107,938 
$22,132 
$29,705 
$188,804 
$ 25,000 
$25,000 
$ 16,525 
$ 15,000 
$ 35,000 

$465,104 
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S OR H D 

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: 

1 A BILL TO BE ENTITLED 
2 AN ACT AUTHORIZING NONRESIDENT TAXPAYERS TO CLAIM THE TAX CREDIT 
3 FOR CHILD CARE AND CERTAIN EMPLOYMENT-RELATED EXPENSES. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G.S. 105-151.11 reads as rewritten: 
6 "S 105-151.11. Credit for child care and certain employment­
? related expenses. 
8 (a) A person who is allowed a credit against federal income 
9 tax for a percentage of employment-related expenses under section 

10 21 of the Code shall be allowed as a credit against the tax 
11 imposed by this Division an amount equal to the applicable 
12 percentage of the employment-related expenses as defined in 
13 section 21 (b) ( 2) of the Code. For employment-related expenses 
14 that are incurred only with respect to one or more dependents who 
15 are seven years old or older and are not physically or mentally 
16 incapable of caring for themselves, the applicable percentage is 
17 seven percent (7%). For employment-related expenses with respect 
18 to any other qualifying individual, the applicable percentage is 
19 ten percen~ (10%). 
20 (b) The amount of employment-related expenses for which a 
21 credit may be claimed may not exceed two thousand four hundred 
22 dollars ($2,400) if the taxpayer~s household includes one 
2 3 qualifying individual, as defined in section 21 (b) ( 1) of the 
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1 Code, and may not exceed four thousand eight hundred dollars 
2 ($4,800) if the taxpayer's household includes more than one 
3 qualifying individual. 
4 (c) No credit shall be allowed under this section unless the 
5 taxpayer completes and attaches to the tax return the necessary 
6 form or forms as may be required by the Secretary. No credit 
7 shall be allowed under this section for amounts deducted from 
8 gross income in calculating taxable income under the Code. 
9 (d) A nonresident or part-year resident who claims the credit 

10 allowed by this section shall reduce the amount of the credit by 
11 multiplying it by the fraction calculated under G.S. 105-134.5(b) 
12 or (c), as appropriate. The credit allowed by this section may 
13 not exceed the amount of tax imposed by this Di vision for the 
14 taxable year reduced by the sum of all credits allowable under 
15 this Division, except for payments of tax made by or on behalf of 
16 the taxpayer. 
17 (9) No cr9dit shall b9 allow9d und9r this S9ction with r9sp9ct 
18 to 9mploym9nt r9lat9d 9Xp9ns9s paid by a nonr9sid9nt of this 
19 Stat9," 
20 Sec. 2. This act is effective for taxable years 
21 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. 

-39-





Proposal #5: Nonresident Child Care Credit 

Explanation: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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: 

"S 105-152. Income tax returns. 
(a) Who Must File. -- The following individuals shall file 

with the Secretary an income tax return under affirmation: 
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(1) Every resident required to file an income tax 
return for the taxable year under the Coda and 
&vary Code. 

(1a) Every nonresident required to file an income tax 
return for the taxable year under the Code who ~ 
derived gross income from North Carolina sources 
during the taxable year attributable to the 
ownership of any interest in real or tangible 
personal property in this State or derived from a 
b~siness, trade, profession, or_ occupation carried 
on in this Stat& and ( ii) is raq-uirad to fila an 
incoma tax rat-urn for tl:l8 taxabla yaar -undar tl:la 
Coda. State. 
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(lb) 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 
liable for a tax under 
notified by the Secretary 
return. 

Secretary believes to be 
this Division, when so 
and requested to file a 

(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 living 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 ~ their federal taxable income is 
determined on a joint federal return. return and (ii) both 
spouses are residents of this State or both spouses have North 
Ciuo-li-=tre texable income. Except as otherwise provided in this 
Division, a wife and husband filing jointly are treated as one 
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1 taxpayer for the purpose of determining the tax imposed by this 
2 Division. A husband and wife filing jointly are jointly and 
3 severally liable for the tax imposed by this Division reduced by 
4 the sum of all credits allowable under this Division including 
5 tax payments made by or on behalf of the husband and wife. 
6 However, if a spouse has been relieved of liability for federal 
7 tax attributable to a substantial understatement by the other 
8 spouse pursuant to section 6013 of the Code, that spouse is not 
9 liable for the corresponding tax imposed by this Division 

10 attributable to the same substantial understatement by the other 
11 spouse. A wife and husband filing jointly have expressly agreed 
12 that if the amount of the payments made by them with respect to 
13 the taxes for which they are liable, including withheld and 
14 estimated taxes, exceeds the total of the taxes due, refund of 
15 the excess may be made payable to both spouses jointly or, if 
16 either is deceased, to the survivor alone. 
17 (f) Repealed by Session Laws 1991, (Reg. Sess. 1992), c. 930, 
18 s. 1." 
19 Sec. 2. This act is effective for taxable years 
20 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 Nort~ Carolina. North 

Carolina has allowed married couples to flle 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 _investigate<:! Virg~a'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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Proposal #6: Nonresident Joint Returns 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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)(1) reads as rewritten: 
6 "(1) Code. -- The Internal Revenue Code as enacted as of 
7 January 1, 1992 1 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 
13 Revenue Code as enacted as of January 1 1 1992 1 and includes any 
14 provisions enacted as of that date which become effective either 
15 before or after that date. has the same meaning as in G.S. 105-
16 228.90." 
17 
18 
19 
20 
21 
22 
23 
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Sec. 3. G.S. 105-33.1(1) reads as rewritten: 
"(1) Code. -- The Internal Revenue Code as enacted as of 

January 1 1 1992 1 including _ any provisions enacted 
as of that date which become effective either 
before or after that date. Defined in G.S. 105-
228.90." 

Sec. 4. G.S. 105-114(b)(1) reads as rewritten: 
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"(1) The term 'Code' means the Internal Revenue Code as 
enacted as of January l, 199:.2, and includes any 
provisions enacted as of that date which become 
effective either before or after that date. has the 
same meaning as in G.S. 105-228.90." 

Sec. 5. G.S. 105-130.2(1) reads as rewritten: 
"(1) Code. -- The Internal Revenue Code as enacted as of 

January 1, 1992, including any provisions enacted 
as of that date which become effective either 
before or after that date. Defined in G.S. 105-
228.90.11 

Sec. 6. G.S. 105-131(b)(1) reads as rewritten: 
11 ( 1) 'Code' means the Internal Revenue Code as enacted 

as of January l, 1992, and includes ariy provisions 
enacted as of that date which become effective 
either before or after that date. has the same 
meaning as in G.S. 105-228.90. 11 

Sec. 7. G.S. 105-134.1(1) reads as rewritten: 
11 (1) Code. -- The Internal Revenue Code as enacted as of 

January 1, 1992, including any provisions enacted 
as of that date which become effective either 
before or after that date. Defined in G.S. 105-
228.90." 

Sec. 8. G.S. 105-134.6(c)(4) reads as rewritten: 
11 (4) 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 f6r inflation under section 1~1(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. 11 

Sec. 9. G.S. 105-163.1(1) reads as rewritten: 
11 (1) Code. -- The Internal Revenue Code as enacted as of 

January 1, 1992, including any provisions enacted 
as of that date which become effective either 
before or after that date. Defined in G.S. 105-
228.90." 

Sec. 10. G.S. 105-163.38(1) reads as rewritten: 
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1 "(1) Code. -- The Internal Revenye Code as enacted as of 
2 JanYary l 1 1992 1 inclYding any provisions enacted 
3 as of that date which become effective either 
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 used in this section, the term 'Code' means the 
8 Internal RevenYe Code as enacted as of Janyary l 1 1992 1 and 
9 inclYdes any provisions enacted as of that date which become 

10 effective either before or after 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 defmition 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 _ 

Attorney 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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Proposal #7: Internal Revenue Code Update 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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
sheltered annuities could not be rolled over tax free to another plan or annuity unless 
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 regulations 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: 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REINSTATE AN INADVERTENTLY DELETED PROVISION RELATING 
3 TO ASSESSMENTS FOR EMPLOYER WITHHOLDING BASED ON FEDERAL 
4 DETERMINATIONS AND TO CLARIFY THE ASSESSMENT STATUTES. 
5 The General Assembly of North Carolina enacts: 
6 · Section 1. G.S. 105-159 reads as rewritten: 
7 "§ 105-159. Co~~ections and changes. Federal corrections. 
8 If a taxpayer's federal taxable income is corrected or 
9 otherwise determined by the federal government, the taxpayer 

10 must, within two years after being notified of the correction or 
11 final determination by the federal government, file an income tax 
12 return with the Secretary reflecting the corrected or determined 
13 taxable income. If the amoynt of the taxable income for any year 
14 of any taxpayer ynder this Oivision, as reported or as reportable 
15 to the United States Treasyry Oepartment, is changed, corrected, 
16 or otherwise determined by the Commissioner of Internal Revenye 
17 or other officer of the United States of competent aYthority, the 
18 taxpayer, within two years after receipt of the internal revenye 
19 agent's report or sYpplemental report reflecting the corrected or 
20 determined taxable income shall make retYrn Ynder oath or 
21 affirmation to the Secretary of the corrected, changed, or 
22 determined taxable income. In making an assessment or refynd 
2 3 Ynde r this section, the Secretary shall consider all evidence 
24 broYght to his attention, whether or not it was considered in the 
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federal assessment or correction. If the taxpayer fails to 
notify the Secretary that the taxpayer's taxable income for any 
year aS reported or as reportable to the United States Treasury 
Department, is changed, corrected, or otherwise determined for 
federal income tax purposes, the statute of limitations shall not 
apply to assessments under this section. The Secretary shall 
proceed to determine from ~ all available evidence as may have 
been brought to his attention the correct Worth Carolina taxable 
income of the taxpayer for the taxable year, and if there is any 
additional tax due from the taxpayer it shall be assessed and 
collected; and if the taxpayer's correct tax liability for the 
taxable year. 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. 

The Secretary shall assess and collect any additional tax due 
from the taxpayer as provided in Article 9 of this Chapter. The 
Secretary shall refund any overpayment of tax as provided in 
Article 9 of this Chapter. there has been an overpayment of the 
tax the Secretary shall, within 30 days after the final 
determination of the Worth Carolina taxable income of the 
taxpayer, refund the amount of the excess: Provided, that any ~ 
taxpayer who fails to comply with this section within the time 
specified shall be is subject to .aJ..J.- the penalties as provided in 
G.S. lOS 236, in case of additional tax due, and shall forfeit in 
G.S. 105-236 and forfeits the right to any refund due by reason 
of the change. determination. 

When the taxpayer makes the return reflecting the corrected 
taxable income as required by this section, the Secretary shall 
make assessments or refunds based thereon within three years 
after the date the return required by this section is filed and 
not thereafter. When the taxpayer· does not ma-ke the return 
reflecting the corrected taxable income as required by this 
section but the Department receives from the United States 
government or one of its agents a report reflecting corrected 
taxable income, the Secretary shall make assessments for taxes 
due based on the corrected taxable income within five years after 
the date the report from the United States government or its 
agent is actually received and not thereafter. 

Nothing in this section prevents the Secretary from making an 
assessment immediately following the receipt from any source of 
information concerning the correction, change in, or 
determination of taxable income of a taxpayer by the United 
States government. The assessment of tax or additional tax under 
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1 this section shall not be subject to any statute of limitations 
2 except ~s provided in this section." 
3 Sec. 2. G.S. 105-130.20 reads as rewritten: 
4 "S 105-130.20. Co~~&ctions and changes. Federal corrections. 
5 If a taxpayer's federal taxable income is corrected or 
6 otherwise determined by the federal government, the taxpayer 
7 must, within two years after being notified of the correction or 
8 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 a~ount of the taxable income for any 
11 year of any corporation subject to taxation under this Division, 
12 as reported or as reportable to the United States Treasury 
13 Department, is changed, corrected, or otherwise determined by the 
14 Commissioner of Internal R&v&nu& or other officer ot th& Unitad 
15 States of competent authority, such taxpayer, within two years 
16 after receipt of a final determination reflecting the changed, 
17 corrected or determined taxable income shall make return under 
18 oath or affirmation tp the Secretary of Revenue of such taxable 
19 income. 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 Article 9 of this Chapter. of Revenue shall thereupon proceed to 
29 determine, from such facts or &vidence as h& may have brought to 
30 his attention or shall otherwise acquire, whether or not the sam& 
31 were considered or taken into account in th& federal 
32 determination, th& correct tax liability of such corporation for 
33 the year. If th&r& shall be any additional tax due from such 
34 corporation, the same shall be assessed and collected; and if 
35 there shall have been an overpayment of th& tax, the Secretary 
36 shall, within 30 days after the final determination of the tax 
37 liability, refund th& amount of such overpayment. (b) Any 
38 corporation which A taxpayer that fails to comply with this 
39 section as to making return of federally determined taxable 
40 income within the time specified shall be is subject to ~ the 
41 penalties provided in G.S. lOS 236, in th& cas& of additional tax 
42 due, and shall forfeit in G.S. 105-236 and forfeits its rights to 
43 any refund due by reason of federal changes. the determination. 
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1 (c) When the corporation makes the return of federally 
2 determined taxable income the Secretary of Revenue shall make 
3 assessments or refunds based thereon within three years from the 
4 date the return required by this section is filed and not 

' 5 thereafter. If the corporation fails to make such return, no 
6 statute of limitations shall apply: Provided, that if the 
7 Department of Revenue receives from the United States government 
8 or any of its agents a report reflecting such federally 
9 determined taxable income, the Secretary of Revenue shall make 

10 assessment for taxes due based on such taxable income within five 
11 years from the date the report from the United States government 
12 or its agent is actually received and not thereafter. The 
13 assessment of tax or additional tax under this section shall not 
14 be subject to any statute of limitations except as provided in 
15 this section. 
16 (d) Nothing in this section shall be construed as preventing 
17 the Secretary of Revenue from making an assessment immediately 
18 following the receipt from any source of information concerning 
19 the correction, change in, or determination of net income of a 
20 taxpayer by the United States government." 
21 Sec. 3. G.S. 105-160.8 reads as rewritten: 
22 "S 105-160.8. Corrections and changes. Federal corrections. 
23 For purposes of this Division, the provisions of G.S. 105-159 
24 requiring an individual to report changes, corrections, or the 
25 the correction or determination of n.e-t. taxable income by the 
26 Intarnal Ravanua Sarvica shall federal government apply to 
27 fiduciaries required to file returns for estates and trusts." 
28 Sec. 4. Article 4A of Chapter 105 of the General 
29 Statutes is amended by adding a new section to read: 
30 "§ 105-163.6A. Federal corrections. 
31 If the amount of taxes an employer is required to withhold and 
32 pay under the Code is corrected or otherwise determined by the 
33 federal government, the employer must, within two years after 
34 being notified of the correction or final determination by the 
35 federal government, file a return with the Secretary reflecting 
36 the corrected or determined amount. The Secretary shall 
37 determine from all available evidence the correct amount the 
38 employer should have paid under this Article for the period 
39 covered by the federal determination. As used in this section, 
40 the term 'all ·available evidence' means evidence of any kind that 
41 becomes available to the Secretary from any source, whether or 
42 not the evidence was considered in the federal correction or 
43 determination. 
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1 The Secretary shall assess and collect any additional tax due 
2 from the employer as provided in Article 9 of this Chapter. If 
3 there has been an overpayment of the tax the Secretary shall 
4 either refund the overpayment to the employer in accordance with 
5 G.S. 105-163.9 or credit the amount of the overpayment to the 
6 individual in accordance with G.S. 105-163.10. An employer who 
7 fails to comply with this section is subject to the penalties in 
8 G.S. 105-236 and forfeits the right to any refund due by reason 
9 of the determination. Failure of an employer to comply with this 

10 section does not, however, affect an individual's right to a 
11 credit under G.S. 105-163.10." 
12 Sec. 5. G.S. 105-241.1 reads as rewritten: 
13 "S 105-241.1. Additional taxes; assessment procedure. 
14 (a) Proposed Assessment. -- If the Secretary discovers that 
15 any tax is due from a taxpayer, the Secretary shall notify the 
16 taxpayer in writing of the kind and amount of tax due and of the 
17 s·ecretary' s intent to assess the tax. This notice shall state 
18 that the proposed assessment will become final unless the 
19 taxpayer applies for a hearing within the time specified in 
20 subsection (c). The Secretary's proposed assessment shall be 
21 based upon the best information available and shall be presumed 
22 correct. If the Sec~eta~y of Revenye discovers from the 
23 examination of any ~etY~n o~ otherwise that any tax or additional 
24 tax is dye f~om any taxpaye~, be shall give notice to the 
25 taxpayer in writing of the kind and amoYnt of tax which is dye 
26 and of his intent to assess the same, which notice shall contain 
27 advice to the effect that ynless application fo~ a bearing is 
28 made within the time specified in sybsection (c), the proposed 
29 assessment will become conclYsive and final. 
30 If the Secretary is Ynable to obtain from the taxpayer 
31 adeqyate and reliable information Ypon which to base sycb 
32 assessment, the assessment may be made ypon the basis of the best 
33 information available and, SYbject to the p~ovisions be~einafter 
34 made, sycb assessment shall be deemed correct. 
35 (b) Delivery of Notice. -- The Secretary shall deliver the 
36 notice of a proposed assessment to a taxpayer either in person or 
37 by United States mail sent to the taxpayer's last known address. 
38 A notice mailed to a taxpayer is presumed to have been received 
39 by the taxpayer unless the taxpayer makes an affidavit to the 
40 contrary within 90 days after the notice was mailed. If the 
41 taxpayer makes this affidavit, the time limitations in subsection 
42 (c) apply as if the notice had been delivered on the date the 
43 taxpayer makes the affidavit. The notice reqyired to be given in 
44 SYbsection (a) may be delivered to the taxpayer by an agent of 
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1 the Secretary or may be -sent by mail to the last known address of 
2 the taxpayer and such notice will be deemed to have been received 
3 in due course of the mail unless the taxpayer shall make an 
4 affidavit to the contrary '.vithin 90 days after such notice is 
5 mailed, in which event the ·taxpayer shall be heard by the 
6 Secretary in all respects as if he had made timely application. 
7 (c) Hearing. A taxpayer who objects to a proposed 
8 assessment of tax is entitled to a hearing before the Secretary 
9 as provided in this subsection. To obtain a hearing, the 

10 taxpayer must file a written request either for a hearing or for 
11 a written statement of the information and evidence upon which 
12 the proposed assessment is based. If the notice of a proposed 
13 assessment was mailed, the taxpayer's request must be filed 
14 within 30 days after the date the notice was postmarked; if the 
15 notice of a proposed assessment was delivered in person, the 
16 taxpayer's request must be filed within 30 days after the date 
17 the notice was delivered. 
18 Upon the taxpayer's timely request, the Secretary shall furnish 
19 a written statement of the information and evidence upon which 
20 the proposed assessment is based. A taxpayer who requests a 
21 written statement in accordance with this subsection must, to 
22 obtain a hearing, file a written request for a hearing within 30 
23 days after receiving the written statement. 
24 Upon receipt of a timely application for a hearing, the 
25 Secretary shall conduct the hearing at a time and plac_e chosen by 
26 the Secretary. The taxpayer may present any objections to the 
27 proposed assessment at the hearing. The rules of evidence do not 
28 apply to a hearing conducted under this subsection. 
29 Any taxpayer who objects to a proposed assessment of tax or 
30 additional tax shall be entitled to a hearing before the 
31 Secretary of Revenue provided application therefor is made in 
32 writing within 30 days after the mailing or delivery of the 
33 notice required by subsection (a). If application for a hearing 
3 4 is made in due time, the Sec ret a ry of Revenue shall set a time 
35 and place for the hearing and after considering the taxpayer's 
36 objections shall give written notice of his decision to the 
37 taxpayer. The amount of tax o:r additional tax due from the 
38 taxpayer as finally determined by the Secretary shall thereupon 
39 be assessed and upon assessment shall become immediately due and 
40 collectible. 
41 Provided, the taxpayer may request the Secretary at any time 
42 within 30 days of notice of such proposed asse~sment for a 
43 written statement, or transcript, of the information and the 
44 evidence upon which the proposed assessment is based, and the 
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1 Sec~etary of Revenue shall fu~nish such statemant, o~ t~ansc~ipt, 

2 to tha taxpayar. P~ovidad, fu~thar, aftar ~aquast by the taxpayar 
3 for such wri ttan s tatamant, or t ~ans c ript, tha taxpaya r shall 
4 hava 30 days aftar tha ~eceipt of the same f~om tha Sacrata~y of 
5 Revenue to apply in w~iting for such haaring, axplaining in 
6 detail his objections to such proposad assassment. If no ~aquast 

7 fo~ such haaring is so made, such p~oposad assessmant shall ba 
8 final and conclusiva. 
9 (d) Assessment. -- If a taxpayer does not apply for a hearing 

10 in accordance with subsection (c), a proposed assessment becomes 
11 final without further notice and is immediately due and 
12 collectible. After the Secretary conducts a hearing under 
13 subsection (c), the Secretary shall make a decision on the 
14 proposed assessment, notify the taxpayer of the decision, and 
15 assess the taxpayer for the amount of tax determined to be due. 
16 Upon assessment, the tax becomes immediately due and collectible. 
17 G.S. 105-241.2, 105-241.3, and 105-241.4 apply to a tax assessed 
18 under this section. Except in the case of a jeopardy assessment, 
19 the Secretary may not assess a taxpayer for a tax until the 
20 notice required by subsection (a) has been given and one of the 
21 following has occurred: 
22 1!1 The time for applying for a hearing has expired. 
23 ~ The Secretary and the taxpayer have agreed upon a 
24 settlement. 
2 5 ill _T_h_e_t_a_x~p~a.._y_e_r_h_a_s __ f_i_l_e_d_a __ t_i_m_e_l~y..____a_..P ..... P_l_i_c_a_t_l_· o_n __ f_o_r_a_ 
2 6 _h...:.e...:.a_r_:.i_n_g..___a_:.n_d _ _:.t_h_e __ S_e_c_r_e_t_a'--ry..._,_, __ a~f_t_e_r __ c_o_n_· _d_u_c_t_i_n_g.L.__t_h_e_ 
27 hearing, has given the taxpayer written notice of 
28 the decision. 
29 If no timely application for a haa~ing is mad& within 30 days 
30 afte~ notice of a p~oposad assassmant of tax o~ additional tax is 
31 given pursuant to subsaction (a), such proposad tax o~ additional 
32 tax assessmant shall become final without fu~tha~ notice and 
33 shall be immediataly dua and collactible. 
34 (e) Statute of Limitations -- The Secretary may propose an 
35 assessment of tax due from a taxpayer at any time if ( i) the 
36 taxpayer did not file a proper application for a license or did 
37 not file a return, (ii) the taxpayer filed a . false or fraudulent 
38 application or return, or (iii) the taxpayer attempted in any 
39 manner to fraudulently evade or defeat the tax. If a taxpayer 
40 files a return reflecting a federal determination as provided in 
41 G.S. 105-130.20, 105-159, 105-160.8, or 105-163.6A; the Secretary 
42 must propose an assessment of any tax due within three years 
43 after the return is filed. If there is a federal determination 
44 and the taxpayer does not file the return required by G.S. 105-
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1 130.20, 105-159, 105-160.8, or 105-163. 6A, the Secretary must 
2 propose an assessment of any tax due within five years after the 
3 date the Secretary received the final report of the federal 
4 determination. In all other cases, the Secretary must propose an 
5 assessment of any tax due from a taxpayer within three years 
6 after the date the taxpayer filed an application for a license or 
7 a return or the date the application or return was required by 
8 law to be filed, whichever is later. If the Secretary proposes 
9 an assessment of tax within the time provided in this section, 

10 the final assessment of the tax is timely. 
11 A taxpayer may make a written waiver of any of the limitations 
12 of time set out in this subsection, for either a definite or an 
13 indefinite time. If the Secretary accepts the taxpayer's waiver, 
14 the Secretary may propose an assessment at any time within the 
15 time extended by the waiver. 
16 Wh9r9 a propgr application for a licgns~ or a rgturn has b99n 
17 fil9d and in th9 absgncg of fraud, th9 S9crgtary of R9v9nu9 shall 
18 assgss any tax or additional tax dug from a taxpaygr within thr99 
19 ygars aftgr th9 dat9 upon which such application or rgturn is 
20 fil9d or within thr99 ygars aftgr th9 datg upon which such 
21 application or rgturn was rgquir9d by law to b9 fil9d, which9v9r 
22 is th9 lat9r. Any tax or additional tax du~ from th9 taxpaygr may 
23 b9 ass9SS9d at any tim9 if ( i) no propgr application for a 
24 l i cgnsg or no rgturn has bggn fi lgd, . ( i i) a fal SQ or fraudul9nt 
25 application or rgturn has b99n fil9d, or (iii) th9r9 has b99n an 
26 att9mpt in any manngr to fraudulgntly dgfgat or · 9vad9 tax. 
27 Provid9d, th9 taxpaygr may mak9 a writtgn waivgr of any of th9 
28 limitations of tim9 sgt out in this sgction, for 9ith9r a 
2 9 dgfini t9 or indg fini t9 tim9, and if such \1Jaiv9 r is acc9pt9d by 
30 th9 S9Cr9tary h9 may institut9 assgssmgnt procgdurgs at any tim9 
31 within thg tim9 9Xt9nd9d by such waiv9r. This proviso shall apply 
32 to assgssmgnts mad9 or undgrtakgn undgr any provision of all 
33 sch9dul9s of th9 R9v9nu9 Act, and to assgssmgnts undgr Subchapt9r 
34 V of Chapt9r 105 and Chapt9r 16 of th9 G9n9ral Statut9s. 
3 5 (f) li:xcgpt as h9 rg inaftg r provid9d in subs9cti on (g) , th9 
36 S9Cr9tary of R9V9nu9 shall havg no authority to assgss any tax or 
37 additional tax undgr this sgction until th9 notic9 rgquir9d by 
38 subs9ction (a) shall hav9 b99n givgn and th9 p9riod within which 
39 an application for a hgaring may bg fil9d has 9xpir9d, or if a 
40 timgly application for a h9aring is fil9d, until writtgn notic9 
41 of th9 S9crgtary's dgcision has b99n givgn to th9 taxpaygr, 
42 provid9d, how9V9r, that if th9 no~ic9 rgquir9d by subs9ction (a) 
43 shall b9 mail9d or d9liv9r9d within th9 limitation pr9scrib9d in 
44 subs9ction ( 9), such limitation shall b9 d99m9d to havg b99n 
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1 compli&d with and th& proc&&ding may b& carri&d forward to its 
2 conclusion. 
3 ( g ) _J_e_o_.,p~a_r_d_y..____A_s_s_e_s_s_m_e_n_t_s_. __ _ any other 
4 p r o vi s i on of t hi s sect i on , the Sec r e t a r y .QO'-*f;....-,RK-e.&¥V~&I-I=nl-\U*'IQj..-..,!;iS~hl-ial-,jl~.-.l~,--4lhl-ial-l.\~' & 
5 authority may at any time within the applicable period of 
6 limitations to proc&&d at one& to immediately assess any tax ~ 

~ ' 

Notwithstanding 

7 additional tax which h& finds the Secretary finds is due from a 
8 taxpayer if, in his opinion, the opinion of the Secretary, the 
9 collection of ~ the tax is in jeopardy and immediate 

10 assessment is necessary in order to protect the interest of the 
11 state. An assessment under this subsection is invalid if the 
12 Secretary does not give the notice required by subsection (a) 
13 either before or within 30 days after the assessment is made. 
14 Stat&, provid&d, how&v&r, that if an ass&ssm&nt is mad& pursuant 
15 to th& authority s&t forth in this subs&ction b&for& th& notic& 
16 r&quir&d by subs&ction {a) is giv&n, such ass&ssm&nt shall not b& 
17 valid unl&ss th& notic& r&quir&d by subs&ction {a) shall b& giv&n 
18 within 30 days aft&r th& dat& of such ass&ssm&nt. 
19 (h) Th& rul&s of &vid&nc& do not apply in a h&aring b&for& th& 
20 S&cr&tary of R&v&nu& und&r this s&ction. G.S. 105 241.2, 
21 105 241.3, and 105-241.4 apply to a tax or additional tax 
22 ass&ss&d und&r this s&ction. 
23 ( i) Interest. All assessments of tax&s or additional 
24 tax&s, tax, exclusive of penalties assessed th&r&on, on the tax, 
25 shall bear interest at the rate established pursuant to this 
26 subsection from the time the tax&s or additional tax&s w&r& tax 
27 was due until paid. On or before June 1 and December 1 of each 
28 year, the Secretary of R&v&nu& shall establish the interest rate 
29 to be in effect during the six-month period beginning on the next 
30 succeeding July 1 and January 1, respectively, after giving due 
31 consideration to current market conditions and to the rate that 
32 will be in effect on that date pursuant to the Int&rnal R&v&nu& 
33 Code. If no new rate is established, the rate in effect during 
34 the preceding six-month period shall continue in effect. The 
35 rate established by the Secretary may not be less than five 
36 percent (5%) per year and may not exceed sixteen percent (16%) 
37 per year. ~or r&funds and ass&ssm&nts mad& b&tw&&n July 1, 1982, 
38 and D&c&mb&r 31, 1982, th& rat& shall b& tw&lv& p&rc&nt (12%) p&r 
39 y&ar. 
40 From and aft&r January 1, 1978, int&r&st upon ass&ssm&nts and 
41 upon additional tax&s shall b& comput&d at th& rat& &stablish&d 
42 by G.S. 105 241.1(i) and shall b& comput&d without r&gard to any 
43 form&r rat& of int&r&st which might hav& b&&n &stablish&d by G.S. 
44 105 241.1 for th& taxabl& p&riod for which said ass&ssm&nt was 
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1 made, ox= 
2 paid. 

for the period withia. which said taxes were d-ue to be 

3 (il) "Tax" aa.d "additioa.al tax," fox= the p-urposes of this 
4 S-ubchapter aa.d for the p-urposes of Subchapters V aa.d VIII of this 
5 Chaptex=, ia.clude pea.alties aa.d ia.terest, as well as the pria.cipal 
6 amo-ua.t of s-uch tax or additioa.al tax. 
7 (j) Construction. --This section is in addition to and not in 
8 substitution of any other provision of the General Statutes 
9 relative to the assessment and collection of taxes. taxes aa.d 

10 shall a.ot be coa.str-ued as repealia.g aa.y other provisioa. of the 
11 G&a.&ral Stat-utes." 
12 Sec. 5. This act is effective upon 
13 applies to assessments of taxes for which 
14 limitations had not expired on or before 
15 ratification. 

Page 62 

ratification and 
the statute of 

the date of 

93-LCX-014 



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 return 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 report 

the federal determination, the Department has five years after learning 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. 

-63-





,. 

Proposal #8: Withholding/Federal Assessments 

Background: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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: Individual 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: 

"S 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 (c) (b), (c), and (d) of this 
section. 

(b) 

income 
income, 
income: 
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Deductions. 
shall be made 
to the extent 

The following deductions from 
in calculating North Carolina 

each i tern is inc! uded in g:ros s 

taxable 
taxable 
taxable 

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

the United 
State or a 
or (iii) a 
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nonprofit educational institution organized or 
chartered under the laws of this State. 

( 2 ) 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. 

(3) 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. 

(4) Repealed by Session Laws 1989 (Reg. Sess., 1990), 
c. 1002, s. 2. 

(5) Refunds of state, local, and foreign income taxes 
included in the taxpayer's gross income. 

(6) 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. 

( 7) The amo-unt of inheritance tax attrib-utable to an 
item of income in respect of a decedent req-uired to 
be incl-uded in gross income -under the Code, 
adj-usted as provided in G.S. 105 134.5, 105 134.6, 
and 105 134.7. The amo-unt of inheritance tax 
attrib-utable to an item of income in respect of a 
decedent is (i) the amo-unt by which the inheritance 
tax paid -under Article 1 of this Chapter on 
property transferred to a beneficiary by a decedent 
exceeds the amount of inheritance tax that 'IJOYld 
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have been payable by the beneficiary if the item of 
income in respect of a decedent had not been 
inclyded in the property transferred to the 
beneficiary by the decedent, (ii) myltiplied by a 
fraction, the nYmerator of which is the amoynt 
reqyi red to be inclYded in gross income for the 
taxable year ynder the Code, adjYsted as provided 
in G.S. lOS l34.S, 10S 134.6, and lOS 134.7, and 
the denominator of which is the total amoynt of 
income in respect of a decedent transferred to the 
beneficiary by the decedent. For em estate or 
tryst, the dedyction allowed by this sYbdivision 
shall be compyted by exclYding from the gross 
income of the estate or trYst the portion, if any, 
of the items of · income in respect of a decedent 
that are prop& rly paid, credited, or to be 
distributed to the beneficiaries dYring the taxable 
year. 

The Secretary of Revenye may provide to a 
beneficiary of an item of income in respect of a 
decedent any information contained on an 
inheritance tax retYrn that the beneficiary needs 
to compyte the dedYction allowed by this 
SYbdivision. Recodified as G.S. 105-134.6(d)(2). 

(8) The amoynt by which the taxpayer's deductions 
allowed Ynder the Code were redYced, and the amoynt 
of the taxpayer's dedYctions that were not allowed, 
becayse the taxpayer elected a federal tax credit 
in li&Y of a d&dYction, to the extent that a 
similar credit is not allowed by this Division for 
the amoYnt. 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 
42 
43 
44 
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(3) Any amount deducted from gross income under section 
164 of the Code as state, local, or foreign income 
tax to the extent that the taxpayer's total 
itemized deductions deducted under the Code for the 
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taxable year exceed the standard 
allowable to the taxpayer under the Code 
the amount by which the taxpayer's 

deduction 
reduced by 
allowable 

standard deduction has been increased under section 
63(c)(4) of the Code. 

(4) 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 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. 

( 5) The fair rna rket 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. 

ill Expenses paid in connection with income deducted 
from taxable income under subdivision (b)(1) or (2) 
of this section. 

(d) Other Adjustments. -- The following adjustments to taxable 
income shall be made in calculating North Carolina taxable 
income: 
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ill Expenses paid in connection with income added to 
taxable income under subdivision (c)(1) of this 
section may be deducted. 

ill The amount of inheritance tax attributable to an 
item of income in respect of a decedent required to 
be included in 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 under Article 1 of this 
Chapter on property transferred to a beneficiary by 
a decedent exceeds the amount of inheritance tax 
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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 i terns 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 i tern 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. 

ill The taxpayer may deduct the amount by which the 
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 

32 Division for the amount." 
33 Sec. 2. G.S. 105-131.2(a) reads as rewritten: 
34 "(a) Adjustment. The pro rata share of each shareholder in the 
35 income attributable to the State of an S Corporation shall be 
36 subjact to tha adjYstmants adjusted as provided in G. S. 105-
37 130.5. The pro rata share of each resident shareholder in the 
38 income not attributable to the State of an S Corporation shall be 
39 subjact to tha adjustmants providad in G.S. 105 134.G(b) and (c). 
40 adjusted as provided in G.S. 105-134.6(b), (c), and (d)." 
41 Sec. 3. This act is effective for taxable years 
42 beginning on or after January 1, 1993. 
43 
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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 purp<?ses 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 

-70-



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 produdng 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)( l) 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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Proposal #9: Individual Income Tax Adjustments 

Summary: 

Fiscal Report 
Fiscal ·Research Division 
December 15, 1992 

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. 105-1~4.6 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 calcul~ted 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 ill it does 
24 not include remuneration paid by a farmer for 
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1 
2 
3 
4 
5 
6 

7 
8 Sec. 
9 beginning on or 
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services performed on the farmer's farm in 
producing or harvesting agricultural products 
or in transporting the agricultural products 
to maJ;kat. market and (ii) it does include 
remuneration that is paid to a nonresident 
alien individual and is not taxed under the 
Code pu~suant to section 894 of the Code." 

3. This act is effective for taxable years 
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. Incoine 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 unifonit 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 country 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 fmd 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 flXed 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 du~g 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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Proposal NlO: Nonresident Aliens Income Tax 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1993 

S OR H D 

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: 

;-· 

1 A BILL TO BE ENTITLED 1 

2 AN ACT TO PROVIDE THAT THE STATE SHALL PAY INTERE§T ON INCOME TAX 
3 REFUNDS NOT REFUNDED TO THE TAXPAYER WITHIN 45 DAYS AFTER THE 
4 RETURN WAS FILED OR DUE TO BE FILED, WHICHEVER IS LATER. 
5 The General Assembly of North Carolina enacts: 
6 Section 1. G.S. 105-163.43 reads as rewritten: 
7 "S 105-163.43. Overpayment refunded~ 
8 -".Ry overpaymeRt of estimated tax shall be credited to the 
9 taxpayer aRd applied to the tax imposed v.poR the taxpayer by 

10 Article 4. The Sacratary shall Rot refv.Rd aRy overpaymeRt before 
11 the co rporatioR file • its aRRv.al retv.rR. If, v.poR examiRiRg the 
12 aRRv.al retv.rR, the Secretary fiRds that the estimated tax paid by 
13 the corporatioR exceeds the amov.Rt of tax imposed v.poR tha 
14 corporatioR v.Rder Article 4, the Secretary shall refv.Rd the 
15 amov.Rt of the overpaymeRt l.R accordaRce with the provi;ioRs of 
16 -'>--rticle 9. 
17 If the amount of estimated tax paid under this Article exceeds 
18 the taxes against which the estimated tax is credited pursuant to 
19 this Article, the excess is considered an overpayment by the 
20 taxpayer and shall be refunded as provided in Article 9 of this 
21 Chapter." 
22 Sec. 2. G.S. 105-163.16 reads as rewritten: 
23 "S 105-163.16. Overpayment refunded. 
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1 +-a-+ Wba:r;a .!.! the amount of wages withheld at the source. under 
2 G. 5. 105-16 3. 2 exceeds the tax imposed by Article 4 of this 
3 Chapter against which the tax so witbbald may ba withheld tax is 
4 credited under G.S. 105-163.10, the excess &ball ba is considered 
5 an overpayment by the employee. ~ If the amount of estimated 
6 tax paid under G.S. 105-163.15 exceeds the taxes imposed by 
7 Article 4 of this Chapter against which the estimated tax so paid 
8 may ba is credited under the provisions of this Article, the 
9 excess shall ba is considered an overpayment by the taxpayer. An 

10 overpayment shall be refunded as provided in Article 9 of this 
11 Chapter. 
12 (c) NotwitbstaAdiAg ~.s. 105 266 aAd ~.s. 105-266.1, aA 
13 ova:r;paymaAt of aAy tax imposed YAda:r; Article 4 of tbis Cbapta:r;, 
14 a; disclo&ad by tba taxpayer;'& aAAYal :r;atYtA :r;aqyi:r;ad to ba filad 
15 by Article 4, shall ba :r;afuAdad to tba taxpayer; SYbjact to tba 
16 followiAg axcaptioAs: 
17 +-1-+- 'I'ba taxpayer; may alact to apply tba ova:r;paymaAt to 
18 aAotba:r; pu:r;posa a& p:r;ovidad iR A:r;ticla g of tbis 
19 Cbapta:r;. 
20 ~ If tba amoYAt of tba ova:r;paymaRt i; lass tbaR oRa 
21 dollar; ( $1.00), it will ba :r;afYAQ9Q ORly YpOR tba 
22 taxpayer's w:r;ittaR damaRd for; a :r;afYRd. 
23 ~ 'I'ba:r;a will ba Ro :r;afYRd of aAy pa:r;t of tba 
24 ova:r;paymaRt sat off uRda:r; tba Setoff Dabt 
25 CollactioR Act, Cbapta:r; 105, .. 
26 iva:r;y :r;afYRd aytbo:r;izad by this sactioA shall ba mada as 
27 axpaditioYsly as poss,bla afta:r; tba taxpayer; files tba fiRal 
28 :r;atYtR, aAd witbiR six moRtbs after; tba data on wbicb tba final 
29 :r;atYtR is filad or; dl.la to ba filaa, wbicbava:r; is lata:r;, iRsofa:r; 
30 a; practical. No iRta:r;ast shall ba paid with :r;aspact to aRy 
31 :r;afYAd mada witbiR this six moRtb pa:r;iod. RafYAds mada afta:r; tba 
32 aRd of tba six moRtb pa:r;iod shall baa:r; iRta:r;as( computed at tba 
33 :r;ata astablisbad iR ~- S. 105 241.1 ( i) · for; assassmaRts f:r;om tba 
34 &Ad of tba six moRtb pa:r;iod until paid. It is Rot R&cassa:r;y for; 
35 tba Atto:r;Ray ~aRatal to app:r;ova tba :r;afuRd. 'I'ba makiRg of tba 
36 :r;afYAd doas ROt absolve aRy taxpayer; of aRy iAcoma tax liability 
37 wbicb may iR fact exist aRd tba Sac:r;ata:r;y may maka aRy assessment 
38 for; any daficiaAcy iR tba manRat p:r;~vidad iR A:r;ticla g of this 
39 Cbapta:r;. No ova:r;paymaRt of tax by tba taxpaya~ shall ba :r;afYRdaa 
40 i:r;:r;aspactiva of wbatba:r; upoR discova:r;y or; :r;acaipt of w:r;ittaR 
41 damaAd if tba discova:r;y is Rot mada or; tba damaAd is Rot :r;acaivad 
42 witbiR tb:r;aa yaa:r;s f:r;om tba data sat by tba statyta for; tba 
43 filiAg of tba aAAual :r;atYtA by tba taxpayer; or; witbiR six moRtbs 
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1 of tha pay~&Rt of th& tax alleged to ba aR ovacpaymaRt, whichavac 
2 data is tha latac. 
3 - (d) to (f) Rapaalad by SassioR Laws 1991, c. 45, s. 22." 
4 Sec. 3. G.S. 105-266 reads as rewritten: 
5 "S 105-266. Overpayment of taxes to be refunded with interest. 
6 (a) Refund. -- If the Secretary of Rav&RY& discovacs fcom tha 
7 axamiRatioR of aRy catYcR, oc othacwisa, that aRy discovers that 
8 ~ taxpayer has overpaid the correct amount of tax ( iRclYdiRg 
9 p&Raltias, iRtacast aRd costs if aRy), a tax, that overpayment 

10 if the amoYRt of thea& dollacs ($3.00) oc moca, shall be refunded 
11 to the taxpayer within 60 days after it is ascertained together 
12 with iRtacast at tha cata established iR G.S. 105 24l.l(i) foe 
13 assassmaRts; pcovidad, that interest. The Secretary shall not 
14 refund an overpayment before the taxpayer has filed the final 
15 return for the tax period. The Secretary may not refund any of 
16 the following: 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

·1!1 An overpayment set off under Chapter 105A, the 
Setoff Debt Collection Act, or under another setoff 
debt collection program authorized by law. 
An income tax overpayment the taxpayer has elected 
to apply to another purpose as provided in this 
Article. 

ill 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. 

27 (b) Interest. -- An overpayment of tax bears interest at the 
28 rate established in G.S. 105-241.1(i). Interest on an 
29 overpayment of a tax levied under Article 4 of this Chapter 
30 accrues from a date 45 days after the latest of (i) the date the 
31 final return was filed, (ii) the date the final return was due to 
32 be filed, or (iii) the date of the overpayment, until the refund 
33 is paid. Interest on an overpayment of another tax accrues 
34 iRt&cast oR tha cafuRd shall ba compYt&d from a date 90 days 
35 after the date the tax was originally paid by the taxpayac; 
36 axcapt that theca shall ba Ro cafuRd to tha taxpayac of aRy sym 
37 sat off YRd& c tha pcovi s i oRs of Chapta c 10 5J~"' the Sat off Cabt 
38 CollactioR Act. taxpayer until the refund is paid. 
39 For the purpose of this section, the date a tax is paid is 
40 determined in accordance with section 6611(d), (f), (g), and (h) 
41 of the Code. For the purpose of this section, a refund is paid 
42 on a date determined by the Secretary preceding the date the 
43 refund check is mailed by not more than 30 days. 
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1 (c) Statute of Limitations. If tha ova"paymant is lass 
2 than th"aa ~olla"s ($3.00) tha ova"paymant shall ba "afun~a~ only 
3 upon {'&caipt by tha Sac"ata"y of Ravanua of a w"itta~ daman~ fo" 
4 tha "afun~ f"om tha taxpayaL P"ovi~a~, hot,•ava", that no No 
5 overpayment shall be "afun~a~ i""aspactiva of refunded, whether 
6 upon discovery or receipt of written ~&man~ demand, if the 
7 discovery is not made or the demand is not received within three 
8 years ~ after the date set by the statute for the filing of 
9 the return or within six months ~ after the payment of the tax 

10 alleged to be an overpayment, whichever ~ata is tha is later. 
11 (d) Effect of Refund. -- A refund made under this section does 
12 not absolve the taxpayer of a tax liability that inay in fact 
13 exist; the Secretary may make an assessment for any deficiency as 
14 provided in this Article. 
15 (e) Scope. This section does not apply to interest 
16 required under G.S. 105-267. This section applies to a refund 
17 payable to a husband and wife who filed a joint return." 
18 Sec. 4. This act is effective upon ratification and 
19 applies to overpayments made on or after the date of 
20 ratification. 
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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 fmal return was 

flled, (ii) the date the fmal 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 flled 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 fmal 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 en 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 ll 

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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Proposal #11: Interest/Corporate Income Tax Refunds 

Background: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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 paying 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. 

Summarx: 

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
Vid.edshouTci this-propc)sal 6e-eiladed:-£&e-D.et Increase mFYT993-94 to-tile ITeiieraf Funa 
is expected to be approximately $400,000. 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1993 

H or s D 

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: 

1 A BILL TO BE ENTITLED 
2 AN ACT TO PROMOTE ECONOMIC DEVELOPMENT BY EXTENDING THE EXISTING 
3 TAX CREDIT FOR QUALIFIED BUSINESS INVESTMENTS TO APPLY TO 
4 INVESTMENTS BY PARTNERSHIPS. 
5 The General Assembly of North Carolina enacts: 
6 Section 1. G.S. 105-163.011 is amended by adding a new 
7 subsection (b1) to read: 
8 "(b1) Partnerships. -- Subject to the limitations contained in 
9 G.S. 105-163.012, a partnership that invests in the equity 

10 securities or subordinated debt of ( i) a qualified investment 
11 organization, ( ii) a qualified business venture, (iii) a 
12 qualified grantee business, or (iv) a North Carolina Enterprise 
13 Corporation is eligible for a tax credit for the taxable year 
14 equal to twenty-five percent ( 25%) of the amount invested or 
15 seven hundred fifty thousand dollars ($750,000), whichever is 
16 less. The partnership may not take the credit for the year in 
17 which the investment is made by the partnership but shall take 
18 the credit for the taxable year of the partnership beginning 
19 during the calendar year following the calendar year in which the 
20 investment was made by the partnership. 
21 Each individual who is a partner in a partnership is allowed as 
22 a credit against the tax imposed by Division II of this Article 
23 for the taxable year an amount equal to . the partner's 
24 distributive share of the tax credits for which the p~rtnership 
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1 is eligible under this subsection. The amount of the credit 
2 allowed an individual under this section may not exceed one 
3 hundred thousand dollars ($100,000) in a taxable year. 
4 Each corporation that is a partner in the partnership is 
5 allowed as a credit against the income tax imposed .by Division I 
6 of this Article, the franchise tax imposed by G.S. 105-116, 105-
7 120.2, and 105-122, or the gross premiums tax imposed by G.S. 
8 105-228.5 and G.S. 105-228.8 for the taxable year an amount equal 
9 to the partner's distributive share of the tax credits for which 

10 the partnership is eligible under this subsection as a result of 
11 the partnership's investment in equity securities of a North 
12 Carolina Enterprise Corporation or a qualified investment 
13 organization. The amount of the credit allowed a corporation 
14 under this section may not exceed seven hundred fifty thousand 
15 dollars ($750,000) in a taxable year . 

. 16 If a partner's share of the partnership credit is limited due 
. 17 to the maximum allowable credit under this section for a taxable 

18 year or a corporate partner is not eligible for the credit 
19 because the investment was not in a North Carolina Enterprise 
20 Corporation or a qualified investment organization, the 
21 partnership may not reallocate the unused credit among its other 
22 partners." 
23 Sec. 2. G .. s. 105-163.012(a) reads as rewritten: 
24 "(a) The credit allowed a taxpayer under G.S. 105-163.011 may 
25 not exceed the amount of income tax imposed by Division I or II 
26 of this Article, the amount of franchise tax imposed by Article 3 
27 of this Chapter, or the amount of gross premiums tax imposed by 
28 Article 8B of this Chapter, as appropriate, for the taxable year 
29 reduced by the sum of all other credits allowable except tax 
30 payments made by or on behalf of the taxpayer. The amount of 
31 unused credit allowed under G.S. 105-163.011 may be carried 
32 forward for the next five succeeding years. The one hundred 
33 thousand dollar ($100,000) and seven hundred fifty thousand 
34 dollar ($750,000) limitations on the amount of credit allowed a 
35 taxpayer under G.S. 105-163.011 do not apply to unused amounts 
36 carried forward under this subsection." 
37 Sec. 3. This act is · effective upon ratification and 
38 applies to investments made on or after the date of ratification. 
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Explanation of Proposal 12 

Legislative Proposal 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 

-88-



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. 

-89-



Proposal #12: Qualified Business Credit/Partners 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

This proposal would expand the business investment tax credit, currently available to 
corporations and individuals, to partnerships. The credit is equal to 25% 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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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1993 

S OR H D 

Proposal 13 (93-LCX-018(1.1)) 
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION) 

Short Title: Intangibles 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: 
"S 105-206. When taxes due and payable; date lien attaches; 
AOAcasidaAt&; focms foe catucAs; axtaAsioA&. 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 Al-l- taxes levied in this Article .o+ 

scbadula &ball become due and payable on tba fiftaantb day of 
April of aacb 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 tba lien of s1.1cb taxes &ball attacb ann1.1ally to all 
real estate of tba taxpayer witbin tbis State as of December 31 
next preceding tba data tbat s~cb tax~& become due and payable, 
ragaidlass of tba time at wbicb liability for tba tax may arise 
or tbe exact amo1.1nt tbareof be d.atarmined; ana said lien sball 
contin1.1e until sucb taxes, witb any interest, penalty ana costs 
wbicb sball accrue tbereon, &ball bava bean paid. 
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1 (d) Returns. -- Every person who owns, or handles ~n behalf of 
2 the owner, intangible personal property that has a tax situs in 
3 this State and is taxable under this Article shall file an 
4 intangibles tax return with the Secretary. The return shall be 
5 in the form required by the Secretary and shall contain any 
6 information the Secretary requires. The return shall be filed on 
7 or before April 15 of each year. A taxpayer may ask the 
8 Secretary for an extension of time to file a return under G.S. 
9 105-263. 

10 i:very person, firm, association, corporation, clerk of co-urt, 
11 g-uardian, trystee, execytor, administrator, receiver, assignee 
12 for creditors, tr-ustee in bankrYptcy or other fid-uciary owning or 
13 holding any intangible personal properties defined and classified 
14 and/or liable for or reqyired to pay any tax levied in this 
15 Article or sched-ule, either as principal or agent, shall make and 
16 deliver to the Secretary of Reven-ue in s-uch form as he may 
17 prescribe a f-ull, accYrate and complete ret-urn of s-uch tax 
18 liability; sYch ret-urn, together with the total amo-unt of tax 
19 d-ue, &hall be filed on or before · the fifteenth day of April in 
20 each year. In case of sicknes&, ab&ence or other disability or 
21 whenever in his j-udgment good ca-use exists, the Secretary of 
22 Reven-ue may allow f-urther time for filing ret-urns. 
23 (e) Tax Situs. -- Intangible personal property owned or held 
24 by a resident of this State has a taxable situs in this State. 
25 Intangible personal property acquired in . the conduct of business 
26 in this State and held by a person doing business in this State 
27 has a taxable . situs in this State, regardless whether it is kept 
28 inside the State or it is transferred to a related person. 
29 Intangible personal property of the estate of a resident of this 
30 State has a taxable situs in this State. 
31 A person engaged in this State, as principal or agent or on 
32 behalf of another, in dealing in or handling intangible personal 
33 property is considered to be doing business in this State for the 
34 purpose of this Article. The person on · whose behalf the business 
35 is conducted is also considered to be doing business in this 
36 State for the purpose of this Article. If the person doing 
37 business in this State is a corporation, the corporation that 
38 substantially owns or controls it is also considered to be doing 
39 business in this State. 
40 ror the p-urpo&e of protecting the reven-ue of this State and to 
41 avoid discrimination ana prevent evasion of the tax imposed by 
42 this 'rticle, every resident or nonresident pers~R, firm, 
43 association, tr-ustee or corporation, foreign or domestic, engaged 
44 in this State, either as principal or as agent or representative 
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1 of or on bebalf of another, in buying, selling, collecting, 
2 ~iscounting, negotiating or otherwise ~ealing in or ban~ling any 
3 of tbe intangible property define~ in tbis l)..,;ticle, sball be 
4 ~&&me~ to be ~oing business in tbis State for tbe purposes of 
5 tbis L~~..rticle, ·an~ tbe principal, syperior or person on wbose 
6 bebalf sucb business is carrie~ on in tbis State ;ball likewise 
7 be ~eeme~ to . be ~oing business in tbis State, for tbe purpose of 
8 tbis Article, an~ wbere sucb busine&& is carrie~ on in tbis Sta.te 
9 by a corporation, foreign or ~ome&tic, it an~ its parent 

10 corporation or tbe corporation wbicb substantially owns or 
11 control& it, by stock ownership or otherwise, &ball be ~eeme~ to 
12 be ~oing business in tbi& State for tbe purpo&e of tbi& Article, 
13 an~ in all sucb ca&e& tbe sai~ intangible property acquire~ in 
14 tbe con~uct of &ucb business in tbi& State, an~ outstan~ing on 
15 December )l of eacb year or on any otber taxable ~ate, sball be 
16 ~eeme~ to bave a &itus in tbis State an~ subject to tbe tax 
17 impose~ by tbis Article, notwitbstan~ing any t~ansfer between any 
18 of sucb parties an~ notwitbstan~ing tbat tbe ~~me may be kept or 
19 may tben be outs i~e of tbi s State, an~ any of tbe intangible 
20 property ~efine~ in tbis Article an~ acqui~e~ in tbe con~uct of 
21 any business carrie~ on in tbis State, an~;or having a business, 
22 comma rei al or taxable situs in tbi s State, ;ball be subj act to 
23 sai~ tax an~ ~etu~ne~ fo~ taxation by tbe own&~ tbe~eof o~ by tbe 
24 agent, pe~son, o~ co~po~ation in tbis State employe~ by &Ycb 
25 owner to ban~l& or collect tbe same. iurtbe~more, tbe intangible 
26 pe~sonal prope~ty of tbe estate of any resi~ent of No~tb Ca~olina 
27 ;ball be ~eeme~ to bave a taxable situs in tbis State, an~ a 
28 non~esi~ent a~minist~ato~ o~ executo~ of sucb an estate sball be 
29 subject to tbe ~equirements of tbis l).rticle or scbe~ule in tbe 
30 same manner and to tbe same extent as a resi~ent a~ministrator or 
31 executor. 
32 'I'he Secreta~y of Revenue sball cause to be prepa~e~ blank 
33 forms for sai~ ~&tu~ns an~ sball caYs& tbem to be ~istribute~ 

34 tbroygbout the State, an~ to be fy~nishe~ upon application; but 
35 failu~e to ~eceive o~ secure fo~ms shall not ~elieve any taxpaye~ 
36 from tbe obligation of making full an~ complete return of 
37 intangible personal p~roperties as provi~e~ in tbis L~~..rticle or 
38 scbe~ule." 
39 Sec. 2. G.S. 105-263 reads as rewritten: 
40 "S 105-263. Extensions of time for filing a report or return. 
41 The Secretary may extend the time in which a person must file a 
42 report or return with the Secretary. To obtain an extension of 
43 time for filing a report or return, a person must comply with any 
44 applic'ation requirement set by the Secretary. In addition, if 
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1 the extension is for a franchise tax return, an income tax 
2 return, ~ a gift tax return, or an intangible personal property 
3 tax return, the person must pay the amount of tax expected to be 
4 due with the return by the original due ·date of the return; an 
5 extension of time for filing one of these returns does not extend 
6 the time for paying the tax due or the time when -a penalty 
7 attaches for failure to pay the tax. 
8 If the extension is for a report or any return other than a 
9 franchise tax return, an income tax return,~ a gift_tax return, 

10 or an intangible personal property tax return, the person is not 
11 required to pay the amount of tax expected to be due with the 
12 report or return by the original due date of the report or 
13 return; an extension of time for filing a report or one of these 
14 other returns extends the time for paying the tax due and the 
15 time when a penalty attaches for failure to pay the tax. When an 
16 extension of time for filing a report 9r return extends the time 
17 for paying the tax expected to be due with the report or return, 
18 interes~, at the rate established pursuant to G.S. 105-24l.l(i), 
19 accrues on the tax due from the original due date of the report 
20 or return to the date the tax is paid." 
21 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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· Proposal #13: Intangibles Tax Filing Extension 

Summary: 

Fiscal Report 
Fiscal Research. Division 
December 15, 1992 

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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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1993 

S OR H 

Proposal 14 (93-LCX-016(1.1)) 
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION) 

6-JAN-93 

Short Title: Inheritance Tax Penalty Procedure. 

Sponsors: 

Referred to: 

A BILL TO BE ENTITLED 

D 

(Public) 

2 AN ACT TO PROVIDE THAT THE PENALTY FOR FAILURE . TO FILE AN 
3 INHERITANCE TAX RETURN WILL BE ASSESSED AND COLLECTED IN THE 
4 SAME MANNER AS THE PENALTY FOR FAILURE TO PAY INHERITANCE 
5 TAXES. 
6 The General Assembly of North Carolina enacts: 
7 Section 1. G.S. 105-23 reads as rewritten: 
8 "S 105-23. IAformatioA by aclmiAi strator aAcl executor. Personal 
9 representative to file return. 

10 (a) Return Required. Every admiAist~ato~ personal 
11 representative of a decedent who dies intestate shall prepare a 
12 statemeAt return showing as far as can be ascertained the names 
13 of all the heirs-at-large and their relationship to decedeAt 1 aAd 
14 every executor the decedent. Every personal representative of a 
15 decedent who dies testate shall prepare a like statemeAt 1 return, 
16 accompanied by a copy of the will, showing the relationship to 
17 the decedent of all legatees, distributees, and devisees named in 
18 the will, and the age at the time of the death of the decedent of 
19 all legatees, distributees, devisees, to whom property is 
20 bequeathed or devised for life or for a term of years, and the 
21 names of those, if any, who have died before the decedeAt 1 

22 together with decedent. Each return shall include the 
23 post-office address of executor 1 admiAi st~ator 1 o~ trustee. the 
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1 personal representative. If aRy of tba · bairs at la'"'• 
2 d.i st r ibutaas, aRd. d.avi sa as ara miRo r cbi ld.raR of tba d.acad.aRt, 
3 s'l.lcb statamaRt sball also sbow tba aga of aacb of sucb minor 
4 cbild.raR. The statamaRt return shall also contain a complete 
5 inventory of all the real property of the decedent located in and 
6 outside the State, and of all personal property, wherever 
7 situate; of the estate, and of all insurance policies upon the 
8 life of the decedent, together with an appraisal under oath or 
9 affirmation of the value of each class of property embraced in 

10 the inventory, and the value of the whole, together with any 
11 deductions permitted by tbis stat'l.lta, law, so far as they may be 
12 ascertained at the time of filing sucb statamaRt; the return; and 
13 also the full statement of all gifts or advancements made by 
14 deed, grant, or sale to any person or corporation, in trust or 
15 otherwise, within three years prior to the death of the .decedent. 
16 Tba statamaRt baraiR provid.ad. for This return shall be filed with 
17 the Secretary of Revenue at Raleigh, North Carolina, within nine 
18 months aft~r the qualification of the axacutor or ad.miRistrator, 
19 personal representative upon blank forms to be prepared by the 
20 Secretary of Revenue. If aRy ad.miRistrator or axacutor A 
21 personal representative who fails or refuses to comply with any 
22 of the requirements of this section, ba sball ba shall be 
23 personally liable .to for a penalty iR tba sum of five hundred 
24 dollars ($500.00), to ba racovarad. by tba Secretary of RavaRua iR 
25 aR actioR to ba brougbt by tba Sacratary of Rav&R'I.l& ·to collect 
26 s~cb s'l.lm iR tba Superior Court of Waka CouRty agaiRst sucb 
27 ad.miRistrator or axacutor. ($500.00). This penalty does not 
28 apply, however, if no tax is due on the estate under this 
29 Article. The Secretary of Revenue, for good cause shown, may 
30 remit all or any portion of the penalty imposed under ~ 
31 provisioRs of this section. Every axacutor or ad.miRistrator 
32 personal representative may make a tentative settlement of the 
33 inheritance tax with the Secretary of Revenue, based on the 
3t inventory supported by oath or affirmation provided in this 
35 section. If any axacutor, ad.miRistrator, collector, committaa, 
36 trustaa or aRy personal representative or other fiduciary within 
37 or without this State holding or having control of any funds, 
38 property, trust or estate, the transfer of which becomes taxable 
39 under the provisions of this Article, sball fail to fila tba 
40 statamaRt baraiR raquirad., witbiR tba timas baraiR raquirad., tba 
41 Sacratary of RavaRua i& autborizad. aRd. sball ba raq'l.lirad. to 
42 a&c'l.lra tba iRformatioR baraiR raq'l.lirad. from tba bast sources 
43 available, aRd. tbarafrom assess tba taxas laviad. bar&'1.1Rd.ar, 
44 togatbar witb tba paRaltias baraiR aRd. otbarwisa provid.ad.. fails 
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1 to file the return· required by this section within the time 
2 required by this section, the Secretary of Revenue shall obtain 
3 the required information from the best sources available and, 
4 based on this information, shall assess the tax due and any 
5 applicable penalties. 
6 (b) Exception. An inheritance tax return is not required to 
7 be filed for an estate (i) whgse that meets the following 
8 conditions: 
9 ill Its beneficiaries are al~ either Class A 

10 
11 
12 
13 

beneficiaries, as described in G.S. 105-4(a), or 
the surviving spguse 1 aA~ (ii) whgse spouse. 
Its gross value, including the value of transfers 
over which the decedent retained an interest and 

14 the value of gifts made within three years before 
15 the decedent's death, as provided in G.S. 105 2(3)1 
16 105-2(a)(3), is less than the amQ1.1At specifie~ iA 
17 the fgllgwiAg table: two hundred fifty thousand 
18 dollars ($250,000). 
19 Estate& gf Dece~eAts DyiAg 
20 OR gr ~fter ~rgss Val1.1e gf Estates 
21 July 1 1 19S5 •••••••.••••••••••••••• ; ••••••• $100 1 000 
2 2 Au CJ1.1 s t 1 I 19 e 5 • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 7 5 I 0 0 0 
23 July 1 1 19S6 • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 150 1 000 
2 4 J aA\,1 a ry 1 1 19 e 7 o o o o o o o o o o . o o o .. o o o o o o o o o o o o o o 2 50 1 0 0 0 11 

25 Sec. 2. This act becomes effective for estates of 
26 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 flle suit in Wake County Superior Court to 

collect the penalty for failure to flle 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 modernizes 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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Proposal #14: Inheritance Tax Filing Penalty 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 16, 1992 

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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S OR H 

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. 

Sponsors: 

Referred to: 

A BILL TO BE ENTITLED 

D 

(Public) 

2 AN ACT TO ESTABLISH A STATEWIDE PROGRAM TO IMPROVE THE COLLECTION 
3 OF ACCOUNTS RECEIVABLE BY THE STATE. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. Chapter 147 of the General Statutes is 
6 amended by adding a new Article to read: 
7 "Article 6B 
8 Statewide Accounts Receivable Program. 
9 "S 147-86.20. Definitions. 

10 The following definitions apply in this Article: 
11 1!1 Account receivable. -- An amount that a person owes 
12 the State and that has not been received by the 
13 State agency servicing the debt. The term includes 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

ill 
ill 

claims 1 damages 1 fees 1 fines 1 forfeitures 1 loans, 
overpayments, and tuition as well as penalties, 
interest, and other costs authorized by law. 
Debtor. --A person who owes an account receivable. 
Past due. -- An account receivable is past due if 
the State has not received payment of it by the 
payment due date. 

ill 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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~ 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. 

~ Write off. -- To remove an account receivable from 
7 a State agency's accounts receivable records. 
8 "S 147-86.21. State agencies to collect accounts receivable. 
9 A State agency shall take all cost-effective and appropriate 

10 actions to collect all accounts receivable. A State agency shall 
11 establish internal policies and procedures for management and 
12 collection of accounts receivable in accordance with policies and 
13 procedures adopted by the State Controller. 
14 "S 147-86.22. Statewide accounts receivable program. 
15 (a) Program. The State Controller shall implement a 
16 Statewide accounts receivable program. As part of this program, 
17 the State Controller shall do all of the following: 
18 1!1 Monitor the State's accounts receivable collection 
19 efforts. 
20 
21 
22 
23 
24 
25 
26 

~ Coordinate information, systems, and procedures 
between State agencies to maximize the collection 
of past-due accounts receivable. 
Adopt policies and procedures for management and 
collection of accounts receivable by State 
agencies. 
Establish procedures for writing off accounts 

27 receivable and for determining when to end efforts 
they have been 28 to collect accounts receivable after 

29 written off. 
30 (b) Credit Card Payment. -- The State Controller may establish 
31 policies that allow accounts receivable to be payable under 
32 certain conditions, with the ~concurrence of the State Treasurer, 
33 by credit card. A debtor's payment by credit card shall include 
34 a fee equal to any discount charged by the credit card issuer. 
35 (c) Collection Techniques. The State Controller, in 
36 conjunction with the Office of the Attorney General, shall 
37 establish policies and procedures to govern techniques for 
38 collection of accounts receivable. These techniques may include 
39 use of credit reporting bureaus,- ·collection agencies; - judicial 
40 remedies authorized by law, and administrative setoff by a 
41 reduction of an individual's tax refund pursuant to the Setoff 
42 Debt Collection Act, Chapter 105A of the General Statutes, or a 
43 reduction of another payment, other than payroll, due from the 
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1 State to a person to reduce or eliminate an account receivable 
2 that the person owes the State. 
3 "S 147~86.23. Interest, fees, and penalties. 
4 A State agency shall charge interest at the rate established 
5 pursuant to G.S. 105-241.1(i) on a past-due account receivable 
6 from the date the account receivable was due until it is paid. A 
7 State agency shall add to a past-due account receivable a fee to 
8 cover the administrative costs of collection and a late payment 
9 penalty of no more than ten percent (10%) of the account 

10 receivable. A State agency may waive a late-payment penalty for 
11 good cause shown. 
12 "S 147-86.24. Debtor information and skip-tracing. 
13 A State agency shall collect from clients and debtors m1n1mum 
14 identifying information as prescribed by the State Controller. A 
15 State agency shall use all available debtor information to skip-
16 trace debtors as prescribed by the State Controller. 
17 The State Controller shall establish procedures to give the 
18 State Controller access to information that is in the custody of 
19 a State agency and could assist in the collection of accounts 
20 receivable owed to another State agency. A State agency that has 
21 this information shall cooperate with the State Controller in 
22 giving the State Controller access to the information. If the 
23 information is contained in an electronic database, the State 
24 agency shall provide the State Controller on-line electronic 
25 access upon request. 
26 "S 147-86.25. Setoff debt collection. 
27 The State Controller shall implement a statewide setoff debt 
28 collection program to provide for collection of accounts 
29 receivable that have been written off. The statewide setoff debt 
30 collection program shall not include accounts receivable owed to 
31 The University of North Carolina. The University of North 
32 Carolina may, with the approval of the State Controller, 
33 implement a university-wide setoff debt collection program to 
34 provide for collection of accounts receivable that have been 
35 written off by The University of North Carolina. The statewide 
36 program and the university-wide program shall supplement the 
37 Setoff Debt Collection Act, Chapter 105A of the General Statutes, 
38 and shall provide for written off accounts receivable to be set 
39 off against payments- the State owes to debtors, other than 
40 payments of individual income tax refunds and payroll. A program 
41 shall provide that, before final setoff can occur, the State 
42 agency servicing the debt must notify the debtor of the proposed 
43 setoff and of the debtor's right to contest the setoff through an 
44 administrative hearing and judicial review conducted under 
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1 Articles 3 and 4, respectively, of Chapter !SOB of the General 
2 Statutes. 
3 "S 147-86.26. Allocation of collections. 
4 Except as required by federal law for accounts receivable 
5 related to programs supported by federal funds, the Office of 
6 State Controller may withhold a percentage of the funds collected 
7 from past-due accounts receivable to offset its costs of 
8 collecting past-due accounts receivable. The State Controller 
9 shall allocate the balance of the funds collected on a 

10 proportional basis to the State agencies that generated the 
11 accounts receivable. 
12 "S 147-86.27. (Effective July 1, 1994) Reporting requirements. 
13 A State agency shall provide the State Controller a complete 
14 report of the agency's accounts receivable at least quarterly, or 
15 more frequently as required by the State Controller. The State 
16 Controller shall use the information provided by a State agency 
17 and any addi tiona! information available to compile a summary 
18 report of the agency. The State Controller shall provide copies 
19 of these summary reports annually to the Governor, the 
20 Legislative Services Commission· of the General Assembly, and each 
21 State agency. Each summary report shall include the following: 
22 ill The type of accounts receivable owed to the State 
23 
24 
25 
26 
27 
28 
29 

ill 
ill 

agency. 
An aging of the accou·nts receivable. 
Any attempted collection activity 
incurred in the collection process. 

and any costs 

l!l Any accounts receivable that have been written off. 
~ Any additional information the State Controller 

considers useful. 
30 "S 147-86.28. Rules. 
31 
32 

A State agency may adopt rules to implement this Article." 
Sec. 2. G.S. 1438-426.39 is amended by adding a new 

33 subdivision to read~ 
34 "(9a) Implement a statewide accounts receivable program 
35 in accordance with Article 6B of Chapter 147 of 
36 the General Statutes." 
37 Sec. 3. G.S. 96-4(t)(l) reads as rewritten: 
38 " ( 1) Confidentiality of Information Contained in 
39 Records and Reports. -- (i) Except as hereinafter 
40 otherwise provided, it shall be unlawful for any 
41 person to obtain, disclose, or use, or to 
42 authorize or permit the use of any information 
43 which is obtained from any employing unit or 
44 individual pursuant to the administration of this 

Page 105 93-LC-0258 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1993 

1 Chapter. ( ii) Any claimant or employer or their 
2 legal representatives shall be supplied with 
3 information from the records of the Employment 
4 Security Commission to the extent necessary for 
5 the proper presentation of claims or defenses in 
6 any proceeding under this Chapter. 
7 Notwithstanding any other provision of law, any 
8 claimant may be supplied, subject to rest~ictions 
9 as the Commission may by regulation prescribe, 

10 with any information contained in his payment 
11 record or on his most recent monetary 
12 determination, and any individual, as well as any 
13 interested employer, may be supplied with 
14 information as to the individual's potential 
15 benefit rights from claim records. (iii) Subject 
16 to restrictions as the Commission may by 
17 regulation provide, information from the records 
18 of the Employment Security Commission may be made 
19 available to any agency or public official for 
20 any purpose for which disclosure is required by 
21 statute or regulation. ( iv) The Commission may, 
22 in its sole discretion, permit the use of 
23 information in its possession by public officials 
24 in the performance of their public duties. (v) 
25 The Commission shall release the payment and the 
26 amount of unemployment compensation benefits upon 
27 receipt of a subpoena in a proceeding involving 
28 child support. (vi) The Commission shall furnish 
29 to the State Controller any information the State 
30 Controller needs to prepare and publish a 
31 comprehensive annual financial report of the 
32 State. State or to track debtors of the State." 
33 Sec. 4. G.S. 147-86.27, as enacted by Section 1 of this 
34 act, becomes effective July 1, 1994. The remainder of this act 
35 becomes effective July 1, 1993. The interest, fees, and 
36 penalties authorized by G.S. 147-86.23, as enacted by Section 1 
37 of this act, apply to debts incurred on or after July 1, 1993. 
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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, fmes, 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 Attorney 

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, 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 I, 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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Proposal Nl5: Statewide Accounts Receivable Program 

Explanation: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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 6o/o 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 
co_sts . associa_ted 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. 
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Proposal 16 (93-LCX-OOlA(l.l)) 
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION) 

. 6-JAN-93 

Short Title: Revenue Laws Technical Changes. · 

Sponsors: 

Referred to: 

1 A BILL TO BE ENTITLED 

D 

(Public) 

2 AN ACT TO MAKE TECHNICAL AND CONFORMING CHANGES TO THE REVENUE 
3 LAWS AND RELATED STATUTES. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. Section 7 of Chapter 1007 of the 1991 
6 Session Laws is repealed. 
7 Sec. 2. The catchline of G.S. 20-81.12 reads as 
8 rewritten: 
9 "S 20-81.12. Collegiate insignia plate&, high school iA&igAia 

10 plate&, plates and historical attraction plates." 
11 Sec. 3. G.S. 105-23(b) reads as rewritten: 
12 "(b) Exception. --An inheritance tax return is not required to 
13 be filed for an estate ( i) whose beneficiaries are all either 
14 Class A beneficiaries, as described in G.S. 105-4(a), or the 
15 surviving spouse, and (ii) whose gross value, including the value 
16 of transfers over which the decedent retained an interest and the 
17 value of gifts made within three years before the decedent's 
18 death, as provided in G.S. lOS 2(3), · 105-2(a)(3), is les's than 
19 the amount specified in the following table: 
20 Estates of Decedents Dying 
21 On or After Gross Value of Estates 
22 July 1, 1985 ............................... $100,000 
2 3 August 1 , 19 8 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 5 , 0 0 0 
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Jul.y· 1, 1986 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150,000 
January 

Sec. 4. 
1, 1987 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250,000." 
G.S. 105-113.82(e) reads as rewritten: 

4 "(e) Population Estimates. -- To determine the population of a 
5 city or county for purposes of the distribution required by this 
6 section, the Secretary shall use the most recent annual estimate 
7 of population certified by the State audget Planning Officer." 
8 Sec. 5. G.S. 105-125 reads as rewritten: 
9 "S 105-125. CorporatioA& Rot meAtioAed. Exempt corporations. 

10 NoRa of the taxes levied iR this Article shall apply to 
11 charitable, religio1.1s, fratarRal, beRevoleRt, ;cieRtific or 
12 ed1.1catioRal corporatioRs, Rot operatiRg for a profit; Rot to 
13 iRsuraRce compaRies; ROt to m1.1tual ditch or irtigatioR 
14 associatioRs, m1.1tual ot cooperative teleph~Re associatioRs or 
15 compaRies, mutual caRRiRg associatioRs, cooperative bteediRg 
16 associatioRs, or like orgaRizatioRs or associatioRs of a p1.1tely . 
17 local character detiviRg receipts solely from assessmeRts, d1.1es, 
18 or fee; collected from members for the sole purpose of meetiRg 
19 expeRses; ROt to cooperative matketiRg associatioRs operatiRg 
20 solely for the purpose of mar;ketiRg the prod1.1ct; of members or; 
21 other farmers, which operatioR; may iRclude activities which ar;e 
22 di tectly related to s1.1ch marketiRg acti'lities, aRd tYtRiRg back 
23 to them the proceeds of sales, less the Recessaty operating 
24 expe~se; of the associatioR, incl1.1ding iRterest and dividends on 
25 capital stock OR the basis of the qYaRtity of prod1.1ct fyrnished 
26 by them; Ror; to ptoductioR credit associatioRs organized uRdet 
27 the act of CoRgtess kRown as the iarm Credit Act of 1933; not to 
28 bYsiRess; leag1.1es, boards of trade, clubs organized and operated 
29 excl1.1sively fot pleas;yr;e, recreation and other; Ronpr;ofitable 
30 p1.1rposes, civic leagues operated exclusively for; the pr;omotioR of 
31 social welfare, ot chambers of commerce and metchaRts' 
32 associations not organized for profit, aRd RO part of the net 
33 eatRiRgs of which inures to the benefit of aRy private 
34 stockholder, iRdivid1.1al ot other corporations; not to 
35 corporatioRs or organizatioRs, s1.1ch as condomini1.1m associations, 
36 homeowRet associations or cooperative hov.sing cot:por;atioRs not 
37 organized for profit, the membership of which is limited ~o the 
38 owRets or occupaRts of residential v.nits iR the condomiRiv.m, 
39 housing developmeRt, or; cooperative ho1.1sing corporation, aRd 
40 operated exclv.sively for; the maRagement, operation, preser;yation, 
41 mainteRance or laRdscaping of the commoR areas and facilities 
42 owned by sv.ch corporation or organization ot its members situated 
43 contig1.1o1.1s to sv.ch ho1.1ses, apartm&Rts or other dwellings or; for; 
4 4 the managemeRt, ope r;ati on, prase r;vation, maintenaRce and r;epai r; 
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1 of gy~b boyses, apartments or otber ~welling; owne~ · by tbe 
2 ~orporation or organization or its members, byt only if no part 
3 of tbe net earnings of gy~b ~orporation or organization iRYres 
4 (otber tban tbroygb tbe performan~e of relate~ servi~es for tbe 
5 members of gy~b ~orporation or organization) to tbe benefit of 
6 any member of su~b ~orporatioR or organization or otber person. 
7 In a~~ition, absent a spe~i .fi~ provision to tbe ~ontrary, tbe 
8 taxes levie~ in tbi; L~rti~le ~o not apply to any organization 
9 tbat is exempt from fe~eral in~ome tax un~er tbe Co~e. 

10 Provi~e~, tbat ea~b gy~b ~orporation must, Ypon request by tbe 
11 Se~retary of ReveRY&, establish in writing it; ~laim for 
12 exemption from ;ai~ provision;. 
13 (a) Exemptions. -- The following corporations are exempt from 
14 the taxes levied by this Article. Upon request of the Secretary, 
15 an exempt corporation must establish its claim for exemption in 
16 writing: 
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 

1!1 A charitable, religious, fraternal, benevolent, 
scientific, or educational corporation not operated 
for profit. 

ill An insurance company subject to tax under Article 
8B of this Chapter. 

ill A mutual ditch or irrigation association, a mutual 
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. 

ill A cooperative marketing association that operates 
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 
federal Farm Credit Act of 1933. 

~ A club organized and operated exclusively for 
pleasure, recreation, or other nonprofit purposes, 
a civic league operated exclusively for the 
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10 
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12 
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14 

"15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
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promotion of social welfare, a business league, or 
a board of trade. 

111 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. 

~ 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. 

121 Except as otherwise provided by law, an 
organization exempt from federal income tax under 
the Code. 

28 'I'I.::ui provisions of t;.S. 105 1:2:2 shall apply to electric light, 
29 po\tJ&r, gas, '""atar, P-ullman, sleeping and dining car, express, 
30 telegraph, telephone, motor b-us, and tr-uck corporations to the 
31 extant and only to the extant that the franchise taxes levied in 
32 t;.S. 105-1:2:2 exceed the franchise taxes levied in other sections 
33 of this Article or schadyla; except that the provisions of G.S. 
34 105 1:2:2 shall not apply to bysinassas taxed Y:Rdar t;.S. 105 1:20.1. 
35 'I'ha exemptions in this section shall apply ·only to those 
36 corporations specially mentioned, and no other. 
37 (b) Certain · Investment Companies. A Pxovidad, that any 
38 corporation doing business in North Carolina that, which in the 
39 opinion of the Secretary of Reven-ue of North Carolina, qualifies 
40 as a 'regulated investment company' under section 851 of the Code 
41 or as a 'real estate investment trust' under the provisions of 
42 section 856 of the Code and which files with the North Carolina 
43 Department - of Rav&:RY& its election elects for federal income tax 
44 purposes to be treated as a 'regulated investment company' or as 
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1 a 'real estate investment trust,' shall may, in determining its 
2 basis for franchise tax ba allo•11ad. to tax, deduct the aggregate 
3 market value of its investments in the stocks, bonds, debentures, 
4 or other se~urities or evidences of debt of other corporations, 
5 partnerships, individuals, municipalities, governmental agancias 
6 agencies, or governments." 
7 Sec. 6. G.S. 105-114(a) reads as rewritten: 
8 " (a) Nature of Taxes. The taxes levied in this Article upon 
9 persons and partnerships are for the privilege of engaging in 

10 business or doing the act named. The taxes levied in this 
11 Article upon corporations are privilege or excise taxes levied 
12 upon: 
13 
14 
15 
16 
17 
18 

(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 

19 such existence; and 
20 ( 2) Corporations not organized under the laws of this 
21 State for doing business in this State and for the 
22 benefit · and protection which such corporations 
23 receive from the government and laws of this State 
24 in doing business in this State. 
25 If the corporation is organized under the laws of this State, 
26 the payment of the taxes levied by this Article shall be a 
27 condition precedent to the right to continue in such form of 
28 organization; and if the corporation is not organized under the 
29 laws of this State, payment of these taxes shall be a condition 
30 precedent to the right to continue to engage in doing business in 
31 this State. The taxes levied in this Article or schedule shall 
32 be for the fiscal year of the State in which the taxes become 
33 due; except that the taxes levied in G.S. 105-122 shall be for 
34 the income year of the corporation in which the taxes become due. 
35 G.S. 105-122 does not apply to street transportation systems 
36 taxed under G.S. 105-120.1 or holding companies taxed under G.S. 
37 105-120.2. G.S. 105-122 applies to a corporation taxed under 
38 another section of this Article only to the extent the taxes 
39 levied on the corporation in G.S. 105-122 exceed the taxes levied 
40 on the corporation in other sections of this Article." 
41 Sec. 7. G.S. 105-127 is amended by adding at the end a 
42 new subsection to read: 
43 "(f) After the end of the income year in which a domestic 
44 corporation is dissolved pursuant to Article 14 of Chapter 55 of 
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1 the General Statutes, the corporation is no longer subject to the 
2 tax levied in this Article unless the Secretary of Revenue finds 
3 that the corporation has engaged in business activities in this 
4 State not appropriate to winding up and liquidating its business 
5 and affairs." 
6 Sec. 8. G.S. 105-130.40(c) reads as rewritten: 
7 "(c) County Designation. -- A severely distressed county is a 
8 county designated as severely distressed by the Secretary of 
9 Commerce. Each year, on or before December 31, the Secretary of 

10 Commerce shall designate which counties are considered severely 
11 distressed, and shall provide that information to the Secretary 
12 of Revenue. A county is considered severely distressed if its 
13 distress factor is one of the thirty-three highest in the State. 
14 The Secretary shall assign to each county in the State a distress 
15 factor that is the sum of the following: 
16 (1) The county's rank in a ranking of counties by rate 
17 of unemployment from lowest to highest. 
18 ( 2) The county's rank in a ranking of counties by per 
19 capita income from highest to lowest. 
20 (3) The county's rank in a ranking of counties by 
21 percentage growth in population from lowest to 
22 highest. 
23 In .measuring rates of unemployment and per capita income, the -
24 Secretary shall use the latest available data published by a 
25 State or federal agency generally recognized as having expertise 
26 concerning the data. In measuring population growth, the 
27 Secretary shall use the most recent estimates of population 
28 certified by the State a~dgat Planning Officer. A designation as 
29 a severely distressed county is effective only for the calendar 
30 year following the designation." 
31 Sec. 9. G.S. 105-134.6(b) is amended by adding at the 
32 end a new subdivision to read: 
33 "l!Ql Income that is (i) earned or received by an 
34 enrolled member of a federally recognized Indian 
35 tribe and (ii) derived from activities on a 
36 federally recognized Indian reservation while the 
37 member resides on the reservation. Income from 
38 intangibles having a situs on the reservation and 
39 retirement income associated with activities on 
40 the reservation are considered income derived from 
41 activities on the reservation." 
42 Sec. 10. G.S. 105-134.7(a)(5) reads as rewritten: 
43 "(5) Tba amount of any If the taxpayer has a net 
44 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 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: 
8 "(c) County Designation. -- A severely distressed county is a 
9 county designated as severely distressed by the Secretary of 

10 Commerce. Each year, on or before December 31, the Secretary of 
11 Commerce shall designate which counti.es are considered severely 
12 distressed, and shall provide that information to the Secretary 
13 of Revenue. A county is considered severely distressed if its 
14 distress factor is one of the thirty-three highest in the State. 
15 The Secretary shall assign to each county in the State a distress 
16 factor that is the sum of the following: 
17 (1) The county's rank in a ranking of counties by rate 
18 of unemployment from lowest to highest. 
19 (2) The county's rank in a ranking of counties by per 
20 capita income from highest to lowest. 
21 (3) The county's rank in a ranking of counties by 
22 percentage growth in population from lowest to 
23 highest. 
24 In measuring rates of unemployment and per capita income, the 
25 Secretary shall use the latest available data published by a 
26 State or federal agency generally recognized as having expertise 
27 concerning the data. In measuring population growth, . the 
28 Secretary shall use the most recent estimates of population 
29 certified by the State audgat Planning Officer. A designation as 
30 a severely distressed county is effective only for the calendar 
31 year .following the designation." 
32 Sec. 12. G.S. 105-163.010(8) reads as rewritten: 
33 "(8) Qualified grantee business. -- A North Carolina 
34 business that (i) has received during the preceding 
35 three years a grant or other funding from the North 
36 Carolina Technological Development Authority, The 
37 North Carolina Technological Development Authority, 
38 Inc., the North Carolina Biotechnology Center, the 
39 Mi c reelect roni cs Center of North Carol ina, or the 
40 
41 
42 
43 

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 

7 Federal Small Business Innovation Research Program. 
8 Sec. 14. G.S. 105-187.19 reads as rewritten: 
9 "S 105-187.19. Use of tax proceeds. 

10 The Secretary shall distribute the taxes collected under this 
11 Article, less the cost of collecting the taxes, in accordance 
12 with this section. · The Secretary shall retain the cost of 
13 collection as reimbursement to the Department of Revenue. 
14 Each quarter, ·the Secretary shall credit ten percent (10%) of 
15 the net tax proceeds to the Solid Waste Management Trust Fund and 
16 shall distribute ninety percent ( 90%) · of the net tax proceeds 
17 among the counties on a per capita basis according to the most 
18 recent annual population estimates certified to the Secretary by 
19 the Office of Stata Sydgat and Managamant. State Planning 
20 Officer. A county may use funds distributed to it under this 
21 section only as provided in G.S. 130A-309.54." 
22 Sec. 15. G.S. 105-266.1(c) reads as rewritten: 
23 (c) Within 90 days after notification of the Secretary's 
24 decision with respect to a demand for refund of any tax or 
25 additional tax under this sact~on any taxpaya~ agg~iavad tha~aby, 
26 in liay section, an aggrieved taxpayer may, instead of 
27 petitioning for administrative review by the Tax Review Board 
28 under G.S. l05-24l.l, may 105-241.2, bring a civil action against 
29 the Secretary of Ravanya for recovery of the alleged ova~paymant 
30 overpayment. If the alleged overpayment is more than two hundred 
31 dollars ($200.00), ,the taxpayer may bring the action either in 
32 the Superior Court of Wake Co1.1nty, County or in the superior 
33 court of the county in which the taxpayer ~asides, if tha allagad 
34 ova~paymant axcaads two hyna~ad dolla~s ($200.00), and if 
35 resides; if the alleged overpayment is two hundred dollars 
36 ($200.00) or less, the taxpayer may bring the action in any State 
37 court of competent jurisdiction in Wake County. If upon trial it 
38 shall ba is determined that there has been ~ an overpayment of 
39 tax or additional tax, judgment shall be rendered therefor, with 
40 interest, and the sama shall ba ~afynaad by tha Stata. State 
41 shall refund the amount due. 
42 Sec. 16. G.S. 105-269.3 reads as rewritten: 
4 3 "S 105-269.3. AcimiAi &t'"atioA aAci aAfo'"camaAt Enforcement of 
44 Subchapter V and fuel inspection fee. 
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1 This Article applies to taxes levied Ynder Sybchapter V of this 
2 Chapter and to inspection fees levied · ynder Chaptet 11g of the 
3 General StatYtes o The State Highway Patrol and law enforcement 
4 officers and other appropriate personnel in the Division of Motor 
5 Vehicles of the Department of Transportation may assist the 
6 Department of Revenue in enforcing Subchapter V of this Chapter 
7 and Article 3 of Chapter 119 of the General Statutes. The State 
8 Highway Patrol and law enforcement officers of the Division of 
9 Motor Vehicles have the power of peace officers in matters 

10 concerning the enforcement of Subchapter V of this Chapter and 
11 Article 3 of Chapter 119 of the General Statutes." 
12 Sec. 17. G.S. 105-277A(e) reads as rewritten: 
13 "(e) Population Estimates. In making the per capita 
14 calculations under this section, the Secretary shall use the most 
15 recent annual population estimates certified by the State Sydget 
16 Planning Officer." 
17 Sec. 18. G.S. 105-285(b) reads as rewritten: 
18 " (b) Personal Property; General Rule. -- Except as otherwise 
19 provided in sYbsection (c) below, this Chapter, the value, 
20 ownership, and place of taxation of personal property, both 
21 tangible and intangible, shall be determined annually as of 
22 January 1." 
23 Sec. 19. Effective on and after January 1, 1993, G.S. 
24 105-330.1 reads as rewritten: 
25 "S 105-330.1. Classification of motor vehicles. 
26 (a) Classification. -- All motor 1,rehicles, except ( i) motor 
27 vehicles exempt from registration pursv.ant to c;o So 20 51, ( ii) 
28 manYfactYred homes;, mobile clas;s;rooms, and mobile offices;, (iii) 
29 ~Semitrailers regi~tered on a myltiyear ba&;iS Ynder (;oSo 20 SS(c), 
30 and (iv) motor vehicles OMned or leased by a pYblic service 
31 company and appraised Ynder GoSo 105-335, are hereby vehicles 
32 other than the motor ve~icles listed in subsection (b) are 
33 designated a special class of property under authority of Article 
34 V, Sec. 2(2) of the North Carolina Constitution. -classified 
35 motor vehicles shall be listed and assessed as provided in this 
36 Article and taxes on classified motor vehicles shall be collected 
37 as provided in this Article. 
38 (b) Exceptions. The following motor vehicles are not 
39 classified under subsection (a): 
40 l!l Motor vehicles exempt from registration pursuant to 
41 G.S. 20-51. 
42 
43 

ill Manufactured homes, mobile classrooms, and mobile 
offices. 
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1il Semitrailers registered on a m?ltiyear basis under 
G.S. 20-88(c). 

3 l!l Motor vehicles owned or leased by a public service 
4 company and appraised under G.S. 105-335. 
5 ~ 'U-drive-it' passenger vehicles registered under 
6 G.S. 20-87(2)." 
7 Sec. 20. G.S. 105-395(c) reads as rewritten: 
·8 "(c) It is the intent of the General Assembly to make the 
9 provisions of this Subchapter (being G.S. 105-291 [lOS 271] 

10 tl:u;oygh lOS ~95, inclya;iva) uniformly applicable throughout the 
11 State, and to assure this objective all laws and clauses of laws, 
12 including private and local acta; (excapt acts, other than local 
13 acts relating to the selection of tax collectora;), collectors, in 
14 conflict with the provia;iona; of this Subchapter a;hall, aa; of July 
15 l, 1971, be an~ are hereby rapaala~. repealed effective July 1, 
16 1971. As used in this section, the term 'local acts' means any 
17 acts of the General Assembly that apply to one or more counties 
18 by name, to one or more municipalities by name, or to all 
19 municipalities within one or more named counties." 
20 Sec. 21. G.S. 105-44l(a) reads as rewritten: 
21 "(a) Acts. -- Any distributor who commits one or more of the 
22 following acts is guilty of a misdemeanor: 
23 (1) Fails to obtain a license required by this Article. 
2 4 ( 2) Wi 11 fully fails to make a report required by this 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

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

Article. 
( 4 ) 

( 5 ) 

Makes a 
report, or 
Fails to 
Article. 

false statement in an application, a 
a statement required under this Article. 
keep records as required under this 

( 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 
39 bond as required under this Article. 
40 On conviction, ~ distributor shall be fined not less than one 
41 hundred dollars ($100.00) and not more than five thousand dollars 
42 ( $5,000) or, in the case of an individual or the officer or 
43 employee charged with the duty of making a report for a 
44 corporation, imprisoned not exceeding 24 months, or both." 
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1 Sec. 22. G.S~ 105-449.34 reads as rewritten: 
2 "S 105-449.34. Acts and omissions declared to be m.i liiid.em.eaAor:liii; 
3 pe:Raltie&. misdemeanors. 
4 A person who commits one or more of the following acts is 
5 guilty of a misdemeanor: 
6 (1) Fails to obtain a license required by this Article. 
7 ( 2) Willfully fails to make a report required by this 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

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

Article. 
( 4 ) 

( 5) 

Makes a 
report, or 
Fails to 
Article. 

false statement in an application, a 
a statement required under this Article. 
keep records as required under this 

( 6) Refuses t ·o 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. 

21 (8) Fails to file a replacement bond or an additional 
22 bond as required under this Article." 
23 Sec. 23. G.S. 105-466(d) reads as rewritten: 
24 "(d) The boar:d. of COYAty commiliii~io:Rar:s, Ypoa ad.optioa of said. 
25 rasolYtioa, shall caYs& a certified. copy of the t&liiiolYtioa to ba 
26 d.alivar:ad. immediately to the Secretary Qf RavaaYe, Upon ~doption 
27 of a resolution levying the tax, the board of county 
28 commissioners shall immediately deliver a certified copy of the 
29 resolution to the Secretary, accompanied by a certified statement 
30 from the county board of elections, if applicable, setting forth 
31 the results of any special election approving the tax in the 
32 county. Thann.1poa, the Secretary of Ravam.1a shall proceed. as 
33 aythorizad. ia this Article to ad.miaistar the tax ia sych coyaty, 
34 YAl&liiiS said. coyaty board of commissioa&tliii shall aotify the 
35 Secretary of Ravaaya ia writiag that, · pYtSYaat to a r:asolytioa 
36 c;lyly adopted. by liiiaid. aoard., the tax will ba collected. aad. 
37 ad.miaistar:ad. by the taxiag coyaty. Upon receipt of these 
38 documents, the Secretary shall collect and administer the tax as 
39 provided in this Article." 
40 Sec. 24. G.S. 105-469 reads as rewritten: 
41 "S 105-469. Collectioa aAd. ad.miAi&tr:atioA of local &ales a:Rd. u&e 
42 tax; author:izatioA to pr:om.ulgate r:ula& a:Rd. r:egulatioa&. Secretary 
43 to collect and administer local sales and use tax. 
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1 CRless the . couRty bo~rd of commissioRers sh~ll h~ve Rotified 
2 the Secretary to the coRtrary, as provided iR G.s. lOS 4GG(d), 
3 the Secretary of ReveRue The Secretary shall collect and 
4 administer the local sales aRd use tax imposed by a taxiRg a tax 
5 levied by a county pursuant to the provisioRs of this Article aRa 
6 shall be charged with the duty of aamiRisteriRg the local sales 
7 aRQ YSe tax aythorized to be imposed by this Artfcle. IR aaaitioR 
8 to the preseRt statutory provisioRs aythoriziRg the Secret~ry of 
9 ReveRue to aaopt aRa promulgate rules aRa regulatioRs pertaiRiRg 

10 to the aamiRistratioR aRa collectioR of taxes, the Secretary of 
11 ReveRYe is empowered to promulgate such additioRal rules aRd 
12 regulatioRs as are Recess~ry aRa proper for the implemeRtatioR of 
13 this Article." 
14 Sec. 25. G.S. 105-472 reads as rewritten: 
15 "S 105-472. Disposition and distribution of taxes collected. 
16 (a) County Allocation. -- The Secretary shall, on a quarterly 
17 basis, allocate to each taxing county for which the Secretary 
18 collects the tax the net proceeds · of the tax collected in that 
19 county under this Article. For the purpose of this section, 'net 
20 proceeds' means the gross proceeds of the tax collected in each 
21 county under this Article less taxes refunded, the cost to the 
22 State of collecting and administering the tax in the county as 
23 determined by the Secretary, and other deductions that may be 
24 charged to the county. If the Secretary collects local sales or 
25 use taxes in a month and the taxes cannot be identified as being 
26 attributable to a particular taxing county, the Secretary shall 
27 allocate the taxes among the taxing counties in proportion to the 
28 amount of taxes collected in each county under this Article 
29 during that month and shall include them in the quarterly 
30 distribution. 
31 With respect to the couRties iR which he shall collect aRa 
32 aamiRister the tax, the Secretary of RevaRue shall, oR a 
33 quarterly basis, aistrib1.1te to each taxiRg COYRty aRQ to the 
34 muRicipalities tharaiR the Rat procaaas of the tax collected iR 
35 that couRty uRaer this Article which amouRt shall be aetarmiRaa 
36 by aeauctiRg taxes refuRdea, the cost to the State of collactiRg 
37 aRa admiRistariRg the tax iR the taxiRg couRty aRa such other 
38 aeauctioRs as may ba properly charged to the taxiRg couRty, from 
39 the gross amouRt of the tax remitted to the Secretary of RevaRua 
40 from the taxiRg couRty. The Secretary shall aetermiRe the cost 
41 of collactioR aRa aamiRistratioR, aRa that amoYRt shall be 
42 retaiRaa by the State before distrib1.1tioR of the Rat proceeas of 
43 the tax. i'or the pyrposes of this -lt.rticle, "muRicipalities" 
44 shall maaR cities as dafiRaa by ~.s. 1S3A 1(1). 
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-
1 (b) Distribution Between Counties and Cities. -- The Secretary 
2 shall divide the amount allocated to each taxing county among the 
3 county and its municipalities in accordance with the method 
4 determined by the county. The board of county commissioners 
5 shall, iR the ~asolutioR lavyiRg the tax, ~ata~miR& that the Rat 
6 p~ocea~s of the tax shall be ~ist~ibuta~ iR oRe of the followiRg 
7 matho~s aR~ the~eafte~ sai~ p~ocea~s shall be ~ist~ibuta~ iR 
8 acco~~aRce the~awith: by resolution, choose one of the following 
9 methods of distribution: 

10 (1) Per Capita Method. -- The amouRt ~ist~ibutabla to 
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 
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a taxiRg couRty aR~ to the muRicipalitias tha~&iR 

f~om the Rat p~ocaa~s of the tax collect&~ tha~aiR 
shall be ~ata~miRa~ upoR the followiRg basis: The 
net proceeds of the tax collected in a taxing 
county shall be distributed to that taxiRg county 
and to the municipalities tha~eiR upoR in the 
county on a per capita basis according to the total 
population of the taxing county, plus the total 
population of the ~unicipalities in the county. In 
the case of a municipality located in more than one 
county, only that part of its population living in 
the taxing county is considered its 'total 
population. ' the ~aiR; p~ovi~a~, howava ~, that 
"total populatioR" of a muRicipality lyiRg withiR 
mo~a thaR oRa couRty shall be oRly that pa~t of its 
populatioR which lives withiR the taxiRg couRty. 
~o~ this pu~pose, the Sac~ata~y of Rav&Ru& In order 
to make the distribution, the Secretary shall 
determine a per capita figure by dividing the ~ 
p~ocaa~s of the tax collacta~ \.m~a~ this J'.rticla 
fo~ the p~ace~iRg qua~ta~ withiR a amount allocated 
to each taxing county by the total population of 
that taxiRg county plus the total population of all 
municipalities tha~aiR in the county. acco~~iRg to 
the most ~&caRt aRRual estimates of populatioR as 
ca~tifia~ to the Sac~ata~y of Ra"&Rl.le by the State 
au~get Office~. The pa~ capita figu~a th1.1s derived 
shall be m1.1ltiplia~ The Secretary shall then 
multiply this per capita figure by the population 
of the taxing county and by the population of each 
~aspactiva municipality tha~aiR acco~~iRg to the 
most ~&caRt aRRual estimates of populatioR as 
ca~tifiad to the Sac~ata~y of Rav&Rue by the State 
au~gat Officer, aRd in the county; each respective 
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10 
11 
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13 
14 
15 
16 
17 
18 
19 
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21 
22 
23 
24 
25 
26 
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29 
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32 
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34 
35 
36 
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44 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1993 

( 2 ) 

Page 123 

product shall be the amount to be distributed to 
aacb taxing the county and to each municipality 
tbar&in. in the county. To determine the 
population of each county and each municipality, 
the Secretary shall use the most recent annual 
estimate of population certified by the State 
Planning Officer. Tba Stat& auagat Officer shall 
annually causa to b& prepared ana sball certify to 
tba Secretary of Revanu& such reasonably accurate 
population &&timatas of all counties and 
mynicipalitias in tb& Stat& as may b& practicably 
aav.alopad; or 
Ad Valorem Method. -- The net proceeds of the tax 
collected in a taxing county shall be divided 
between the distributed to that county and the 
municipalities therein in the county in proportion 
to the total amount of ad valorem taxes levied by 
each ort property having a tax situs in the taxing 
county during the fiscal year next preceding ~ 
the distribution. For purposes of this section, 
the amount of the ad valorem taxes levied by ~ ~ 
county or municipality shall inclYde any includes 
ad valorem taxes levied by ~ the county or 
municipality in behalf of a taxing district 0+ 

districts and collected by the county or 
municipality. In addition, the amount of taxes 
levied by a county sball 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 tha sal&& ana · usa 
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 levied ad valorem taxes in the 
proportion that the district levy bears to the 
total levy 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 th~t co~nty 

or mynicipality it ad~quate to permit a timely 
determination of ~ its appropriate share of that 
co~nty or mynicipality of tax proceeds collected 
under this Article may be excluded by the Secretary 
from each quarterly distribution with respect to 
which ~ the information was not provided in a 
timely manner, and ~ those tax proceeds shall 
then be distributed only to the governmant~l -Ynit 
or ~nit& who&& information w~s provi~a~ in a timely 
m~nnar. 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 pYrs~ant to the 
provisions of the M~chinary .l),ct, or to applicable 
provisions of fa~aral law, and the Department of 
Revenue is restrained by opar~tion of law or by ~ 

co~rt of competent jYris~iction from certifying 
~ the valuation to the county and the 
municipalities therein, in the county, the 
Department shall use the last property valuation of 
~the public service company which thathas been 
so cartifia~ in or~ar to ~atarmina the a~ valorem 
tax levies ~pplicabla to sYch pYblic service 
company - in the co~nty an~ the mYnicip~litias 

therein. certified. 
31 Where loc~l YS& taxes, lavia~ pyrsyant to this Article, or to 
32 any other local sales tax act, which cannot ba i~antifia~ as 
33 baing attribytabla to any partic~lar taxing coynty ~ra collacta~ 
34 an~ ramitta~ to the Secretary, ha shall apportion sai~ taxes to 
35 the taxing coyntias in the same proportion that the local sales 
36 an~ YS& t~xas collected each month in ~ taxing coYnty bears to 
37 the total local sales and YS& taxes collect&~ in all taxing 
38 coyntias each month ~Yring the qyartar for which a ~istribYtion 

39 is to ba m~~a, an~ the total nat procaa~s shall than ba 
40 ~istribyta~ ~s above provi~a~. 
41 The board of county commissioners in each taxing county shall, 
42 by resolution adopted during the month of April of each . year, 
43 determine which of the two foregoing methods of distribution 
44 shall be in _effect in the county during the next succeeding 
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1 fiscal year. In order for ~ the resolution to be effective, a 
2 certified copy tharaof of it must be delivered to the Secretary 
3 of Ravanua at his offica in Raleigh within 15 calendar days after 
4 its adoption. If the board fails to adopt ~ ~ resolution or if 
5 it fails ·to a~opt choosing a method of distribution not then in 
6 effect in the county, or if a certified copy of the resolution is 
7 not timely delivered to the Secretary, the method of distribution 
8 then in effect in the county shall continue in effect for the 
9 following fiscal year. The method of distribution in effect on 

10 the first of July of each fiscal year shall apply to every 
11 distribution made during that fiscal year. 
12 (c) Municipality Defined. -- As used in this Article, the term 
13 'municipality' means 'city' as defined in G.S. 153A-1." 
14 Sec. 26. G.S. 105-482 reads as rewritten: 
15 "S 105-482. Limitations. 
16 This Article applies only to counties that levy one percent 
17 ( 1%) sales and use taxes under Article 39 of this Chapter or 
18 under Chapter 1096 of the 1967 Session l.a•·•s an~ ~o not lavy 
19 ona half parcant (1/2%) local salas an~ ~sa taxas un~ar Articla 
20 41 of this Chaptar. Laws." 
21 Sec. 27. G.S. 105-483 reads as rewritten: 
22 "S 105-483. Levy and collection of additional taxes. 
23 Any county subject to this Article may levy one-half percent 
24 (1/2%) local sales and use taxes in addition to any other State 
25 and local sales and use taxes levied pursuant to law. Except as 
26 provided in this Article, the adoption, levy, collection, 
27 distribution, administration, and repeal of these additional 
28 taxes shall be in accordance with Article 39 of this Chapter. In 
29 applying the provisions of Article 39 of this Chapter to this 
30 Article, references to 'this Article' mean Article 40 of Chaptar 
31 ~ this Chapter. All taxas lavia~ pursuant to this . ~-rticla 

32 shall ba collacta~ by tha Sacratary an~ may not ba collacta~ by a 
33 taxing county. The exemption for building materials in G.S. 
34 105-468.1 does not apply to taxes levied under this Article." 
35 Sec. 28. G.S. 105-498 reads as rewritten: 
36 "S 105-498. Levy and collection of additional taxes. 
37 Any county subject to this Article may levy one-half percent 
38 (1/2%) local sales and use taxes in addition · to any other state 
39 and local sales and use taxes levied pursuant to law. Except as 
40 provided in this Article, the adoption, levy, collection, 
41 distribution, administration, and repeal of these additional 
42 taxes shall be in accordance with Article 39 of this Chapter. In 
43 applying the provisions of Article 39 of this Chapter to this 
44 Article, references to "this Article" mean Article 42 of Chaptar 
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1 .l.O.S-.- this Chapter. .._1}11 taxes levied pl.usyant to thi; ._l}rticle 
2 shall be collected by the · Secretary and may not be collected by a 
3 taxing coynty. The exemption for building materials in G.S. 
4 105-468.1 does not apply to taxes levied under this Article." 
5 Sec. 29. G.S. 160A-623(h) reads as rewritten: 
6 "(h) Tax Situs. -- 'l'he fact ·that the coynty li;ted by the 
7 owner yndel:' ~.s. lOS 314 as the coYnty •·•hel:'e the vehicle is 
8 sybject to ad valorem taxation is within the terJ:"itorial 
9 jurisdiction of the Authority shall be p~ima facie evidence that 

10 the vehicle has a tax situs within the tel:"ritoJ:"ial jYrisdiction 
11 of the r..,ythority. The tax situs of a motor vehicle for the 
12 purpose of this section is its ad valorem tax situs. If the 
13 vehicle is exempt from ad valorem tax, its tax situs for the 
14 purpose of this section is the ad valorem tax situs it would have 
15 if it were not exempt from ad valorem tax." 
16 Sec. 30. Except as otherwise provided in this act, this 
17 act is effective upon ratification. Sections 21· and 22 of this 
18 act apply to offenses committed on or after the date of 
19 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 

1 

Explanation 

Repeals a Session Law th~t is ineffective because the language it amended 

had already been deleted by an earlier Session Law. 

2 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. 

3 Corrects an incorrect cross-reference. This change was requested by the 

Department of Revenue. 

4 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. 

5 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. 

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. 

7 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. 

8 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 

9 

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. 

requested by the Department of Revenue. 

This change was 

10 Clarifies ambiguous language in accordance with the correct interpretation 

by the Department of Revenue. 

11 Makes a conforming change to reflect the fact that official population 

estimates that were formally certified by the State Budget Officer are now 

12- 13 

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. 

14 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. 

15 Corrects an incorrect cross-reference and simplifies some awkward statutory 

language. This change was requested by the Department of Revenue. 

16 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. 

17 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. 

18 Deletes a reference to a repealed subsection. 

19 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. 

20 Removes incorrect and unnecessary cross-references. 
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Section 

21-22 

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. 

23 · Removes a reference to a provision, repealed in Section 24, allowing 

counties to collect their own local sales and use taxes. 

24 Repeals a provision allowing counties to collect their own local sales and 

use taxes. 

25 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. 

26-28 

29 

30 

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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Proposal #16: Revenue Laws Technical Changes 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

See previous detailed explanation prepared by committee counsel. 

Effective Date: 

Upon ratification 

Fiscal Effect: 

None 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1993 

S OR H D 

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: 

1 A BILL TO BE ENTITLED 
2 AN ACT TO PROVIDE THAT A SALES TAX LICENSE . IS VOID IF THE 
3 RETAILER REPORTS NO SALES FOR EIGHTEEN MONTHS. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G.S. 105-164.4(c) reads as rewritten: 
6 " (c) Any person who engages in any bus~ ness for which a 
7 privilege tax is imposed by - this Article shall apply for and 
8 obtain from the Secretary upon payment of fifteen dollars 
9 ($15.00) a license to engage in and conduct the business upon the 

10 condition that the person shall pay the tax accruing to the State 
11 under this Article; the person shall thereby be duly licensed and 
12 registered to engage in the business. i:xcapt •• hereinafter 
13 provided., a 
14 A license issued under this subsection shall be a continuing 
15 license until it becomes void or is revoked for failure to comply 
16 with the provisions of this .l)..rticle. A Article. A license 
17 issued under this section to a person, other than a person who 
18 makes only wholesale sales or only exempt sales, becomes void ~ 
19 if, for a period of eighteen months, the license holder ceases to 
20 be engaged. in a business for which a privilege tax is imposed. by 
21 this Article and. remains continuously out of business for a 
22 period. of five years. 'l'he burd.en of proving that a license is 
23 still valid. is on the license hold.er. files no return or files 
24 returns showing no sales. 
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1 A retailer who sells tangible personal property at a flea 
2 market shall conspicuously display ~ 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 1 7 

Legislative Proposal 1 7. 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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Proposal #17: Sales Tax License Duration 

Summary: 

Fiscal Report _ 
Fiscal Resear.ch Division 
December 15, 1992 

This proposal provides that a sales 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
uals 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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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1993 

S/H D 

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: 

1 A BILL TO BE ENTITLED 
2 AN ACT TO ALLOW A PERCENTAGE DISCOUNT TO MERCHANTS FOR COLLECTING 
3 STATE SALES AND USE TAXES. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G. S. 105-16 4. 21 is reenacted and rewritten 
6 to read: 
7 "S 105-164.21. Discount for collecting and paying taxes when 
8 due. 
9 (a) Amount. Except as provided in subsection (b), a 

10 retailer who pays the retail sales or use tax imposed by this 
11 Article may deduct from the amount of the tax paid a discount of 
12 three percent (3%) of the first one thousand dollars ($1,000) of 
13 tax paid per month and seven-tenths of one percent (7/10 of 1%) 
14 of the remaining tax paid per month up to the following maximum 
15 discounts: 
16 ill 
17 
18 
19 
20 
21 
22 
23 

93-LC-002 

One hundred dollars ($100.00) per month for each 
place of business at a separate location. 
For taxpayers · who are required to report on a 
semimonthly basis, five thousand dollars ( $5,000) 
per semimonthly period for each retailer group. 
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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1 The discount for each location may be deducted only from the 
2 tax paid with regard to that location. For the purposes of this 
3 section, a retailer group includes all retail establishments that 
4 have one of the following relationships with one another: (i) one 
5 corporation owns, directly or indirectly, at least ~ighty percent 
6 (80%) of the voting stock of the others; (ii) at least eighty 
7 percent (80%) of the voting stock of the corporations is owned, 
8 directly or indirectly, by the same interests; or (iii) in the 
9 case of establishments that are not incorporated, the 

10 establishments are under the same general management, 
11 supervision, or ownership. 
12 (b) Restrictions. -- The Secretary may deny a retailer the 
13 benefit of this section for failure to pay the full tax when due 
14 as well as in cases of fraud, evasion, or failure to keep 
15 accurate and clear records as required by this Article. In order 
16 to receive the discount provided in this section, a retailer must 
17 deduct the discount when it remits the tax to the Department of 
18 Revenue. A utility may not deduct the discount provided in this 
19 section on sales of electricity, piped natural gas, or 
20 telecommunications services." 
21 Sec. 2. G.S. 105-474 reads as rewritten: 
22 "S 105-47 4. DefiAitioAG; coAstr;uctioA of Ar;ticle; r;e:medies aAd 
23 peAalties. Administration and construction of Article. 
24 This Article shall be harmonized with the North Carolina Sales 
25 and Use Tax Act to the extent practical. The discount provided 
26 in G.S. 105-164.21 does not apply to this Article. The remaining 
27 provisions of Articles 5 and 9 of this Chapter apply to this 
28 Article to the extent they are consistent with this Article. 
29 The defiAitions set foxth in G.S. 105 1G4.3 shall apply to this 
30 Ar;ticle iAsofar; as such definitions ar;e not inconsistent with the 
31 pr;ovisions of this Ar;ticle, and all other; pr;ovisions of Ar;ticle 5 
32 and of L

71.r;ticle g of Subchapter; 1, Chapter; lOS of the c;ener;al 
33 Statutes, as the same r;elate to the Nor;th Car;olina Sales and Use 
34 Tax Act shall be applicable to this Ar;ticle unless SYch 
35 pr;ovisions ar;e inconsistent with the pr;ovisions of this Ar;ticla. 
36 The administr;ative inter;pr;etations made by the Secr;atar;y of 
37 Revenue with r;espect to the Nor;th Car;olina Sales and Use Tax ~ct, 
38 to the extent not inconsistent with the pr;ov1s1ons of this 
39 Ar;ticle, may be unifor;mly applied in the constr;~ction and 
40 inter;pr;etation of this Ar;ticle. It is the intention of this 
41 Ar;ticle that the pr;ovisions of this ~r;ticle and the pr;ovisions of 
42 the Nor;th Car;olina Sales and Use Tax Act, insofar; as pr;acticable, 
43 shall be har;monizad. 
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1 'I'ha provisio:ns with respect to ramad.ias a:nd. pa:naltias 
2 applicable to the Worth Caroli:na Salas a:nd. Usa 'l'ax Act, as 
3 co:ntai:nad. i:n »..rticla 5 a:nd. .a.rticla 9, Subchapter l, Chaptat lOS 
4 of the c;a:naral Stat1.1tas, shall be applicable i:n like ma:n:nar to 
s · tha tax a1.1thorizad. to be lauiad. a:Rd. collected. lol:Rd.ar this Article, 
6 to the axta:nt that the same are not inconsistent with the 
7 provisions of thi& Article." 
8 Sec. 3 ·. The first sentence of Section 10 of Chapter 
9 1096 of the 1967 Session Laws is amended by adding after the word 

10 "Act" the phrase ", other than G.S. 105-164.21,". 
11 Sec. 4. This act becomes effective April 1, 1994, and 
12 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 remitted 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. Mter 

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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Proposal #18: Sales Tax Merchant's Discount 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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 million 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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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1993 

S OR H 

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. 

Sponsors: 

Referred to: 

1 A BILL TO BE ENTITLED 

D 

(Public) 

2 AN ACT TO CLARIFY . THE PROHIBITION AGAINST DISCLOSING TAX 
3 INFORMATION, TO MODIFY THE PROHIBITION TO PERMIT THE EXCHANGE 
4 OF CERTAIN INFORMATION BETWEEN DESIGNATED AGENCIES, AND TO 
5 EXCLUDE INFORMATION SUBMITTED ON A MASTER TAX APPLICATION FROM 
6 THE PROHIBITION. 
7 The General Assembly of North Carolina enacts: 
8 Section 1. G.S. 105-259 reads as rewritten: 
9 "S 105-259. Secrecy required of officials; penalty for 

10 violation. 
11 With raspact to aay oaa of tha followiag parsoas: ( i) tha 
12 Secretary of Ravaa~a aad all other officers or amployaas, aad 
13 former of'ficars aad amployaas, of tha Dapartmeat of Revea-u.e; (ii) 
14 local tax officials, as defiaed ia G.S. 105-273, aad former local 
15 tax officials; (iii) mambars aad former mambars of the Property 
16 Tax Commissioa; (iv) aRY other parsoR a-u.thorized ia this sactioa 
17 to recaiva iaformatioR coacaraiag aRy itam coataiaed ia aay 
18 report or ret-u.ra, or a-u.thorizad to iRspact aay report or retura; 
19 aad (v) the Commissioaer of IRs~raace aad all other officers or 
20 amployaas aad former officers aad amployaas of the Departmeat of 
21 Ias-u.raace with respect to State aad fadaral iacome tax rat-u.ras 
22 filed with the Commissioaer · of Ias-u.raace by domestic ias-u.raaca 
23 compaaias; aad axcapt ia accordaaca with proper j-u.dicial order or 
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' . 

1 a• othe:n.ri&Oe provid.ed. by laN, it shall be ~nlawf1.1l for any of 
2 the&;& persons to d.iv1.1lge or make known in any manner the amo~nt 

3 of income, income tax or other taxes of any taxpayer, or 
4 information relating thereto or from which the amo1.1nt of income, 
5 income tax or other taxes or any part thereof might be 
6 determined., d.ed.1.1ced. or &atimated., whether it i• Get forth or 
7 d.i&Oclo&O&d. in or by mean• of any re~ort or ret1.1rn req1.1ired. to be 
8 filed. or f1.1rniahed. ~nd.er thi• S1.1bchapter, or in or by mean; of 
9 any a1.1d.it, a&Oseaament, application, COJ::"J::"&apond.ence, ached.1.1le OJ:" 

10 other d.oc1.1ment relating to the taxpayer, notwith•tand.ing the 
11 provision• of Chapter 132 of the ~eneral Stat1.1te• OJ:" of any other 
12 law or laws relating to p1.1blic record.•. It shall likewiae be 
13 1.1nlawf1.1l to reveal whether or not any taxpayer ha• filed. a 
14 J::"&t1.lrn, and. to ab•tract, compile or f1.1rniah to any per•on, firm 
15 oJ::" corpoJ::"ation not otherwi&Oe entitled. to information relating to 
16 the amo1.1nt of income, income tax or other taxa• of a taxpaye'", 
17 any list of name•, ad.d.re&Oa&G, aocial sec1.1J::"ity n1.1mbeJ::"s or oth&J::" 
18 peJ::"aonal infoJ::"mation concerning the taxpayer, whetheJ::" OJ:" not the 
19 li•t d.isclo•e• a taxpayeJ::"'a income, income tax OJ:" other taxa•, OJ:" 
20 any paJ::"t th&J::"eof, except that when an election i• mad.& by a 
21 h~•band. and. wife 1.1nd.er ~.s. 105 152.1 to file a joint J::"et~rn, any 
22 infoJ::"mation given to one apo1.1a& concerning the incom~ or income 
23 tax of the other ap01.1a& reported. OJ:" reportable on the joint_ 
24 J::"et1.1rn ahall not be a violation of the proviaiona of thia 
25 aection. 
26 Nothing in thia a&ction •hall be conatr1.1ed. to prohibit the 
27 p~blication of atatiatica, so clasaified. a• to prevent the 
28 identification of paJ::"tic~laJ::" J::"epoJ::"ta oJ::" J::"et1.1J::"ns, and. the items 
29 th&J::"eqf; the inapection of these J::"eporta OJ:" J::"et1.1J::"na by the 
30 GoveJ::"nor, AttoJ::"ney Gen&J::"al, OJ:" th&iJ::" d.~ly a~thorized. 

31 repJ::"eaentative; or the inapection by a legal J::"epJ::"eaentative of 
32 the State of the report or ret1.1rn of any taxpayer who ahall bJ::"ing 
33 an action to a&t aaid.e OJ:" J::"&view the tax baaed. theJ::"eon, oJ::" 
34 againat whom an action OJ:" proceeding ha• been inatit1.1ted. to 
35 recover any tax or penalty impoaed. by thi• S1.1bchapter; nor ahall 
36 the proviaion• of thia •action prohibit the Cepartment of Reven1.1e 
37 f~rnishing information to other governmental agencie• of peraons 
38 and. fiJ::"ma properly licenaed. 1.1nd.er Sched.1.1le :a, c;,s, 105 33 to 
39 105 113. The CepaJ::"tment of Raven~& may exchange infoJ::"mation with 
40 the officeJ::"a of oJ::"ganized. aaaociation• of taxpayer• und.eJ::" 
41 Sched.~le :a, ~.5. 105 33 to 105 113, with reapect to partie• 
42 liable for these taxa• and. a• to partie• \'Jho have paid. thea& 
43 licenae taxes. 
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1 Wb&A aAy r&~gra gf ta& D&partm&At gf R&VeAY& aa& b&&A 
2 phgtgsraphaa, phgtg~gpiaa, gr · micrgphgtg~gpiaa pYr&YaAt tg the 
3 aythgrity CQAtaiA&Q iA t;;;. S. 8 45 o 3, th& gri9iRal gf that r&~QrQ 

4 may thereafter be aastrgyaa at aAy time upgA the graer of the 
5 Se~retary gf Ren&AYe, AQtwithstaAaiA9 the prgvi&iQA& gf c;.s. 
6 121 5, c;.s. 1:32 2, gr aAy gther law relatiA9 tg the pre&&rvatign 
7 gf publi~ re~gras. Any re~gra that has ngt been sg phgtgsraphea, 
8 phgtg~gpiea, gr mi~rgphgtg~gpiaa shall be preserved fgr tara& 
9 years, aAa thereafter YAtil the Se~retary gf ReveAYe graers it 

10 aestrgyea. 
11 AAy per&QA 1 gffi~er, as&At, ~lark, emplgyee, gr lg~al tax 
12 gffi~ial gr aAy fgrm&r gffi~ar, emplgyee, gr lg~al tax gffi~ial 

13 whg viglates the prgvisiQAS gf this se~tiQA shall be suilty of a 
14 misaem&angr ana fiA&Q AQt l&&S thaA twg hYAQr&a agllars ($200.00) 
15 AQr mgre thaA Qn& thgysana agllars ($1,000) ana,tgr imprisgnea, in 
16 the ai&~retign gf th& ~gyrt; ana if ta& persgn ~gmmittins the 
17 viglatigA is a pYbli~ gffi~ar gr emplgyee, that persgn shall be 
18 dismissed frgm SY~h gffi~& gr emplgymeAt, aAa may AQt hgla aAy 
19 pYbli~ gffi~e gr emplgyment in this Stat& fgr a periga gf five 
20 years thereafter. 
21 ~gtwi thstaAaiA9 tha prgvi & i QA& gf this &e~tigA, the Se~ rata ry 
22 gf R&V&AY& may permit the Cgmmissigner gf IAterAal Revenue gf the 
23 UAitaa States, gr the rev&nY& gffi~ar gf aAy gtaar state impgsins 
24 any gf th& t~X&& impgs&a iA this S1.1b~haptar, gr th& ayly 
25 aYthgri zed rapra &&Atative gf & i the r, tg in&p&~t the repg rt gr 
26 return gf any taxpayer; gr may fYrAish that persQA aA ab&tra~t gf 
27 the repgrt gr return gf aAy taxpayer; gr &Ypply that persgn with 
28 infgrmatign ~QA~&rnins any item ~gnt~inaa in any repgrt gr 
29 ratYrn, gr ais~lgsea by tha repgrt gf any investisatign gf any 
30 repgrt gr retyrn gf any taxpayer. The permissign, hg•.,rever, may 
31 b& sraAt&a Qr th& iAfgrmatiQA fYrAi&h&a tg the gffi~&r gr a9ant 
32 QAly if the statYt&s gf the UAit&a States gr gf the gther state 
33 sraAt substantially similar privil&9& tg the Se~retary gf Rev&AY& 
34 gf this State or the Sa~ratary's d1.1ly aYthgriz&a representativa. 
35 ~gtwithstanains any gther prgvisigA gf law, the Se~retary may 
36 alsg furAish Aames, aaarasses, ana a~cguAt aAa iaantifi~atign 

37 n1.1mbers gf (i) taxpayers whg may be entitled tg prgparty held in 
38 the Es~h&at iYna tg tha Department gf State Tr&a&Yrar whan that 
39 D&partm&At r&qY&sts tha iAformatign fgr the purpose of 
40 aaministeriA9 Chapter 116:a gf the c;en&ral Statyte& I ana ( ii) 
41 taxpayers tg the Emplgym&At Sa~yrity Cgmmissign wh&A that 
42 Cgmmissign r&qY&sts the infgrmatign fgr the pYrpgse gf 
43 aamiAi&t&riA9 Lll,rti~l& 2 of Chapter gg of the GeAeral StatYt&s. 
44 ~either this sa~tigA ngr any gthar law prev&Ats the ax~hanse gf 
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1 in~ormation between the Cepartment o~ Revenue and the C&partment 
2 o~ 'l'ranspor;tation's Civision o~ Motor; Vehicles \'rhen the 
3 in~ormation is needed by either to administer the laws with which 
4 they are charged. NotN·ithstanding any other provision o~ la·~, 

5 State o~~ic:ers and employees who per~orm computerized data 
6 processing ~unctions pursuant to ~.s. 14~ ~41(9) ~or the 
7 Cepartment o~ Revenue are authorized to receive and process ~or 

8 the Cepartment o~ Revenue in~ormation i~ reports and returns and 
9 are subject to the criminal provisions o~ this section. 

10 Notwithstanding the provisions o~ this sec:ti on, · the Sec: rata ry 
11 o~ Revenue may contract with any person, ~irm or corporation to 
12 receive and address, sort, bag, or deliver; to the United States 
13 Postal Service any bulk mailing originated by the Cepar;tment o~ 

14 Revenue, and may deliver the mail to the contractor pursuant to 
15 the contract. To ensure per~ormanc:e o~ the contract, the 
16 contractor shall ~urnish a bond in a ~orm and amount acceptable 
17 to the Secretary. 
18 Notwithstandiag the provisions o~ this section, the Secretary 
19 o~ Revenue may contract with a ~inanc:ial institution ~or the 
20 receipt o~ withheld income tax payments under ~.s. 105 163.6. 
21 (a) Definitions. The following definitions apply in this 
22 section: 
23 ill 
24 
25 
26 ill 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
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Employee or officer. -- The term includes a former 
employee, a former officer, and a current or former 
member of a State board or commission. 
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 in~ormation about specific taxpayers cannot 
be identified or (ii) information submitted to the 
Business License Information Office of the 

93-LC-011 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1993 

1 Department of Secretary of State on a master 
2 application form for various business licenses. 
3 EXPLANATION: (CURRENT LAW - REVISED) THIS PROVISION DEFINES TAX 
4 INFORMATION, WHICH IS INFORMATION THAT MAY NOT BE DISCLOSED 
5 EXCEPT AS SPECIFICALLY PROVIDED BY LAW. THE CHANGE IN THE LAW IS 
6 THAT THE DEFINITION OF TAX INFORMATION WILL NOT INCLUDE 
7 INFORMATION SUBMITTED TO THE BUSINESS LICENSE INFORMATION OFFICE 
8 ON A MASTER APPLICATION FORM. THUS, THIS INFORMATION WOULD BE 
9 PUBLIC INFORMATION. . THE INFORMATION ON THIS FORM NEEDS TO BE 

.10 ACCESSIBLE TO THE VARIOUS AGENCIES THAT WILL SEE THE FORM TO 
11 PROCESS THE APPLICATIONS INCLUDED IN THE FORM. UNDER CURRENT 
12 LAW, THE TAX LICENSES ON THE MASTER FORM HAVE TO BE DISPLAYED AT 
13 THE TAXPAYER'S PLACE OF BUSINESS, SO THEY ARE ALREADY PUBLIC TO 
14 THAT EXTENT. 
15 
16 (b) Disclosure Prohibited. -- An officer, an employee, or an 
17 agent of the State who has access to tax information in the 
18 course of service to or employment by the State may not disclose 
19 the information to any other person unless the disclosure is made 
20 for one of the following purposes: 
21 EXPLANATION: (CURRENT LAW - REVISED) THIS SUBSECTION CLARIFIES 
22 THE LAW AGAINST DISCLOSURE OF TAX INFORMATION AND THE VARIOUS 
23 EXCEPTIONS TO THAT LAW. THE RESTRICTIONS ON DISCLOSURE OF LOCAL 
24 GOVERNMENT TAX INFORMATION ARE DELETED FROM THIS STATUTE AND 
25 MOVED TO THE LOCAL GOVERNMENT TAX STATUTES IN SECTIONS 3 AND 4 
26 BELOW. EXCEPTIONS TO THE LAW AGAINST DISCLOSURE ARE LISTED 
27 SEPARATELY AND EXPLAINED BELOW. 
28 
29 i!l To comply with a court order or a law. 
30 EXPLANATION: (CURRENT LAW) THE CURRENT STATUTE STATES THAT TAX 
31 INFORMATION MAY BE DISCLOSED IN ACCORDANCE WITH A COURT ORDER OR 
32 AS OTHERWISE PROVIDED BY LAW. 
33 
34 
35 
36 
37 

ill 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. 

38 EXPLANATION: (CURRENT LAW - REVISED) THE CURRENT STATUTE STATES 
39 THAT WHEN A MARRIED COUPLE HAS FILED A JOINT INCOME TAX RETURN, 
40 THE DEPARTMENT MAY PROVIDE TO EITHER SPOUSE INFORMATION ABOUT THE 
41 OTHER SPOUSE'S INCOME OR INCOME TAX RELATING TO THE JOINT RETURN. 
42 THIS PROVISION RESTATES THAT RULE AND EXTENDS IT TO APPLY · TO 
43 OTHER JOINT TAX RETURNS (INTANGIBLES TAX), NOT JUST INCOME TAX 
44 RETURNS. 
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1 
2 ill Review by the Attorney General or a representative 
3 of the Attorney General. 
4 EXPLANATION: (CURRENT LAW REVISED) THE CURRENT STATUTE 
5 AUTHORIZES THE GOVERNOR, THE ATTORNEY GENERAL, AND THEIR 
6 REPRESENTATIVES TO INSPECT TAX REPORTS AND RETURNS. THIS BILL 
7 RETAINS THE RIGHT OF THE ATTORNEY GENERAL TO INSPECT TAX RETURNS 
8 BUT ELIMINATES THE GOVERNOR'S RIGHT. THE STUDY COMMITTEE AND THE 
9 GOVERNOR'S OFFICE BOTH FOUND THAT ALLOWING THE GOVERNOR TO HAVE 

10 ACCESS TO TAX RETURNS SERVED NO KNOWN PURPOSE. 
11 
12 i.!t To provide a governmental agency or an officer of 
13 an organized association of taxpayers with a list 
14 of taxpayers who are liable for or have paid a 
15 privilege license tax under Article 2 of this 
16 Chapter. 
17 EXPLANATION: (CURRENT LAW) THE CURRENT STATUTE ALREADY ALLOWS THE 
18 DEPARTMENT TO SHARE WITH OTHER GOVERNMENTAL AGENCIES AND WITH 
19 OFFICERS OF ORGANIZED TAXPAYERS' ASSOCIATIONS INFORMATION ON 
20 TAXPAYERS SUBJECT TO PRIVILEGE LICENSE TAXES. 
21 
22 
23 
24 
25 
26 
27 

ill 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 

28 information to a representative of this State. 
29 EXPLANATION: (CURRENT LAW - REVISED) THE CURRENT STATUTE ALLOWS 
30 THE DEPARTMENT OF REVENUE TO SHARE TAX INFORMATION ON A 
31 RECIPROCAL BASIS WITH THE FEDERAL COMMISSIONER OF INTERNAL 
32 REVENUE AND THE REVENUE OFFICER OF ANOTHER STATE, OR WITH THE 
33 REPRESENTATIVE OF THE COMMISSIONER OR OTHER REVENUE OFFICIAL. 
34 
35 ~ To receive, process, or deliver tax information on 
36 behalf of the Department of Revenue. 
37 EXPLANATION: (CURRENT LAW) THE CURRENT STATUTE ALLOWS THE 
38 DEPARTMENT OF REVENUE TO (1) USE STATE DATA PROCESSORS TO PROCESS 
39 TAX INFORMATION AND (2) CONTRACT WITH A FIRM TO RECEIVE, PROCESS, 
40 AND DELIVER TO THE UNITED STATES POSTAL SERVICE BULK MAILINGS. 
41 
42 
43 
44 
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121 To furnish to the chair of a board of county 
commissioners information on the county sales and 
use tax. 
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1 EXPLANATION: (CURRENT LAW) THE ATTORNEY GENERAL HAS INTERPRETED 
2 THE CURRENT LAW TO ALLOW THE SECRETARY OF REVENUE TO SHARE LOCAL 
3 SALES TAX INFORMATION WITH THE CHAIR OF A BOARD OF COUNTY 
4 COMMISSIONERS BECAUSE THE SECRETARY IS ACTING AS THE COUNTY'S 
5 AGENT IN COLLECTING AND ADMINISTERING THE TAX. THIS SUBDIVISION 
6 WOULD MAKE THAT INTERPRETATION AN EXPLICIT PART OF THE STATUTE. 
7 
8 ~ To exchange information with the Division of Motor 
9 Vehicles of the Department of Transportation when 

10 the information is needed to fulfill a duty imposed 
11 on the Department of Revenue or the Division of 
12 Motor Vehicles. 
13 EXPLANATION: (CURRENT LAW) THE CURRENT STATUTE ALLOWS THE 
14 EXCHANGE OF INFORMATION BETWEEN THESE TWO AGENCIES AS NECESSARY 
15 TO ADMINISTER THE LAWS. 
16 
17 
18 
19 
20 
21 EXPLANATION: 

To furnish to the Department of State Treasurer, 
upon request, the name, address, and account and 
identification numbers of a taxpayer who may be 
entitled to property held in the Escheat Fund. 
(CURRENT LAW) THE CURRENT STATUTE ALLOWS . THE 

· 22 DEPARTMENT OF REVENUE TO PROVIDE THIS INFORMATION TO THE STATE 
23 TREASURER UPON REQUEST. 
24 
25 
26 
27 
28 
29 

.l.!..Ql_ 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 

30 General Statutes. 
31 EXPLANATION: (CURRENT LAW) THE CURRENT 
32 DEPARTMENT OF REVENUE TO PROVIDE THIS 
33 EMPLOYMENT SECURITY COMMISSION UPON REQUEST. 
34 

STATUTE ALLOWS THE 
INFORMATION TO THE 

35 i!.!l_ To contract with a financial institution for the 
36 receipt of withheld income tax payments under G.S. 
37 105-163.6 or for the transmittal of payments by 
38 electronic funds transfer. 
39 EXPLANATION: (CURRENT LAW - REVISED) THE CURRENT STATUTE ALLOWS 
40 THE DEPARTMENT OF REVENUE TO CONTRACT WITH A FINANCIAL 
41 INSTITUTION FOR THE RECEIPT OF WITHHELD INCOME TAX PAYMENTS. 
42 THIS PROVISION WOULD ALSO ALLOW THE DEPARTMENT OF REVENUE TO 
43 CONTRACT WITH A FINANCIAL INSTITUTION FOR TRANSMITTAL OF PAYMENTS 
44 BY ELECTRONIC FUNDS TRANSFER. IF THE GENERAL ASSEMBLY AUTHORIZES 
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1 AN ELECTRONIC FUNDS TRANSFER PROGRAM, THE SECRETARY WILL NEED TO 
2 BE ABLE TO CONTRACT WITH FINANCIAL INSTITUTIONS TO MAKE THE 
3 TRANSFERS. 
4 
5 
6 

~ _R_e_v_i_e_w ___ b~y~ __ t_h_e ____ s_t_a_t_e ___ A_u~d_i_t_o_r ___ t~o ____ t~h_e __ ~e_x~t~e_n~t 
authorized in G.S. 147-64.7. 

7 EXPLANATION: (CURRENT LAW) THIS PROVISION PROVIDES A CROSS-
8 REFERENCE TO THE EXISTING LAW THAT GRANTS THE STATE AUDITOR 
9 ACCESS TO TAX RECORDS FOR . MATTERS OF OFFICIAL STATE BUSINESS. 

10 REQUESTED BY THE DEPARTMENT OF REVENUE. 
11 
12 1!ll To furnish the Fiscal Research Division of the 
13 General Assembly upon request a sample of tax 
14 returns or other tax information from which 
15 taxpayers' names and identification numbers have 
16 been removed. 
17 EXPLANATION: (CURRENT LAW - REVISED) G.S. 120-19 REQUIRES ALL 
18 STATE AGENCIES TO FURNISH THE GENERAL ASSEMBLY UPON REQUEST "ALL 
19 INFORMATION AND ALL DATA WITHIN THEIR POSSESSION." IT IS NOT 
20 CLEAR WHETHER G.S. 120-19, ENACTED IN 1937, WOULD OVERRIDE THE 

___ ---------- ~.l ___ ';r,'.Nl_ _S_E.C.RE_C_Y __ STAT.U.TE_, __ ENACTED ... IN-.. 19.3 9. --- 'l'HI S-- BILL - ELIMINA'I'ES --ANY--

\ 

22 RIGHT OF ACCESS THE GENERAL ASSEMBLY MAY HAVE TO CONFIDENTIAL TAX 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

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. 

l!!l To exchange information concerning a tax imposed by 
Subchapter V of this Chapter with the Standards 
Division of the Department of Agriculture when the 
information is needea to administer the Gasoline 
and Oil 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. 
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(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 C~rolina Alcoholic Beverage Control 

Commission. 
b. The Division of Alcohol Law Enforcement of the 

Department of Crime Control and Public Safety. 

9 EXPLANATION: 
10 REVENUE TO 

c. The Bureau of Alcohol, Tobacco, and Firearms 
of the United States Treasury Department. 

(NEW) THIS PROVISION WOULD ALLOW THE DEPARTMENT OF 
EXCHANGE WITH THESE THREE AGENCIES INFORMATION 

11 CONCERNING TAXES IMPOSED ON CIGARETTES AND TOBACCO PRODUCTS, SOFT 
12 DRINKS, ALCOHOLIC BEVERAGES, AND CONTROLLED SUBSTANCES. LAW 
13 ENFORCEMENT AGENCIES NEED TO WORK CLOSELY WITH TAX AGENCIES IN 
14 REGULATING AND TAXING THESE PRODUCTS. REQUESTED BY THE 
15 DEPARTMENT OF REVENUE AND THE THREE AGENCIES LISTED ABOVE. 
16 
17 
18 
19 

(16) To furnish to the Department of Secretary of State 
the name, address, and account and identification 
numbers of a corporation liable for corporate 

20 income or franchise taxes to enable the Secretary 
21 of State to notify the corporation of the annual 
22 report filing requirement or that its articles of 
23 incorporation or its certificate of authority has 
24 been suspended. 
25 EXPLANATION: (NEW) THIS PROVISION WOULD ALLOW THE DEPARTMENT OF 
26 REVENUE TO FURNISH THE SECRETARY OF STATE IDENTIFYING INFORMATION 
27 ON CORPORATE TAXPAYERS TO ENABLE THE SECRETARY OF STATE TO 
28 CONTACT THE CORPORATIONS. REQUESTED BY THE CORPORATIONS DIVISION 
29 OF THE DEPARTMENT OF SECRETARY OF STATE. 
30 
31 
32 

( 17) To inform the Business License Information Office 
of the Department of Secretary of State of the 

33 status of an application for a license for which a 
34 tax is imposed and of any information needed to 
35 process the application. 
36 EXPLANATION: (NEW) THIS PROVISION WOULD ALLOW THE DEPARTMENT OF 
37 REVENUE TO GIVE THE BUSINESS LICENSE INFORMATION OFFICE 
38 INFORMATION ON THE STATUS OF AN APPLICATION FOR A TAX LICENSE AND 
39 INFORMATION NEEDED TO PROCESS THE APPLICATION. THE BUSINESS 
40 LICENSE INFORMATION OFFICE IS CHARGED WITH IMPLEMENTING A MASTER 
41 APPLICATION FORM FOR VARIOUS LICENSES AND WITH HELPING CITIZENS 
42 OBTAIN THE NECESSARY LICENSES BEFORE ENGAGING IN BUSINESS. THE 
43 OFFICE IS UNABLE TO FULFILL ITS DUTY WITH REGARD TO MOST TAX 
44 LICENSES, HOWEVER, BECAUSE THE SECRECY LAW PREVENTS THE 
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1 DEPARTMENT OF REVENUE FROM GIVING THE OFFICE THE INFORMATION IT 
2 NEEDS TO PROVIDE ASSISTANCE TO CITIZENS. REQUESTED BY THE 
3 BUSINESS LICENSE INFORMATION OFFICE .OF THE DEPARTMENT OF 
4 SECRETARY OF STATE. 
5 
6 ~ To furnish to the Office of the State Controller 
7 the name, address, and account and identification 
8 numbers of a taxpayer upon request to enable the 
9 State Controller to verify statewide vendor files 

10 or track debtors of the State. · 
11 EXPLANATION: (NEW) THE STATE CONTROLLER IS CHARGED WITH (1) 
12 MAINTAINING A FILE OF ALL VENDORS WITH WHOM STATE AGENCIES DO 
13 BUSINESS AND (2) LOCATING PERSONS WHO OWE MONEY, OTHER THAN TAX 
14 MONEY, TO THE STATE. THIS PROVISION WOULD ALLOW THE DEPARTMENT 
15 OF REVENUE TO FURNISH THE STATE CONTROLLER A TAXPAYER'S NAME, 
16 ADDRESS, AND ACCOUNT AND IDENTIFICATION NUMBERS UPON REQUEST FOR 
17 USE IN VERIFYING STATEWIDE VENDOR FILES OR TRACKING DEBTORS OF 
18 THE STATE. REQUESTED BY THE OFFICE OF THE STATE CONTROLLER. 
19 
20 (c) Punishment. -- A person who violates this section is guilty 
21 of a misdemeanor and may be fined not less than two hundred 
22 dollars ($200.00) nor more than one thousand dollars ($1,000), 
23 imprisoned for up to two years, or both. If the person 
24 committing the violation is an officer or employee, that person 
25 shall be dismissed from office or employment, and may not hold 
26 any public office or employment in this State for a period of 
27 five years thereafter." 
28 EXPLANATION: (CURRENT LAW) THIS IS THE SAME PUNISHMENT THAT IS 
29 FOUND IN THE CURRENT STATUTE. 
30 
31 Sec. 2. G.S. 75-28 reads as rewritten: 
32 "S 75-28. Unauthorized disclosure of tax information; violation a 
33 misdemeanor. 
34 Except in accordance · with proper judicial order, or as 
35 otherwise provided by law, it shall be unlawful for any person, 
36 firm or corporation employed or engaged to prepare, or who or 
37 which prepares or undertakes to prepare, for any other person or 
38 taxpayer any tax form, report or return, to disclose, divulge or 
39 make known in any manner or use for any purpose or in any manner 
40 other than in the preparation of such form, report or return, 
41 without the express consent of the taxpayer or person for whom 
42 the form or return is prepared, the name or address of the 
43 taxpayer or such other person, the amount of income, income tax 
44 or other taxes, or any other information shown on or included in 
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1 such form, report or return, or any information which may be or 
2 may have been furnished by the taxpayer or such other person to 
3 the preparer of such form, report or return or to the person, 
4 firm or corporation so employed or engaged. 
5 Nothi~g i~ this sectio~ shall be co~strued to ame~d o~ modify 
6 the authority specified i~ G.S. 105 27G(G) or a~y statute e~acted 
7 i~ substitutio~ therefor. 
8 Nothing in this section shall be construed to prohibit the 
9 i~spectio~ of such forms, reports or retur~s required u~der 

10 Subchapter I of Chapter 105 of the Ge~eral Statutes i~ accorda~ce 

11 with the authority provided i~ G.S, 105 25g, or the examination 
12 of any person, books, papers, records or other data in accordance 
13 with the authority provided in G.S. 105-258. 
14 Any person, firm or corporation, or any officer, agent, clerk, 
15 employee, or former officer or employee, of any firm or 
16 corporation engaged or formerly engaged in the preparation of tax 
17 forms, reports or returns for others, whether acting for himself 
18 or as agent for such corporation, who or which shall violate the 
19 provisions of this section shall be guilty of a misdemeanor and 
20 shall be fined or imprisoned in the discretion of the court." 
21 EXPLANATION: G.S. 75-28 IS A CONSUMER PROTECTION LAW THAT 
22 PROHIBITS TAX PREPARERS FROM DISCLOSING TAX INFORMATION. THE 
23 BILL WOULD REMOVE OBSOLETE AND REDUNDANT CROSS-REFERENCES AND 
24 LANGUAGE. 
25 
26 Sec. 3. Article 7 of Chapter 153A of the General 
27 Statutes is amended by adding a new section to read: 
28 "S 153A-148.1. Disclosure of certain information prohibited. 
29 (a) Disclosure Prohibited. -- Notwithstanding Chapter 132 of 
30 the General Statutes or any other law regarding access to public 
31 records, local tax records that contain information about a 
32 taxpayer's income or receipts are not public records. A current 
33 or former officer, employee, or agent of a county who in the 
34 course of service to or employment by the county has access to 
35 information about the amount of a taxpayer's income .or receipts 
36 may not dis6lose the information to any other person unless the 
37 disclosure is made for one of the following purposes: 
38 ill To comply with a court .order or a law. 
39 ~ Review by the Attorney General or a representative 
40 of the Attorney General. 
41 
42 
43 

93-LC-011 

lll To receive, process, or deliver tax information on 
behalf of the county, as necessary to administer a 
tax. 
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1 (b) Penalty. -- Violation of this section is a misdemeanor 
2 punishable by a fine not to exceed one thousand dollars ($1,000), 
3 imprisonment for up to two years, or both." 
4 EXPLANATION: (CURRENT LAW - REV! SED) THIS NEW SECTION, TO BE 
5 ADDED TO THE STATUTES RELATING TO COUNTIES' TAXING POWER, 
6 CONTAINS THE DISCLOSURE PROHIBITIONS THAT WERE PREVIOUSLY 
7 CONTAINED IN G.S. 105-259. THE PROHIBITIONS HAVE BEEN MODIFIED 
8 TO REMOVE INAPPROPRIATE RESTRICTIONS AND TO CHANGE THE PENALTY 
9 FOR DISCLOSURE OF TAX INFORMATION BY A COUNTY TAX OFFICIAL. THE 

10 CURRENT STATUTE IS OVERLY BROAD IN THAT IT DOES NOT RECOGNIZE 
11 THAT PROPERTY TAX RECORDS ARE AND NEED TO BE PUBLIC RECORDS. 
12 THIS REWRITE WOULD LIMIT THE PROHIBITION AGAINST DISCLOSURE OF 
13 COUNTY TAX INFORMATION TO APPLY ONLY TO INFORMATION ABOUT A 
14 TAXPAYER'S INCOME AND RECEIPTS. THIS REWRITE ALSO CHANGES THE 
15 PENALTY FOR UNLAWFUL DISCLOSURE OF COUNTY TAX INFORMATION. 
16 CURRENTLY, DISCLOSURE IS A MISDEMEANOR PUNISHABLE BY A FINE OR 
17 IMPRISONMENT OR BOTH AND, IF THE PERSON MAKING THE DISCLOSURE IS 
18 AN OFFICER OR EMPLOYEE, THAT PERSON MUST BE DISMISSED AND IS 
19 BARRED FROM HOLDING PUBLIC OFFICE OR EMPLOYMENT FOR FIVE YEARS. 
20 THE PROPOSED REWRITE RETAINS THE CRIMINAL PENALTY BUT REMOVES THE 
21 REQUIREMENT THAT THE PERSON BE DISMISSED AND BARRED FOR FIVE 
22 YEARS. THIS CHANGE IN THE PENALTY WAS REQUESTED BY 
23 REPRESENTATIVES OF LOCAL GOVERNMENTS. 
24 
25 Sec. 4 Article 9 of Chapter 160A of the General 
26 Statutes is amended by adding a new section to read: 
27 "S 160A-208.1. Disclosure of certain information prohibited. 
28 (a) Disclosure Prohibited. -- Notwithstanding Chapter 132 of 
29 the General Statutes or any other law regarding access to public 
30 records, local tax records that contain information about a 
31 taxpayer's income or receipts are not public records. A current 
32 or former officer, employee, or agent of a city who in the course 
33 of service to or employment by the city has access to information 
34 about the amount of a taxpayer's income or receipts may not 
35 disclose the information to any other person unless the 
36 disclosure is made for one of the following purposes: 
37 1!1 To comply with a court order or a law. 
38 ~ Review by the Attorney General or a representative 
39 of the- Attorney General. 
40 
41 
42 
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ill To receive, process, or deliver tax information on 
behalf of the city, as necessary to administer a 
tax. 
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1 (b) Penalty. -- Violation of this section is a misdemeanor 
2 punishable by a fine not to exceed one thousand dollars ($1,000), 
3 imprisonment for up to two years, or both." 
4 EXPLANATION: (CURRENT LAW - REVISED) THIS NEW SECTION, TO BE 
5 ADDED TO THE STATUTES RELATING TO MUNICIPALITIES' TAXING POWER, 
6 CONTAINS THE DISCLOSURE PROHIBITIONS THAT WERE PREVIOUSLY 
7 CONTAINED IN G. S. 105-259. . THE PROHIBITIONS HAVE BEEN MODIFIED 
8 TO REMOVE INAPPROPRIATE RESTRICTIONS AND TO CHANGE THE PENALTY 
9 FOR DISCLOSURE OF TAX INFORMATION BY A MUNICIPAL TAX OFFICIAL. 

10 THE CURRENT STATUTE IS OVERLY BROAD IN THAT IT DOES NOT RECOGNIZE 
11 THAT PROPERTY TAX RECORDS ARE AND NEED TO BE PUBLIC RECORDS. 
12 THIS REWRITE WOULD LIMIT THE PROHIBITION AGAINST DISCLOSURE OF 
13 MUNICIPAL TAX INFORMATION TO APPLY ONLY TO INFORMATION ABOUT A 
14 TAXPAYER'S INCOME AND RECEIPTS. THIS REWRITE ALSO CHANGES THE 
15 PENALTY FOR UNLAWFUL DISCLOSURE OF MUNICIPAL TAX INFORMATION. 
16 CURRENTLY, DISCLOSURE IS A MISDEMEANOR PUNISHABLE BY A FINE OR 
17 IMPRISONMENT OR BOTH AND, IF THE PERSON MAKING THE DISCLOSURE IS 
18 AN OFFICER OR EMPLOYEE, THAT PERSON MUST BE DISMISSED AND IS 
19 BARRED FROM HOLDING PUBLIC OFFICE OR EMPLOYMENT FOR FIVE YEARS. 
20 THE PROPOSED REWRITE RETAINS THE CRIMINAL PENALTY BUT REMOVES THE 
21 REQUIREMENT THAT · THE PERSON BE DISMISSED AND BARRED FOR FIVE 
22 YEARS. THIS CHANGE IN THE PENALTY WAS REQUESTED BY 
23 REPRESENTATIVES OF LOCAL GOVERNMENTS. 
24 
25 Sec. 5. G.S. 105-289(e) reads as rewritten: 
26 "(e) The Department of Revenue may furnish the following 
27 information to a local tax official: 
28 ( 1) Information contained in a report to it or to any 
29 other State department; and 
30 C2) Information the Department has in its possession 
31 that may assist a local tax official in securing 
32 complete tax listings, appra~s~ng or assessing 
3 3 taxable property, collecting taxes, or presenting 
34 information in administrative or judicial 
35 proceedings involving the listing, appraisal, or · 
36 assessment of property. 
37 A local tax official may use information obtained from the 
38 Department under this subsection only for the purposes stated in 
39 subdivision ( 2). A local tax official may not divulge or make 
40 public this information except as required in administrative or 
41 judicial proceedings under this Subchapter. A local tax official 
42 who makes improper use of or discloses information obtained from 
43 the Department under this subsection is puni&hable •• proviaea in 
44 Q.S. 105 259. guilty of a misdemeanor and is punishable by a fine 
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1 not to exceed one thousand dollars ($1,000), imprisonment for up 
2 _to two years, or both. 
3 The Department may not furnish information to a local tax 
4 official pursuant to this subsection unless it has obtained a 
5 written certification from the official stating that l+e- the 
6 official is familiar with the provisions of ~ this subsection 
7 iiU:Hi G.s. 105 25g and that information obtained from the 
8 Department under this subsection will be used only for the 
9 purposes stated in subdivision (2)." 

10 EXPLANATION: LIKE THE PREVIOUS TWO SECTIONS, THIS SECTION CHANGES 
11- THE PENALTY FOR DISCLOSURE OF TAX INFORMATION BY A LOCAL TAX 
12 OFFICIAL. THE REWRITE DELETES THE CURRENT REQUIREMENT THAT A 
13 LOCAL TAX OFFICIAL OR EMPLOYEE WHO MAKES AN UNLAWFUL DISCLOSURE 
14 MUST BE DISMISSED AND MAY NOT HOLD PUBLIC OFFICE OR EMPLOYMENT 
15 FOR FIVE YEARS. 
16 
17 Sec. 6. G.S. 105-449.57 reads as rewritten: 
18 "S 105-449.57. Cooperative agreements between states. 
19 The Secretary may enter into cooperative agreements with other 
20 states for exchange of- information in administering the tax 
21 imposed by this Article. No ~greement, arrangement, declaration, 
22 or amendment to an agreement is effective until stated in writing 
23 and approved by the Secretary. 
24 An agreement may provide for determining the base state for 
25 motor carriers, records requirements, audit procedures, exchange 
26 of information, persons eligible for tax licensing, defining 
27 qualified motor vehicles, determining if bonding is required, 
28 specifying reporting requirements and periods, including defining 
29 uniform penalty and inter~st rates for late reporting, 
30 determining methods for collecting and forwarding of gasoiine or 
31 other motor fuel taxes and penalties to another jurisdiction, and 
32 such other provisions as will facilitate the administration of 
33 the agreement. 
34 NotwitbstaRdiRg tba provisioRs of G.S. 105 25g to tba coRtrary, 
35 In accordance with G.S. 105-259, the Secretary may, as required 
36 by the terms of an agreement, forward to officials of another 
37 state any information in the Department's possession relative to 
38 the use of gasoline or other motor fuels by any motor carrier. 
39 The Secretary may . disclose to officials of another state the 
40 location of offices, motor vehicles, and other real and personal 
41 property of motor carriers. 
42 An agreement may provide for each state to audit the records of 
43 motor carriers based in the state to determine if the gasoline or 
44 other motor fuel taxes due each state are properly reported and 
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1 paid. Each state shall forward the findings of the audits 
2 performed on motor carriers based in the state to each state in 
3 which the carrier has taxable use of gasoline or other motor 
4 fuels. For motor carriers not based in this State who have 
5 taxable use of gasoline or other motor fuels in this State, the 
6 Secretary may utilize the audit findings received from another 
7 state as the basis upon which to propose assessments of gasoline 
8 or other motor fuel taxe~ against the carrier as though the audit 
9 had been conducted by the Secretary. Penal ties and interest 

10 shall be assessed at the rates provided in the agreement. 
11 No agreement entered into pursuant to this section may preclude 
12 the Department from auditing the records of any motor carrier 
13 covered by this Chapter. 
14 The provisions of Article 9 of this Chapter apply to any 
15 assessment or order made under this section. 
16 The Secretary may not enter into any agreement that would 
17 increase or decrease taxes and fees imposed under Subchapter V of 
18 Chapter 105 of the General Statutes, and any provision to the 
19 contrary is void." 
20 EXPLANATION: THIS PROVISION CORRECTS THE LANGUAGE OF A STATUTE 
21 REGARDING COOPERATIVE AGREEMENTS BETWEEN STATES TO MAKE IT 
22 CONSISTENT WITH THE SECRECY STATUTE AMENDED IN SECTION 1 OF THIS 
23 BILL. 
24 
25 Sec. 7. G.S. 120-19 reads as rewritten: 
26 "S 120-19. State officers 1 etc. 1 upon request 1 to furnish data 
27 and information to legislative committees. 
28 ~ Except as provided in G.S. 105-259, all officers, agents, 
29 agencies and departments of the State are required to give to any 
30 committee of the General Assembly, upon request, all information 
31 and all data within their possession, or ascertainable from their 
32 records. This requirement is mandatory and shall include 
33 requests made by any individual member of the General Assembly or 
34 ~ one of its committees or chaikm&R th&k&of. or the chair of a 
35 committee. " 
36 EXPLANATION: (NEW) THIS PROVISION AMENDS THE STATUTE THAT 
37 REQUIRES STATE AGENCIES TO PROVIDE THE GENERAL ASSEMBLY ANY 
38 INFORMATION IT REQUESTS. AS AMENDED, THE STATUTE WILL NOT 
39 REQUIRE AGENCIES TO DISCLOSE CONFIDENTIAL TAX INFORMATION TO THE 
40 GENERAL ASSEMBLY EXCEPT AS SPECIFICALLY PROVIDED IN G.S. 105-259. 
41 
42 Sec. 8. G.S. 132-1.1 reads as rewritten: 
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4 (a) Confidential Communications. -- Public records, as defined 
5 in G.S. 132-1, shall not include written communications (and 
6 copies thereof) to any public board, council, commission or other 
7 governmental body of the State or of any county, municipality or 
8 other political subdivision or unit of government, made within 
9 the scope of the attorney-client relationship by any 

10 attorney-at-law serving any such governmental body, concerning 
11 any claim against or on behalf of the governmental body or the 
12 governmental entity for which such body acts, or concerning the 
13 prosecution, defense, settlement or litigation of any judicial 
14 action, or any administrative or other type of proceeding to 
15 which the governmental body is a party or by which it is or may 
16 be directly affected. Such written communication and copies 
17 thereof shall not be open to public inspection, examination or 
18 copying unless specifically made public by the governmental body 
19 receiving such written communications; provided, however, that 
20 such written communications and copies thereof shall become 
21 public records as defined in G.S. 132-1 three years from the date 
22 such communication was received by such public board, council, 
23 commission or other governmental body. 
24 (b) State Tax Information. Tax information may not be 
25 disclosed except as provided in G. s. 105-259, 153A-148 .1, and 
26 160A-208 .1. As used in this subsection, 'tax information' has 
27 the same meaning as in G.S. 105-259." 
28 EXPLANATION: THIS PROVISION ADDS TO THE PUBLIC RECORDS LAW A 
29 CROSS REFERENCE TO THE STATUTES REGARDING DISCLOSURE OF STATE AND 
30 LOCAL TAX INFORMATION. 
31 
32 Sec. 9. G.S. 132-3 reads as rewritten: 
33 "S 132-3. Destruction of records regulated. 
34 (a) Prohibition. No public official may destroy, sell, 
35 loan, or otherwise dispose of any public record, except in 
36 accordance with G.S. 121-5, without the consent of the Department 
37 of Cultural Resources. Whoever unlawfully removes a public record 
38 from the office where it is usually kept, or alters, defaces, 
39 mutilates or destroys it shall - be guilty of a misdemeanor and 
40 upon conviction fined not less than ten dollars ($10.00) nor more 
41 than five hundred dollars ($500.00). 
42 (b) Revenue Records. Notwithstanding subsection (a) and 
43 G.S. 121-5, when a record of the Department of Revenue has been 
44 photographed, photocopied, or microphotocopied, the original 
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1 record may be destroyed upon the order of the Secretary of 
2 Revenue. If a record of the Department of Revenue has not been 
3 photographed, photocopied, or microphotocopied, the original 
4 record shall be preserved for at least three years. After three 
5 years the original record may be destroyed upon the order of the 
6 Secretary of Revenue." 
7 EXPLANATION: (CURRENT LAW) THE PUBLIC RECORDS LAW REGULATES WHEN 
8 PUBLIC RECORDS MAY BE DESTROYED. THIS SECTION MOVES FROM THE 
9 SECRECY STATUTE TO THE PUBLIC RECORDS LAW THE CURRENT RULES 

10 REGULATING DESTRUCTION OF RECORDS BY THE DEPARTMENT OF REVENUE. 
11 
12 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 Governor 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 

Committees 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 
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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 infomiation 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 arid 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 inforination 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 fme 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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Proposal N19: Modify Tax Secrecy Provision 

Explanation: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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. 

2. 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. 

3. The exclusion of Information submitted to the Business License Information Office on 
a master application from the definition of tax information. 

4. 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: 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REGULATE PROPERTY TAX REPRESENTATIVES AND CONSULTANTS. 
3 The General ~ssembly of North Carolina enacts: 
4 Section 1. G.S. 105-273 is amended by adding a new 
5 subdivision to read: 
6 "(12a) 'Registered property tax consultant' means a person 
7 registered under G.S. 105-293.1." 
8 Sec. 2. G.S. 105-289 is amended by adding a new 
9 subsection to read: 

10 "(j) To maintain a list of registered property tax consul~ants 
11 and to administer the registration, examination, and continuing 
12 education of registered property tax consultants as provided in 
13 G.S. 105-293.1." 
14 Sec. 3. Article 15 of Chapter 105 of the General 
15 Statutes is amended by adding at the end a new section to read: 
16 "S 105-293.1. Registration of property tax consultants. 
17 (a) Who May Represent Property Owner. 
18 1!1 Preparing Abstracts. -- Only the following persons 
19 may assist a property owner in preparing a tax list 
20 or abstract for compensation: 
21 
22 
23 
24 
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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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6 
7 
8 
9 
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c. A registered property tax consultant. 
ill Appeals. Only the following persons may 

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. 

ill Practice of Law. -- This section does not authorize 
11 a person to engage in the practice of law without 
12 being licensed to practice law in this State. 
13 (b) Eligibility for Registration. To be eligible for 
14 registration as a registered property tax consultant, a person 
15 must: 
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 
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ill 
ill 

Be at least 21 years old. 
Hold a high . school diploma or an equivalent 
credential. 
Establish a place of business in this State or 
designate an agent for service of process who is a 
resident of this State. 

1!l Have completed at least 75 tested hours of 
educational courses approved by the Department. 

ill 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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1 (c) Examination. -- The Department of Revenue shall adopt an 
2 examination for the registration of property tax consultants. 
3 The examination must test the applicant's knowledge of property 
4 taxation, the property tax system, property tax administration, 
5 ethical standards, and the general principles of appraisal, 
6 accounting, and law as they relate to property tax listing and 
7 appraisal. The Department shall establish the standard's for 
8 passing the examination and shall conduct the examination at 
9 times and places designated by the Department. 

10 (d) Application. -- To become registered, a person must file 
11 with the Department a completed application in the form required 
12 by the Department. Within thirty days after receiving a properly 
13 completed application, the Department shall take one of the 
14 following actions: 
15 ill Approve the application and advise the applicant 
16 that he or she is eligible to take the examination 
17 for registration of property tax consultants. 
18 ill Approve the application and advise the applicant 
19 
20 
21 
22 
23 
24 

that no examination will be required because the 
applicant holds a current qualifying designation. 

ill Disapprove the application, advising the applicant 
that he or she is not eligible to take the 
examination for registration and stating the reason 
for the disapproval. 

25 (e) Registration. -- A person who has met the application 
26 requirements of this section and has either passed the 
27 registration examination or been advised by the Department that 
28 no examination will be required, is eligible for registration as 
29 a registered property tax consultant. The Department shall issue 
30 to each eligible person a certificate of registration that is 
31 valid for two years. 
32 (f) Renewal of Registration. During each two-year 
33 registration period, each registered property tax consultant 
34 shall complete a minimum of 20 hours of continuing education 
35 courses, recognized by the Department, as a prerequisite to 
36 renewal of registration. Before the registration period expires, 
37 the registered property tax consultant must apply to renew his or 
38 her registration for another two-year period, and must furnish 
39 evidence of riompliance with the continuing education requirement. 
40 The Department shall renew the registration of a registered 
41 property tax consultant who has complied with this subsection and 
42 continues to meet the eligibility requirements for registration." 
43 Sec. 4. G.S. 105-322(g)(2) is amended by adding a 
44 subsection e. as follows: 
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1 "e. A registered property tax consultant may 
2 represent a property owner in the appeal of 
3 listing and appraisals before a county 
4 assessor or a county board of equalization and 
5 review only if the consultant first submits 
6 proof that the property owner has authorized 
7 the appeal and that the consultant is 
8 registered under G.S. 105-293.1." 
9 Sec. 5~ G.S. 105-290(f) reads as rewritten: 

10 " (f) Notice of Appeal. -- A notice of appeal filed with the 
11 Property Tax Commission shall be in writing and shall state the 
12 grounds for the appeal. The notice shall be signed by the 
13 property owner or the person representing the property owner. A 
14 notice filed by a registered property tax consultant must be 
15 accompanied by proof that the consultant is registered pursuant 
16 to G.S. 105-293.1 and is authorized by the property owner to file 
17 the appeal. A The property owner who fil9s a notic9 of app9al or 
18 the property owner's representative shall ~ file a copy of the 
19 notice .t;Q. of appeal with the appropriate county assessor." 
20 Sec. 6. G.S. 105-310 reads as rewritten: 
21 "§ 105-310. Affirmation; penalty for false affirmation. 
22 (a) Taxpayer or Taxpayer's Agent. -- There shall be annexed to 
23 the abstract on which the taxpayer's property is listed the 
24 following affirmation, which shall be signed by an individual 
25 qualified under the provisions of G.S. 105-311: 
26 Under penalties prescribed by law, I hereby affirm 
27 that to the best of my knowledge and belief this 
28 listing, including any accompanying statements, 
29 inventories, schedules, and other information, is 
30 true and complete. (If this affirmation is signed 
31 by an individual other than the taxpayer, h-9. the 
32 signer affirms that he is familiar with the extent 
33 and true value of all the taxpayer's property 
34 subject to taxation in this county and that ~ the 
35 affirmation is based on all the information of 
36 which h& the signer has any knowledge.) 
37 (b) Person Assisting Taxpayer. In addition to the 
38 affirmation required by subsection (a), any person who assists 
39 the taxpayer in completing the abstract shall sign the 
40 affirmation set out above and shall indicate the capacity in 
41 which the person assisted the taxpayer. A registered property 
42 tax consultant who signs the affirmation shall note his or her 
43 registration number. 
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1 (c) Penalty. Any individual who willfully makes and 
2 subscribes an abstract listing required by this Subchapter which 
3 he does not believe to be true and correct as to every material 
4 matter shall be guilty of a misdemeanor and, upon conviction, 
5 shall be subject to a fine not to exceed five hundred dollars 
6 ($500.00) or imprisonment not to exceed six months." 
7 Sec. 7. G.S. 105-309(g) is amended by adding a new 
8 subsection to read: 
9 "(g) The abstract shall contain the following statement: 'The 

10 following persons, and no others, are permitted to assist 
11 taxpayers in the preparation of this abstract: (1) attorneys at 
12 law and certified public accountants licensed to practice in the 
13 State of North Carolina, and (2) registered property tax 
14 consultants registered pursuant to G.S. 105-293.1. A person who 
15 assists in the preparation of this abstract shall sign as a 
16 preparer in the space provided, and shall indicate the person's 
17 identification number issued by the North Carolina State Bar, 
18 certificate number issued by the N. C. State Board of C.P.A. 
19 Examiners, or registration number issued by the Department of 
20 Revenue.'" 
21 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 refmed, 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: 

1. Approval of applications to become registered property tax consultants, 
2. Development and maintenance of a registrant database, 
3. Development and administration of new registrant examinations, and 
4. Renewal of registrant certification at two-year intervals. 

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: 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REQUIRE A FILING FEE ON APPEALS TO THE PROPERTY TAX 
3 COMMISSION. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G.S. 105-290 is amended by adding a new 
6 subdivision to read: 
7 "(h) Filing Fee. A ~iling fee is required from each 
8 appellant who files an appeal under subsection (b) conc~rning the 
9 listing, appraisal, or assessment of property. Fees collected 

10 under this subsection are departmental receipts and shall be 
11 applied to the operating costs of the Property Tax Commission. 
12 The appellant may submit the filing fee together with the notice 
13 of appeal, but must submit the filing fee not later than thirty 
14 days after the Commission acknowledges receipt of the notice of 
15 appeal. The Commission shall dismiss an appeal if the filing fee 
16 is not paid by the due date. 
17 property that is the subject of 
18 appraised value of the property, 
19 Appraised Value 
20 Less than $200,060 
21 At least $200,000, 
22 but less than $500,000 
23 $500,000 or more 

93-LCX-022 

The fee is imposed for each 
an appeal, based on the county's 
as follows: 

Fee 
$25.00 

50.00 
75.00" 
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1 Sec. 2. This act becomes effective July 1 1 1993 1 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 concerning 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 th;e 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~ 
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Proposal #21: Property Tax Appeal Filing Fee 

Summary: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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 

Property appraised at less than $200,000 
Property appraised at $200,000 or more, 

but less than $500,000 
Property appraised at $500,000 or more 

Fee 

$25 
$50 

$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: 

1 A BILL TO BE ENTITLED 
2 AN ACT TO PROHIBIT DELIVERY OF NONTAXPAID SPECIAL FUEL INTO THE 
3 SUPPLY TANK OF A MOTOR VEHICLE AND ACQUISITION OF NONTAXPAID 
4 SPECIAL FUEL FOR USE IN A MOTOR VEHICLE. 
5 The General Assembly of North Carolina enacts: 
6 Section 1. G.S. 105-449.34 reads as rewritten: 
7 "S 105-449.34. Acts and omissions declared to be misdemeaaors; 
8 peaalties. misdemeanors. 
9 A person who commits one or more of the following acts is 

10 guilty of a misdemeanor: 
11 (1) Fails to obtain a license required by this Article. 
12 ( 2) Willfully fai 1 s to make a report required by this 
13 Article. 
14 ( 3) Willfully fails to pay a tax when due under this 
15 Article. 
16 
17 
18 
19 
20 
21 
22 
23 

93-LC-027 

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

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

( 6) Refuses to allow the Secretary of RevemJ.e or a 
representative of the Secretary of Revenye to 
examine the licensee's books and records concerning 
fuel. 
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applies 
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( 7) Fails to disclose the correct amount of fuel sold 
or used in this State. 

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

~ Dispenses nontaxpaid fuel into the supply tank of a 
motor vehicle, knowing the fuel to be nontaxpaid. 

J...!.Q.l Allows nontaxpaid fuel to be dispensed into the 
supply tank of a motor vehicle, knowing the fuel to 
be nontaxpaid." 

Sec. 2. This act becomes effective October 1, 1993, and 
to offenses committed on or after that date. 

93-LC-027 



Explanation of Proposal 22 

This proposal creates two related misdemeanor offenses involving the purchase of 

nontaxpaid special fuel. Special fuel is die'sel 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 fme 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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Proposal #22: Nontaxpaid Fuel Criminal Penalty 

Explanation: 

Fiscal Report 
Fiscal Research Division 
December 15, 1992 

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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SESSION 1993 

S or H D 

Proposal 23 (93-LJX-2(1.3)) 
(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION) 

Short Title: Dealer Plate/License Changes. (Public) 

Sponsors: 

Referred to: 

1 A BILL TO BE ENTITLED 
2 AN ACT TO MODIFY THE REQUIREMENTS FOR LICENSURE AS A MOTOR 
3 VEHICLE WHOLESALER OR DEALER, TO LIMIT THE NUMBER OF MOTOR 
4 VEHICLE DEALER LICENSE PLATES THAT CAN BE ISSUED TO THE SAME 
5 DEALER, TO EXPAND THE USE OF TRANSPORTER PLATES, AND TO CHANGE 
6 THE FEE FOR TRANSPORTER PLATES. 
7 The General Assembly of North Carolina enacts: 
8 Section 1. G.S. 20-286(5a) and (6) read as rewritten: 
9 "(Sa) Established office. -- An office that meets the 

10 following requirements: 
11 a. Contains at least ~ 250 square feet of floor 
12 space in a permanent enclosed building. 
13 building that is not a residence. 
14 
15 
16 
17 
18 
19 
20 
21 
22 
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( 6 ) 

b. Is a place where the books, records, and files 
required by the Division under this Article 
are kept. 

c. 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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1 a. Contains at least ~ 250 square feet of floor 
2 space in a permanent enclosed b:uilding. 
3 building that is not a residence. 
4 b. Displays, or is located immediately adjacent 
5 to, a sign having block letters not less than 
6 three six inches in height on contrasting 
7 background, clearly and distinctly designating 
8 the trade name of the business. 
9 c. Is a place at which where a permanent business 

10 of bartering, trading, and selling motor 
11 vehicles will be carried on in good faith on 
12 an ongoing basis whereby the dealer can be 
13 contacted by the public at reasonable times. 
14 d. Is a place where the books, records, and files 
15 required by the Division under this Article 
16 are kept. 
17 e. Is a place where at least 10 motor vehicles 
18 can be displayed. 
19 The term includes the area contiguous to or 
20 located within 500 feet of the premises on which 
21 the salesroom is located. The term does not 
22 include a tent, a temporary stand, or other 
23 temporary quarters. 'I'he minim:um area req:ui rement 
24 does not apply to any place of business lawf:ully 
25 in existence and duly licensed on or before 
26 Jan:uary 1, 197S. 
27 Sec. 2. G.S. 20-295 reads as rewritten: 
28 "S 20-295. Time to act upon applications; refusal of license; 
29 notice; hearing. Action on application. 
30 The Division shall act :upon all applications either grant or 
31 deny an application for a license within 30 days after receipt 
32 thereof, by either granting or ref:using the same. receiving it. 
33 Any applicant denied a license shall, upon .h-i-s. filing a written 
34 request filed within 30 days, be given a hearing at ~ the time 
35 and place ~ determined by the Commissioner, or person designated 
36 by him. All s:uch hearings Commissioner or a person designated by 
37 the Commissioner. A hearing shall be public and shall be held 
38 with reasonable promptness. ltny applicant denied a license for 
39 fail:ure to comply with the definitiori of an established place of 
40 b:usiness, as defined in this ~.rticle, may not, nor shall anyone 
41 else apply for a license for s:uch premises, for I.t~hich a license 
42 was denied, until the expiration of GO days from the date of the 
43 rejection oi s:uch application." 
44 Sec. 3. G.S. 20-79 reads as rewritten: 
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1 "S 20-79. Regist~atioA by maAufactu~e~s and deale~s. Dealer 
2 license plates. 
3 (a) How To Get A Dealer Plate. -- Every memufacture r of or 
4 dealer in motor vehicles, trailers or semitrailers shall apply to 
5 the Motor Vehicle Division fo:r a license as such upon official 
6 forms and shall in his application give the name of the 
7 manufacturer o:r dealer and his bona fide address of each pa:rtAe:r; 
8 if a corporation, the name of the corporation and the state of 
9 incorporation; the bona fide address of the place of business; 

10 whether a dealer in new vehicles o:r in used vehicles and shall 
11 state how long in business. Upon :receipt of said application the 
12 Division shall upon the payment of fees as :required by law issue 
13 a license to such applicant, together with number plates, which 
14 plates shall bea:r thereon a distinctive number, the name of this 
15 State, which may be abbreviated, the yea:r fo:r which issued, 
16 together with the word dealer o:r a distinguishing symbol 
17 indicating that such plate o:r plates are issued to a · deale:r. The 
18 plates so issued may du~ing the year for which issued be 
19 transferred f:rom one vehicle to another owned and operated by 
20 such manufacturer or dealer. 
21 Dealer and manufacturer plates shall after June 30, 1990, be 
22 issued on a fiscal year basis beginning July 1, and plates issued 
23 fo~ fiscal yea:r beginning July 1 shall expire on June 30 
24 following the date of issuance. 
25 Any person to whom license and number plates are issued under 
26 the provisions of this subsection upon discontinuing business as 
27 a deal~:r or manufacturer shall forthwith surrender to the 
28 Division license and all number plates so issued to him. 
29 No pe:r•on, fi:rm, or corporation shall engage in the business of 
30 buying, selling, dist:ributin9 or exchanging motor vehicles, 
31 trailers o:r semitrailers in this State unless he o:r it qualifies 
32 fo:r and obtains the license :required by this section. 
33 Any person, firm, o:r corporation violating any provision of 
34 this subsection shall be guilty of a misdemeanor and fo:r each 
35 offense shall be £ined not less than one hundred dollars 
36 ($100.00) nor more than one thousand dollars ($1,000) and may be 
37 imprisoned for not more than 60 days, o:r both such fine and 
38 imprisonment. 
39 A dealer licensed under Article 12 of this Chapter may obtain a 
40 dealer license plate by filing an application with the Division 
41 and paying the required fee. An application must be filed on a 
42 form provided by the Division. The regui red fee is the amount 
43 set by G.S. 20-87(7). 
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1 (b) Number of Plates. -- Every maaufacture r of or dealer ia 
2 motor vehicles shall obtaia aad have ia his possessioa a 
3 certificate of title issued by the Divisioa to such maaufacturer 
4 or dealer of each vehicle owaed aad operated upoa the highways by 
5 such maaufacture r or dealer, except that a ce rti fi cate of title 
6 shall aot be required or issued for aay aew vehicle to be s~ld as 
7 such by a maaufacturer or dealer prior to the sale of such 
8 vehicle by the maaufacturer or dealer; aad except that aay dealer 
9 or aay employee of aay dealer may operate aay motor vehicle, 

10 trailer or semitrailer, the property of the dealer, for the 
11 purpose of furtheriag the busiaess iaterest of the dealer ia the 
12 sale, demoastratioa aad serviciag of motor ~ehicLes, trailers aad 
13 semitrailers, of collectiag accouats, coatactiag prospective 
14 customers aad geaerally carryiag out routiae business necessary 
15 for conducting a general motor vehicle sales business: Provided, 
16 that no use shall be made of dealer's demonstration plates on 
17 vehicles operated. in any other business dealers may be engaged 
18 in: Provided further, that dealers may allow the operation of 
19 motor vehicles owned by dealers and displayiag dealer's 
20 d.emonstration plates in the personal use of persons other thaa 
21 those employed in the dealer's business: Provided further, that 
22 said persons shall, at all times while operating a motor vehicle 
23 under the provisions of this section, have in their possession a 
24 certificate on such form as approved by the Commissioner from the 
25 dealer, which shall be valid for not more than 96 hours. This 
26 certificate may be rene•t~ed for one additional 96 hour period, 
27 pursuant to rules and regulations promulgated. by the 
28 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 license plates allowed by the 
31 following table; the number allowed is based on the numoer of 
32 motor vehicles the dealer sold during the relevant twelve-month 
33 period and the average number of qualifying sales representatives 
34 the dealer employed during that same twelve-month period: 
35 
36 Vehicles Sold In Relevant 
37 12-Month Period 
38 Fewer than 5 
39 At least 5 but less than 10 
40 At least 10 but less than 25 
41 At least 25 but less than 50 
42 50 or more 
43 
44 
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Maximum Number of Plates 

None 
1 
2 
4 

At least 4, but no more 
than 4 times the average 
number of qualifying sales 
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representatives employed 
by the dealer during the 
relevant 12-month period. 

5 A dealer who was not licensed under Article 12 of this Chapter 
6 for part or all of the previous twelve-month period ending April 
7 30 may obtain the number of dealer license plates that equals 
8 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. -- Ng maBufacturar gf gz; daalar iB mgtgr 
27 vahiclas, trailars gr samitrailars shall causa gr parmit aBy sYch 
28 vahicla g•,.mad by sych parsGB tg ba gpaz;atad gr movad YpoB a 
29 pYblic highway withoyt thaz;a baiBg displayad upGB SYch vabicla a 
30 Bumbaz; plata gr platas issyad tg such parsGB, aithar YBdaz; G.S. 
31 20 G3 or YBdar this sactioB. 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 licerise plates is-su-ed to the dealer. 
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1 (d) Restrictions on Use. -- Dealer's license plates may be ysed 
2 on motor vehicles owned by, or assigned to, duly licensed motor 
3 vehicle dealers of this State when operated on the highways of 
4 this State by the dealer, corporate officers of the dealership, 
5 salespersons or fyll time employees of the dealership, and any 
6 designated part-time employees of the dealership; provided, the 
7 vehicle is sYbject to the proof of fi~ancial responsibility 
8 reqyirements of ~rticle 9J>. of this Chapter. ~. dealership owner 
9 who desires to use dealer's license plates as herein provided 

10 shall make application on a form provided by the Division of 
11 Motor Vehicles and pay the annual amoynt set in G.S. 20 S7(7). 
12 A dealer license plate may be displayed only on a motor vehitle 
13 that meets all of the following requirements: 
14 ill Is in the inventory of a dealer. 
15 ill Is covered by liability insurance that meets the 
16 requirements of Article 9A of this Chapter. 
17 ill Is not used by the dealer in another business in 
18 which the dealer is engaged. 
19 ill Is driven on a highway by a person who is an 
20 officer of the dealer, an employee of the dealer, 
21 or a person to whom the dealer has issued a 
22 demonstration permit and who carries the following 
23 while driving the motor vehicle: 
24 a. The manufacturer's certificate of origin for 
25 the motor vehicle, if it is new. 
26 b. The certificate of title for the motor 
27 vehicle, if it is not new. 
28 b. Any demonstration permit issued to the driver 
29 of the motor vehicle. 
30 A dealer may issue a demonstration permit for a motor vehicle 
31 to a person licensed to drive that type of motor vehicle. A 
32 demonstration permit authorizes the person named in the permit to 
33 drive the motor vehicle described in the permit for a period of 
34 96 hours after the time the permit is issued. A dealer may, for 
35 good cause, renew a demonstration permit for one additional 96-
36 hour period. 
37 A dealer may not lend, rent, lease, or otherwise place a dealer 
38 license plate at the disposal of a person except as authorized by 
39 this section. Violation of any of the restrictions on the use of 
40 dealer license plates is a misdemeanor and is grounds for denial, 
41 suspension, or revocation of a dealer's license under G.S. 20-
42 294. 
43 ~e) Ttansfer of Dealer Registration. -- No change in the name 
44 of a firm, partnership or corporation, nor the taking in of a new 
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1 partner, nor the withdrawal of one or more of the firm, shall be 
2 considered a new business; but if any one or more of the partners 
3 remain in the firm, or if there is change in ownership of less 
4 than a majority of the stock, if a corporation, the business 
5 shall be regarded as continuing and the dealers' plates 
6 originally issued may continue to be used." 
7 Sec. 4. G.S. 20-288(a) reads as rewritten: 
8 "(a) Application fo:r a license shall be mad.e to the Division 
9 at such time, in such form, and. contain such information as the 

10 Division shall :require, and. shall be accompanied. by the :required. 
11 ~ A person may obtain a license by filing an application with 
12 the Division. An application must be on a form provided by the 
13 Division and contain the information required by the Division. 
14 An application for a license must be accompanied by the required 
15 fee and by an application for a dealer license plate." 
16 Sec. 5. G.S. 20-79.2 reads as rewritten: 
17 "S 20-79.2. Transporter ~egist~ation. plates. 
18 (a) Who Can Get A Plate. -- A person engaged in a business 
19 requiring the limited operation of ~ motor vehicles to vehicle 
20 for any of the following purposes may obtain a transporter plate 
21 authorizing the movement of the vehicle for the specific purpose: 
22 1!1 To facilitate the manufacture, construction, 
23 rebuilding, or delivery of ~ new or used truck cabs 
24 o:r bodies motor vehicle between manufacturer, 
25 dealer, seller, or purchaser, o:r the purchaser. 
26 ~ To foreclosure o:r :repossession of repossess a motor 
27 vehicles, o:r the vehicle. 
28 ill To pickup and. d.elive:ry of pick up or deliver a 
29 motor vehicles vehicle to be prepared for sale by 
30 d.eale:rs, o:r a dealer. 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
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l!l To move a motor vehicle that is owned by a public 
utility, as defined in G.S. 62-3(23)a, engaged. in 
the movement of :replaced. vehicles fo:r sale, may 
apply to the Commissioner fo:r special :registration 
to be issued. to and. used. by the person o:r utility 
upon the follo~ving conditions: and is a replaced 
vehicle offered for sale. 

~ To take a motor vehicle either to or from a motor 
vehicle auction where the vehicle will be or · was 
offered for sale. 

ill To road test a repaired truck whose GVWR is at 
least 15,000 pounds when the test is performed 
wi tliin 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. 

7 (b) How To Get A Plate. -- A person may obtain a transporter 
8 plate by filing an application with the Division and paying the 
9 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 transpor.ter plate is the same as the fee set in 
12 G.S. 20-87(7) for a dealer license plate. 
13 -t-1-+ Application for Registration. Only one application 
14 shall ba raquiraci from aach parson, and sych application for 
15 ragistration undar this saction shall ba filad with tha 
16 Commissionar of Motor Vahiclas in such form and datail as tha 
17 Commissionar shall prascriba, satting forth: 
18 ...,_ 'l'ha nama and rasidanca addrass of tha 
19 applicant; if an individual, tha nama Yndar 
20 which ha intands to cond1.1ct businass; if a 
21 partnarship, tha nama and rasidanca addrass of 
22 aach mambar tharaof, and tha nama 1.1ndar which 
23 tha b1.1sinass is to ba cond1.1ctad; if a 
24 corporation, tha nama of tha corporation and 
25 tha name and rasidanca address of each ·of its 
26 officers. 
27 ~ 'l'ha complete address or addresses of tha place 
28 or placas whara tha b1.1sinass is to ba 
29 cond1.1ctad. 
30 .c;:...... S1o1ch fyrthar information as the Commissionar 
31 
32 
33 
34 
35 

. 36 
37 
38 
39 
40 
41 
42 
43 
44 
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may raqYira. 
..(....2..+ .Applications for ragi s tration uncia r this sacti on 

shall ba verified by tha applicant, and the 
Commissionar may require the applicant for 
ragistration to appear at such tim& and placa as 
may ba dasignatad by tha Commissionar for 
axamination to &nabla him to ciatarmina tha accuracy 
of tha facts sat forth in tha written application, 
aithar for initial ragistration or ranawal tharaof. 

+3+ Vaas. 'l'ha ann1.1al faa for s1.1ch registration under 
this saction ~r renewal thereof shall ba ninataan 
dollars ($19.00), pl1.1s an ann1.1al faa of six dollars 
($6.00) for each sat of plates. 'l'he application for 
registration and nymbar plates shall ba accompanied 
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4 
5 
6 
7 
8 
9 

10 
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 
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Qy th& raquir&d annual f&&. Th&r& shall Q& no 
r&fund of ragistration fa& or f&&s for numQ&r 
plat&s in th& avant of suspansion, ravocation or 
voluntary canc&llation of r&gistration. Th&r& shall 
Q& no quart&rly r&duction in f&&s undar this 
saction. 

-t-4+ Issuanc& of Cartificat&. If th& Commissionar 
approv&s th& application, ha shall issu& a 
r&gistration cartificata in such form as h& may 
pr&scriba. A r&gistrant shall notify th& 
Commissionar of any chang& of addr&ss of his 
principal placa of businass within :30 days aftar 
such chang& is mad&, and th& Commission&r shall b& 
authorizad to canc&l th~ ragistration upon failura 
to giv& such notic&. 

+5-f. Usa. Transportar numQ&r platas issuad. unci&r this 
saction may b& transfarrad from vahicl& to vahicla, 
Qut shall Q& us&ci only for th& limit&ci oparation of 
vahiclas in connaction with th& manufactura, 
construction, r&Quilding, or dalivary of naw or 
us&d truck caQS or bodias b&tw&&n th& manufacturar, 
ci&alar, s&ll&r, or purchas&r, or t..,ith th& 
for&closur& or rapossassion of vahiclas, or with 
th& pickup and ci&livary of motor vahiclas to b& 
prapar&d for sal& by d&alars, or, if th& ragistrant 
is a public utility, for tha limitad movamant of 
vahicl&s in connaction with th& sal& of a raplac&d 
v&hicl&. 

#+ Suspansion, R&vocation or Rafusal to Issu& or to 
R&n&w a R&gistration.--Th& Commission&r may ci&ny 
th& application of any parson for r&gistration 
und&r this saction and may suspand or ravok& a 
ragistration or r&fus& to issY& a r&n&wal tharaof 
if h& datarminas that sych applicant or ragistrant 
~ 

Mad& a mat& rial fal sa s tat&mant in his 
application; 
Us&d or parmitt&d th& YS& of nymb&r plat&s 
contrary to la'!li 

aaan guilty of fraYd or fraYdul&nt practicas; 
o-r. 

i'ail&d to comply with any of th& and 
r&gulations of th& Commissionar for th& 
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1 enforcement of this section or with ~ny 

2 provisions of this Ch~ptar applicable thereto. 
3 (c) Form, Duration, and Transfer. -- A transporter plate is a 
4 type of commercial license plate. A transporter plate is issued 
5 on a calendar year basis. During the calendar year for which it 
6 is issued, a person may transfer a transporter plate from one 
7 vehicle to another as long as the vehicle is driven only for a 
8 purpose authorized by subsection (a). 
9 (b) Any parson ang~gad in a business which owns and operates ~ 

10 fleet of five or mora trucks licensed for 15,000 pounds gross 
11 weight or mora who operates and m~intains their own repair 
12 f~cilitias may be issued one transporter plata pursu~nt to 
13 subsection (a) for the sola purpose of road tasting their 
14 repaired trucks which •A'ill become eligible to be licensed for 
15 15,000 pounds gross weight or mora, subject to weight limit~tions 
16 as provided by law, within a 10 mile radius of the rep~ir 

17 facility. A motor vehicle liability insurance shall be 
18 maintained on such trucks at all times." 
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: 

( 1) 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'~ 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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Proposal #23: Dealer Plate/License Changes 

Background: 

Fiscal Report 
Fiscal Research Division 
December 20; 1992 

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: 

Summary: 

Franchise 
Independent 
Motorcycle 
Manufacturer 
Trailer 

31,728 
83,375 

1,876 
1,750 

383 

27% 
70% 
1.5% 
1:4% 
0.1% 

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 
Fewer than 5 
At least 5 but less than 1 0 
At least 1 0 but less than 25 
At least 25 but less than 50 
50 or more 

Maximum Number of Plates 
None 
1 
2 
4 
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: 

1 A BILL TO BE ENTITLED 
2 AN ACT TO ALLOW ALL TRAILERS TO OBTAIN MULTIYEAR LICENSE PLATES, 
3 TO ALLOW OWNERS OF HORSELESS CARRIAGES TO OBTAIN MULTIYEAR 
4 LICENSE PLATES, TO CLARIFY THE DEFINITION OF SEMITRAILER, AND 
5 TO MAKE TECHNICAL AND ADMINISTRATIVE CHANGES TO THE LAWS , 
6 CONCERNING SPECIAL LICENSE PLATES. 
7 The General Assembly of North Carolina enacts: 
8 Section 1. G.S. 20-88(c) reads as rewritten: 
9 " (c) 'l'here shall be paia to the Division annually, as of the 

10 fir&Ot day of January, for the . registration ana licensing of 
11 trailers or semitrailers, The fee for a trailer is ten dollars 
12 ( $10.00) for each year or ~ part of the license year for .,,hich 
13 saia license is issued. a year. The fee is payable on or before 
14 January 1 of each year. Upon the application of the owner of a 
15 semitrailer, trailer, the Division may issue a multiyear plate 
16 and registration card for the semitrailer trailer for a fee of 
17 seventy-five dollars ($75.00). A multiyear plate and 
18 registration card for a semitrailer trailer are valid until the 
19 owner transfers the semitrailer trailer to another person or 
20 surrenders the plate and registration card to the Division. A 
21 multiyear plate may not be transferred to another vehicle. 
22 The Division shall issue a multiyear semitrailer trailer plate 
23 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 Sec. 2. G.S. 20-4.01(31)d. and e. read as rewritten: 
4 
5 
6 

7 
8 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 

"d. Semitrailers. -- V&hicl&s without motive pow&~ 
d&sign&d fo~ ca~~ying p~op&~ty or parsons and 
for b&ing dra'\tm by a motor vehicle, and so 
constructed that part of thai~ weight or their 
load rests upon or is carried by the pulling 
vehicle. 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 own structure 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 

19 transportation." 
20 Sec. 3. G.S. 20-79.4(b) reads as rewritten: 
21 " (b) Types. -- The Division shall issue the following types of 
22 special registration plates: 
23 ( 1) Administrative Officer of the Courts. -- Issuable 
24 to the Director of the Administrative Office of the 
25 Courts. The plate shall bear the phrase 'J-20'. 
26 ( 2) Amateur Radio Operator. -- Issuable to an amateur 
27 radio operator who holds an unexpired and unrevoked 
28 amateur radio license issued by the Federal 
29 Communications Commission and who asserts to the 
30 Division that a portable transceiver is carried in 
31 the vehicle. The plate shall bear the phrase 
32 'Amateur Radio.' The plate shall bear the 
33 operator's official amateur radio call letters, or 
34 call letters with numerical or letter suffixes so 
35 that an owner of more than one vehicle may have the 
36 call letters on each. 
37 
38 
39 
40 
41 
42 
43 
44 
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(3) 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'. 

93-LJX-5 



1 
2 
3 
4 
5 
6 

7 
8 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
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( 4 ) Class D Citizen's Radio Station 
Issuable to a Class D citizen's 
operator licensed by the Federal 
Commission. The plate shall bear 
official Class D citizen's radio 
letters. 

Operator. 
radio station 
Communications 
the operator's 

station call 

(5) 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. 

( 6) 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'. 

(6a) Collegiate Insignia 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. 

(7) Congressional Medal of Honor Recipient. Issuable 
to a recipient of the Congressional Medal of Honor. 

(8) Disabled Veteran. -- Issuable to a veteran of the 
armed forces of the United States who suffered a 
100% service-connected disability. 

(9) District Attorney. -- Issuable to a North Carolina 
or United States District Attorney. The plate 
issuable to a Nor-th 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 '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. 

(10) 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'. , 

( 11) Historic Vehicle Owner. Issuable for a motor 
vehicle that is at least 35 years old measured from 
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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 valid 
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. 

(11a) 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. 

(12) Honorary Plate. Issuable to a member of the 
Honorary Consylo~ Consular Corps, who has been 
certified by the u. S. State Department, the plate 
shall bear the words 'Honorary Consylo~ Consular 
Corps' and a distinguishing number based on the 
order of issuance. 

(13) Judge or Justice. Issuable to a sitting or 
retired judge or justice in accordance with G.S. 
20-79.6. 

(14) 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. 

(15) 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. 

(16) 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. 
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(16a) Military Retiree. -- Issuable to an individual who 
has retired from the armed forces of the United 
States. The plate shall bear the phrase 'U, S, 
Armed Forces Ratir&d' 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. 

(17) 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, E8, 
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 issued to a retired or separated member 
shall indicate the member's retired status. 

(18) Partially Disabled Veteran. Issuable to a 
veteran of the armed forces of the United States 
who suffered a service connected disability of 
less than 100%. 

(19) 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. 

(20) 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. 

(21) 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 unless it 
receives at least 300 applications for the plate. 

( 25) Transportation Personnel. -- Issuable to various 
members of the Divisions of the De~artment ·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 

34 1 and 2." 
35 Sec. 4. G.S. 20-79.7 reads as rewritten: 
36 "S 20-79.7. Fees for Spacial Registration Plates special 
37 registration plates and distribution of the fees. 
38 (a) Fees.-- Upon request, the Division shall provide and 
39 issue free of charge one registration plate to a recipient of the 
40 Congressional Medal of Honor, a 100% disabled veteran, and an ex-
41 prisoner of war. All other special registration plates are 
42 subject to the regular motor vehicle registration fee in G.S. 20-
43 87 or G.S. 20-88 plus an additional fee in the following amount: 
44 Special Plate Additional Fee Amount 
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1 Historical Attraction $30.00 
2 Collegiate Insignia $25.00 
3 Personalized $20.00 
4 All otha~ Spacial Plates $10.00 
5 Historic Vehicle -- Annual $10.00 
6 Historic Vehicle -- Multiyear $75.00 
7 Active Member of the National Guard None 
8 All Other Special Plates $10.00 
9 (b) Distribution of Fees. -- The Special Registration Plate 

10 Account and the Collegiate and Historical Attraction Plate 
11 Account are established within the Highway Fund. The Division 
12 must credit the addi tiona! fee imposed for the special 
13 registration plates listed in subsection (a) among the Special 
14 Registration Plate Account (SRPA), the Collegiate and Historical 
15 Attraction Plate Account (CHAPA), and the Recreation and Natural 
16 Heritage Trust Fund (RNHTF), which is established under G.S. 113-
17 77.7, as follows: 
18 Spacial Plata S-lU1A CHJ1·.li'L~. RNHTi' 
19 Special Plate SRPA CHAPA RNHTF 
20 H1stor1cal Attraction ~ $20 0 
21 In-State Collegiate Insignia $10 $15 0 
22 Out-of-state Collegiate Insignia $10 0 $15 
23 Personalized $10 0 $10 
24 Historic Vehicle -- Annual $10 0 0 
25 Historic Vehicle -- Multiyear $75 0 0 
26 All other Special Plates $TO 0 0 
27 (c) Use of Funds in Special Registration Plate Account. -- The 
28 Division shall deduct the costs of special registration plates, 
2 9 including the costs of issuing, handling, and advertising the 
30 availability of the special plates, from the Special Registration 
31 Plate Account. The Division shall transfer the remaining revenue 
32 in the Account quarterly as follows: 
3 3 ( 1) Thirty-three percent ( 3 3%) to the account of the 
34 Department of Economic and Community Development 
35 to aid in financing out-of-state print and other 
36 media advertising under the program for the 
37 promotion of travel and industrial development in 
38 this State. 
39 (2) Fifty percent (50%) to the Department of 
40 Transportation to be used solely for the purpose 
41 of beautification of highways other than those 
42 designated as interstate. These funds shall be 
43 administered by the Department of Transportation 
44 for beautification purposes not inconsistent with 
45 good landscaping and engineering principles. 
46 ( 3) Seventeen percent ( 17%) to the account of the 
47 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 

15 attractions. Guidelines for the removal of man-
16 made barriers shall be developed in consultation 
17 with the Department of Human Resources." 
18 Sec. 5. G.S. 105-330.1 reads as rewritten: 
19 "§ 105-330.1. Classification of motor vehicles. 
20 All motor vehicles, except (i) motor vehicles exempt from . 
21 registration under pursuant to G.S. 20-51, (ii) manufactured 
22 homes, mobile classrooms, and mobile offices, (iii) semitrailers 
23 trailers or historic vehicles registered on a multiyear basis 
24 ynaer G.S. :20 SS(c), basis, and (iv) motor vehicles owned by a 
25 public service company or leased by a public service company and 
26 included in the company's system property under G.S. 105-335, are 
27 hereby designated a special class of property under authority of 
28 Article V, Sec. 2(2) of the North Carolina Constitution. 
29 Classified motor vehicles shall be listed and assessed as 
30 provided in this Article and taxes on classified motor vehicles 
31 shall be collected as provided in this Article." 
32 Sec. 6. Sections 3, 4, and 5 of this act become 
33 effective July 1, 1993; Section 5 applies to vehicles registered 
34 or reregistered on or after that date. The remaining sections of 
35 this act are effective upon ratification. 
36 
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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 94 7 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 94 7 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 concerning 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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Proposal #24: Special/Multi-Year Plate Changes 

Background: 

Fiscal Report 
Fiscal Research Division 
December 20, 1992 

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 trailer plates Is modified to 
include all types of trailers, 

2. The Issuance of Prisoner of War special 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: 

1 A JOINT RESOLUTION AUTHORIZING 
2 COMMISSION TO CONTINUE TO STUDY 
3 CAROLINA. 

THE LEGISLATIVE 
THE REVENUE LAWS 

D 

RESEARCH 
OF NORTH 

4 Whereas, the Legislative Research Commission has been 
5 authorized by the 1977, 1979, 1981, 1983, 1985, 1987, 1989, and 
6 1991 General Assemblies to conduct a study of the revenue laws of 
7 North Carolina; and 
8 Whereas, since 1977 the committee appointed by the 
9 Legislative Research Commission to , study the revenue laws has 

10 recommended many changes in the revenue laws in the committee's 
11 attempt to improve these laws; and 
12 Whereas, the Revenue Laws Study Committee has proved to 
13 be an excellent forum for both taxpayers and tax administrators 
14 to present their complaints about existing law and make 
15 suggestions to improve the law; 
16 Now, therefore, be it resolved by the House of Representatives, 
17 the Senate concurring: 
18 Section 1. The Legislative Research Commission ~s 

19 authorized to study the revenue laws of North Carolina and the 
20 administration of these laws. The Commission may review the 
21 State's revenue laws to determine which laws need clarification, 
22 technical amendment, repeal, or other change to make the laws 
23 concise, intelligible, easy to administer, and equitable. When 
24 the recommendations of the Commission, if enacted, would result 
25 in an increase or decrease in State tax revenues, the report of 
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1 the Commission shall include an estimate of the amount of the 
2 increase or decrease. 
3 Sec. 2. The Commission may call upon the Department of 
4 Revenue to cooperate with it in its study of the revenue laws. 
5 The Secretary of Revenue shall ensure that the Department's staff 
6 cooperates fully with the Commission. 
7 Sec. 3. The Commission shall make a final report of its 
8 recommendations for improvement of the revenue laws to the 1995 
9 General Assembly and may make an interim report to the 1994 

10 Session of the 1993 General Assembly. 
11 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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I' 

CHAPTER 754 
SENATE BILL 917 

AN ACT TO AUTHORIZE STUDIES BY THE LEGISLATIVE RESEARCH 
COMMISSION, TO CREATE AND CONTINUE VARIOUS COMMITfEES 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 
Section 1. This act shall be known as "The Studies Act of 1991." 

PART H.-----LEGISLATIVE RESEARCH COMMISSION . . 
Sec. 'f. I. The Legislative Research Commission may study the topics 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 original 
bill or resolution in detetmining the nature, scope, and aspects of the study. The topics 
are: 

(I) 

(2) 

(3) 

(4) 

(5) 
(6) 

(7) 

(8) 

(9) 

( 10) 

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, int.elligible, easy to administer, and equitable--study 
continued (H.J.R. 7 - Lilley), 
Medical Malpractice Claims Arbitration --study continued (H.B. 120-
Robinson, S.B. 65 - Sands), 
Surface Water Issues, including consumptive 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), 
State Parks and Recreation Areas--study continued (H.B. 141 - N.J. 
Crawford), 
Homeless Persons--study continued (H.J.R. 164- Lutz), 
Worker Training Trust Fund--study continued (H.B. 170 - James, S.B. 
203 - Raynor), 
Impact of National Developments within the North Carolina 
Depository Institutions lridustry (H.B. 177 - Brubaker), 
Department of Transportation Condemnation Practices and 
Procedures, including the determination of land to be taken. 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), 
Education and Training of Nurses and Shortage of Nurses (H.B. 31.2 -
Nesbitt, S.B. 276 - Daniel), 
Horse Racing in N011h Carolina, including its economic and societal 
impacts, the benefits to the agribusiness industry in the State, potential 
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(II) 

(12) 

( 13) 

( 14) 

( 15) 

( 16) 

( 17) 
( 18) 
( 19) 

(20) 
(21) 

(22) 

(23) 
(24) 

(25) 
(26) 

(27) 

(28) 

(29) 

(30) 
(31) 
(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. 
J 007 - Gottovi), 
Amortization of Nonconforming Uses of Property (H. B. I 009 - 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), 

A-2 



(33) Economic Development and Revitalization of Downtowns (H.J.R . 
IOR3 - Hasty), 

(34) Methods to Increase the Developmental Lending Capacity of Financial 
Institutions to Strengthen Low and Moderate Income Communities 
(H.B. 1084 -McAllister), 

(35) Hazardous Waste Treatment and Disposal--study continued, (H.J.R. 
1095 - Hightower) , 

(36) Feasibility of Toll Roads (H.B. I 098 - Bowman), 
(37) Basic Civil Rights of Law Enforcement Officers (H.J.R. L 130 -

Miller), 
(38) Statewide Comprehensive Planning (H.J.R. I 157 - Hardaway), 
(39) Length of the School Year and Compulsory School Attendance Ages 

Issues (H.B. J 186- Rogers), 
(40) Management of Hazardous Materials Emergencies and Establishment 

of Regional Response Teams (H.B. 1210 - Flaherty, S.B. 922 -
Martin of Pitt), 

(4 L) Firefighter Benefits , including retirement, death, ·and disability (H .J.R. 
1211 - Fitch), 

(42) Railroads--study continued, including the present condition of the rail 
transp01tation system , the future of railroads, rail revitalization, and 
rail corridor preservation (H.J .R. 1226 - Abernethy, S.J.R. 906 -
Block) , 

(43) Uniform Administration of All County Register of Deeds Offices (H.B. · 
1232 - Buchanan), 

(44) 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), 

(45) Regulation of Aerial Application of Pesticides (H.J.R. 1289- James), 
(46) 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), 

(47) Annexation Laws (H.J.R. 1295 - Decker), 
(48) Pay Plan for State Employees, 
(49) Development of a State Strategy for the Protection of AIJ Groundwater 

Resources -- study continued (S.J.R. 13 -Tally), 
(50) Physical Fitness Among North Carolina Youth (S.B. 15 - Tally) , 
(51) 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), 

(52) Advance Disposal Fees Used To Promote Nonhazardous Solid Waste 
Reduction and Recycling (S.B. 229 - Odom). 

(53) Public School Administrators (S.B. 441 - Perdue) , 
(54) Motor Vehicle Towing and Storage (S.B . 687 - Sands) . 
(55) Revision of the Arson Statutes (S.J.R. 736 - Sands). 
(56) Tourism's Growth and Effect-- study continued (S.B. 819- Warren). 
(57) Emergency Medical Services Act of 1973 (S .J.R. 902 - Speed). 
(58) State Correctional Education (S .B. 945 - Carter), 
(59) State Emergency Management Program. including natural hazards, 

recovery operations fur Presidential or Gubernatorial declared 
disasters, and catastrophic hazards (S.J. R. 946 - Basnight), 

(60) Law Enforcement Issues (S.J .R. 955 - Perdue) , 
(61) Teacher Leave (H.B. 334 - Bowman). 
(62) North Carolina Air Cargo Airport Authority (S. B. 649), 
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(63) Licensure of Radiologic Technologists as requested in the Final 
Assessment Report on Senate Bill 738 by the Legislative Committee 
on New Licensing Boards, 

(64) Sales Tax Impact on Merchants, including the effects of the short 
notice lime for the implementation of the 1991 sales tax increase, and 

(65) 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: 

(I) Prior recommendations of other study commissions which have 
reviewed child day care services since 1980 and an assessment of 
compliance with these recommendations; · 

(2) 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; 

(3) Measures to enhance the availability and affordability of day care in 
currently underserved areas of the State, especially rural communities; 

(4) Ways to max.imize 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; 

(5) The implementation of the Govemor's Uplift Child Day Care 
initiative; 

(6) The current statutory regulation of child clay care and the procedures 
used to develop policies and rules under the current structure; and 

(7) 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 Nmih 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 unde1writing 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: 

(I) The operating procedures and operating plans of the Beach Plan and 
the FAIR Plan; 

(2) How the Beach Plan and the FAIR Plan effect coverage: 
(3) 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 

(4) 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, 
Pamell). 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) Identification 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 (Oclom). The Legislative Research 

Commission may study the implementation of House Bi II 89, if ratified. The study, if 
unde11aken, may include the following issues: 

(I) Whether additional changes should be made in Article 9A of Chapter 
120 of the General Statutes concerning lobbying and lobbyists; 

(2) Whether the Jaw 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 Jaw, adopting or authorizing 
the adoption of ethical codes for State and local governmental officials and employees 
in North Carolina. If the study is undertaken, the Commission may investigate: 

(I) 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 established 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 eml; 

(3) lf 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. Repotiing Dates. For each of the topics the Legislative Research 
Commission decides to study under this act or pursuant to G.S. 120-30.17( I). the 
Commission may report its findings, together with any recommended legislation , to the 
I 992 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 funus available to the General Assembly, the 
Legislative Services C0111mission may allocate auditional monies to fund the work of the 
Legislative Research Commission. 
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H 

Sponsors: 

GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1991 

HOUSE JOINT RESOLUTION 7 

Representatives Lilley, Abernethy, Brawley, Hasty; and Warner. 

Referred to: Rules. 

February 4, 1991 

1 

1 A JOINT RESOLUTION AUTHORIZING THE LEGISLATIVE RESEARCH 
2 COMMISSION TO CONTINUE TO STUDY THE REVENUE LAWS OF 
3 NORTH CAROLINA. 
4 Whereas, the Legislative Research Commission has been authorized by 
5 the 1977, 1979, 1981, 1983, 1985, 1987, and 1989 General Assemblies to conduct a 
6 study of the revenue laws of North Carolina; and 
7 Whereas, since 1977 the committee appointed by the Legislative Research 
8 Commission to study the revenue laws has recommended many changes in the 
9 revenue laws in the committee's attempt to improve these laws; and 

10 Whereas, the Revenue Laws Study Committee has proved to be an 
11 excellent forum for both taxpayers and tax administrators to present their complaints 
12 about existing law and make suggestions to improve the law; 
13 Now, therefore, be it resolved by the House of Representatives, the Senate 
14 concurring: 
15 Section 1. The Legislative Research Commission is authorized to study 
16 the revenue laws of North Carolina and the administration of these laws. The 
17 Commission may review the State's revenue laws to determine which laws need 
18 clarification, technical amendment, repeal, or other change to make the laws concise, 
19 intelligible, easy to administer, and equitable. When the recommendations of the 
20 Commission, if enacted, would result in an increase or decrease in State tax revenues, 
21 the report of the Commission shall include an estimate of the amount of the increase 
22 or decrease. 
23 Sec. 2. The Commission may call upon the Department of Revenue to 
24 cooperate with it in its study of the revenue laws. The Secretary of Revenue shall 
25 ensure that the Department's staff cooperates fully with the Commission. 
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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. 

A-8 

House Joint Resolution 7 



APPENDIX B 





REVENUE LAWS STUDY COMMITTEE 

1991 - 1992 

Sen. Dennis J. Winner, Cochair 
81-B Central Avenue 
Asheville, North Carolina 

Sen. John Carter 
Route 9, Box 994 
Lincolnton, North Carolina 

Ms. Lillian O'Briant 
865 Redding Road 
Asheboro, North Carolina 

Sen. J. Clark Plexico 
P. 0. Box 1904 
Hendersonville, North Carolina 

Mr. Wes Seegars 
1400 S. George Street 
Goldsboro, North Carolina 

Sen. Mary Seymour 
1105 Pender Lane 
Greensboro, North Carolina 

Sen. William w. Staton 
P. 0. Box 1320 
Sanford, North Carolina 

LRC member responsible for study: 

Rep. John R. Gamble, Jr., Cochair 
P. 0. Box 250 
Lincolnton, North Carolina 

Rep. Mary L. Jarrell 
1010 Wickliff Avenue 
High Point, North Carolina 

Rep. Larry T. Justus 
P. o. Box 2396 
Hendersonville, North Carolina 

Rep. John H. Kerr, III 
P. 0. Box 1616 
Goldsboro, North Carolina 

Rep. Daniel T. Lilley * 
P. 0. Box 824 
Kinston, North Carolina 

Rep. Paul Luebke 
1311 Alabama Avenue 
Durham, North Carolina 

Rep. Timothy N. Tallent 
565 Windsor Place, NE 
Concord, North Carolina 

Rep. Marie w. Colton 

Staff: Martha H. Harris, Bill Drafting Division 

Sabra' J. Faires, Fiscal Research Division 

Ruth Sappie, Fiscal Research Division 

Jackie U. Pittman, Committee Clerk 

* Resigned on August 1, 1992 

B-1 





APPENDIX C 

• 





MEMORANDUM 

TO: 

FROM: 

STATE OF NORTH CAROLINA 

LEGISLATIVE RESEARCH COMMISSION 
STATE LEGISLATIVE BUILDING 

RALEIGH 2761 1 

21-DEC-92 

Revenue Laws Study Committee 

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 
CORPORATE INCOME TAX ON UNRELATED 
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CORPORATIONS, was introduced by Representative Gamble and 
ratified as Chapter 921 of the 1991 Session Laws. 

Legislative Proposal 4: Enacted. 

House Bill 1350, AN ACT TO MAKE 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 CERTIFIC~TE 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 LEGISL~TION 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. 
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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 
sec u r i t y de a 1 e r s and w a s rat i f i e d as Chap t e r 9 6 5 o f ·the 1 9 91 
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. 
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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 bi 11 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 5:00p.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, 1992 
Pre-proposal Conference ..... November 10, 1992 
Proposals Due ............... November 23, 1992 
Award Contract .........•.... November 30, 1992 
Submit Complete Study Report. January 4, 1993 

I. INTRODUCTION 
The Revenue Laws Study Committee is seeking a consultant to 
perform a study of selected issues in 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 Carolina'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 banking business" and "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 laws 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. 

II. 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 liability. 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 local), 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. 
hypothetical 

Make a comparison of the state tax burden on typical 
corporations engaged in the banking business in 

D-2 



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 in 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 deduct~on 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 teri 
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 
proposed for the project, 
any problems anticipated. 

Discuss the nature of services 
the complexities of the project, and 

(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 th~ 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 qualifications (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 level 
education, experience in economic and statistical analysis, and 
experience in . studies of this type. 

(F) Work Experience Prepare a list 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 level of 
effort and total estimated cost is reasonable. The work hours 
and cost estimate should be itemized with respect to the separate 
questions 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, unless 
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 andjor 
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 sui table 
parking. Parking is available in the visitors section of the 
state parking deck on North Salisbury Street. 

All questions 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 submit ted at the pre-proposal c·onfe renee. A writ ten 
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 in 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 is 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. In 
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. In 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. In 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. If 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. In 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. In 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 ~xempt 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 
trad~offs 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 
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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. In 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 
old 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. rhe 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 frequently, but th~ 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 allocat i on 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 expe nse to t a x exempt obligations, the question i s 
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. It'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-piactical 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 ~tatute or that the taxpayers are in a 
position to steamrolle~ 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. Is my interpretation 
correct? 

Mr. Glickstein: Generally, that's right under the allocation 
rules. 
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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 6ur 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, iri 
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. Is 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: In '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: I'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 bariks 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. In 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. I 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 '86 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 quick 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 
question 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: If, 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. Is that what you've just 
said? 

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: If we went to the federal guidelines they 
could still do that? 

Mr. Glickstein: If 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: I'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 l986 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. In other words, it 
is one of the unintended consequences of the tax law that we 
actually keep capital from getting to the private sector. Is 
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 pass Representative Gamble's 
bill and it became law? Would this 246, 265 relationship get 
us in trouble? 

Mr. Glickstein: First, let me give you the solution before I 
forget it. The solution may be very simple and could 
potentially be very simple for the federal statute as well 
and that is creating some sort of related party rule. Under 
the rnternal 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-- Ls- 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 
pro.duct 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. 

Sertator 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 into 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? 
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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 l 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 old 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 moriey, sometimes taxpayers will lose ~oney, 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 them, 
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 probl~ms 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. 

##### 
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APPENDIX F 





HOLDING COMPANIES AND EXPENSE ATIRffiUTION 
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. 
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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 
incoine 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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APPENDIX G 





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 oflevies 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 ofthe 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 Coinrnission 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 business 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 confonn 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 finns 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 local 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 fairness, 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 fairness. 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 exa.rnples: 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 in 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 ~ollowing 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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SPEAKERS AT COMMITTEE MEETINGS 

SPEAKER 

Allen H. Jones, Bureau of 
Alcohol, Tobacco & Firearms 
u. S. Treasury Department 

Bill Rustin 
N. c. Retail Plerchants Assoc. 

Dwight Pearson 
N. c. Department of Public 
Instruction 

Bart McLean 
N. C. Department of Revenue 

Jim Blackburn 
N. C. Association of County 
Commissioners 

Terry Rowland 
Cabarrus County 

Bill Lane 
Dept. of Motor Vehicles 

Charles Collins 
N. C. Department of Revenue 

Charles D. Liner 
Institute of Government , 

Ellis Hankins 
League of Municipalities 

Steve Glickstein 
Internal Revenue Service 

Robert Beck 
Department of Revenue 

Ms. Harriet Tharrington 
Department of Revenue 

Bradley Pl. Buie 
Office of State Controller 

Joseph D. Joyner, Jr. 
Moore and Van Allen 

Ernest Pearson 
Department of Commerce 
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North Carolina Department of Revenue 

James G. Martin, Governor 

December 21, 1992 

MEMORANDUM 

TO: 

FROM: 

Martha Harris, Staff Attorney 
Legislative Bill Drafting Division 

Yilliam H. Baker, Jr., Director -#7$ 
Corporate Income and Franchise Tax Division 

J. Ward Purrington, Secretary 

SUBJECT: Proposed Draft of Bill Titled "Update I.R."C. Reference" 

Ye have reviewed the proposed draft of the bill titled "Update I.R.C. Reference" 
and we believe the bill adequately addresses the recommended changes. 

Ye are unaware of any I.R.C. changes relevant to corporate income tax which would 
require any changes in the proposed draft. 

YHBJr:jm 

I-1 

P.O. Box 25000, Raleigh, North Carolina 27640 
State Courier 51-71-00 

An Equal Opportunity I Affirmative Action Employer 





1 
I 
I 
l 

j 
I 

' . 

ATTACHMENT 

Updating References to the Internal Revenue Code 

By updating our references to the Internal Revenue Code to January 1, 1993, we 
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 were required to reduce (phaseout) 
their personal exemptions. This provision ~as 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 
were 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 vas 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. 

Vithholding 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 
twelve-month period must file semi-weekly and must deposit the tax withheld on 
Vednesdays 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, r994. 
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By updating our. references to the Code, we will follow the new federal 
regulations with respect to semi-weekly payment requirements for employers who 
withhold an average of at least $2,000 of State income taxes from wages 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 in G. S. 105-262 
to incorporate the new 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 S 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~ S 54,225 from S 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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Important Changes 
New Income tax treaties. The United States 
has exchanged instruments of ratification for new 
income tax treaties with Finland, Germany, India. 
Indonesia. $pain, 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. However, 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.-Garman treaty 
is in effect, an election may be made to have the 
old treaty apply if it results in greater relief 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. withhold_ing 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 
after 1990. The provisions for all other income are 
effective for tax years beginning after 1990. 

Tunisia.. 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 disclose that position on your affected 
return. 

J-1 

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 countrie!? and specific 
items· of income . 

This publication will tell you whether a tax treaty 
between the United States and a particular 
country offers a reduced rate of, or possibly a 
complete 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 should use this publication onlr for 
quick reference. It Is not a complete guide to 
all prov/llions 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 Treaty. The text of 
some of the other treaties may be obtained from 
the Superintendent of Documents, U.S. Govern­
ment Printing Office, Washing1on, DC 20402 (also 
see the explanation of Table 3, at the back of this 
publication). Or, if you have specific questions 
about a treaty, you are welcome to get this infor­
mation from most internal Revenue Service 
offices or from the Internal 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 
follow 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 1 040NR. 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 generaUy 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 
Publii:ation 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., 
Washing1on, D.C. 20024. 

Many of the individual states of the United 
States tax the income of their residents. There­
fore, you should consult 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. 

Pub.901 



55,952 

Dlac:loaure of a treaty-baaed poaltlon that 
reduces your taL 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 disclose that position on your return. If 
you are not required to file a return 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 royal­
ties, or to a reduced rate of tax on pay received 
for services performed as an employee, including 
pensions, annuities, and social security. For more 
information, get Publication 519, U.S. Tax Guide 
for Aliens. 

. If 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 penalty for each failure. 

Free publications and forma. If you need infor­
mation on a subject not covered in this 
publication, you may check our other free 
p~blications. To order publications and forms, 
write the IRS Forms Distribution Center for your 
area as shown in the income tax package. 

Tax Exempti.ons 
Provided by Treaties 
In addition to the tables in the back of this 
publication, this publication 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 res/dent (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 period), 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 follow. 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 
follow are, therefore, general definitions that may 
not give the exact meaning intended by a particu­
lar treaty. 

The terms fixed bsse and permanent estab­
lishment generally mean a fixed place of 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 dur:ing 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 regularly available to 
them in the United States for the purpose of 
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. 

Pay that residents of Australia receive for labor · 
or personal services performed in the United 
States as employees (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 during the tax year, 

2) The pay is paid by or on behalf of an 
employer or company that is not a resident of 
the United States, and 

3) The pay is not deductible in determining the 
taxable 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 athletes) 
from Australia who earn more than $1 0,000 in 
gross 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 if 
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 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 89 
dS¥s.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 regular 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 regular base of the employer 
in the United States. 

Income of a Barbados resident from 
employment as a member of the regular 
complement of a ship or aircraft operated in inter­
national traffiC is exempt from U.S. tax. 

These exemptions do not apply to Barbados 
resident public entertainers (such as theater, 
motion picture, radio, or television artists, musi­
cians, or athletes) 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 public funds or if the entertainer's 
services 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 
services does not apply to individuals who are 
public. entertainers (theater, motion picture, or tel­
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 Belgium receive for 
labor or personal services performed in the United 
States as employees (dependent personal 
services), including services as an officer of a cor­
poration, is exempt 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 Belgium 
or of a permanent establishment in Belgium, 
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 
as an employee aboard a ship or an aircraft regis­
tered in Belgium and operated by a resident of 
Belgium in internatiotial 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 Belgium 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 regardless 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 regardless of amount if: 

1) The residents are present in the Umted 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 it is 
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 regularly 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 exempt 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 ~esidents: 

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 
ye<~r; 

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, generally, 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 tor per­
forming personal services as independent con­
tractors or self-employed individuals (independent 
personal services) in the United States during the 
tax year is e)!empt from U.S. income tax if the 
residents: · 

1) Are not present in the United States tor more 
than 182 days in the tax year, and 

2) Do not have a fixed base regularly available to 
them in ihe United States tor 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 officer of 
a corporation, is exempt from U.S. income tax if: 

1) The residents are in the United States tor less 
than 183 days during the tax year, 

2) The pay is paid by or tor 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 tor 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 payable to all 
directors for each day of attendance at directors' 
meetings held in the United States. 

r 

Denmark 
Income that residents of Denmark receive tor 
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
rily 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 of 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 tor more 
than 89 days during the tax year, 

2) They are employees of a resident of, or a per­
manent establishment in, Egypt, 
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3) Their income is not Q<lrne 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 complement 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 athletes), 
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 tor 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 regularly available to them in the 
United States for 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. 

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 employer 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 oL 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 tor 
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 tor 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 that the employer has in the 
United States. 

Income received by an individual for personal 
services aboard a ship or an aircraft registered in 
Finland and operated by a resident of Finland 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-employed 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 1 83 days during the tax year, and 

2) They do not maintain a fixed base in the 
United States for more than 1 83 days during 
the tax year. 

Income that residents of France 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 1 83 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 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 earn more than $10,000 in gross 
receipts, including reimbursed. expenses, from 
their entertainment activ\ties in the United States 
during the tax year. 

Germany, Federal Republic of 
Tax years beginning after 1989 (effective 
J.anuary 1, 1991, for the area that was the 
German Democratic Republic).. Income that 
residents of the Federal 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 regularly 
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 employees 
(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 during 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 
a1rcraft 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. Regardless of these 
limits, income of German entertainers or athletes 
is exempt froni U.S. tax if their visit to the United 
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States is substantially supported by public funds 
of the Federal Republic of Germany, its political 
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 exempt from U.S. income tax if they are 
in the United States for no more than 1 83 days 
during 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 borne by a per­
manent establishment that the resident or com­
pany has in the United States. 

Greece 
lncoine 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 1 83 days during the tax year and the 
pay is not more than $10,000. The pay, regardless 
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 1 83 days during the tax 
year. 

Hungary 
Income that residents of Hungary 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. tax if the residents: 

1) Are not in the United States for more than 1 83 
days during the tax year, and 

2) Do not have a fixed base regularly available in 
the United States. 

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 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 1 83 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 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. · 

Iceland 
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 employees 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 

3j 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 complement 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 regularly available to 
them in the United States for performing the 
services. 

If they have a fixed base available, they are 
taxed only on income attributable to the fixed 
base. · 

Income that residents of India 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 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 borne-by a permanent 
establishment, fixed base, or trade or busi­
ness the employer 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 
(sus:h as theater, motion picture, radio, or televi­
sion artists, or musicians) or athletes if their net 
income is more than $1,500 during the tax year for 
their entertainment activities in the United States. 
Regardless of this limit, the inceme 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 Government, 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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. 263 3-92 

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, 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 personal 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 behalf 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 regular 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 athletes if their 
gross receipts, including reimbursed expenses, 
are more than $2,000 during any consecutive 
12-month period. Regardless 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 quality for this exemption. 

Ireland 
Income that residents of Ireland receive for per­
sonal services (includi_ng 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 
services. 

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 the 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 employer 
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 
during the tax year or their gross receipts, 
including reimbursed expenses. are more than 
$12,000 during 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 inde.pendent 
contractors or self-employed 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 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) 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 during 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 
employer 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 qr 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 perform 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 athletes) 
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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 employees {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 
establishment that the employer 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, Republic of 
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 during the tax year is exempt from U.S. tax 
if the residents: 

1) Are not in the United States for more than 182 
days during the tax year, 

2) Earn income for those services that is not 
more than $3,000 during 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 labor 
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 regular 
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 labor 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 also 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~mployed individuals (independent 
personal services) in the United States during the 
tax year is exempt from U.S. income tax if the 
residents: 

1 1) Are not in the United States for more than 90 
days during the tax year, 

2) Do not have a fixed base regularly available to 
them in the United States for pertorming their 
services, and 

3) Earn 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 attribu­
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 pertormed 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 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 a fixed base that the 
employer has in the United States. 

Pay received by a resident of Malta 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 pertorming 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 pertormance (including 
rehearsals) or $5,000 for the tax year. 

Directors' fees received by residents of Malta 
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 during the 
tax year is exempt from U.S. income tax if the 
residents: 

1) Are not in the United States tor 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 tor 
labor or personal services pertormed in the United 
States as employees (dependent personal 
services) is exempt from U.S. income tax if the 
residents meet three requirements: 
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1) They are in the United ?tales 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 pertormed 
by a member of the board of directors of a corpo­
ration does not qualify tor 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. 
ineome 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 
dependentpersonalservices)pertormedinthe 
United States by professional entertainers, 
including theater, film, radio, and television per­
formers, musicians, and athletes, unless the 
services are pertormed 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 
pertorming personal services in an independent 
capacity in the United States, and if they are pr~ 
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 
pertorming 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 pertorming 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 pertormed 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 behalf 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 Ul)ited 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, including 
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 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 more thim T82 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) 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 
$10,000 during the tax year. 

Income that residents of Norway receive for 
labor or personal services pertormed 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 during 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 if the perma­
nent establishment is situated in Norway, and 

3) Their income is not borne by a permanent 
establishment that the employer has in the 
United States. 

However, the exemption does not apply to a 
resident of Norway who pertorms 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 complement of the 
ship or aircraft. 

Pakistan 
Residents of Pakistan who pertorm personal 
services Qncluding professional services) f~r 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 pertorming 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 
if the residents: 

1) Do not have a fixed base regularly available to 
them in the United States for pertorming their 
services, 

2) Are in the United States for no more than 89 
days during the tax year, and 

3) Earn gross income tor those services that is 
not more than $10,000 for the tax year if the 
income is from U.S. contractors. 

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 dollar 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 ofthe 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 resider)! of 
the Philippines tor personal services performed as 
a member of the regular complement 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 offiper 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 
establishment 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 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 

21 Do not maintain a permanent establisl:lment in 
the United States with which the income is 
effectively connected. 

Income that residents of Romania 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 
. ~esidents 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 

U.S. Tax Treaties 

in Romania by a resident of the United States, 
and 

3) Their inc;ome is not borne by a permanent 
establishment that the employer 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 are 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 individuals 
(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 taxe1 
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 period, 

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 
fiom U.S. tax. 

These exemptions do not apply to public enter­
tainers (such as theater, motion picture, radio, or 
television artists, or musicians) or athletes from 
Spain who earn more than $10,000 in income, 
inclu~ing 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 
if their visit to the United States is substantially 
supported by public funds of Spain, a political sub­
division, or local authority. 

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 labor 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 employers or contractors if the 
Swedish residents are in the United States tor 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 tor 
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 employees 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
uring 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 person 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 during 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~ 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 
enterprise 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 during 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 1S3 days during the tax year. 

Pay received by members of the regular 
complement of a ship or aircraft 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 
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 available 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 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 a fixed base that the 
employer 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 athletes, 
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 ieachers who are residents 
of the following countries is generally exempt from 
U.S. income tax for 2 or 3 years if they temporarily 
visit the United States to teach or do research. 
The exemption applies to pay earned by the visit­
ing professor or teacher during 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 ex1ends 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 tne second assignment was not arranged until 
after arrival 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 temporarily 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 period. 

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 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. 

This exemption does not apply to income from 
research carried on mainly for the private benefit 
of any person rather than in th~ public interest. 

Finland 
Tax years beginning after 1990. The new 
U.S.-Rnland 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 carried 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 carried 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 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 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 private benefit 
of any person rather than in the public interest 

Iceland 
An individual who is a resident of Iceland 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 tei!Ch 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 publ!c 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
. iilg 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 lost for the 
entire visit. 

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. 

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) Is in the United States at the invitation of a 
university, school, or other recognized educa­
tional 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 carried on mainly 
for the private benefit of any person. 

Ireland 
A professor or teacher from Ireland 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, college, 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
porarily visits the United States to teach or engage 
in research at a university, college, or other recog­
nized educational 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 
Jamai.ca is entitled to this exemption only once. 

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. 

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, Republic of 
An individual who is a resident of the Republic of 
Korea on the date of arrival in the United States 
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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 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. 

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 educational institution that 
extended the invitation. 

Malta 
A professor or teacher who is a resident of Malta 
and visits the United States for not longer 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 period. If the exemption is lost, interest 
(and sometimes penalties) 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 
tor teaching or research at the educational 
institution or other similar institution tor 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 
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 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 professor 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 primarily 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 frrival 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 tor 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 temporarily 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 educational 
institution for not more than 2 years from the date 
of arrival is exempt from U.S. income tax on 
income for the teaching or research. 

This exemption .does not apply to income for 
research carried on tor the benefit of any person 
using or disseminating the results of the research 
tor profit. 

Switzerland 
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 tor 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 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. 
Nor does the exemption apply to income if an 
agreement exists between the Governments of 
Trinidad and Tobago and the United States for 
providirig 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 pri­
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 applies 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 longer than 2 years primarily to teach or 
engage in research at a university, college. 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 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. 

Students and Apprentices 
Residents of the following countries who are in 
the United States to study or acquire technical 
experience 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 
particular 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 ihe National 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 
for 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 Oncluding Volontaere and 
Praktikanten) who is a resident of Austria and is 
temporarily 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 Austria who receives a grant, 
allowance, 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 employee 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 
experience from any person other than the 
enterprise or organization by which employed, 
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 qualifiBs 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, allowance, 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 entiUed to the benefit of this 
exemption for a maximum of 5 years. 

An individual who is a resident of Belgium 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 Belgium is exempt 
from U.S. income tax lor 12 consecutiVe months 
on income received for personal 5e!Vices in the 
maximum amount of $5,000 if the individual is in 
the United States primarily to: 

1) Acquire technical, professional, or busiooss 
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 ooo 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 lor the training, research, or study in the 
amount of $10,000. 

Canada 
A full-time student, trainee, or busiooss· 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 597, 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 ex~rience is 
exempt from U.S. income tax on the following 
amounts: 

1) Payments received from abroad for mainte­
nance, education, study, research, or training, 

2) Grants or awards from a government, 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 only 
for the time reasonably necessary to complete the 
education or training. 

Cyprus 
An individual who is a resident of Cyprus on the 
date of arrival 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, literary, or educational 
organization is exempt from U.S. income tax on 
the following amounts: 

1) Gifts from abroad for maintenance, education, 
or training, 

2) The grant, allowance, or award, and 

3) lriccime 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 . x~ · 
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 



263 3-92 

contract with, a resident of Cyprus is exempt from 
U-5. 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 pri­
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 recognized 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 ~s 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 only 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 8broad 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 
temporarily 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 educational 
institution. 

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 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 tnaximum of 
$10,000. 

Flnlanc( . 
Tax years beglnnlny after 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 

U.S. Tax Treaties 

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 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, 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) Th~ 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 tax years. 

An individua~ who is a resident of Finland 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 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 
experience 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 educational 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, 
religigus, 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 tax years. 

An individual who is a resident of France 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 France is exemprtrom 
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 fr.cim 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, Federal 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 religious, charitable, scienti fic, 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 
supplementing funds avail&~:~ otherwise for 
maintenance, education, or t; aining. 

If 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 employed by a 
German enterprise or by a nonprofit religious, 
charitable, scientific, literary, or educational organ­
ization is exempt from U.S. tax on compensation 
for services from sources outside the United 
States paid by the employer if: 

1) The individual is temporari ly in the United 
States for not more than one year to acquire 
technical, professional , or business experi­
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 Republic who receives 
a grant, allowance, or award from a nonprofit rel ig-

. 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 0, business apprentice who is a resident 
of Greece and is temporarily in the United States 
only to study or acquire business experience is 
exempt from U.S. income tax on amounts 
received from sources outside the United States 
for maintenance or studies. 

Pub. 901 11 



55,962 

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 individual '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 unless permission is obtained from the 
U.S. competent authority. 

Iceland 
An individual who is a resident of Iceland. 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· 
lienal 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. 

An individual who is a resident of Iceland 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 Iceland 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 related 
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 
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 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, 
instrumentalities, political subdivisions, or local 
authorities. 

The individual is entitled to this exemption only 
for a period of time considered reasonable or cus­
tomarily 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 5 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, allowance, 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 Indonesian government II the 
individual meets any of these requirements, the 
following 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 personal 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. 

lrela_nd 
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, educat1on, or training. 

Italy 
A student or business apprentice (trainee) who is 
a resident of Italy 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 exempt 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 employee 
of, or under contract with, a resident of Jamaica is 
exempt from U.S. income tax on net income from 
personal services tor 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 p_erson 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 qualified for exemption and 
may not be revoked unless permission is obtained 
from the U.S .. competent authority. 

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, 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 
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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 entitled 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 personal 
services for the training, research, or study in the 
amount of $10,000. 

Korea, Republic of 
An individual who is a resident of the Republic of 
Korea on the date of arrival in the United States 
and who is temporarily in the United States prima­
rily 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, 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 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 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 related 
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 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. 

Luxembourg 
Certain residents of Luxembourg are exempt from 
U.S. income tax on income received from abroad 
for employment or amounts receive_d from abroad 
for their maintenance, education, or training _if they 
are temporarily in the United States. To qua~fy 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 enterprise 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 experience 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 related to this training, 
research, or study and includes pay from their 
employer abroad. The amount exempt may not be 
more than $10,000: 

Malta 
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, 
or 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 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 $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 institution, 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 individual 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 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 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 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 
experiem;e from a person other than that resi­
dent of Norway or other than a person related 
to that resident Qf 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 longer 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, allowances, 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
sc;Ja! 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 employees 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
me_ntalities, 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, 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, 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 Phil ippines 
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 individual is in the United States pri­
marily to: 

1 j 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 )raining, 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 
•: .... rvicP~. And 
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4) Income from personal services perfonned 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 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 perfonning 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 re!li­
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 personal 
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 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 perfonned 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 residept of Romania 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 Romania is 
exempt from U.S. income tax for not longer than 
one year on income received for perfonning 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 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 up 
to a maximum of $10,000. · 

Spain 
An individual who is a resident of Spain at the 
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 5 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, allowance. or 
award from a governmental, religious, charitable, 
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. allowance, or award, and 

3) Income from personal services perfonned 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 
temporarily 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. 
i(!Come 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 tor 
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 more 
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
rily to study at a university or other accredited edu­
cational 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, liter­
ary, or educational organization is exempt from 
U.S. income tax on the following amounts: 

1 j 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 
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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 entitled to the benefit of this 
exemption tor a maximum period of 5 tax years. 

An individual who is a resident of Trinidad and 
Tobago 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 or corpora­
tion of Trinidad and Tobago is exempt from U.S. 
income tax on income received for perfonning per­
sonal services tor 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 an~ 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. 

Tunisia 
An individual who is a resident of Tunisia immedi­
ately before visiting the United States and who is 
in the United States tor full-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 perfonned in 
the United States of up to $4,000 in any tax 
year. 

The individual is entitled to this exemption for a 
maximum of 5 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
rily to study at an educational 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 entitled to the benefit of this 
exemption for a maximum of 5 years and for less 
than $1 0,000 in each tax year. 

An individual who is a resident of the Soviet 
Union and who is temporarily in the United States 
primarily to acquire technical, professional, or 
commercial experience or perfonn 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, salaries, pensions, and annuities paid by 
the governments of the following countries to their 
residents who are present in the United States as 
nonresident aliens generally are exempt from U.S. 
income tax. The conditions under which the 
income· is exempt are stated for each of the 
countries listed. 

Australia 
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, Bundeslaender, districts or munici­
palities or other public corporations or a public 
pension fund to an individual (other than a citizen 
of the United States or an individual admitted to 
the United States for permanent residence) are 
exempt from U.S. income tax. 

Barbados 
Income, including a pension, paid from the 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 Publication 597, Information on the 
United States-Canada Income Tax Treaty. 

China, People's Republic of 
Income, otrier than a pension, paid by the Peo­
ple's Republic of China or its political subdivisions 
or local authorities to an individual for services 
performed tor the paying governmental body is 
exempt from U.S. income tax. However, the 
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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 People's Republic of 
China for services performed for China are 
exempt ·trom 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 business carried on by the People's Repub­
lic of China or its subdivisions or local authorities. 

Cyprus 
Wages, salaries, and similar income, including 
pensions, annuities, and similar benefits, paid from 
public funds of Cyprus to a citizen of Cyprus tor 
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, salaries, 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 similar benefits, paid from 
public funds of the Arab Republic of Egypt to a cit­
izen of Egypt (or to a citizen of another country 
who comes to the United States specifically to 
work for the Government of Egypt) tor labor or 
personal services performed as an employee of 
the national Government of Egypt. or any of its 
agencies, in the discharge of governmental 
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 also does not apply to payments tor 
services performed in connection with a trade or 
business carried on by Egypt or any of its 
agencies. 

Finland 

Tax years beginning after 1990. Income, other 
than a pension, paid by Finland, its political subdi­
visions, statutory bodies, or local authorities to an 
individual tor 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 .. p.er­
form the services. 

Pensions paid by Finland for services performed 
tor 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 Republic 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 Finland (or for a subdivision, local 
authority, or public community of Finland) in the 
discharge of governmental functions is exempt 
from U.S. tax. 

J-15 

55,965 
France 
Income, including pensions, paid by or from public 
funds of the French Government or one of its 
political subdivisions or a local authority 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 old 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 unless 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. 

Iceland 
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 authority to a citizen of 
Iceland (other than a U.S. citizen or one admitted 
to the United States for permanent residence) tor 
labor or personal services performed tor Iceland 
or its political subdivisions or local authorities 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 torthe paying gov­
ernmental body is exempt from U.S. income tax. 
However, the exemption does not apply it 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 tor 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 carried on by India, its subdivi­
sions, or local authorities. 

Indonesia 
Income, other than a pension. paid by Indonesia, 
its political subdivisions, or local authorities to an 
individual for services performed tor the paying 
governmental 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 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 authorities. 

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 Italian political or administrative subdivision or 
local authority 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 
Italy 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 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 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 unless 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 

16 Pub. 901 

IRS Publications 

with a trade or business carried 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 local 
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 labor 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, salaries, 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. 

Malta 
Income, other than a pension, paid by the Govern­
ment of Malta or by any of its political subdivisions 
or local authorities for 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 a resi­
dent of the United States who either: 

1) Is 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, salaries, and similar income, including 
pensions and similar benefrts, 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 
for Morocco or for any of its political subdivisions 
or local 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 Netherlands or a political 
subdivision of the Netherlands to individuals who 
are citizens of the Netherlands for services per­
formed for the Netherlands or to any of its political 
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subdivisions in the discharge of governmental 
functions are exempt from U.S. income tax. 

New Zealand 
Income (other than pensions) paid by the Govern­
ment of New Zealand, its political subdivisions, or 
local authorities 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 unless paid to U.S. citizens resi­
dent in the United States. 

These ~mptions 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 
authorities). 

Norway 
Wages, ·salaries, and similar income, including 
pensions and similar benefits paid by or from 
public 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 local 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 Govern­
ment of Pakistan or the Government of a Province 
in Pakistan or one of its local authorities for 
services performed 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 
citil;en of the Philippines (or to a citizen of another 
countrY other than the United States who C:omes 
to the United States specifically to work for the 
Government of the Philippines) for labor 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 national 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
ernmental 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· 
vidual 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 unless the indi­
vidual is a citizen and 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 Spain, its 
subdivisions, or local authorities. 

Sweden 
Wages, salaries, and similar income and pensions 
paid by Sweden or one of its political subdivisions, 
territories, or possessions to individuals 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. 

Switzerland 
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 governmental 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 
unless 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 person!Y 
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 purpose, 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 employees 
of a political subdivision or local authority 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 local authorities to individ­
uals 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 behalf 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 interest 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 (although considered from 
U.S. sources) is certain portfolio interest on 
obligations issued after July 18, 1984. See 
Publication 519, U.S. Tax Guide for Aliens, for 
more information. 

Social aec:urity benefits. Half the U.S. social 
security benefit payments to nonresident al iens is 
subject to U.S. income tax at a rate of 30%, 
unless 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 l;>e 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 1 042S, 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 (I.R.S.) 
or Cumulative Bulletin (G.B.), which contain official 
matters of the Internal Revenue Service. The col­
umn headed Citation shows the number of the 
I.R.S. 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 I.R.S. or 
C.B. in which each T.D. or Treasury explanation is 
printed. 

You can subscribe to the I.R.S. 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 number 1 2 3 5 • 7 • 10 11 12 13 
lntereet on taJ·Irtt covenant bonda 

Country ol residence ol PIV .. loaued before 1834 Dividends paid !>Y a CoPvrlaht rovollles 
Molurlly 

dill 
Inter eat ax tended U.S. aub- Real 

tntereat paid to 1 after 1833 oldlary to property 
paid by lnlareat on controlling II obligor If obligor and obligor u.s. foreign Motion Income and 

u.s. , ... foreign IIIUnMI INUmll IIIUmtl corpor• parent tndU• plctur .. nafurol 
obHgoro property corpor• more than 2%orleu over 27'1.% lion c'7,:t"" CopiLot trlol and reaourcee 

H•m• Code general mortgagio lion 2%oltu oftu ortu genera,. aolna' royallleo televlaon Other rovolu .. • 
Australia ................... AS •to •to •to 2 •to •to •t5 •t5 30 •to •to •to 30 
Austria .. . ...... .... ... .. .. AU "0 30 "0 "0 "0 "0 't5 ···5 30 "0 •to "0 30 
Barbados .. .. .. ... ..... . .. . BB •t2'/, 't2'/, •t2'/, 2 1 t2 '/, •t2'/, •t5 ···5 •·'0 •t2'/, •t2'/, •t2't. 30 
Belgium ....... .... . . ..... . BE •t5 •t5 •t5 2 •t5 •t5 •t5 ··•5 ··•·'0 '() "0 '() 30 
Canada .......... .. .... ... CA •t5 •t5 •t5 2 •t5 •t5 •t5 •to '30 •to •to '() 30 
China, People's Rep. of ..... . CH •to •to •to 2 •to •to •to •to 30 ···10 •to •to 30 
Cyprus ....... ~ .. : .. ... .... CY •to •to •to 2 •to •to '15 ··•5 •·'0 · '() '() '() 30 
Denmark ... .... ......... · .. DA "0 "0 "0 "0 "0 "0 't5 •5 30 "0 "0 "0 30 
Egypt .. .................. . EG 't5 30 't5 2 't5 't5 't5 ···5 ··"·'0 "0 "0 •t5 30 
Finland"' (new treaty) ... . . ... Fl '() '() '() '() '() '() ~·t5 ..... 5 ~'0 •5 '() '() 30 
Finland (old treaty) .. ... ... . . Fl '() '() '() '() '() '() •t5 ··•5 ··•·'0 '() '() '() 30 
France . . . . ... . ..... . . .. ... FA '() '() '() '() '() '() •t5 ··•5 ··•·'0 '5 '() . '() 30 
Germany"' (new treaty) . ..... GM '() '() '() '() '() '() ~·t5 ·····5 ~'0 '() ""0 '() 30 
Germany (old treaty) ...... .. GM '() '() '() '() '() '() •t5 •t5 '·"'0 '() '() '() 30 
Greece .. .......... . .. ... .. GR "0 "0 30 "0 "0 "0 30 30 30 "0 30 "0 30 
Hungary ....... .. . ..... . ... HU '() '() '() '() '() '() •t5 ···5 •·'0 '() '() '() 30 
Iceland ......... . ..... . . ... IC '() '() '() '() '() '() '15 ··•5 '·"'0 '() 30 '() 30 
India" ... ... .. . . . .. .. .. . . .. IN t•Ut5 t•Ut5 '15 2 •t5 '15 1"25 .....t5 30 .... tO -20 .... 20 30 
Indonesia" ....... . ... .. . .. . ID •15 •t5 •t5 2 '15 115 •t5 •t5 ... '() .... 10 •t5 •t5 30 
Ireland . . .. ..... . . .. , . .. ... El. '·"0 '·"0 30 ··"() ' ·"0 '·"0 ···'t5 ,,c,t~5 30 ' ·"0 '"'0 '·"0 "'t5 
Italy .... , . ... . . .. . ... . ..... IT •t5 •t5 •t5 2 •t5 •t5 •t5 ··•5 "'0 "'tO •a •5 30 
Jamaica ........ .... . .. : ... JM •t2'/, •t2't. 't2'/z 2 •t2'h •t2't. •t5 ··•to "'0 •to •to •to 30 
Japan .... ..... . .... .... . .. JA •to •to •to 2 •to •to •t5 •·•to ··•·'0 •to •to •to 30 
Korea, Rep. of ······ ··· ···· KS •t2 •t2 •t2 2 •t2 •t2 •t5 ··•to ··•·'0 •t5 •to •to 30 
Luxembourg' .... .. ... . . .... LU "0 30 "0 "0 "0 "0 't5 ··'5 30 "0 "0 "0 30 
Malta ... . . ..... . . .... . ... ·. MT •t2'/, •t2'/, •t2'/z 2 1t2'/, •t2'/• •t5 ··•5 •·'0 •t2'/, •t2'/, '() 30 
Morocco ·· ··· ······· ······ MO '15 •t5 •t5 2 •t5 •t5 •t5 ··•to ····'0 •to 110 •to 30 
Netherlands ··· ···· ·· ··· ··· NL '() '() '() '() '() '() •t5 ···5 ···•·'0 '() '() '() 30 
Netherlands Antilles, Arubam NA, 

AA "0 30 30 30 30 30 30 30 30 30 30 30 30 
New Zealand . ...... .. .... . . NZ •to •to •to 2 •to •to •t5 015 "'0 •to •to •to 30 
Norway ... . . .. . .. .. .. . . . . ... NO '() '() '() '() '() '() 115 •t5 .... '0 '() '(i '() 30 
Pakistan• ... .. .... .... .. ... PK 30 30 30 2 30 27'/, 30 ···t5 30 "0 30 "0 30 
Philippines .. .... ... . . .... .. RP •t5 •t5 •t5 2 '15 •t5 125 '·'20 "'0 •t5 •t5 •t5 30 
Poland . . . ...... ..... . ..... PL '() '() '() '() '() '() •t5 ···5 '·"'0 •to 110 •to 30 
Romania ........ .• ........ RO •to •to •to 2 •to •to •to '10 ··•·'0 •t5 •to •to 30 
Spain .. ..... ...... .. .... ... SP •to •to •to 2 •to •to 1"t5 ... ··to •·'0 '''8 •·•a •·•5 30 
Sweden . ... .. .... .... ..... sw "0 "0 "0 "0 "0 "0 '15 ··'5 ' ·'0 0 0 0 30 
Switzerland ..... . ........ . . sz '5 '5 '5 2 '5 '5 't5 ~ ... 5 30 "0 "0 "0 30 
Trinidad & Tobago .... · ... ... TO 30 30 30 2 30 27'/z 30 30 30 '15 30 '() 30 
Tunisia .. ............ . . . . ... TS •t5 •t5 •t5 2 •t5 •t5 "'20 ..... t4 "'0 ··"'tO •t5 •t5 30 
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annultlea 

'0 
'0 

'·'0 
.. '0 
't5 
'0 

' ·'0 
'0 

'·'0 
'·'0 
···o 
···o 
'·'0 
'0 
'0 

... 0 
'·'0 
"'0 

.... 't5 
'0 

···o 
'·'·"0 

'0 
c.•o 
'0 
0 

···o 
'0 

30 
'0 

'·'0 
•·o 
"30 
30 
'·'0 
"'0 
'0 
'0 
~·o 

'0 

21 

Social 
oacurlty 
~~avment• 

30 
30 
30 
30 

0 
30 
30 
30 
0 

30 
30 
30 

0 
30 
30 
30 
30 

'30 
30 
30 
0 

30 
0 

30 
30 

0 
30 
30 

30 
30 
30 
30 
30 
30 

0 
30 
30 
30 
30 
30 

U1 
U1 
1o 
en 
Q) 
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Table 1 -Continued . 
Income code number 1 2 3 5 

lnlereal on tn·froe covenant bondl 
Country of realdence of payee laaued before 1834 

Maturity 
dele 

lnter11t extended 
lntereat paid to a alter 11133 
paid by lntereat on controlling II obligor II obligor and obligor 

u.s. reo I forelgn IIIUmll aaaumea aaaumea 
obllgora proparty corpora· more than 2%ort.n over 27'12% 

Name Code general mortgage• tlon 2% of tax of tax of tall 

Union of Soviet Socialist 
Republics ... . .. . . ....... ... UR "() 30 30 2 30 27'/z 
United Kingdom ... .... ..... UK '() '() '() '() •o '() 

Other countries ....... . ..... oc 30 30 30 2 30 27'/z 

• 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 to 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.-Garman treaty, amounts paid or credited before January 1, 1992, are taxed at a 
10% rate. For Italy, the reduced rate is 10% 11 the foreign corporation owns 10% to 50% of the voting stock (for 
a 12-month period) of the company paying the dividends. 

c The exemption or reduction in rate applies only if the recipient Is subject to tax on this income 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 to 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 treaty exemption that '!PPiies 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.) 

1 Includes alimony. 

9 Under the treaty the exemption or reduction in rate does not apply if the recipient has a permanent estab­
lishment in the United Stales 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, Italy, Jamaica, Malta, 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 effectively connected with a fixed base in the United Stales 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 Stales by the recipient, 
the recipient will be considered as not having a permanent establishment in the United States under section 
894(b), I.R.C. 

h 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 effectively connected with a trade or business in the United Stales by the recipient, the recipient 
will be considered as not having a permanent establishment in the United Stales to apply the reduced treaty 
rate to that item of income. · 

1 Bangladesh has not indicated that it wishes to assume the responsibilities or exercise the rights of the 
United Stales-Pakistan income tax treaty. 

i 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 Exemption from or reduction in rate of ta~ ·does not apply to income of holding companies entitled to spe-
cial lax benefits under the laws of Luxembourg. · 

1 Exemption does not·apply to gains from the sale of real property. 

m The United Stales has announced termination of the provisions of ihe United Stales . Netherlands treaty 
that apply to the Netherlands Antilles and Aruba, effective January 1, 1966. However, the provisions of Article 

• 7 8 10 11 12 13 14 21 

Dividendo paid by 1 Copyright royollleo 

U.S. aub- Real 
aldlary to proparty 

u.s. foreign Motion Income and 
corpora· porent lndUI· picture• natural Pentlona Sociol 

lion corpor• Copllai trial and reaourcea ond aecur1ty 
general• tlon• galna" royalt111 televlaon Other royaltlea" annultlea payment" 

30 30 "() 0 0 0 3o 30 30 
•15 ··•5 30 '() •o '() 30 d,IQ 0 
30 30 30 30 30 30 30 30 30 

VIII( 1) of the treaty will continue to apply to certain interest payments made by a domestic corporation to an 
Antilles corporation. 

" The exemption applies only to interest on credits, loans, and other indebtedness connected with the 
financing of trade between the United States and the Union of Soviet SociaHst Republics. II does not include 
interest from the conduct of a general banking business. 

0 The exemption applies only to gains fror:n the sale or other disposition of property acquired by gift or 
inheritance. 

P The exemption does not apply if the recipient was a residimt of the United Slates when the pension was 
earned or when the ·annuity was purchased. 

q 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 C:: 

business property of a permanent establishment or fixed base in the U.S., the taxable gain is limited to the !;n 
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. 

• Under the treaty, the reduced rate for royalties with respect to tangible personal property is 7%. ~ 
1 Does not include alimony; for Canada, alimony is exempt. For Indonesia, alimony is subject to a 30% rate. ~ 
u Applies 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 equivalent portion of tier 1 railroad retirement benefits (income code 22) received from the U.S. The !f 
remainder of tier 1, all of tier 2, dual, and supplemental railroad retirement benefits (income code 23) are taxed v• 

as shown in the column of this table labeled " Pensions and Annuities." 
v Gains on the disposition of U.S. real property interests are considered effectively connected with a U.S. 

trade or business and thus are subject to graduated rates of lax rather than the flat percentage shown in this 
column. 

w Tax imposed on 70'Yo of gross royalties for rentals of industrial, 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 interest is paid on a loan granted by a bank or similiar financial institution. 
.., This is the rate for royalties lor the use of. or the right to use, industrial, commercial, and scientific equip­

ment. The. rate for royalties lor information concerning industrial, cofl)mercial 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, stale, or local government or a public sector 
company. 

"" See page 1 of this publication lor the effective date of this treaty. 
"The exemption does not apply to cinematographic films, or works on film, tape, or other means of repro­

duct;on 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 lor the United States, its subsidiaries. or local authorities. CJl 
CJl 
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0 Table 2.-Compensation for Personal Services Performed in United 

States Exempt from U.S. Income Tax Under Income Tax Treaties 
C1tegory of Por1on•l S.rvlc .. Maximum Maximum 

Pretence Amount of 
Country Code Purpo .. In U.S. Required Em[!loyer or P1yer Compentallon 

(I) (2) (3) (4) 5) (&) 

Australia .......... . ... .... .. ... 16 Independent personal services " ..... .. ..... 183 days ...... Any contractor ...... .. · .................... Nolimit .. . .. .. . . 
20 Public entertainment ......... .... . ....... 183 days . .... . Any contractor .. ... .. .. . ...... .. . . . . .. , ... $10,000 
17 DeAendent personal services" .............. 183 days ...... Any foreign resident • ...... .... ... ..... .... No limit ......... 
20 ublic entertainment" ......... ...... . .. .. 183 days ..... . Any foreign resident .. ................... .. $10,000 .. .... .. 
19 Studying and traininW 

Remittances or al owances ·· ······ ·· ····· No limit ...... . Any foreign resident .. ..... . ...... .. ...... . Nolimit ......... 

Austria ··· ···· ······· .... ...... 15 Scholarship or fellowship grant .... ... .. . .. .. No limit Any U.S. or foreign resident' . .... .. .. . ...... No limit . .. ..... . 
16 Independent personal services .. ....... ..... 183 days .... .. Austrian resident contractor . . ... .. ... ...... Nolimit . ........ 

183 days ...... Other foreign or U.S. resident contractor . • . .. $3,000 . .... ..... 
17 Dependentpersonalsennces ............... 183 days ... . .. Austrian resident ......... ... .........•... . Nolimit . ...... . . 

183 days ... .. . Other foreign or U.S. resident. ... . . ......... $3,000 .... . ...... 
18 Teaching . ... ...... ..•......... .... . .. . .. . 2 years ... .... U.S. educational institution .. . .. ...... .. .. .. No limit ......... 
19 Studying and traini~ : 

Remittances or al owances ............... No limit .... .. . Any foreign resident ... ..... . .. .... ... .. ... Nolimit .. ... . . .. 
Compensation while gaining experience' .... 1 year .... .. .. Austrian resident. . .. .................... . . $10,000'. 

Barbados ...................... 16 Independent personal services '·" ... .... .... 89 days ....... Any foreign contractor . ...... ....... . ...... No limit ... .. .. .. 
89 days .. ..... Any U.S. contractor . ....... ............... $5,000 ....... . . . 

20 Public entertainment . ... · .... .......... ... No limit ...... . Any contractor . ............... .... ....... . $250 per day 
or $4,000 p.a.• . .. 

17 DeAendent personal services '·". . . . . . .... . . 183 days ...... Any foreign resident .. . . .... . ..... . ........ $5,000 ... . . ..... 
20 ubllc entertainment . . . . . ...... .......... No limit . .. .... Any U.S. or foreign resident ....... .... .. ... $250 per day 

or $4,000 p.a.' .. . 
19 Studying and traininrc:,. 

Remittances oral owances•• ........... ... No limit ... .... Any foreign resident .. . .. ...... . ..... . . ... . No limit . . .... . .. 

Belgium ·· ·.········· ······ ····· 15 Scholarship or fellowship grant" ............. 5 years ....... Any U.S. or foreign resident' •... . ..• .... .. . . Nolimit ....... .. 
16 Independent personal services" ............. 182 days ...... Any contractor . .•. . · . •.. .... . ..... .. ....... Nolimit ......... 
20 Public entertainment ... . . ...... . .... . .... 90 days ....... An~ contractor . ... . .. ... . ...... .. ... . ...... $3,000 . .. . . . .. . . 
17 Dependentpersonalsennces ........... . .. . 182 days ...... Be gian resident . .. . ..... . .. . ......... : .. . Nolimit . ... .. . .. 
.18 Teaching• . .... ........... . .......•.••... . 2 years ... . .. . U.S. educational institution .. ... .. ... .. ... .. No limit . .. .... .. 
19 Studying and traininrc: 

Remittances or al owances ..•............ 5 years ....... A~ fore~n residant . ............... : . .. . .. . No limit ... ... .. . 
Compensation during training .......... . .. 5/ears ....... U. . rasi ent . • ... •. ... ... ... ... . . . .. . .•.. . $2,000 p.a . •. .... 

1 consec. mo. Belgian resident . ... .. .... ... .... ......... $5,000 ... . ... .. . 
Compensation while gaining experience' ... . 12 consec. mo. Belgian resident . ...... .. ...... ......... .. $5,000 .......... 
Compensation under U.S. Government 

program .. ....... . . ... . ... .... . . .... .. 1 year . .. ... .. U.S. Government or its contractor .....•..... $10,000 . .. ... .. 
Canada .. . ..... ...... . . .. . . . . .. 16 Independent personal services" . .......... .. No limit .... ... Any contractor .. : ... ...... .. .............. Nolimit" . . .... .. 

17 Dependent personal services ..... .. ........ No limit Any U.S. or fore~n residant ..... . .......... $10,000 
183 days . ..... Any foreign resi ent'' . : . .... • ...... .. . .. ... Nolimit'": ..... .. 

19 Studying and traininrc: 
Remittances oral owancas" .... . ........ . No limit ....... Any foreign resident . ....... .• ......... ... . Nolimit . . ....... 

China, People's Republic of · · ·· ·· 15 Scholarship or fellowship gran~· ..... . ....... No specific limit Any U.S. or foreign resident' . ... ....... . .... Nolimit ......... 
16 Independent personal services12 

••••••• • ••••• 183 days ..... . Any contractor ......... . .................. Nolimit" ....•... 
17 Dependent personal services'·" ...... .. ..... 183 days ...... AnJ foreign residant ......... . ..... . ...... . No limit" ...... . . 
18 T aaching or research ... .. ... . . .. ... .. . .. . . 3 years . ... . .. U. . educational or research institute ..... . .. Nolimit ..... . ... 
19 Studying and training: 

Remittances or allowances ... ... .. ..... . . No specific limit Any foreign residant . .....•...... ... ... . ... No limit .. . ..... . 
Compensation ~uring training or while 

No specific limit Any U.S. or foreign resident $5,000 p.a . .. ... . gatntng expenence . .. .. ....... ..... .. . .. . . .. ... . .... .. 
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y 
I 

N 
....... 

"'0 
c 
0"' 

U) 
0 .... 
,., .... 

Cyprus .. ... . ... .. .. ...... . .... 

Denmark .... . . .. . . .... .. . · . . . ... 

Egypt. ..•...................... 

Finland ................... . . ... 
(effective for tax years 
beginning after 1990) 

Finland .... . ................... 
(Effective lor tax years 
beginning before 1991) 

15 

16 
20 

17 

20 

19 

16 

17 

18 
19 

15 
16 
20 
17 
20 
18 
19 

16 
20 
17 
20 
19 

15 
16 
17 
18 
19 

Scholarship or fellowship grant"' . . ......... . . 

Independent personal services" . . .. .. .. . .... 
Public entertainment .... .. ... . . ....... . . . 

Deo:,ndent personal services" ... . .. . . .... .• 
irector's fees .... . . ..... •. . .. . ..... . . . • 

Public entertainment . ... . ....... ..... .. . . 

Studying and tralnl~ . 
Remittances or al wances ... . . .... ... . .. 

Compensation during training . .. .. .... .. .. 

Compensation while gaining experience' ... . 
Compensation under U.S. Government 

program ....... . . . .. . . . .. . . . .... . .. . .. 

Independent personal services . .... .. . ... . .. 

Dependent personal services .. . ...... .. .... 

Teaching ..... ... ... .. ... .. . . . . .......... . 
Studying and traininPc: 

Remittances or al owances . ... . . ... . ... . . 

Scholarship or fellowship grant" . . .. ... . ... . . 
lndependentpersonalsenrices . .. . .... .. .... 

Public entertainment . . ... . ..... . ......... 
De~ndent personal services " ·" ....... . ... . 

ublic entertainment ... . .......... . ..... . 
Teaching' .............. . ............ .. . . . 
Studying and trainine: 

Remittances or al owances .... . ......... . 
Compensation during training ............. 
Compensation while gaining experience .... 
Compensation under U.S. Government 

program: . ..• .. .. . . . . . . . . . . ... .. .. .... 

Independent personal services" . . . ..... . .... 
Public entertainment .. ... ..... . . . ........ 

Dependent personal services" . . . ... .. ... . .. 
Public entertainment ... ........ ....... . .. 

Studying and training: 
Remittances or allowances•• .............. 

Scholarship or fellowship grant" .....•. .. .... 
Independent personal services . .. . .......... 
Dependent personal services" ... . . . .. .. .. . . 
Teaching• . . .... . ... . . ... . . ..... .. .. ... ... 
Studying and trainine: 

Remittances or al owances .. . . . ....... . .. 
Compensation during training . . ........... 

Compensation while gaining experience' . ... 
Compensation under U.S. Government 

program . . ................ . . . . . .. .. ... 

Generally, 
5 years .... ... Any U.S. or foreign resident' .. . .. .... . .. .•.. 
182days . . • . . . Any contractor . . • . . . ......... ..•.. .. . ... . . 
No ~mit ...•. .. Any contractor . . •..•. . ....... ... .. ... ... .. 

182 days . ..•.. 
No limit ... . .. . 

Anl foreign resident .... . . ....... . .. .. . . .. . 
U. . corporation ... ..•... . . . . .. .... . . ... . . 

NoUmlt .... . ~. Any U.S. or foreign resident . . ..•.... . ... . .. 

Generally, 
5 years . .. .. . . Any foreign resident ... . . . . . .. . . . . . ... . . . .. 
Generally, 

Any U.S. or foreign resident . .. ........ . ." . .. 5 years ... . . . . 
1 year ........ Cyprus resident . .... . .... .. .. . .. . . . .... . .. 

1 year . .. ..... U.S. Government or its contractor . .......... 

180 days .. .... Danish resident contractor . . . . . ...... . .... . 
90 days ....... Other foreipn or U.S. resident contractor .. . . . 
180 days ...... Danish resident. ...... . ................... 
90days ....... Other foreign or U.S. resident . . .. . . . . . ..... . 
2years ....... U.S. educational institution . . ...... .•....... . . . . 
Nolimit .. . .. : .. Any foreign resident .. .. .... .. ............. 

5 years . .. .. .. Any U.S. or foreign resident . .. •. .... ... .. .. 
89 days ....... Any contractor . ...... .... . ... ... ...... ... . 
No limit ....... Any contractor ........ . ...... . . . .... . . . ... 
89 days .... .. . Egyptian resident . . . ... .. . . .... . . ..... ... . 
Nolimit .. . .... Anl U.S. or forei!!n resident .. .. .. ..... .... . 
2 years .... .. . U. . educational Institution . . .... . . . . . ..... . 

5 years ....... Anl foreign resident .............. .. .... .. . 
5 years ....... U. . or any foreign resident ............... . . 
12 consec. mo. Egyptian resident .. ... . . . ........ . ........ 

1 year .. .. .... U.S. Government or its contractor .......... . 

no limit. ...... . Any contractor . . . ....... . ................ . 
no limit. .... .. . Any contractor .. ... . .. .. .......... . .. . .... 
183 days .. . ... Any foreign resident ....................... 
nolimit . . .. . ... Any U.S. or foreign resident .. . ... . ......... 

no limit. ....... Any foreign resident ....... . .. . ... . ........ 

5 years ....... Any U.S. or foreign resident' .......... . .. . .. 
183 days .... . . Any contractor ........ . ..... . ............. 
183 days ...... Anl foreign resident ........... . ... . ....... 
2 years ....... U. . educational institution ... . ... . ..... . ... 

5 years ....... Anlloreign resident ... . ...... . .. . ... .. .. . . 
5 years .... ... U. . or any foreign resident . ....... .. . ... ... 
12 consec. mo. Finnish resident. ... . .... . ................. 
12 consec. mo. Finnish resicjent ...... .. .. . . . ..... . ...•.... 

1 year ........ U.S. Government or its contractor ...... • .... 

No limit . .... .. . . 
Nollmit . ... . .... 
$500 per day 
or $5,000 p.a.' ... 
Nolimit . ... ... .. 
No Umit" . ...... . 
$500 per day 
or $5,000 p.a. • .. . 

Nolimit ........ . 

$2,000 p.a . .. . . .. 
$7,500 .......... 

$10,000 ........ 

No limit .. . ... . .. 
$3,000 .......... 
No limit . ....... . 
$3,000 .......... 
No limit . ... .. ... 

No limit .. .. . .... 

No limit ... ... ... 
No limit .. . ...... 
$400 per day .. . . 
No limit ... ... ... 
$400 per day .... 
Nolimit . . ....... 

No limit .· ... . .. . . 
$3,000 p.a ....... 
$7,500 . ......... 

$10,000 . ... ... . 

No limit ... . ..... 
$20,000 p.a." ... . 
No limit ......... 
$20,000 p.a." .. .. 

No limit . . .. . .... 

No limit ...... . .. 
Nolimit ........ . 
Nolimit ... . ... . . 
No limit ......... 

Nolimit .. . .. . ... 
$2,000 p.a.' ..... 
$5,000' ......... 
$5,000' .. ....... 

$10,000' ...... . . 

21(1) 
17 

19(1) 
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20 

19(1) 

21(1) 
21(1) 

21(2) 

21(3) 

XI 
XI 
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XIV 

XIII 

23(1) 
15 
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22 
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23(3) 
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~ Table 2.-Continued 

"tJ 
c: 
C" 

(0 
0 
..,a 

Country 
(1) 

France ........................ 

Germany, Fed. Rep. of. • ...... . . . . 
(Effective for tax years beginning 
aHer 1989 (Effective January 1, 
1991, for the area that was the 
German Dernocr8lk: AlpubfiC)t 

Germany, Fed. Rep. of ... . ....... 
(Effective for tax years beginning 
before 1990) 

Greece ....................... . 

Hungary . .. ..... ... .. . . .. ..... . 

Code 
(2) 

15 
16 
17 
18 
19 

15 
16 
20 
17 
20 
18 
19 

15 

16 
17 
18 
19 

16 

17 

18 
19 

16 
17 
18 
19 

category ol Po~ S.rvtcee 

Purpooo 
(3) 

Scholarship or fellowship grant" . .. . .... . . .. ·. 
Independent personal services" .. . . ........ . 
Dependent personal services" ... .. . .. .. . . .. 
Teaching' ............. .... ..... .. ..... .... 
Studying and training: 

Remittances or allowances .............•. 
Compensation during training ............. 

Compensation while gaining experience ...• 

Scholarship or fellowship grant .............. 
Independent personal services'.., • .... • ' ..•• · .. 

Public enter1ainment" ........ ... .. ... ..... 
Dependent personal servicei '·" •...•........ 

Public entertainment'' .•.• .• .. .. . • .. • ... • . 
Teaching' ...... .•. .. .. •. . . , .•.... .. .... . .. 
Studying and training: 

Remittances or allowances ..•. .. .. ••... .. 
Compensation during study or training ...... 
Compensation while gaining experience' ..•. 

Scholarship or fellowship grant ....•......... 

Independent personal services" ............. 
Dependent personal services" ...........•.. 
Teaching ............. . . ... .. . , ....... ... . . 
Studying and training: 

Remittances or allowances ... . .. ....... • • 
. Compensation while gaining experience' .... 

Independent personal services ... .. ..... .... 

Dependent personal services ······· ··· ····· 
Teaching .... ....... .. . . .................. 
Studying and training: 

Remittances or allowances .. .. ........ . ... 

Independent personal services" ......... .. .. . 
Dependent personal services" .. . ... . ..... .. 
Teaching' ..... ... ...... .. ................ 
Studying and training:,. 

Remittances or allowances•• . ......... .. .. 

Maximum · Maximum 
Prnenco Amount or TrootyA.-

In u.s. R..,...... E"fsoyor or Poyer Compon .. llon Citation 
(4) . 5) (I) (7) 

5 years ....... Any U.S. or foreign resident' . ... ..•...... . . . No limit ......... 18(1) 
183 days: ... .' . Any contractor ...•........................ Nolimit" ..... ... 14 
183 days .. . . .. Any foreign resident . ... . ...... ... .... : . ... No limit'~ .. . . .... 15 
2 years . ...... U.S. educational or research Institution ......• Nolimit ......... 17 

5 years ....... Any foreign resident ................... . ... No limit ......... ~8(1) 
5 years ... .... U.S. resident · ..•..........•..••.......•... $2,000 p.a. . .... 18(1) 
1 year ........ French resident. ......................... : $5,000 .......... 18(2) 
1 year ........ French resident .• ....... . . .... .. .. . · •.... . . $5,000 ...... ... . . 18(2) 

No limit . ..... . Any U.S. or foreign resident" •....•..•....... Nolimit ... .. . ... 20(3) 
No limit ....... Any contractor .. • . . . ... . .. ........ . ...... . Nolimit . .... .. .. 14 
No limit .... .. . Any contractor . ••.. • . • .. . ..... . .. ... . •• . •. $20,000 p.a. .. . .. 17 
183 days ...... Any foreign resident . •.•. . • ..•......•.. • •.• No limit ...... .. . 15 
183 days ...... Any foreign resident ....................... $20,000 p.a:" •... 17 
2 years ....... U.S. educational or research institution .•..•.. No limit ........ . 20(1) 

No limit ....... Any foreign resident .. ........ .. ... .. .... ... No limit .. ...... . 20(2) 
4 years ....... Any U.S. or foreign resident . .... .. ... ...... $5,000 p.a ....... 20(4) 
1 year ........ Any German enterprise .. .......... . ........ $10,000 ... ...... 20(5) 

No limit ..... .. Any U.S. or foreign resident' .......... . ...... No limit ......... Xlll(3) 

183 days ...... German resident contractor .. ..... .. ..... .. No limit ......... X 
183 days ...... German resident • ... ..•....... ... . .... .... Nolimit ...... .. . X 
2 years ....... U.S. educational institution . ..... ...... ... .. No limit ......... XII 

No limit ······· Any foreign resident ... .... , ............... Nollmit ......... Xlll(1) & (2) 
1 year ........ German nonprofit organization •.•..........• $10,000 · ........ Xlll(4) 

183 days ...... Greek resident contractor . .... .. . . .. . ... . .. Nolimit ......... X 
183 days ...... Other foreign or U.S. resident contractor ..... $10,000 . ....... X 
183 days ...... Greek resident. . .... .... .. .. . . .. . ...... ... No limit ......... X 
183 days ..... . Other foreign or U.S. resident .......•.....•. $10,000 ........ X 
3 years ·· ···· · U.S. l!ducational institution ................. No limit ......... XII 

No limit . .... .. Any foreign resident ..... .. ... . ............ No limit ... .... . . XIII 
183 days .. .... Any contractor .. . .... .... ... .. . .......... . Nollmit ..... .. .. 13 
183 days .... •. Any foreign resident .. ... .... .. .. ... ... . . .. Nolimit ......... 14 
2 years ··· ···· U.S. educational institution . .. ..... .. .... ... Nolimit ... ..... . 17 

No limit ... .. .. Any foreign resident ................... .... No limit ......... 18(1) 



'--i 
I 

N 
w 

"'0 
r:::: 
C' 

CD 
0 
...... 

Iceland .... ....... .... .. ...... . 

India .. . .... .. . .. . . .. .. . . . . ... . 
(Effective for tax years 
beginning after 1990) 

Indonesia . .. . ... . . . . .. . .. . . .. . . 
(Effective for tax years 
beginning after 1989) 

Ireland . ........ .... ... .. ... .. . . 

Italy'.,., ......... . .... .. .. . .... . 

15 
16 
20 
17 
18 
19 

16 
20 
17 
20 
18 
19 

15 . 
16 
20 
17 
20 
18 
19 

16 
17 
18 
19 

16 
20 
17 
20 
18 
19 

Scholarship or fellowship grant"' . . . . . . . . . . . . . 5 years . .. . . . . 
Independent personal services" . . . . . . . . . . . . . 182 days ... . . . 

Public entertainment . . . . . . . . . . . . . . . . . . . . . 90 days .. . ... . 
Dependent personal services" .. . . ........• . 182 days .. ... . 
Teaching• .. . ......... . ... .. . .. . ........ .. 2 years 
Studying and training: 

Remittances or allowances . . . . . . . . . . . . . . . 5 years 
Compensation during training . . . . . . . . . . . . . 5 years 
Compensation while gaining experience • . . . 12 consec. mo. 
Compensation under U.S. Government 

program. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 year .. ..... . 

Independent personal services" . . . . . . . . . . . . . 89 days . ..... . 
Public entertainment" ... . .... ... ..... .... 89 days ...... . 

Dependent personal services" . . . . . . ... .. ... 183 days .... . . 
Public entertainment" .. . . .. . . .. . .. .. . . . .. 183 days .... .. 

Teaching' ... · ... .... ........ .. . . ...... . . .. 2 years ...... . 
Studying and training: · 

Remittances or allowances . . . . . . . . . . . . . . . no limit. ...... . 

Scholarship or fellowship grant" : .... . . : . . . . . 5 years . . .. .. . 
Independent personal services" . .... , . . . . . . . 119 days . . ..•. 

Public entertainment . . . . . . . . . . . . . . . . . . . . . no limit. .. .. . . . 
Dependent personal services" . . . . . . . . . . . . . . 119 days .... . . 

Public entertainment .... . .. . . .. . ....... : . no limit. ... ; .. . 
T eaching• ............. , . . . . . . . . . . . . . . . . . . 2 years 
Studying and training: 

Remittances or allowances . . . . . . . . . . . . . . . 5 years 
Compensation during training . . . . . . . . . . . . . 5 years 
Compensation while gaining experience . . . . 12 consec. mo. 

lndeperidei1t'personal services .............. 183 days .... . . 
DePendent personal services . . . . . . . . . . . . • . . 183 days .. . .. . 
Teaching ...... ......... .. . .. .. . . .. ...... . 2 years . . . . .. . 
StUdying and training: · 

Remittances. or allowances•• ... . .......... No li1J1il ...... . 

Independent personal services',.. .. .... . .. : .. 183 days . .. . . . 
Public entertainment . . . . . . . . . . . . . . . . . . . . . 90 days .. .... . 

Dependent personal services'·" ........... :. 183 days .. . .. . 
Public entertainment . . . . . . . . . . . . . . . . . . . . . 90 days . ..... . 

Teaching~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 years . ... . .. . 
Studying and training: 
· Remittances or allowances . . . . . . . . . . . . . . . No limit . . . . .. . 

Any U.S. or foreign resident' . ... . ..... . ..... No limit .. ... .. . . 22(1) 
Any contractor . . . . . . . . . . . . . . . . . . . . . . . . . . . . No limit . . . . . . . . . 18 
Any contractor . ......... .. . ... . ........... $100 per day .. . . 18 
Iceland resident" .. .. ..... . .. ....... .. ... . No limit . .. ... . . . 19 
U.S. educational i~stitution . . . . . . . . . . . . . . . . . No limit . . . . . . . . . 21 

Any foreign resident ........... . . .... .. . ... No limit . ...... . . 22(1) 
U.S. or any foreign resident .......... ... . ... $2,000 p.a. . .. .. 22(1) 
lc.eland resident. . . . . . . . . . . . . . . . . . . . . . . . . . . $5,000 . . . . . . . . . . 22(2) 

U.S. Government or its contractor ....... .. .. $10,000 . .. .. ... 22(3) 

Any contractor .. .. .. . .. . . . .. . .. . . . . ... .. .. . No limit .. . .. .. .. 15 
Any contractor .................... ...... .. $1,500 p.a.'" ... . . 18 
Any foreign resident . . . . . . . . . . . . . . . . . . . . . . . No limit . . . . . . . . . 16 
Any foreign resident ........... .. ....... .. . $1,500 p.a.'" . .. . . 18 
U.!). educational institution . . . . . . . . . . . . . . . . . no limit . . . . . . . . . 22 

Any foreign resident" .... ... . . . ~ ....... .. .. No limit . ...... . . 21(1) 

Any U.S. or foreign resident' ....... ......... No limit . .. .... .. 19(1) 
Any contractor ... . .. ..... . · . .. .. .. .. .. . .. .. no limit . . . . . . . . . 15 
Any contractor ... ... ... : ..... ....... . .. . .. $2,000 p.a." ..... 17 
Any foreign resident . . . . . . . . . . . . . . . . . . . . . . . no limit . . . . . . . . . 16 
Any U.S. or foreign resident . . . . . . . . . . . . . . . . $2,000 p.a!'. . . . . 17 
U.S. educational institution .. . . . .. . . . . .. .. . . no limit . .. .. . . . . 20 

Any foreign resident ........ .... ...... ..... No limit ..... . ... 19(1) 
Any foreign or U.S. resident . . . .. .. .. .. .. .. . $2,000 p.a. .. .. .. 19(1) 
Any U.S. or foreign resident .. ........ .. .... $7,500 .... ...... 19(2) 

Irish resident contractor . . . . . . . ... . . . . . . . . . . . No limit . . . . . . . . . XI 
Irish residerit .... : ·. . . .. . .. . .. .. .. .. .. .. .. . No limit . . ... . .. . . XI 
U.s: educational institution . . . . . . . . . . . . . . . . . No limit . . . . . . . . . XVIII 

Irish resident ·. . . . . . . . . . . . . . . . . . . . . . . . . . . . . No limit ... .. . . : . XIX 

Any contractor .. . . .. .. .. .. . . . . .. .. . .. . .. .. No limit .. . . .. . . . 14 
Any contractor · .. .. ... ........ . . ... .. .. . . .. $12,000 p.a .. .. .. 17(1) 
Any foreign resident . .. . .. ... . . . . . . ·. . . . . . . . No limit . . . . . . . . . 15 
Any U.S. or foreign resident ......... . ... . .. $12,000 p.a .. . .. . 17(1) 
I).S. educational institution . . . . . . . . . . . . . . . . . No limit . . . . . . . . . 20 

Any foreign resident .... .. ... .. ... .. .... ... No limit .. . . ... . . 21 

Jamaica . .. . . . . . . .. .. .. .. . . . . . . 16 Independent personal services" . .. . .. . .. . .. . 89 days .. .. . . . Any foreign contractor .. . .. . . .. . . .. .. .. . . .. No limit .. . .. . . . . 14 
. 89 days ..... .. Any U.S. contractor ...... . ......... . .. . . .. $5,000 p.a .. . . . .. 14 

20 Public entertainment . . . . . . . . . . . . . . . . . . . . . No limit ·. . . . . . . Any contractor . . . . . . . . . . . . . . . . . . . . . . . . . . . . $400 per day . 
or $5,000 p.a.' ... 18 

17 Dependent personal services" . . :. . . . . . . . . . . 183 days . . . . . . Any foreign resident . . . . . . . . . . . . . . • . . . . . . . . $5,000 p.a. . . . . . . 15 
20 Public entertainment .. .... .. . . . . ... . .. ... No limit . . . . . . . Any U.S. or foreign resident . . . . . . . . . • • • . . . . $400 per day 

or $5,000 p.a.' . . . 18 
Directors' lees ....... . . .... . . .... . ... ... No limit .. ..... U.S. resident .. : . .... . .. . .. .. . ..... . . ..... $400 per day' ... . 16 

18 Teaching' .. ... .............•.. . .......... 2 years ... . ... U.S. educational institution . . . .. • . .. ...... . . No limit . . .. . .. .. 22 
19 Studying and training:"' 

Remittances or allbwances ••. . . . . .. . . . . . . . No limit .. . . . . . Any foreign resident . . . .. . . . . .. .. . . . . . . . . . . No limit . . . . . . . . . 21 ( 1) 
Compensation during study . .. .. .... .... .. 12 consec. mo. Jamaican resident. .. .. ... . . . ....... . . ..... $7,500 p.a .... . .. 21(2) 
Compensation while gaining experience • ... 12 consec. mo. Jamaican resident. ... ... . . . . ... . ... .. . . ... $7,500 p.a .. . . .. . 21 (2) 
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Country 
(1) 

Japan ...... . ...... . .......... . 

Korea, Rep. of ... .. ... . . . .... .. . 

Luxembourg . . .. . ....•....... . .. 

Code 
(2) 

15 
16 
20 
17 
18 
19 

15 
16 
17 
18 
19 

15 
16 

17 

18 
19 

Category ol f'erooMI S.rvlceo 

f'urpooe 
(3) 

Maalmum 
Preaence 
in U.S. 

(41 

Scholarship or fellowship grant'' . . . . . . . . . . . . . 5 years . .... . . 
Independent personal services" . . . . . . . . . . . . . 1 83 days . . ... . 

Public entertainment . . . . . . . . . . . . . . . . . . . . . 90 days .. . . . . . 
Dependent personal services"·" .. . ......... . 183 days . ... . . 
Teaching' .. .. .. . .. . . . . . .. . . . . . . .. . . . .. . .. 2 years ...... . 
Studying and training: · 

RemiHances or allowances . . . . . . . . . . . . . . . 5 years . . . ... . 
.Compensation during training .. . . .. . .. .. . . 5 years ...... . 
Compensation while gaining experience .. .. 12 consec. mo. 
Compensation under.U.S. Government 

program . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 ye~r ....... . 

Scholarship or fellowship grant" . . .... . ... .'. . 5 years . ..... . 
Independent personal services" . . . . . . . . . . . . . 1 82 days . . . .. . 
Dependent personal services" .. .... ..... . . . 182 days .. .. . . 
T eaching• .... . . . ..... .. . . : . . . . . . . . . . . . . . . 2 years . . ... . • 
Studying and training: 

RemiHances or allowances . . . . . . . . . . . . . . . 5 years . . .. .. . 
• Compensation during training .. . . ......... 5 years ..... . . 

Compensation while gaining experience .... 1 year ....... . 
Compensation under U.S. Government 

program . ... . ...... . ........ ·. . . . . . . . . . 1 year .... .. . . 

Scholarship or fellowship grant . . . . . . . . . . . . . . No limit ... . .. . 
Independent personal services ........... , . . 180 days .. . . . . 

180 days 
Dependent personal services' ... . .. , . . . . .. . . 180 days ..... . 

180 days 
Teaching' ... ... . ... .•. ........... .. . .. ... 2 years . . .. .. . 
Studying and training: . 

RemiHances or allowances . . . . . . . . . . . • . . . No limit ... .. . . 
Compensation during training . .. ... . . ... . . 1 year ... .. . . . 
Compemation while gaining experience' . . . . 1 year ....... . 
Compensation under U.S. Government 

program • . . . . . . . . . . . . . . . . . . . . . . . . . . . . • 1 year ... ... . • 

Required Employer or f'eyer 
(5) 

Any U.S. or foreign resident' . .. . ....... . . .. . 
Any contractor ............ . .. . ...... . . . .. . 
Any conlractor ......... . ..... . . . ... ...... . 
Japanese resident" ..... . ....... . ..... . .. . 
U.S. educational institution .... . ..... .. .... . 

Maximum 
Amounlol 

Compenoatlon ,., 
Nolimit .. ... ... . 
No limit ........ ~ 
$3,000' ... ..... . 
No limit . .. ..... . 
Nolimit .. ..... . . 

Tr .. ly Article 
Cllelton 

(7) 

20(1) 
17 
17 
18 
19 

Any foreign resident . .. . . .......•....... ... No limit ......... 20(1) 
U.S. or any foreign resident. . . . . . ...•.... . . . $2,000 p.a.• ... .. 20(1) 
Japanese resident . . . . . . . . . . . . . • . . . . . . . . . . $5,000' . . . . • . . . . 20(2) 

U .. S .. Government or its contractor ...... . ... . $10,000' ... .. . .. 20(3) 

Any U.S. or foreign resident' .. .. . .. ... ...... No limit .. ... . . .. 21(1) 
Any contractor. . . . . . . . . . . . . . . . . . . . . . . .. . . . . $3,000 p.a. . . . . . . 18 
Korean resident. .. .. .. .. .. . . .. .. . .. .. .. .. . $3,000 p.a. . .. . . . 19 
U.S. educational institution . . . . . . . . . . . . . . . . . No limit . . . . . . . . . 20 

Any. foreign resident .... . ... • .... . ... .. ... . No limit ........ . 21(1) 
Any foreign or U.S. resident .... .. ... . . ... . . $2,000 p.a ...... 21 (1) 
Korean resident. .. . .... .... .. . .... . ....... $5,000 .. .... ... . 21(2) 

U.S. Government or its contractor ........... $10,000 21(3) 

Any foreign resident . . . . . .. .......... . . . .. . No limit ........ . XIV(1) 
Luxembourg resident . .... .. .............. . No limit ........ . XII 
Any U.S. or foreign resident . . . . ... . ..... . . . $3,000 ... .. . .. . . XII 
Luxembourg resident ... . . . . .. ... . . ... . ... . No limit .. ... .. . . XII 
Any U.S. or foreign resident $3,000 XII 
U.S. educational institution . . ... ... . . ... .... . No limit ... ... .. . XIII 

Any foreign resident ... . . . ... . .... . . ... . . . : No limit ......... XIV(1) 
Any foreign resident ... ... .. .... .. , ... .. . .. No limit .. ...... . XIV(1) 
Any foreign resid~nt . . . . . . . . . . . . . . . . . . . . . . . $5,000. . . . . . . . . . XIV(2) 

U.S. Government, its contractor, or a foreign · $10,000 .. .. .... XIV(3) 
resident . . •. . .. .. . . .... . ........... . ... 

Malta . . . . . . . . .. . . . . . . . . . . . . . . . . 16 Independent personal servicesu . . ........ . .. 90 days . . . . • .. Any foreign contractor . . . . . . . . . . . .. . . . . . . . . No limit . . . . . . . . . 14 
· 90 days . .... .. Any U.S. contractor .. . ... . ... . .. .. . ....... $10,000 p.a .. . ... 14 

20 Public entertainment . • .. . ... . . ........ . .. 89 days . . . . . . . Any contractor . . . . . . . . . . . . . . . . . . . . . . .. . .. . $500 per day or 
$5,000 p.a.. . .. .. 18 

17 Dependent personal services" .. ....... .. ... 183 days .. . . .. Any foreign resident .. .. . .. ... . .. ...•... . .. No limit ..... . ... 15 
20 Public entertainment . . .. . . . .. . . ... .... . . . 89 days . . . . . . . Any U.S. or foreign resident . . . . . . . . . . . . . . . . $500 per day 

or $5,000 p.a . . .. 18 
Directors' fees · ............... . .. . .. . .. . . No limit . . . . . . . U.S. corporation . • . • • . . . . . . . . . . . . . . . . . . . . . No limit" . . . . . . . . 17 

18 Teaching• .... .... . .. .. .. . ......... . . . .... 2 years . . ..... Any foreign resident ........ ..... . ......... No limit ....... .. 21 
19 Studying and training:10 

RemiHances or allowances' .... . . . . ....... . No limit . .. ..•. Any foreign resident ........ .. . .. . ... . ..... No limit . . ... .... 22 
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Morocco ....... ... ... . .. . ..... . '5 Scholarship or fellowship grant" ........ . ..... 5 years ....... Any U.S. or foreign resident' .... . ....... .. .. No limit ....... . . 18 
16 Independent personal services" ............. 182 days . . . . . . Any contractor" . . . . . . . . . . . . . . . . . . . . . .. . . . . $5,000 . . . . . . . . . . 14 
17 Dependent personal services" .............. 182 days ... . .. Moroccan resident "· " .............. . .. . .... No limit ....... . . 15 
19 Studying and training: 

Remittances or allowances . . . . . . . . . . . . . . . 5 years . . . . . . . Any foreign resident ...... . . . .. . .. . ·. . . . . . . . No limit . . . . . . . . . 18 
Compensation during training . ............ 5 years . . . . . . . U.S. or any foreign resident . . . . . . . . . . . . . . . . . $2,000 p.a. . . . . . . 18 

Netherlands ......•.......... . .. 15 Scholarship or fellowship grant" ... . . . ... . ... 5 years ....... Any U.S. or foreign resident' ................ No limit ......... XVIII(1) 
16 Independent personal services . . . . . .. . .. .. . . 183 days . . .. .. Any contractor .. . .. . .'. .. . . . .. . . . .. . . . . .. . . No limit . . . . . . . . . XVI 
17 Dependent personal services . . . .. . . .. . .. . . . 183 days .. . . . . Any foreign resident .. . . .. .. .. .. . . .. .. . . . .. No limit . . . .. . . . . XVI 
18 Teaching' .... . ............ . ...... . ....... 2 years .... ... U.S. educational institution ... . . .. .......... No limit ... . ..... XVII 
19 Studying and training: 

Remittances or allowances ....... . .... .. . 5 years .. . .... Any foreign resident .... . .............. . .. . No limit .... . . .. . XVIII(1) 
Compensation during training . . ...... . .... 5 years .. . . . .. U.S. or any foreign resident ................. $2,000 p.a . ...... XVIII(1) 
Compensation while gaining experience' ... . 1 year . . . . . . . . Netherlands resident . . . . . . . . . . . . . . . . . . . . . . $5,000 . . . . . . . . . . XVIII(2) 

New Zealand . . . .. . .. .. . . . . . . . . . 16 Independent personal services" . .. . . .. . . . . . . 183 days . ... . . . Any contractor . . . .. . . .. . . .. .. .. . .. . . . . . . .. No limit . . . . . . . . . 14 
20 Public entertainment .. . . .. . . . . . . . . . .. . . . . 183 days .. . . .. Any contractor. . . .. . . .. .. . . . . . . . .. . .. . . .. . $1 0,000 . . . . . . . . 17 
17 Dependent personal services" .... . . .. ...... 183 days . . .... Any foreign resident .. ................ . .. .. No limit ......... 15 
20 Public entertainment" ... . .. . ......... . .. . 183 days ... . .. Any foreign resident .... .. ... . . . ........... $10,000 ........ 17 
19 Studying and training: 

Remittances or allowances . . . . . . . . . . . . . . . No limit . . . . . . . Any foreign resident . . . . . . . . . . . . . . . . . . . . . . . No limit . . . . . . . . . 20 

Norway . . . . . . . . . . . . . . . . . . . . . . . . 15 Scholarship or fellowship grant' ' . . . . ....... . . 5 years . . ... . . Any U.S. or foreign resident' . ............... No limit ......... 16(1) 
16 Independent personal services" ... .. ........ 182 days .. . .. . Any contractor . . . .. . . . . . . .. .. . . . . .. .. . . . . . No limit . . . . .. . . . 13 
20 Public entertainment . ...... . ............. 90 days .. . ... . Any contractor .... . ... . ........ .. . . " .... . $10,000 p.a ...... 13 
17 Dependent personal services ........ . .... .. 182 days .... .. Norwegian resident" ... .. ................. No limit ....... .. 14 
18 Teaching• .. .. ........... . . . .. ... .... ... . . 2 years . .... . . U.S. educational institution .... . .. . .. . .... . . No limit ... . ... .. 15 
19 Studying and training: 

Remittances or allowances ........... _ ... , 5 years . . . . . . . Any foreign resident . .. . .. .. . . . . . . .. . . .. . . . No limit . . . . . . . .. 16( 1) 
Compensation during training ............. 5 years ..... . . U.S. or any foreign resident. ..... . .......... $2,000 p.a ....... 16(1) 
Compensation while gaining experience' . . . . 12 consec. mo. Norwegian resident . . . . . . . . . . . . . . . . . . . . . • . . $5,000. . . . . . . . . . 16(2) 
Compensation under U.S. Government 

program ...... . ....................... 1 year .. . ..... U.S. Government or its contractor .. . .. . .. ... $10,000 .. ... . .. 16(3) 

Pakistan" .... .. .. . .. . .. . .. . . . .. 15 Scholarship or fellowship grant" .. . .. . . . . ... . No limit ... . . . . Pakistani nonprofit organization . . . .. ........ No limit . ..... . .. X111(1) 
16 Independent personal services" .. . ... . . .. . .'. 183 days .. .... Pakistani resident contractor ......... .. .. . .. No limit ......... XI 
17 Dependent personal services" . .... . .... .. .. 183 days . .. . .. Pakistani resident .. . ....... . .. . ... . ..•... . No limit . .. . ..... XI 
18 Teaching ... .. ..... .... ........ ..... . .. ... 2 years ..... . . U.S. educational institution .. .... . . . ...... . . No limit ......... XII 
19 Studying and training: 

Remittances or allowances .. .......... .. . No limit ..... .. Any foreign resident . ........ . ... .. . .. ..... No limit ........ . Xlll(1) 
Compensation during training ..... . .... . . . No limit .. . . . .. U.S. or any foreign resident. · ....... .. • . .. . .. $5,000 p.a .. . ... Xlll(1) 
Compensation while gaining experience' .... 1 year . . . . . . . . Pakistani resident . . . . . . . . . . . . . . . . . . . . . . . . . $6,000 . . . . . . . . . . X111(2) 
Compensation while under U.S. Government 

program . .... . ... .. ... ... ............ . No limit .. . . . .. U.S. Government, Its contractor, or any foreign $10,000 ... . .... Xlll(3) 
resident employer ... . .................. . 
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Country CocM 
(1) (2) 

Philippines . . . . . . . . . . . . . . . . . . . . . 15 
16 

20 

17 
20 

18 
19 

Poland . . . . . . . . . . . . . . . . . . . . . . . . 15 

Romania . ... .. .... .. . . ... . .. .. . 

Spain ...... . . . ..... . .. . .. .... . . 
(Effective for tax· years 
beginning after 1990) 

16 
17 
18 
19 

15 
16 
20 
17 
20 
16 
19 

15 
16 
20 
17 
20 
19 

.... -Pr ... nce 
In U.S. 

(4) 

Scholarship or fellowship grant" . . . . . . . . . . . . . 5 years .•..• . . 
Independent personal services,. ............ . 89 days ..... . . 

89 days •...•. . 
Public entertainment . . . . . . . . . . . . . . . . . . . . . . . No limit . . . . .. . 

lloq'*ed Ernplorer or '"'"' (51 

Any U.S. or foreign resident' ..... . . . ..... . . . 
Any foreign contractor . . .... .. . . . . .... . .. . . 
Any U.S. resident ...• . .. . . . . .... .... ... . . . 
Any contractor . ..•..•. . .. .... .•.. .. • ... ... 

Mealmum 
Amounlol 

c-.pen .. tlon . 
(I) 

Treoty Attic:le 
Cltltlon 

(7) 

No limit . . . .. . . .. 22(1) 
No limit ...... . .. 15 
$10,000 p.a ..... . 15 
$100 per day 
or $3,000 p.a. . . . 17 
No limit ... . ... . . 16 Dependent personal services'' . , ... .. . . ... .. 89 days . . . . . . . Any Philippines resident. .. ... .... .. . .. . .. . . 

Public entertainment .... .. ... • . • •• • . . .. . ... No limit . . . . . . • Any U.S. or foreign resident .. ... . .•. ... .... 

Teaching' . . , . •. ........ .. . . . . ... . .. . ..... 2 years . . . .. . . 
Studying and training: 

Remittances or allowances . . . . . . . . . . . . . . . No limit .. •.... 
Compensation during study . . . . . . . . . . . . . . . 5 years ..... • . 
Compensation while gaining experience' ... . 12 consec. mo.­
Compensation while under U.S. Government 

·:program . . .... . .. .. ...... . ..... . .... •. t .year . ... ... . 

Scholarship or fellowship grant" . . . . . . . . . . . . . 5 years ... • •.. 
Independent personal services . . . . . • . .. . . . .. . . 162 days ..... . 
Dependent personal services•• . .... , , : . .. . .. 182 days .... . . 
Teaching• ..• . ·: . .• . .......... .. . .... · .. . : .. 2 years .. .... . 
Studying and training: 

Remi«ances or allowances . . . . . . . . . . . . . . . 5 years ...... . 
Compensation during training . . .. • . , . . . . . . 5 years ... . . ... . 
Compensation while gaining experience . . . . 1 year ..• . . ... 
Compensation while under U.S. Government 

program. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 year . .•.. . .. 

Scholarship or fellowship grant" . . . . . . . . . . . . . 5 years •. . . .. . 
Independent perspnal services,. . . . . . . . . . . . . . 182 days . ... . . 

Public entertainment .. : . . . . . . . . . . . . . . . . . . 90 days ..... . . 
Dependent personal services" . . . ... .... .. .. 182 days ... . . . 

Public entertainment .. .. . .. . . . . .......... 89 days .... . . • 
Teaching' ...... . ... ... . .... . ............• 2 years 
Studying and training: 

·Remittances or allowances . . . . . . . . . .. . . . . . 5 years . . .... . 
Compensation during training . . . . . . . . . . . . . 5 years ..... . . 
Compensation while gaining experience . . . . 1 year .. .... . . 
Compensation while under U.S. Government 

program . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 year ... . ... . 

Scholarship-or fellowship grant" .. .. . . . ...... 5 years . . .. . . . 
Independent personal services" . .. . . . ..... .. no limit . .. . .. . . 

Public entertainment . .. . .. . .. .. .......... no limit. •. ... .. 
Dependent personal servicas" . . .. ... . . . ... . 183 days ..... . 

Public entertainment . . . . .. . . . . . . . . . . . . . . . no limit. •.... : • 
Studying and training:• 

Remittances or allowances • . . . . . . . . . . . . . . 5 years . ... . . . 
Compensation during training .. ... . . . . . ... 5 years . ..... . 

·· CompeM8tion While gaining experience' ~ ... 12 consec. mo. 

$100 per day 
or $3,000 p.a. . . . 11 

U.S. educational Institution ... . ...• . ... . .••. No limit ....... .. 21 

Any foreign resident . • ... . . ..... ..• . .• • ... . No limit . ... . ... . 22(1) 
Any U.S. or foreign resident . .. . •. ... •. . ... . $3,000 p.a ....... 22(11 
Philippines resident . • . . • . . . . . . . . . . . . . . . . . . $7,500 p.a. . . . . . . 22(2) 

U.S. Government or Its contractor . •. . .. . •.•. $10,000 p.a . ... . . 22(3) 

Any U.S. or. foreign.resident .....• . .• . ...... No limit . •..... . • 18(1) 
Any contractor . .. • .. · . ..•.... .. ..•..• .. ...• No limit. .. .. .... 15 
Any foreign resident . ... . . ..... . .. .. . .... .. Nolimit .. . . .. ... 16 
U.S. educationallnstirution . ........ . . . •.... Nolimlt ......... 17 

Any foreign resident •. . · . •..... .. • .......... No limit ..... . ... 18(1) 
U.S. or any foreign resident. . ......••..•.•.. $2,000 p.a . .• .•. 18(1) 
Polish resident. . . . . . • . . . . • . . . . . • • • • . . • • • . . $5,000 . . . . • • . . . . 18(2) 

U.S. Government or its contractor ... • . • • .. .. $10,000 . .. . ... . 18(3) 

Any U.S. or foreign resident' ................ No limit .. .. . . .. . 20(1) 
Any contractor . . · ....... .' . . ...... : .. . . . . . . . No limit . . . . . . . . . 14 
Any contractor. . . . .. . . . . . . . . .. . .. . .. . .. • .. $3,000 . .. . . . . . . . 14 
Romanian resident .. • . . . . . . . . . . .. .. . . . . . . . No limit . . . . . . . . . 15 
Romanian resident . . . . • . . . . . . • . . . . . . . . . . . . $2,999.99 . . . . . . . 15 
U.S. educatlonallristitution . . .. . . . .. .. . .. .. . No limit . . . . . . . . . 19 

Any foreign resident . .... .... . . . ... .. .... , .. No limit ...... .. . 20(1) 
U.S. or any foreign resident. .. . . . .... . ...... $2,000 p.a ... . . .. 20(1) 
Romanian resident . . . . . . . . . . . . . . . . . . . . . . .. $5,000 . . . . . . . . • . 20(2) 

U.S. Government or Its t::antractor .• .. .. . •. . • $10,000 . .. . . . .. 20(3) 

Any U.S. or foreign resident' . .. .. ... ..... .. . No limit .. .. .•. . . 22(1) 
Any contractor . . . . . . . . . . . . . . . . . . . • . . .. . . . . No limit . . . . . . . . . 15 
Any contractor ....... . •.......•....... . . .. $10,000 p.a." .. . . 19 
Any foreign resident .·:.. . . . . .. . . . .. . . .. • .. • No limit .. . . . . . . . 16 
Any U.S. or foreign resident .... . ..... .. .. .. $10,000 p.a." ... . 19 

Any foreign resldent . . .. . .... .. . . .. .... .... No limit . .. .. . ... 22(1) 
Any U.S. or foreign resident ..... . .......... $5,000 p.a ... . ... 22(1) 
Spanish resldehr. .. . ..... . .. . . ..... . . .... ·. $8,000 . . . . . . . . . . 22(2) . 



Sweden ......... . . .. . .. ...... . 

Switzerland ....... . ... .. .. . . . . . 

Trinidad and Tobago .. . .... . ... . 

Tunisia ....... . ...... . .•..... .. 
(Effective for tax years 
ending alter December 30, 1990) 

Union of Soviet Socialist Republics 

United Kingdom ..... .... . .. . ... . 

15 
16 

17 

18 
19 

Scholarship or fellowship grant . . . . . . . . . . . . . . No limit ...... . 
Independent personal services" ... .. ........ 180 days . .. . . . 

90 days .. .... . 
Dependent personal services .. ... . ... . . . . .. 180 days ... .. . 

90 days ...... . 
Teaching• . . .......... ..... . . .. .. . . ....... 2 years 
Studying and training: 

Remittances or allowances . . . . . . . . . . . . . . . No limit . ..... . 
Compensation under U.S. Government 

program . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . No limit .... .. . 

Any foreign resident' ... .... ........ . ... .. . No limit .. . . ..... Xll(1) 
Swedish resident contractor . ............... No limit . . .. . .. .. Xl(b)(1) 
Other foreign or U.S. contractor . . . . . . . . . . . . . $3,000. . . . . . . . . . Xl(b)(2) 
Swedish resident. . . . . . . . . . . . . . . . . . . . • . . . . . No limit . . . . . . . . . Xl(b)(1) 
Other foreign or U.S. resident . . . . . . . . . . . . . . . $3,000 . . . . . . . . . . Xl(b)(2) 
U.S. educational institution . . . . . . . . . . . . . . . . . No limit . . . . . . . . . Xll(3) 

Any foreign resident ... . .. .. . ...... : ....... No limit .... .... . Xll(1) 

U.S. Government, its contractor, or any 
foreign resident employer 

$10,000 ........ X11(2) 

16 Independent personal services• . . . . . . . . . . . . . 183 days . . . . . . Swiss resident contractor . . . . . . . . . . . . . . . . . . No limit . . . . . . . . . X 
183 days ...... Other foreign or U.S. contractor ........ .. ... $10,000 ... ..... X 

17 Dependent personal services• . . . . . . . . . . . . . . . 183 days . . . . . . Swiss resident ..... . ..... . .. . .... . : . . . . . . . No limit . . . . . . . . . X 
183 days .. . . .. Other foreign or U.S. resident ... .. .. ..... ... $10,000 ...... . . X 

18 Teaching ........ . ... . . . ... . . . . . . . ... . .... 2 years .... ... U.S. educational institution . .. ... ... . .. . .... No limit .... . . . . . XII 
19 Studying and training: 

15 
16 

17 

18 
19 

15 
16 
20 
17 
20 
19 

15 
16 
17 
18 
19 

16 
17 
18 
19 

Remittances or allowances . ........ .•.... No limit . . . . . . . Any foreign resident . . . . . . . . . . . . . . . . . . . . . . . No limit . . . . . . . . . XIII 

Scholarship or fellowship grant"' . . . . . . . . . . . . . 5 years . . .... . 
Independent personal services" ...... . ...... 183 days ..... . 

183 days ... .. . 
Dependent personal services" . ............ . 183 days ... .. . 

183 days .. .. .• 
Teaching' • . . . . . . • . . . . . . . . . . . . . . . . . . . . . . . . 2 years ...... . 
Studying and training: 

Remittances or allowances . . . .... .. . .. .. . 5 years . .. . .. . 
Compensation during training ............. 5 years ...... . 
Compensation during professional training .. 5 years .. .... . 
Compensation while gaining experience . . . . 1 year ...... . . 

Any U.S. or foreign resident' . . . . . . . . . . . . . . . . No limit . . . . . . . . . 19( 1) 
Any foreign resident contractor . . . . . . . . . . . . . No limit . . . . . . . . . 17 
Any U.S. contractor ..... .... . .... . .. , • . . . . $3,000" . . . . . . . . . 17 
Any foreign resident . . . . . . . . . . . . . . . . . . . . . . . No limit . . . . . . . . . 17 
Any U.S. resident . .. . . . .. . .. . . . .. .. .. . . . . . $3,000" . . . . . . . . . 17 
U.S. educational institution or U.S. Government No limit . . ... .. .. 18 

Any foreign resident . ... .. . . ...... . ... . ... . No limit ......... 19(1) 
U.S. or any foreign resident. .... .... .. .. . .. . $2,000 p.a.• . ... . 19(1) 
U.S. or any foreign resident ................ . $5,000 p.a.• ..... 19(1) 
Trinidad-Tobago resident . .. . .. .... . . . ... . $5,000" . . . . . . . . . 19(2) 

Compensation under U.S. Government 
program . .. . ..... · .... ... · ............. . 1 year ... . .... U.S. Government or its contractor .. ......... $10,000" .•... : .. 19(3) 

Scholarship or fellowship grant••... • .... .. . .. . 5 years . . . . . . . Any U.S. or foreign resident' . . . . . . . . . . . . . . . . No limit . . . . . . . . . 20 
Independent personal services" ......... .. .. 183 days . . ... . U.S. resident contractor ..... . .. ............ $7,500 p.a . .. .... 14 

Public entertainment ..................... no limit ... ..... · Any contractor .............. . ........ . .... $7,500 p.a." . .... 17 
Dependent personal services" .. ........ .... 183 days . ..... Any foreign resident .. ...... .... . .' . ....... . No limit ......... 15 

Public entertainment .. .. .. .. . . ....... .... no limit ........ Any U.S. or foreign resident ...... .... ...... $7,500.p.a." . .... 17 
Studying and training:•• 

Remittances or allowances . .. . .. . . . . . . . . . 5 years . . . . .. . Any foreign resident ............. .. ...... . . 
Compensation during training ............. 5 years . . . . . . . Any U.S. or foreign resident ... . ... ........ . 

Scholarship or fellowship grant . . . . . . . . . . . . . . 5 years ...... . Any U.S. or foreign resident ... ......... . .. . 
Independent personal services . . . . . . . . . . . . . . 183 days ..... . Any U.S. or foreign contractor .. ........... . 
Dependent personal services : . . . . . . . . . . . . . . 183 days ... .. . 
Teaching'·" ............................ . .. 2 years . . . .. . . 

Any U.S. or foreign resident .. .. .. ...... . .. . 
U.S. educational or scientific institution ..... .'. 

Studying and training: 

No limit .... .. ... 20 
$4,000 p.a. . . . . . . 20 

$9,999.99 p.a .. . . Vl(1) 
No limit . . . .. ·. . . . Vl(2) 
No limit . . . . . . . . . Vl(2) 
No limit . ..... , . . Vl(1) 

Remittances or allowances . .. . ..... .... . . 5 years .. .... . Any U.S. or foreign resident . .. . .. .. . . ...... $10,000 p.a ..... Vl(1) 
Compensation while gaining experience .. . . 1 year . . . . . . . . U.S.S.R. resident . . . . . . . . . . . . . . . . . . . . . . . . . No limit " . . . . . . Vl(1) 
Compensation under U.S. Government 

program ..... . ..... ... . . .... .. ........ 1 year . . . . . . . . Any U.S. or foreign resident . . . . . . . . . . . . . . . . No limit . . . . . . . . . Vl(1) -+-....:.....: ___ _ 
Independent personal services"' .. . .... : ... . . 183 days . . . . . . Any contractor . . . . . . . . . . . . . . . . . . . . . . . . . . . . No limit" . . . . . . . . 14 
Dependent personal services•• ...... .. ...... 183 days ...... Any foreign resident . . ................... .. No limit" ... ..... 15 
Teaching• ........... ...... .• ..... .. .... .. 2 years ....... U.S. educational institution ................. No limit .... . .... 20 
Studying and training: 

Remittances or allowances•• ............. . No limit ... .. .. Any foreign resident ........ ............ ... No limit . . . ...... 21 
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1 Refers to income code numbers under which the income is reported on 
Forms 1 042S. Personal services must be performed by a nonresident alien 
individual who is a resident of the specified treaty counJry. · 

2 Applies only if training or experience is received from a person other 
than alien's employer. . . 

3 Annual compensation for serVices wherever performed. 
4 Does not apply to compensation for research work primarily for private 

· benefit. 
5 Grant' must be from a nonprofit organization that may be a U.S. or for­

eign resident. For Sweden, the organization niust 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. corporation. 
8 Does not apply to compensation for research work for other than the 

U.S. educational institution involved. 
8 Applies to public entertainment in accordance with U.S. reservation 

rejecting exclusion contained in Art. X(4) of the Switzerland treaty. 
10 Applies only to full-time student or trainee. 
11 Bangladesh has not indicated that it wishes to assume the responsibili­

ties or exercise the rights of the United States-Pakistan income tax treaty. 
12 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. 

13 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. 

15 The exemption dbes not apply if the employee's compensation is borne 
by a permanent establishment that the employer has in the United States. 
Under the old U.S.-Garman treaty, the· exemption also does not apply if 
under a contract the compensation is borne by a permanent establishment 
that the payer has in the United States. 

18 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. 

17 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. 

18 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. 

19 Also exempt are amounts of $10,000 or Jess received from u.s. 
sources to provide ordinary living expenses. 

20 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. 

21 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 attributable 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. 
23 Exemption does not apply if the recipient maintains a permanent estab­

lishm.ent 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. 
25 Exemption does not apply if gross receipts Oncluding 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 public funds of Germany or Spain or a German or Spanish political subdi­
vision or local authority. · 

28 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 resident or the fed-
eral, state, or loeal government. · 

28 Exemption does not apply if compensation exceeds this amount. 
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Table 3.-List of Tax Treaties 

General · Applicable Treasury 
Offlcal effective explanations or 

Country text symbol date Citation Treasury Decisions (T.D.) 
Australia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS' 1 0773 
Austria . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 3923 
Barbados . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 11090 
Belgium . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 7 463 

Protocol . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 
Canada' . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 11 087 
China. People's Republic of . . . . . . . . . . . . TIAS 
Cyprus . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 10965 
Denmark. . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 1854 

Egypt. . . . . . . . . . . . . . . . .. . . .. .. .. . . .. . . TIAS 1 0149 
Finland . . . . . .. . . . . .. . . . . .. . .. .. . . . .. . TIAS 7042 
Finland (new treaty) . . . . . . . . . . . . . . . . . . . TIAS 
France . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 6518 

Protocol . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 7270 
· Protocol .. : . . . . . . . . . . . . . . . . . . . . . . .. TIAS 9500 

Protocol .. . . . . . .. .. . . . . . . . . . . . . . . .. TIAS 
Protocol . . . . . . . . .. .. . .. . . . . . . . . . .. . TIAS 

Germany . . . . . . . . . . . . . . . . . . . .. . . . . . . . . TIAS 3133 
Protocol . .. .. .. . . . . . . .. . .. . .. . . . . . . TIAS 5920 

Germany (new treaty). . . . . . . . . . . . . . . . . . TIAS 
Greece . . . . . . .. . . . .. . . . .. . . . . . . .. . . .. TIAS 2902 

Protocol .......... . ~ . . . . . . . . . .. . . .. TIAS 2902 
Hungary . . . . . . . . . . . . . . . . . . . . . . . .. . . . . TIAS 9560 
Iceland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 8151 
India ............. ........ ...... . . . .. TIAS 
Indonesia . . . . . . . . . . . . . . . . . . .. . . . . • . . . TIAS 
Ireland ....... . . .. . .......... _. . . . . . . . TIAS 2356 
Italy . . . . . . . . .. . . . . . . . . . . . . . .. . . . . . . . . TIAS 11 064 
Jamaica . . . .. . . . . .. . .. . . . . . . . . . . .. .. . TIAS 10207 
Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 7365 
Korea, Republic of . . . . .. . . . . . . . . . . . . . . TIAS 9506 
Luxembourg . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 5726 
Malta . . . . . . . . . . . . . . . .. . . . . . . . . . . . .. .. TIAS 1 0567 
Morocco . . . . . . . . . . . . . . . . . . . . . . . . . .. .. TIAS 1 0195 
Netherlands . . . . . . . . . . . . . . . . . . . .. . .. . . TIAS 1855 

Supplemental. . . . . . . .. . . . . . . . . . . . .. . TIAS 3366 
Supplemental. . . . . . . . . . . . . . . . . . . . . . . TIAS 6051 

Netherlands Antilles and Aruba• . . . . . . . . . TIAS 3367 
Protocol ........... ·. . . . . . . . . . . . . . . . TIAS 5665 

New Zealand . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 1 0772 
Norway . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 7474 

Protocol . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 10205 
Pakistan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 4232 
Philippines . . . . . . . . . . . . . . . . . . . . . .. . . . . TIAS 1 0417 
Poland . . . . .. . . .. . . . . . . . . . . . . . . . .. . . . TIAS 8486 
Romania . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 8228 
Spain ... . ...... .. . ..... ... .. . . . ... . .. TIAS 
Sweden . . . . . . . . . . . . . . . . . . .. .. . .. . . . . TS 958' 

Supplemental. . . . . . . . . . . . . . . . . .. . . . . TIAS 5656 
Switzerland . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 2316 

Trinidad and Tobago . . . . . . . . . . . . . . . . . . TIAS 7047 
Tunisia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 
Union of Soviet Socialist 

Republics . . . . . . . . . . . . . . . . . . . . . . . . . . TIAS 8225 
United Kingdom. . . . . . . . . . . . . . . . . . . . . . . TIAS 9682 

' Treaties and Other International Act Series. 

Dec. 1, 1983 
Jan. 1, 1957 
Jan. 1, 1984 
Jan. 1, 1971 
Jan. 1, 1988 
Jan. 1, 1985 
Jan. 1, 1987 · 
Jan. 1, 1986 
Jan. 1, 1948 

Jan. 1, 1982 
Feb.28, 1971 
Jan. 1, 1991 
Jan. 1, 1967 
Jan. 1, 1970 
Jan. 1, 1979 
Oct. 1, 1985 
Various 
Jan. 1, 1954 
Various 
Jan. 1, 1990' 
Jan. 1, 1953 
Jan. 1, 1953 
Jan. 1, 1980 
Jan. 1, 1976 
Jan. 1, 1991 
Jan. 1, 1990 
Jan. 1, 1951 
Jan. 1, 1985 
Jan. 1, 1982 
Jan. 1, 1973 
Jan. 1,1980 
Jan. 1, 1964 
Jan. 1, 1982 
Jan. 1, 1981 
Jan. 1, 1947 

Nov. 10, 1955 
Jan. 1, 1967 
Jan. 1, 1955 
Various 
Nov.2, 1983 
Jan. 1, 1971 
Jan. 1, 1982 
Jan. 1, 1959 
Jan. 1, 1983 
Jan. 1, 1974 
Jan. 1, 1974 
Jan. 1, 1991 
Jan. 1, 1940 
Various 
Jan. 1, 1951 

Jan. 1, 1970 
Jan. 1, 1990 

Jan. 1, 1976 
Ja,n. 1, 1975 

1986-2 C. B. 220 1986-2 C.B. 246. 
1957-2 C.B. 985 T.D. 6322, 1958-2 C.B. 1038. 

1973-1 C.B. 619 

1986-2 C.B. 258 1987-2 C.B. 298. 
1988-1 C.B. 414 1988-1 C.B. 447 
1989-2 C.B. 280 1989-2 C.B. 314 
1950-1 C.B. 77 T.D. 5692, 1949-1 C.B. 104; 

T.D. 5777, 1950-1 C.B. 76. 
1982-1 G.B. 219 1982-1 G.a. 243. 
1971-1 C.B. 513 

1968-2 G.B. 691 T.D. 6986, 1969-1 G.B. 365. 
1972-1 G.B. 438 
1979-2 G.B. 411 1979-2 G.B. 428. 
1987-2 G.B. 326 

1955-1 C.B. 635 T.D. 6122, 1955-1 C.B. 641. 
1966-1 G.B. 360 

1958-2 G.B. 1 054 T.D. 6109, 1954-2 G.B. 638. 
1958-2 G.B. 1 059 
1980-1 G.B. 333 1980-1 G.B. 354. 
1976-1 G.B. 442 1976--1 G.B. 456. 

1958-2 G.B. 1 060 T.D. 5897, 1952-1 G.B. 89. 

1982-1 G.B. 257 1982-1 C.B. 291 . 
1973-1 G.B. 630 1973-1 G.B. 653. 
1979-2 G.B. 435 1979-2 G.B. 458. 
1965-1 G.B. 615 1965-1 G.B. 642. 
1984-2 G.B. 339 1984-2 C.B. 366. 
1982-2 G.B. 405 1982-2 C.B. 427. 
1950-1 G.B. 93 T.D. 5690, 1949-1 C.B. 92; 

T.D. 5778, 1950-1 G.B. 92. 
1956-2 G.B. 1116 T.D. 6153, 1955-2 C.B. 777. 
1967-2 G.B. 472 
1956-2 C.B. 1116 T.D. 6153, 1955-2 C.B. 777. 
1965-1 C.B. 624 
1990-2 C.B. 274 1990:.2 C.B. 303 
1973-1 C.B. 669 1973-1 C.B. 693. 
1982-2 C.B. 440 1982-2 G.B. 454. 
1960-2 C.B. 646 T.D. 6431, 1960-1 C.B. 755. 
1984-2 G.B. 384 1984-2 G.B. 412. 
1977-1 C.B. 416 1977-1 C.B. 427. 
1976-2 G.B. 492 1976-2 C.B. 504. 

1940-2 C.B. 43 T.D. 4975, 1940-2 C.B. 43. 
1965-1 G.B. 626 1965-1 C.B. 674. 
1955-2 G.B. 815 T.D. 5867.1951-2 C.B. 75; 

T.D. 6149, 1955-2 G.B. 814. 
1971-2 C.B. 479 

1976-2 G.B. 463 1976-2 C.B. 475. 
1980-1 C.B. 394 1980-1 C.B. 455. 

' The Canadian Treaty also may be faund in Publication 597, Information on the United States-Canada Income Tax Treaty. 
' The United States has announced termination of most provisions of the United States-Netherlands Treaty that apply to Netherlands Antilles and Aruba, 
effective January 1, 1988. 

• Treaty Series. 
'The general effective date tor the area that comprises the fonner Gennan Democratic Republic is January 1, 1991 . 
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Ust of Tax Publications for Individuals 

General Guides 

1 . .. •. . . . • .. Y OIJI Rights as a Taxpayer 
17 ..• ..•••• YOI.il Federal Income Tax 
225 ....••. Farmer's Tax Guide 
334 ... .•.. Tax Guide for Small B..v-
509 . . . . • .. Tax Calendars for 1992 
553 . .. . . .. Highlights of 1991 Tax Changes 
595 ... . .•. Tax Guide for Commercial FIShennen 
91 0 . . . . . .. Guide to Free Tax Setvices 

Specialized Publications 

3 . .. . . . . . . .. Tax Information for Milil8ly Personnel 
(Including Resenrists Called to ActNe 
Duty) 

4 ....... ... . Student's Guide to Federal Income Tax 
54 ......... Tax Guide for U.S. Citiz- and · 

Resident Aliens Abroad 
378 .... ... Fuel Tax Credits and Refunds 
448 ... . .. . Federal Estate and Gift Taxes 
463 . . . . •.. Travel, Entertainment, and Gift 

Expenses 
501 . . . . •.• Exempti()ns, Standard Deduction, and 

Filing Information 
502 . .. . .. . Medical and Dental Expenses 
503 .. .. ... Child and Dependent Care Expenses 
504 . . . . . . . Tax Information for Divorced or 

Separated Individuals 
505 •.. . ... Tax Withholding and Estimated Tax 
508 ....... Educational Expenses . 
513 . . •• ••• Tax Information for VISitors to the 

United States 
514 ....... Foreign Tax Credit for lndividuala 
515 .. •. : .• Withholding of Tax on Nonresident Aliens 

and Foreign Corporations 
516 ......• Tax Information for U.S. Government 

Civilian Employees Stationed Abroad 
517 . • . • •. . Social Security for Members of the 

Oergy and Religious Workers 
519 .... ... U.S. Tax Guide for Aliens 
520 . . . • •. • Scholarships and Fellowships 
521 ....... Moving Expenses 
523 .. .• •.. Tax Information on Selling Your Home 
524 .. .. .. . Credit for the Elderly or the Disabled 
525 .. •• .•. Taxable and Nontaxable Income 
526 • ...... Charitable Contributions 

· 527 .... .. . Residential Rental Property 

30 Pub.901 
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IRS Publications 

529 . ... . .. t.Aiscellaneous Deduc:tions 
530 ....... Tax Information for~ 

(Including Owners of Condominiums and 
CooperaliYe Apartments) 

531 ....... Reporting Income From Tops 
533 ....... . Self-Employment Tax 
534 . . .. ... Depreciation 
537 ..... .. Installment Sales 
541 ... . . .. Tax Information on Partnerships 
544 ... . ... Sales and Other Oispositiona of Aaaeta 
547 ....... Nonbusineaa Oisut- ea-tties, and 

Thefts 
550 ....... llwwtmantlncome and ElcperDn 
551 ....... Basis of AsMts 
552 ....... Recordkeeping lor lndividuala 
554 .. ..... Tax Information tor Older Americans 
555 . .... .. Federal Tax Information on Community 

Property 
556 • .. .. .. Examination of Returns. Appeal Rights, 

and Claims lor Refund 
559 .. ..... Tax Information lor Survivors, Executors, 

and Administrators 
560 .. ..... Retirement Plans lor the Self-Employed 
561 ...... . Determining the Value of Donated 

Property 
564 .... .. . Mutual Food Distributions 
570 ....... Tu Guide for lndiYiduals with Income 

from u.s. PosMssions 
571 .... ... Tax-Sheltered Annuity Programs for 

EmpfoyMs of Public Schoola and 
Certain Tax-Exempt Organizations 

575. .... .. . Pension and Annuity Income (Including 
Simplified General Rule) 

584 ...... . ~Disaster, Casualty, and 
Theft l.osa Workbook 

586A ..... The Collection Process (Income Tax 
Ac:counta) 

567 ....... Business Use of Your Home 
590 .. .. .. . lndiYidual Retirement Arrangements 

(IRAa) 
593 .... ... Tax Highlights for U.S. Ciliz­

and Residents Going Abroad 
596 ... ... . Earned Income Credit 
597 .. .. ... Information on the United State• 

Canada Income Tax Treaty 
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721 .... .. . Tax Guide to U.S. Civil Service 
Retirement Benefits 

901 ....... U.S. Tax Treaties 
907 .. ..... Tax Information lor Persons with 

Handicaps or Disabilities 
908 ....... Bankruptcy and Other Debt 

Cancellation 
909 .... .. . AltemaliYe Minimum Tax lor Individuals 
911 ...... .. ·Tax Information tor Direct Sellers 
915 .... . .. Social Security Benefits and Equivalent 

Railroad Reliremenl Benefits 
917 .... ... Business Use of a Car 
919 .. .... . Is My Withholding Conect for 19927 
925 ..... .. Passive Activity and At-Risk Rules 
926 ....... Employment Taxes lor Household 

Employers 
9~ ....... Tax Rules for Children and Dependents 
936 . . .. .. . Horne Mortgage Interest Deduction 
938 ....... Real Estate Mortgage Investment Conduits 

(REMICs) Reporting Information 
945 ....... Tax lnfonnation lor Those Affected by 

Operation Desert Storm 
946 ....... How To Begin Depreciating Your Property 
1244 ...... Employee's Daily Record of Taps 

(Form 4070-A) and Employee's Report 
of Tips to Employer (Form 4070) 

1544 ...... Reporting Cash Payments of Over 
. $10,000 

Sp.nlah Language Publication• 

1 S ......... Oerechos del Contribuyenle 
5565 .. .. . RevisiOn de las Oecfaraciones de 

lmpuesto, Oerecho de ApetaciOn y 
Reclamaciones de Reembolsos 

5795 .... • COmo Preparar Ia Oeclaraci6n de 
lmpuesto Federal 

5865 ..... Proceso de Cobro (Oeudas del lmpuesto 
Sabre lngreso) 

850 .. ..... English-Spanish Glossary of Words . 
and Phrases Used in Publicaliona Issued 
by the Internal Revenue Service 
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North Carolina Deparunent of Revenue 

James G. Marrin, Governor J. Ward Purrington, Secretary 

, :. ) 

December 11, 1992 

MEMORANDUM 

TO 

FROM: 

RE: 

Members of the Revenue Lavs Study Committee 
Ms. Martha Harris 

1 

II.? 
J. Yard Purrington ~~ 
Secretary of Revenue 

Legislative Fiscal Staff Access to 
Tax Returns and Information 

At the Revenue Lavs Study Committee meeting on November 24, 1992, it 
vas suggested that if legislators vere excluded from access to tax returns, 
it may be appropriate for legislative fiscal staff to have access to 
returns from vhich taxpayer identifying information has been removed. This 
proposal is embodied as subsection (b)(l3) 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. 

~he removal of taxpayer names, 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. 
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Under the procedure vhich 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 vhen 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 vhich the fiscal staff uses to 
compute its ovn 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 vell. Although relevant data for a particular proposal are not alvays 
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 vith it the added risk of inadvertent 
disclosure of federal tax information vhich could jeopardize our ability to 
continue to receive federal tax information under our exchange of 
information agreement vith the Internal Revenue Service. Last year, 
information ve received from the IRS generated assessments for in~ome 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 
vith the responsibility of administering the state's tax lavs, 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 
with 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. 
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If the proposal is enacted, ve vill have to notify the Internal Revenue 
Service of the change in our confidentiality statute. Since ve vould be 
unable to guarantee the Internal Revenue Service that no taxpayer 
identifying information vill be inadvertently disclosed to the fiscal 
staff, there is a high probability that they vould either terminate the 
exchange agreement or impose such burdensome recordkeeping, reporting, and 
inspection requirements on the Department that compliance vould be almost 
impossible. Such a result vould mean an end to income from federal tax 
information .sharing in the amount of $19.7 million, a figure vhich is 
groving as federal/state relations and our mutual data processing 
capabili ti·es 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. 

JilP/bv 
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LACY H. THORNBURG 

II. TTORNEY GENERAL 

State of North Carolina 
Department of Justice 

P.O . BOX629 

RALEIGH 

27602-0629 

--MEMORANDUM--

TO: 

FROM: 

DA'l'E: 

SUJJ.JECT: 

Danny G. Moody 
Director, Vehicle Reg~;.~.on 

_jX A 

Evi? L .. Jordan (. .~ ~.,_, · 
Ass1stant Attornev Gene.i:al . 

August G, 1992 - ( .· ' 

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 statutory construction that a statute must be 
construed as written where the language contained therein is 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 "[v]ehicles without motive power designed for carrying property 
ur 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 multiyear plate on a vehicle which fits 
this description. we cmmot 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 
pt·e vents this application. Amending the statute is necessary to carry out the 
statute's purpose. 

As always , please contact us again if further clarification is necessary. 

EL.J :ckl 
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History 

SALES TAX ON FOOD FOR HOME CONSUMPTION 

A SUMMARY OF ISSUES AND OPTIONS FOR CHANGE 

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 
in dude: 

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 (19901 
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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 hearing, 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 regressivity 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 lranging 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 preferent ial 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 

Interstate telecommunications 

Manufacturing machinery 
(full 6% rate) 
Spirituous liquor (state 4% only) 

State Local 

$6 million per 1% rate of 
tax State, 

$3 million per 1% local 
160.0 104.0 

14.7 

A list of revenue estimates for other sales tax . exemptions is included at 
the end of this paper. 

b. 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 

Accounting services 
Legal services 
General repair services 
Data processing & computer programming 
Cleaning. maintenance. & pest control 
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State 

$18.8 
31.2 

4.0 
18.1 
12.5 

Local 

$9.4 
15.6 

2.0 
9.0 
6.2 



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. 
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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 

Senate Finance Committee 
H. Warren Plonk 
Fiscal Research Division 
April 15, 1992 

REVENUE PROJECTIONS FOR SALES 
TAX ON SELECTED SERVICE$ 

($ 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 

15.7 

24.0 . 

105.1 

18.75 

31 .1 

$255.15 
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FISCAL RESEARCH DIVISION 
REVENUE ESTIMATES FOR SELECTED SALES TAX EXEMPTIONS 

April 15, 1992 

Exemptions 

Com·mercial 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 vour.hers 
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 19"57 
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 

532.000 19R5 

$176,538,200 



State Exemptions for Food and Drugs 

~ 60-110 

Of the forty-five states and the District of Columbia imposing sales and use taxes, 
twenty-six states and the District of Columbia currently provicie 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 physician. 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 taxpayers 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.) 

Pracripapa NoniiiWCription Pracription Nonpracription 
S.anc Pood .MeGiciae WecliciDe S~aw Food Medianc Weciic:ine 

Alabama •.. T E T New Jersey. E E E 
Ariaana .... E E T New Mexico T T. T 
Arkansas . .. T E T .. Ne-a·Yark •. E E E 
Calilomia .. E E T North 
Colorado ... E E T Carolina ... T E T 
ConneCticut. E E T Nortil 
Distnc:t of Dakota . .. . E E T 
Columbia . . E E E Ohio ..•... E E T 
Florida .... E E E Oklahoma .. T E T 
Gecqia ... . T E T Pennsylvania E E E 
Hawaii . . .. T E T Rhode 
Idaho .... . T E T bland .... . E E E 
Illinois ..•. Tl T' Tl South 
Indiana .... E E T Carolina .. . T E T 
1- ...... E E T South 
Kamas .•.• T E T Dakota . • .. T E T 
Kentucky .. E E T Tmna~CC .. T E T 
Louisiana .. Tz E T Teus ..... E E T 
Mamc .•. .. E E T Utah .. . ... T E T 
Maryland . . E E E Vermont ... E E T 
Mau.acnuaetu E E T Vir,iJU& T E T' 

. Michipn E E T W ashincton . E E T 
Minncsota .. E E E West 
MiWwppi . T E T Vir,mi& T E T 
Mwouri ... T E T Wuconsin .. E E T 
Ncbrulta .. E E T Wyomins .. T E T 
Nevad& . •• . E E T 

1 Subject to a 1 ~ taX. 

z Subject to a ~ taX until ) uly l, 1992. 

'E.zempt, eficctive july l, 1992. 

~ 60-110 Food and Drugs IC19i2, Commerce Clearlnr House, Inc. 
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Cha..~es 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 stmcture 

remained relatively stable. 1 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. ~ow 
at the beginning of the 1990s additional major changes 
have been made--the 1991 General Assembly, in t·e­
sponse to the worst budget crisis since the early 1930s, 

has increased rates on income and retail sales taxes. This 

a11icleexamines how :\"orth Carolina's revenue stmcture 

changed during the 1980s and how those changes and the 
1991 changes affect taxpayers. 

Bac~around 

First, it is important to look at the background against 
which those changes occurred by examining some majm· 
developments during this period: 

• The 1980s brought a substantial reduction in the avail­
ability of federal funds, especially for local govem­

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 t·etrenPhment in the t·ole of 
the federal government in pro:,rrams a<lministet·ed hy 
states and local governments. · 

'The author is tmlnstitute ofGovernmentfuculty member 1dw 

speciuli=PS in public finn nee. 1//ustmtion~ by .Hichut•l Brudy. 
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• In 198(} Congress rt>formt>J the fedt>ral corporatP and 
personal income taxes. These reforms directly affected 
how North Carolina taxed eorporations because the 

federal tax is the basis for the state corporate income 
tax, and in 1989 the General Asst'mhly adoptNI the 
r_:eformed federal definition of taxable inc{)me 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 froin normal groMh 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 groMh in ~orth Carolina's 
economy led to substantial groMh 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 
crisis 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-rutting initiative that called for exempting intangible 
Jli'OI'f'I1y and husint>ss invt>ntm·it's from the pmperty tax · 
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and t>wrnpting food JHircha!'t>S from tlw rt>tail salt>~ tax. 
Tht> 198:5 Gt>rwral Asst>mhly rt>sponded by t>wmpting 
somt> fonns of intangihlt> propt>rty-mont>y on dt>posit, 
money on hand. funds on dt>posit with insurance com­

panit>s. and crt>dit halanct>s '1\ith inwstmt>nt and securi­
ties firm;;.-ancl pro,ided an income tax credit for a 
portion of pr·operty taxes paid on business inventories. 
Food was not exemptt>d from the retail sales tax, but food 

purchast>d '1\ith foo<l stamps was exempted. In 1987, when 

the corporate income tax rate was raised to prol'ide funds 
for school comtmction. tht> General Assembly exemptt>d 

busint>ss inwntories and certain agricultural inventories. 

Tax Cut Reimbursements 

"nen the Gent>ral Assembly exempted some fonns of 
intangible property from taxation in 1985, 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 S250 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.3 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 liable for paying the state income tax, 
and tax liahilitit>s of other lower-income taxpayers were 

reduct>d. The t>xisting rate stmcture, comprising five 
rates vat·ying from 3 percent to 7 percent, was replaced 
with two rates, 6 and 7 percent. The higher rate applied 
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to taxahle incomt' owr S21.2;)0 for mani.ed couplt>s tiling 

jointly.4 In '1991 a third tax ratt' of 7. 7.1 perrent was 

addt>d. That rate takes t>ffect at the taxable incomt> of 
S100.000 for marti.ed couples tiling jointly.; 

Corporate Income Tax 

As noted above, changes in the fe.deral 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 
constmction initiative, the coq)Qrate 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 i. 75 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. 
'Lnlike 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 constmction 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 

pet·cent rate Of! sales of motor vehicles was replaced with 
a 3 percent pri,i.lege excise tax on motor vehicles, the pro­
ceeds of which were to he used for highways (though a 

shat·e of the proc~eds was retained for a period in the 
General Fund). The maximum tax, which had been in­
creased from 8120 to S300 in 1983. was increasr.d to 
$1,000; it will increase to $1,500 in 1993. 
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In 1991 thr gr1wral rate of tht• statr salrs tax was in­

creased from 3 to 4 prrcent , except that tlw rat!' on util­
ity sales 1·emained at 3Jwl·r·rnt. This was thr first inerease 
in tlw ~tate nltt' since the tax was rnaf·trtl in 1933 (the 

only other major changr had bern rrpeal of thl' I'Xrmp­

tion of food sales in 1961). It brought the combined stat!' 

and local rt'tail sales tax rate to 6 percent. 

Highway Taxes and Fees 

In the early 1980s Highway Fund revenut' collections 
suffered as a result of the increase in oil prices associ­
ated ~ith the Iranian crisis. In 1981 the motor fuel tax 

was incrt>ast'd from 9 to 12 cents per gallon. Pa1·t of tht> 

increase was designated 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 implemt>nt an ambitious, multi-year high­

way construction program recommt>nded by a blue 
ribbon commission, in 1989 tht' 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 pri\ilt>ge excise tax 
of 3 percent of sales price, to he 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 pt'rcentage changes in inflation­
adjusted (or constant-dollar) per capita revenue in :\m1h 
Carolina hetwrrn fiscal yea1·s 1979-80 and 1988-89 (the 
last year for which consistent data are available). This 
growth can ht' compared with growth in constant-dollar 
per capita personal income in :\orth Ca1·olina dm·ing tht> 
same period ( 39.6 pt'lTt'nt) and ~ith eon·espomling 
changes for the nation as a wholr . Total rerenue. as dr­

fined in the Censu~ rrports. inchules rrvenur rrcrivrd for 
utility rntrq>risrs (sw·h as watrr. drrtricity. or tran;;it 
systl'lllS ). insm·am·r trust fund n·vrmw f such as unrm­

ployment insm·anee l'l'rripts ). and liquor ston• rl'f'l'ipts. 
Ge~wral ret·enue t•wludt>s thrst' iti'IIIS hrraust' it is in­
lt•ndrrl to l'l'flrf'l rt'n-nur a,·ailahlt' fm· l,!l'nt'l'al gon-rn­
nwntalust's .. 

'! <J I 

Tahlt• 1 
Chan~t'S in Con~lwtt-Dollar PPr Capita RPH~IIIIt' 

belwel'n Fiscal Yean 1979-80 and 1988-89 

Pt · n ·t•nta~l' Chan~l' 

Munic:i-
Tntal 

Stall• & 
Lora! Stall• Lol'al CounliPs palitil's3 

North Camlina 
Total rt'WIIUI' -t3. 1'7c :r>. Y'lc 55.3% 52.8'7c 14.2o/c 
Gl'tlt'ral ri'YI'IIUI'. total 36.6 :34.0 46.4 58.5 3.6 

Frcim fpdpt·algnwrnmt'nt -9.7 .).0 -- ·) -=>=> .- -66.9 -76.7 
Fmm taxt's and chaq!I'S -t5.9 41..) 55.0 

Taxf's -t6.3 42 .7 56.3 63.6 18 .. ) 

Charges -t3. 7 32.6 52.2 

Lnitrcl Stall·" 
Total r·pwnut' 3-t.2 35.0 30.9 35.9 

GPnl'ral rPwnuP. total 30.6 31.3 28.1 34.5 

Frum ft-dt-ral goH·rnmPnt -3.7 11.1 --47.1 -67.3 
From taxes ami rhargt>s 36.0 33.5 39.3 

Taws 3.3.3 32.1 35.7 

Chaq:l's -t9 .7 -t8.2 50.6 

"BaS<'tl nn muni<·ipa!JH>Jiulatinn rath~r than >lal~"'i<lf' pnpulatinn. 

Source: LS. Dt'partmf'ntnf Cumnwr<·~. Bun"aU uf thf' c~nSU>. Got'Prnmental Fimtnces. annual. 

Thr figures in Table 1, all of whkh refer to inflation­

adjusted pe.r capita amounts, may be summarized as 
follows: 

• In inflation-adjusted dollars. per capita total revenue 
of :\orth Carolina's state and local governments in­
creased slightly more than prr capita personal income 
(43.1 versus 39.6 pt>rct>nt). But per rapita general 
revenue (which excludes insurance tmst, liquor store, 
and utility revenul') inerrased slightly less than per 

capita income (36.6 wrsus 39.6 prrcent). 

• The componl'nts of genrral rrvenue are federal aid, 
rrvt'nues from taxes and current charges, and mis­
cellaneous revenur. In constant dollars per capita , 
ft'flrl·al aid fdl 9. 7 pt>rcent. wlrile miscellaneous 
rr,·rnur increased 139 percrnt. Constant-dollar per 
capita rt>Yenut> from taws and currrnt charges com­
hinrd inc1·rasrd 45.9 prlTt'nt. Thus rewnue from 

taws and C'luwnt rhat'gt'S cmnhined UlCI't'aserl slightly as 
a Jlel'-CI'ntagl' of state prrsnnal income--from 13 per­
rrnt to 13.6 pt>l'Crnt. Growth il1 rrwnue from :\o1·th 
Camlina stall' and local tax sourcrs al()nt' inr1·rast>d 
-tfi.3 1wn·ent, wlrilr rrwnut> f1·om emTent chargrs (in­
rlmling user rhargt's. ft't's. anti tuition l inrrt'asrd 43.7 
pt>t·rrnt. Thr ~rrowth in rrwnur fmm currrnt rhargt's 
i~ attributa!.ll' mainly tn irHTra~es in hn!<pital rhargrs: 
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Tahlf' 2 

Chan~.-~ in Con~tant-Dollar Pt•r Capita Rf'\t'llllf' from :\lajor 

Rf'\1'11!..11' Sourres hf.twt>f>n fi_..,·al Yt>an< 1979-80 wul 1933-89 

'\lutur ftu-1 taXI'> 

Pro1wrty taXt'> 

Prr,.unal itwumr taxr~ 

Curpurall' int•ttml' taXI'S 

Rt>tail "air" taxr" 
ltility f...-,. 

Prn· .. ntal,!t' Chan1!r 
\urth L" nitrd 

Carulina 

28.fiw 
31.2 
5~.1) 

68.-l 
76.3 

171.5 

:!l.lw 
26.6 
31).5 
16.6 
1)6.4 
50.4 

- ---------- - --------
~uun·p : r . ~. D.-partnwnt uf CnrnmriTt" . Burt-aU uf tht" Ct"H!Oll l'!. Gon?rn· 

menwl Fitum•·e.<. annual. 

education c·harges incrt>a~ed 27.1 pt-rcent, while hos­
pital eharges inC" rea sed 75.9 percent. 

• Growth in general rewnue was substantially ~eater 
for local governments than for the state government. 
'Whereas state general rt>wnue incrt>ased 34 percent, 

local government genet·al revenue increast-d 46.4 per­
cent (58.5 percent for counties and 3.6 percent for 

municipalities). 
• Constant-dollar per capita revenues received by lo­

cal governments from the federal gowrnment fell 
hy half-5.1.2 perct>nt. In faet. tht> actual amount of 
federal funds received by local units ft>ll from S476 

to S342 million between fiscal yt-ars 1979~0 and 

1988--89, a drop of 28 perct>nt. For counties. constant­
dollar per capita revenut' from the federal go\·ern­

ment fell 66.9 pt-rcent. while for municipalities the 
drop was 76.7 percent (based on municipal. not state­
"'ide, population). These declines wt>re offset hy a sub­
stantial increase in constant-dollar per capita federal 
dollars for special clistricts. an increase that most 
likely reflects increased federal funds fot· ht>alth care. 
Federal revenues receiwd by the statt> gowrnment 

increased 5 percent. 
• Revenue from North Carolina taxes increased -!6.3 

percent. Local tax revenue inCt·eased more than state 
tax revenue (56.3 versus 42 .7 percent). County tax 

revenue increased 63.6 pen·ent, while municipal rev­
enue inert>ased 18.5 perct>nt. 

Table 2 shows growth in constant-dollar pt>t' capita 
income from the major revt>nue sourct>s. The largt>st 
growth in ~orth Carolina was in utility fees ( 17L) JWr­

cent), retail sales tax eollt>ctions (76.8 pt>rct>nt), corpo­
rate income tax collections (68.4 percent), and pt>rsonal 
ineomt> tax collections (59.9 perct•nt). Pt·operty tax 

t't'H'lllW innra~wd :31.:! JWITt·nt and nwtur ftwl tax t·ol­

lt>rtion~ inneast>d :!8.6 JWI'I't>llt. 
Tlw rt>su.lt of these varying ~rrowth ratt's wa~ that tlw 

composition of revemtt'S from these sourct•s changed sil!­
nificantly. C tility fees inrt·east>d from 11.4 to 18 .. ) JWI'­
cent of the total: of the othet· sources only retail sales tax -
collections increased as a pt>rcentage of the total. If we 

consider only the tax sources, the pt·opet1y tax fell from 

27.4 to 23.3 percent of the total and motor fud tax re\·­

enue ft>ll 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 cliscussed 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 purchast>s also 

increast>d SO 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 "ith food stamps 
were ext>mpted from the retail sales tax on those pur­

chases. The motor fuel tax increased from 9 cents per 
gallon to the rquivalent of 22.6 cents per gallon.~ Some 

taxpayers were affected by several increases in alcohol­
related taxes and the 1991 increast' from 2 to 5 cents per 

pack in the cigarette tax rate. 
The reform of tht> 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 inrome lewl and the type of deductions 

tht>y were entitlt>d to before the changes. The tax rate of 
7.75 pt>rct>nt added in 1991 of courst' affected only up­
per-income taxpayt>r~-for example, marrit>d couples 
with a taxable income exceeding :3100,000. 

Businesses also Wt>t'e affected by increased sales ami 
excise tax ratr~. but the lat·gt>st change in taxation of 
businesses came from changes in the corpot·ate ineonw 
tax and the propt>t·ty tax on inventm·ies. The corporate 

income tax rate was increased from 6 prrcent to 7 per­
eent in 1987. That inc-rease was offset to some t>Xlt>nt 

by the simultaneous t't>pt>al of property taxes on busi­
ness inwntories and partial repeal of taxt>s on intangihle 
property (which also affe1·ted some individuals). And 
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in 1991 tlw roq>oratt' inronw tax ratt' was inl'n~ast>d to 

7. 75 perrent. 
The rrurial question about rerent tax l'hangt>s, from 

the standpoint of public polic·y, is wht>tht>r the rhangc.os 
had the effect of making ~orth Carolina's tax structure 

more fair or less fair. The term fairness refers to the prin­

ciple that the hurden of taxes levied to supp011 govern­
ment services that provide genet·al hendits should he 

related to an individual's ability to pay, and that the net 
burden of all taxes and charges should also he 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 inrt·eases, we say that tax burdens are re­
gressive. Fairness requires that tax bunlens should he 

at least proportional to income. and many believe that 

fairness requires that the net burden rise progressively 
\\'ith income. 

C nfortunately it is difficult, hoth 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 
hears the final burden of taxes paid by businesses? Busi­

nesst'S whose taxes are increased may try to offset those 

increases by raising prices, hut 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 fare. 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 been paid by four rep­
t·esentative families \\ith different lewis of income in 
1990. The effect of the major tax changt"s is shown hy cal­
culating the taxt>s estintatetl to haw been pairl in 1990 

and compating those amounts \\ith the amounts that 
would han· bet>n paid on 1990 income if 1980 tax pro­

visions were still in effc.oet and \\ith the amounts that 
would havt' ht'f'n paid if the 1991 tax changes had been 
in effec·t. 

As Tahle 3 shows. tht' 1989 changes in ~011h Caro­
lina's pc.orsonal in1·onw tax rt>chwc.od income tax liability 

suhstantially for tlw rc.oprc.osc•ntatiw family ·.,..ith an inc·omc.o 

ofS15,000. Undc.ot· 1980 laws that family would haw paid 
S215 in taws on 1990 inronw. or· 1.4 pt'tTf'nt of its ~·o~s 
inc·onw. Cndt't' 19!)0 laws thf' familv would havf' owt•d 

only Sl08. m· 0. 7 Jlt'l'l't'nt of its inc·omt' . The 1989 changf's 
had littlt> effect on tht' ntht'r familic.os. Howc.owr, that re­

sult might have ht>en difff't'rnt if this exercise hacl in­

cluded a family that ht>forf' tlw ehangr took advantage 

of various tax cledm·tions c.oliminatrcl hy the changes. such 
as those commonly arrmed to investors in tax shelter 
schemes. In any evt>nt. the 1989 refomt of :\orth 
Carolina· s income tax incrrased the progressivity of the 
tax hy reducing or eliminating income taxes pre\iously 
imposed on lower-in<·omt' taxpayet·s. 

All the t·epresentatiw families were affected signifi­

cantly hy the increases in t·atrs 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 1991laws estimated 
retail sales taxes t·rpresent 2.5 percent of income for the 

lowest-income family hut only 1.5 percent for the high­
est-income family. (Cser charges and fees. which are not 
analyzed here, also are regressive.) 

\\bat was the net result of the income tax reform, 

which made the income tax more progressive, and the 

increased ratt'S on the regressi,·e retail sales and motor 
fuel taxt>S? As Table 3 shows, the total tax liability under 

the income, retail sales, and motor fuel taxes increased 
sul>stantially for all families. The total tax liability for the 
family \\ith 1990 income of :315.000 was 20 percent higher 
under l99llaws than undet· 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 declinerl 

as income increased-thr increase was 34 percent for the 
family \\ith income of :325.000. 23 percent for the family 
\\ith income of 840,000. 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
pOt1ionately less of their income on items subject to the 
sales and motor fuel taxrs. 

The relative effrcts of tlwse changes ean be seen in 
the table"s figures that show for c.oach family the ratio 
of the combined taxes as a pt>rcentage of inrome to the 

cmTrsponding pereenta~r fur the highrst-inc-ome fam­
ilY. For the familY with income of 815.000. the inconw . . 
tax rt>fot·m offset somf'what the c.offt>cts of tht' otht>r in­
rrrases. so that its percrnta~t' rt>latiw to tht> J>f'ITPnt­
a~t' fnr tlw highf'~t-inconw family iner·c.oast>d nnly slightly 
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Tahlt• :J 
E,timuh•tl R .. tail Salt•s, lneome • . ami .\lot or Fm·l Tuxt'" of Four R .. ,,..,.,.,.nlatiw Familit•" 

under 19!10. 1990. anti 1991 Tax Law,; 

E,-timalt•d Tax"" on I'J\10 lnmlllt' 
:3 15.000 :3:!.).0()(1 :3-10.000 :'<75.000 

.\ .• Pt'tTt•nlai!<' of ltu-onw 

;3].).1HIII :'::!5.01111 :':40.000 .S7.) .000 
------ - - - - -- --· ----·-- - - - - - - ---- ---- - - - - ----···--------- --- · - ----- --- -- ---- ---· 
1990 tax liahility und<'r lWIO law,;: 

Prrsnnal int'olllt' tax 

Rf'tail ,;ales tax• 

:\Iotor fnf'l tax 

Total 

:3215 
253 
56 

52-l 

P .. ret'ntagt' rt'latin- to that of higlw.t-int·omt' famil~- 1 • 

1990 tax liahilitY undt'r 1990 laws: 

Pt'rsonal incomf' tax 108 
Rt'tail >alt'" tax• :317 
:\tutor ftwl tax 135 

Total 560 

Pt'rcentage relatiw to that of highl'st-inenmf' familyh 

1990 tax liahility undt'r 1991 law,;: 

P~rsonal incomt' tax 108 
Rl'tail "alt's tax• 38() 
~lotor ful'l tax l-l2 

Total 630 

Pf'rt·t'ntagt' diff<'rt'nt'<' in ""timat<'d tax"" 

:3573 
:i92 

93 
1.058 

599 
490 
2:!2 

U11 

599 
5!17 
233 

1.419 

und<'r 191!0 antll9f.JI law" 20.2'i{ :3-t.1 ?{ 
- ------ ----

$1.25-~ 

474 
135 

1.86:i 

1.2-l7 
.')93 

:322 
2.162 

l.2-l7 
711 
:B8 

2.296 

23.2?{ 

:S:UJl2 l.V7c :!31fc :3.1 ?{ -l .OC'/( 

7l3 1.7 1.6 1.2 1. 11 
15-l 0.-l U.-l 0.3 0.2 

:i.909 :u -l ·) -l .7 .5.:! 

fi7 .:3 80.8 'Ill.-! 11111.0 

:L008 0.7 2.-l 3.1 -LO 
928 2.1 :!.0 l..'l 1.2 
:31i8 0.9 0.9 0.8 0.5 

-t.:i04 :i. 7 - •) 
.)._ .).-l 5.7 

04.9 91.2 9-l.7 100.0 

:1.008 0.7 2.-l 3.1 -l.O 
1.11-l ·) -_,.) 2. :i l.ll 1.5 

387 0.9 0.9 0.8 0.5 
4.509 4 ·) ;).a :)., fi. O 

70.0 95.0 95.0 100.0 

l.'i .J?C 

' 
"Thr t·alt·ulatMI anwunt> in<·hul<' rt'tail ;a It'> taxi's un utilit~· salt'S. In I '18-t thl' •lair fram·hi:ot' tax un utility ,;a It'> was <·unwrt<'d tu a :lp<'rt·rnt rrtail salt'> 
tax . Brt·au>t' thi,; wa;; mf'rt'ly a >hift in tht' furm uf th<' tax. it would l>t' mi,lt'ading nul In raleulatt' rf'tail >al .. ,. taXI'> on utilih· >a it'> . 

1•Ratiu uf tutalp<'rrt'nlagt' fur t'ac·h family tu tlw totllllwrrrntagt fur thr family with a ~7.).00(1 irwumr. 

Source: ln t'omt> and ~1wntlinl! fi~rtu·.,.~ art" l•a~t"tlun L.!' . D~partmt>nt uf L.thur Con~umt"r Expt•ntliturt' Surn·y . ··R.,.prt'~~ututi\t· family ·· a~~umt"~ u rna r­

n~l f'UUplt> having twu rhiJclrt"n. uwning tht'ir huntt". an.f rt'f 't'i\· in~ all int·ornt' from wa~t'~ anti ~alarit"~ . lt Wa!'" a ... ~um~tl that llO Jl t' of tht' famili~!'" J'llf­

t•haSI'd a ,-.. hid~. 

(an increase from 67 to 70 p!>rcent). For the other fami­

lies , the effect was to make tax burdens in this ineome 

range less progressive. Fot· example, consider the fam­

ily with S25.000 income. The estimated taxes as a per­

centage of this family's income, 4.2 percent, increased 

from 81 percent of the corrt>sponcling percentage for the 
highest-income family to 95 percent, wht>n tax liahilities 

under the 1980 and 1991laws are compared. Similarly, 

the cotTesponding ratio for the family with 840.000 in­

comt• increased from 90 pen·ent to 95 JWrcent. In other 

words, although the rt-grt-ssive t-ffect of inrt·easing re­

tail sales and motor fuel tax rates was offset hy ineome 

tax changes for the lowt-st-inrome families. thost- in­

<Tt-ases t•anst>d tlw t'omhinetl hurden of tht"se maJor 
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taxes to be le~s ;n·ogres . .;iw than before for taxpayet·s 
with moderate incomes. 

Cnfortunately we cannot pro,·ide estimates fot· two 

important classes of taxpayers. the wry voor and the 

wry wdl-to-tlo, because the data need!>d are not a...-ail­

ablt>. For the poorest taxpayers. increast>d retail sales and 
motor fuel taws would not have heen offset hv inrunw 

tax changes. hecause they would not have heen liable for 

income taxe~ rwn under 1980 laws. However, they might 

haw lwnefitt'(l from the l'xemption fmm rt>tail salt's taxes 

of food pun·hast>tl ~ith food stamps. For npper-incomt' 

taxpay .. rs. the 1991 <"hanges, hy increasing the tax t·att' 

from ito 7.75 perrt>nt on int·omt's above SlOO,OOO (for 

marri1•d rouplt>s filing jointly). woultl haw partly off~d 



tht> rdativt> atlvanta~t> tlwy t•njoyt•d from int-rt·ast>tl salt>s 

ami motor ftiPI tax rak inert>ast>s. 

Conclusion 

After having r~maineclr·datively stahl~ fm· more than 

half a century, North Carolina· s tax structure underwent 

substantial changes during the past deeade. That decade 

was a turbulent onf' for state and local government 

finances. It began with high inflation, followed by a se- . 

vere recession. That recession was followed by an unpn~c­

edented expansion in th~ national economy, which in turn 

was followed by a recession that caught most states, in­

cluding ~orth Carolina, in a severe fiscal hind. Thf' de­

cade also lwought a major shift in fiscal responsibility 

from thf' federal government to states and local gowrn­

ments. That shift began "'ith 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 Wf' have seen, growth in state and local government 

general revenue in :\orth Carolina was about in line \\ith 

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 char·ges· in­

creased more than state personal income. 

Tax incrt>ases came mainly in the form of suhstantial 

ratt> increases in the retail sale~. gasoline, and corporate 

income taxes. Ctility charges and health care charges also 

increased greatly, and, although not documented here, 

thert> appears to haw bet>n a general tt·end toward grt>ater 

ust> of user charges and fees .. -\Jthough this article did not 

analyze ehanges in propt>rty tax t·att>s. Table 2 shows that 

propt>rty tax revenue grrw lt>ss than otht>r tax revenue 

(t'xct>pt for motor fut>l tax ren:·nue). Property taxes paid 

by businesses were t'eflueed by elimination of tlw prop­
erty tax on lmsint>ss inventol"it>s .. -\Jthough the 1989 re­

form of tlw statt> · s personal incomr tax, the lat·gest of all 

tax sourt•t>s. rNhu·t>d incomt> taxes for taxpayt>rs with low 

and modt>ratr int~onwl'. t'evt>nut>s from that tax also in­

l'reased substantially nHH'e than state personal int·ome 
{Tahlt> 2). 
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Tlw analysis of t·hanl!t's in the rt'lail salt·s. motor fut>l. 

and pt>rsonal innllllt> taxes sug~t>sts that tlw twt rt>sttlt was 

to makt> thr state's tax systt>m l .. ss progressive. That is, 

int-rt'asrd sa!t·s and motor fuel taxt>s wt•rr regrrssivr in 

that tlw int-rt·a.-;t>s wt•rr rrlativt>ly grt•att>r for lowt>r­

int·omt' taxpayt>rs than for high .. r-ineome taxpayers. Tlus 
rrgressi,-t> rffec~t was offset in part for low-inl'ome taxpay­

et·s whost' inconw tax liabilities Wf't'e reduced hy the 1989 
ineonw tax t·t>forms. The rt"6'ressivt> effect also was eoun­

tert>d to some rxtent by the 1991 increase in income tax 

ratrs on high-incomt> taxpayers. And inereases in thr 

coq)()rate income tax ratr were counter to a long-term 

trend that has reduced the propot1ion of tax rt>venue 

. eonung from businesses and increased the propot·tion 

coming from individuals and consumers. •:• 

Notes 
1. Charles D. Liner. "Pro,icling Gon•rnment Service;;: State 

anti L01·al Gnn·rnmt"nt Rt'sponsihilitif's in \orth Carolina."' Popu­
lar Got'emment 51 (Spring 1985): 2-7. 

2. Thl'st' I'l'imhurst'ments in .. fft>ct amuunt It> a stall' ren·nut' 
shat·ing sl'lwme in which stall' rf'n•nut"s art' distrihutt-J al'l't>nl­

ing tu thl' amuunt of r!'v .. nues ltwal units onet' rt'rl'i\·!'d from ta:\l's 

that han· hf'l'n r!'JWal!'d i•r modifit>d. LOI'al offil'ials haw t>om­
plained that they arf' not heing reimhui'sl'd for thl' re\'t>nu!' growth 
that wt>uld ha, ... cwc·urrt'd "itht>ut thl' chang!'s. Thl'~· daim that 
thl' l'ff,.c·t uf th.. rl'imhursement> has hel'n to suhstitutt' a 

nungrn"ing rt'vt"nUt' sourl't' for gro"ing rl'venul' sources. 
3. Charlt"S D. Liner, "The Erosion in Value of Exemptions and 

Tax Braekt>ts of ~orth Carolina's Personal Income Tax." Popu­
lar Got·l'rnment 5-! (Falll988): 33-!0. 

4. The higher rat!' takt's efft·t·t at 817.000 fur h .. acl,; t>f hou,..l'­
hold. :312.750 for singll' taxpawrs. and :310.625 for marri .. d Jlt'r­
snn> filing >t'parate returns. 

· 5. It takes efft"Ct at :580.000 for heads of housrhold. S60.UOO 

for unmat·rit'd persons. and S50.000 for married ;pouse> filing 
separatt"h·. 

li. Thi; ngur!' rt'presents th .. ('fllllhint'd efft'{·t JWI' gallon of tilt' 
Jlt'r· gallon and wholesalt' ratr for tht' last half of 1991. The whole­
salt' rat!' is adjust!'J ever~· six months. 




