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PREFACE

The lrgislative Research Commission, established by Article 6B of Chapter 120 of
the General Statutes, is a general purpose study group in the legislative branch of Stste
government. 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, nsuch 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 rnanner. " (G.s. 120-30.17(l)).

The Legislative Research Qemmissisn, prompted by actions during the 1995

Session, has undertaken studies of numerous subjects. These studies were grou@ into
broad categories and each member of the Commission was given responsibility for one
category of study. The Cochairs of the legislative Research Commission, under the
authority of G.S. 120-30.10O) 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(19) of Part II of
Chapter 542 of the 1995 Session Laws. That Part states that the Commission may
consider House Joint Resolution U6 n deterrrining the nature, scope, urd aspects of
the shrdy. House Joint Resolution 216, inhoduoed by Representative John Gamble in
the 1995 Session, gives the Legislative Research Commission's study of the revenue

laws a very broad s@p€, stating that the "Commission may review the State's revenue

laws to determine which laws need clarifietion, technical amendment, repeal, or other
change to make the laws concise, intelligibte, easy to administer, ind equitable.o The
relevant portions of Chapter 542 of the 1995 Session laws and House Joint Resotution
2tl6 are included in Appendix A.

The legislative Research Commission authorized ttre study of the revenue liaws

pursuant to its authority under G.S. 120-30.17(1) and grouped the study in its Budget
and Revenue area under the dircction of Senator R.L. Martin. The Committee is
chaired by Senator John H. Kerr, III and Representative Charles B. Neely, Jr. The full
membership of the Committee and the staff assigned to the Committee arc listed in
Appendix B of this report.

-3-





COMMITTEE PROCEEDINGS

The Irgislative Research Commission's Revenue Laws Study Committee met six
times before the 1995 Regular Session of the 1995 General Assembly, once in January,

once in Febnrary, trrice in March, and nvice in April. The Committee focused on
issues that needed to be resolved before the convening of the 1997 General Assembly

and on broad issues of tax policy.

The Committee first reviewed the tax law changes enacted in 1995 and evaluated

the fate of the 1994 Revenue laws Study Committee's sixteen re@mmendations to the

1995 Session. Ten of these recommendations were enacted in whole or in part in
1995. Four are pending and eligible for consideration in the 1996 Regular Session; the
rcmaining two arc not eligible for consideration in 1996. Appendix C oontains a
summary of tax law changes enacted in 1995; Appendix D lists the 1994 Committee's
re@rnmendations and the action taken on them during the 1995 Session.

The Committee decided that it should consider all proposed tax changes in light of
general principles of tax polisy and as part of an examination of the existing State tax
stnrcture as a whole. To this end, the Committee invited the following four speaken to
lecfirre on tax policy: Dr. Charles D. Liner of the Institute of Government, Dan
Gerlach of the North Carolina Budget and Tax Center, John Hood of the John locke
Foundation, &d Dr. Michael L. Walden of North Carolina State University. The text
of their presentations on tax policy are Appendix E, F, G, and H, respectively.

The Committee determined that fairness is the first tax policy to be considered in
evaluating a proposed change in the tax law. Tores should be uniform, applying to a
broad base at low rates. Special loopholes and exemptions create a sense of inequity
and require higher tax rates to make up the revenue lost due to gaps in the tax base.

Fairness can be evaluated by comparing the tax bnrden to the benefit received or to the
ability to pay.

The Committee learned that stability of the State's revenues and ttrcir
responsiveness to growth in income and population are also vital. Tax neutrality is a
general principal that is often ignored: a tax structure serves to raise fevenues; it should
not interfere unnecessarily with taxpayers' economic decisions. Administrative
efficiency -- the cost of collecting a tax relative to revenues produed - is also

important, as are simplicity and ease of compliance. If taxes are overly complex and
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difficult to omply with, taxpayers must waste time and money on tax paperwork and

may beoome alienated from government and its system for raising revenues.

Based on its oonsideration of these tax policies, the Committee studied many issues

of tax reform and tax relief. It decided to combine a number of tax reform proposals

into Legislative Proposal 1, a tax package recornmended for enactment in 1995. This
tax reform package would implement the policies of tax fairness and ta,r simplicity and

rcduoe taxes on individtrals by increasing the inoome tax personal exemption amounts to
the same level as the federal personal exemptions, and increasing these amounts each
year at the same rate as inflation. This proposal provides for automatic, annual tax
reductions by preventing the gradual increase in income tCIres that otherwise results as

inflation increase.s the dollar amounts, but not the real value, of individuals' inoomes.

Irgislative Proposal I would also firrttrer tax fairness, tax simplicity, and tax efficiency
by eliminating two of the State's most inefficient taxes: the inheritance tax and State
privilege lioense taxes. The inheritance tax is unnecessarily complex, while the State
privilege license taxes are very inequitable and uneven in their application to various
t)"es of businesses. The bill would also exempt from State inheritanoe and gift tax
property ttnt is exempt from federal estate and gtft taxes because it is considered
qualified terminable interest property.

The Committee rerngfized a strong policy in favor of administering taxes so that
taxpayers cannot easily avoid payrng the taxes they owe. When some taxpayers do not
pay their taxes, the differenoe must be made up by raising taxes on those who oomply
with the law. Irgislative Proposal I includes a provision authorizing the Department of
Revenue to enter into agreements with out-of-state merchants for voluntary oollection of
use taxes on sales to ctrstomers in this State. Iegislative Proposal 12 appropriates
funds for 15 additional interstate auditors. As a general rule, each intentate auditor
generates $2 million in assessments eactr year, 75% of which is ultimately collected.
Thus, the 15 new auditon strould generate $X2.5 million in new, additional ref,'enues

each year. Finally, Irgislative Proposal I oontains the Committee's reommendations
for addressing a series of tan provisions that, in light of a reoent decision of the United
States Supreme Court, may be in violation of the interstate cornmer@ clause of the
federal constitution. The Committee considered it very important, as a matter of
PolicY, that the State's tax structure be cleansed of any provisions that may be
rmoonstitutional.

The Committee considered many other tax policy issues ttrat it did not include in
its recommendations for enactment in 1995. Among these issues were reduction of the
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oorporate inoome tax and reduction of the State sales tax on food. The Commiuee

considered the cost of reducing the State sales tax on food, which is $M.5 miltion for
eactr cent, as well as the idea of allowing a refundable income tax credit for low and

middle income taxpayers. The history of the State sdes tax on food is Appendix I of
this rcport. While tax relief measures such as these are popular, ttre Committee

decided ttru it was important to consider balancing the resulting rcvenue losses with
measures that would increase reyenues. Aooordingty, the Committee studied the

existing tax stru&rne to determine whether there were loopholes or special tax
preferences in the law that were not supported by broad tax policies. The Committee

considered but took no action regarding the tax on telecommunications, which falls on
local and in-state long distance telephone calls but not on interstate telephone calls.

The Committee also examined a number of preferential tax, rates and provisions in the

existing law. A summary of these tax preferenoes prepared by the Fiscal Research

Division is Appendix J of this repoft.

As in the past, the Committee proved to be an exoellent fortrm for taxpayers and

tax administrators to propose changes in the revenue liaws. A number of tanpayen
wrote to or appeared before the Committee to discuss tax problems they felt need to be

resolved. As a result of input from taxpayers and tax administrators, the Committee
recommends the following proposals: Iegislative Proposal 3, which simplifies and eases

inoome tax penelties; t-egislative Proposal 6, which provides an improved mechanism
for lienholders to repossess manufactnred homes while helping property tax assessors

monitor taxation of the homes; Legislative Proposal 11, wtrich allows corporations to
carry their net economic loss deductions forward to the same extent as under federal

law; and Legislative Proposal 14, which facilitates better monitoring of counties' use of
fees oollected for 911 ernergency rasponse systems.

The Committee studied numerloulr proposals for technical and administrative
changes to the revenue laws raised by the Department of Rerrenue and by legislative
staff. Iegislative Proposal 7 clarifies the tax treafment of free items given away by
merchants, an area of law that was confirsed for taxpayers and tax administrators as the

result of an ambiguous opinion issued reoently by the North Carolina Court of Appeals.

IrgisMve Proposal 8, which transfers from the Department of Insurane to the

Departuent of Revenue the responsibility for collecting most gxoss premiums taxes,

reflects the policy in favor of having the State's tax collection experts, rather than other
agencies, collect general revenues for the State's General Fund.
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The Department of Revenue suggested that the Committee consider amending the

franchise tax base to remove the amormt of any debt of the taxpayer that is endorsed or
guaranteed by a related oorporation, because this provision is difficult to enforce and is

not needed. The Committee adopted this suggestion as Iegislative Proposal 10.

Iegislative Proposal 4 contains the Committee's annual recommendation that
referenes in State tax statutes to the Intemal Revenue Cod€ be updated to include
federal amendments made during the past year. Irgislative Proposal 13 oontains the

Commiuee's suggestions for technical, clarifring, 8nd conforming changes to the laurs.

The Committee reoognized that individuds deployed in oonnection with the United
Nations peaoekeeping efforts in Bosnia and Hemegovina might miss deadlines for
listing property and paying property taxes while they are away from home. To pr€vent

this hardship, the Committee re@nrmends Irgislative Proposal 2 to allow a graoe

perid after the end of an individual's deployment for listing property and payrng
property taxes.

The Committee studied the organization of the Property Tax Commission, which
constitutes the State Board of Equalization and Review. The cases before the

Commission are becoming increasingly complex and time-onsuming. To ensure that
the Commission is able to maintain qualified commissioners, the Commiffee
recommends Irgislative Proposal 5 to increase the salary of the Chair of the
Commission from $20O a day to $625 a day and to increase the salary of the remaining
four members of the Commission from $2il) a day to $500 a day. The proposal

encourages case preparation by allowing each member one additional day of pay for
every tttree days of hearings. The proposal also provides for regional hearings
condrcted by a single commissioner when the appraised value of the property is less

than $500,000.

Finally, Iegislative Proposal 9 reflects the Committee's oontinuing interest in
improving the enforcement of the per gallon motor fuel taxes. That proposal is the
final step in this effort, which began with the Committee's 1994 recommendation to
improve tracking of cross-border shipments and fuel and was continued with the
Committee's 1995 reoommendation to establish a uniform system for the collection of
the per gallon motor fuel excise taxes on gasoline and clear diesel, thereby eliminating
opportunities for tax evasion and making the system easier to administer. Irgistative
Proposal 9 fine tmes the new tax system and makes technical changes.

The Committee expresses its appreciation for the assistance of Ms. Janioe H.
Faulkner, Secretary of Revenue, Mr. Jack L. Harper, Assistant Secretary of Tax
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Administration, 8od the staff of the Department of Revenue. The Committee's task is
made easier by the informed cornments and suggestions of these individuals.



COMMITIEE RECOMMENDATIONS AND LEGISI.ATIVE PROPOSAIS

The Revenue laws Study Committee reoommends the following legislation to the

19% Regular Session of the 1995 General Assembly. The Committee's legislative
proposals oonsist of fourteen bills. Each proposal is followed by an explanation and, if
it has a fiscal impact, a fiscal note indicating any anticipated revenue gain or loss

resulting from the proposal.



GBNBRAL ASSBI{BLY OF NORTS CAROLINA

sEssrolr 1995

E/S

I,BGISI,ATIVB PROPOSAL 1
95-LCX-304c( 2.31

(THrS IS A DRAFr AND rS NOT RBADY FOR TNTRODUCITONI

Short Title: 1996 Tax Reform Act. (Public )

Sponsors: Reps. Neely, Blue, Cansler, Capps, Church, Robinson,
Shaw, and Shubert.

Referred to:
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A BILI TO BE ENTITLED
AN ACT TO PROVIDE TAX REFORM AND TAX RELIEF FOR THE CITIZENS OF

NORTH CAROLINA.
The General Assembly of North Carolina enacts!

TABLE OF CONTENTS
I. REFORI.{ TJNCONSTITUTIONAL TA)( PROVTSTONS
rT. VOLT'NTARY USE TA)( COLLECTION
rII. PROVTDE AUTOMAfIC ANNUAL INCOME TA)( REDUCTIONS
IV. REPEAL STATE PRIVILEGE LICENSE TN(ES
V. SIUPLIFY AI{D REDUCE INHERITANCE TA)(ES; REPEAL GIFT TA)(ES
VI. EFFECTTVE DATES

PART I. RETORM T'NCONSTITUTTONAL TAX PROVISIONS
Section 1. G.S. 105-130.38, 105-151.15, and 105-151.19

are repealed.
Sec. 2. G.S. 105-130.7 reads as rewrittent

"S 105-130.7. Ireductible portion of dividends.
Dividends from stock issued by an1r a corporation slaJJ-S

dedueted tse the e*tert herein previded, are deductible _!q Jhe
extent provided in this section.

9s-LCX-304c Page 9
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+l-

(3)

l\s seer as rey be prac
eaeb yearr tshe Seeretary ef Revenee shell detemine
fren the eerperate ineene ta:r retsnrn fileC dnring
tslre year erding Septerdaer 30 by eaeh eerperatien
requjred te rile a return duri+g tbat ^eried the

eer-e-atsien alleeable tse thie Stsate under the

ineeme in Nergb

IeeatseC, er if + eerperatien has a net less in

wherever leeated, the SeeretsarF eharl require the
use ef the arleeatien fraetien CeternineC urCer the
prerr-i,s,i.ens--ef--€-E, 105-130, 4, JI eerperrats{ en whieh
is a steekhelde- in any sueh eerperatien shall be

same prepertien ef
@i+ed by it fren suelr eerperatien
Cnring itss ineene year enCing e* er a€ter Septernber
30, N+ deCuetierr shall be allewed fe- any Fart ef
any dividenC reeeived f,ren any eerperatsien that wae

e
t failecl Ee f { fe the

eer^eratier thets was nets reqnrred te file a retnrn
during Ehe year endrng September 30r the prepertren
@tibte by the stseekhelCer shall he
detsertined blr Ehe SeereEarF fren tbe beEt

DividerdE rs€eived tsren fren steek in
any ir-nranee eenrpany er tshie State taned under tshe
pre+isieaE e€ e,S, 105-229
eueL eerperatrien, and a prepertienate pa-t eC any

gre* srcef in an ig*
insuranee se-peratie* shall be Ceduetibler eueh
@ernireel en the basi

tetsal ^reniume eelreetsed beth in and eut ef this
$EeEr-
A corporat,ion shall he allewed tse may deduct such
proportionate part of dividends received by it from
a regulated investment company or a real estate
investment trustr ds defined in G.S. 105-130.12, as
represents and corresponds to income received by

Page 10 95-LCX-304G
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such regulated investment company or real estate
investnrent trust which would not be taxed by this
State if received directly by the corporation.

+3+| ef, eapital eteeh ewneC
in a stseeJ*ewne4 savings ard lean asseeiatie* ta*eC
unCer Jrrtsiele 8D ef tbi+ Chapter shall be
dsCrrcgibJ^e-

(4) Notwithstanding the provisions of subdivisions (1)
through (3a) of this section, a corporation which,
at the close of its taxable year, has its
comrnercial domicile within North Carolina shall be
allowed to deduct all dividends received from
corporations in which it owns more than fifty
percent (50t) of the outstanding voting stock.

{+ Ne€witbstanCing anr ether previs{ens ef this
ien whieh is a sharehefct€r in-+

ea as e aeCuetie*-+
ameunt equal te these diviCends reeeive4 by iE fren
sueb helCing eernpa*ry, nultsiplied by a €raetienr the
numerater e€ whleh s
@ eenpany attrrbutab

ien sUaff m ttre
gress Cividends reeeived by eueh helding eenpanfi

alrewe4 wlrere the fraetsier is snaller than
ene-third (1/3|- per purpesee ef thie seetie*r
"diviCenCe attributeble te Nerth Careline" shall be

ineene reeeiveC bf the
her ding eenfrany e in ether
eerperatiens equar te the tetal e€ the prepertien
@rperaE{en,s Cirri
deternine* dednetsible blr tshe Seeretarlr nnder
subCivisiers (ll threugh (3al ef tllis eeetienl
fe+ieea--+nag a hetCing eenpary wht e
tharfifty pereenf (503) ef the entstanCing veting
steek ef ere er nere herding eenElanies as CefineC
i* tshis snbdivisien sbelL be perrittse4 a Ceduetien
€er aII dividends reeeived f-ens sneh helCi$g
eenpasies-anC-a+ ether eernerati
ewns nere tha*r frf€lr pereent (BOt) ef the
eutstanding ve€irg stseek eneept tshat ne Cednetren
shall be arlewed i4 lee+ tharL ene-tshi{d (l/3F ef
the Cividends reeeived blF the heldtng eempany ere
attributable te Ne-th earet ina, & eharehelCer e€

95-LCX-304c Page 11
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L sueh a belding eernpany shall deter*rine the
2 CeCuetsible ^ertien et itss dividenCe reeeiveC frem
3 eueb helCing eenpany as hereinabeve previCeC e*eept
4 that tlre ameunts reeeived rrem a snbsidiary rrelCing
5
6 €arelina" shall be deternined as theugh the
7 subsiCiart' eerperatien ef the subsidiary helding
8 eenpany had paid the CiviCends Cireetly te the
9 In=en€--her4.i.qg eenpany, rer th rBeees eC tni^e

10 seetierl anC Enlese tslre eentsefit elearly requires a
11
L2 eerperatsien enbjeets te trre tax inpesed by €,S,
L3 105-130.3 wheee erdinary grese ineeme eensists ef
1.4 +ifty per€enE ( 5 in€€me
15
16 tban fifty ^ereents (50t1 ef the eutstanCing veting
17 steekr and "subsidiary" shall nean any eerperatien.
l_8

1.9 veting steeP is ewned b.' anether eerperet{en, 8er
20 tte pu"peses ef thi
2l "Cividend" inernCes, in aCditier te esrFerate
22 diviCende, distributiens reeeived fren a
23
24 i,p_
25 (6) In no case shall tbe total anount of dividends that
26 are allowed as a deduction to a corporation a#-+
27
28 ttsreugU{aa.} under subdivision ( 3 } of this section
29 M exceed fifteen thousand dollars
30 ( $ 1S, 000 ) f or the taxable year. ',
31 Sec. 3. G.S. 105-L30.5(b) (3) reads as rewritten:
32 "(3) fhe deductible portion of dividends from stock
33 as provided under G.S.
34 105-1 30.7. "
35 Sec. 4. G.S. 105-130.4(f) reads as rewritten:
36 "(f) Interest and net dividends are allocable to this State if
37thecorporation,scomrnercialdomicileisinthis@
38 the €ellewing linitsatsiensr State. For
3e {+}
40 aretlre- eer^eratsien i* whieh Erre reeipient
41 eer^eratsierr ewns fifty (50t1 er nere per eentusr e€
42 the paying eer^eratien,s vetirg stseek, ehall be
43 ie*
44 is subjeets te ineeme Ear in this SEate, In Eneh
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1 easez the net ameunts e€ sueh diviCerCs reeeiveC ry
2 ths reeip{ert eerperatien fren the paytng
3 eerFeratsien is alleeahle te this State blr nee ef
4 tlre sarne pereentage fign-e use4 in deternini*g the
5 Whe payilg eerpera
6 CeCuetibre unCer tsbe previs{ens e€ 6,5, 105-130.?,
7 43]- -aer
I purposes of this section, the
9 term 'net dividends' means gross dividend income received less

10 related expenses and less that portion of €u€b the dividends
lL deductibLe under @ G.S. 105-1.30.7.,,
L2 Sec. 5. G.S. 105-163.012(b) reads as rewritten:
13 "(b) The total amount of aLl tax credits allowed to taxpayers
14 under G.S. 105-163.011. for investments made in a calendar year
L5 nay not exceed twelve nillien Celrars ($12r000,O00l, six million
16 dollars ($6'000'0001. The Secretary of Revenue shall calculate
17 the total amount of tax credits claimed from the applications
18 filed pursuant to G.S. 105-163.011.(c). If the total amount of tax
19 credits claimed for investrnents made in a calendar year exceeds
20 tswelve rnillien dellars (glZrO00rgO0r, six million dollars
21 (56'000,000) the Secretary shall allow a portion of the credits
22 claimed is+ brr alrocatinq a total of six
23 million dollars ($6,000,000) in tax credits in prooortion to the
24 size of the credit claimed bv each taxpaver.
25 €-|' M+-mirlien derlars (g6rgOgf00) in tax
26 #investnents irr NerEh Carelina
27 @atiene shalJ be alleeateC anreng
28 alr tax^ayers erainrng the eredits in preFertien te
29 the si-e e€ tslrs ereCrts elai$ed bjr eaeb ta.rFayer,
30 {}f n rctsar e+ six mit f i
3L +invesgnerts in gualifffiin€€+
32 ventsures and qualified grantee businesees shall be
33 payere elaisring tbe ereCits
34 in BrePertien- te tbe si-ge ef the erediEelained by
35@
36 {+f by
37 tafiPayers fes the iurestments deseribed rn either
38 subdirrr eien ( lF er ( 2 ) { e leee than eir- nir lien
39 dellars ($5r000r000), the Seeretary ehall allew
40 adCitienal e-ed*te fer tsbe investnente deseribed in
4L the ether subCivisien until the tetal arnennt ef all
42 ta* ereditss allewed equals tweke nillien dellars
43 @"
44 Sec. 6. G.S. 105-130.7(4) reads as rewrittenl

95-r,CX-304e Page 13
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1 ,,(4)
2 threirgh (3a) e€ this seetien, a eer^eratien whieh,
3 ats the erese ef its taxable yearr hes its
4 eennere{al Cemieile within Nerth €erelina sharl be
5 a,LI"seC-S A corporation mav deduct all Ci*i.Cends
6 dividends, less related expenses, received from
7 corporations in which it owns more than fifty
I percent (50t) of the outstanding voting stock. The
9 amount of direct or indirect expenses related to

10 dividends deductible under this subdivision is
11 presumed to be fifteen percent (15t1 of the amount
L2 of the dividends. A taxpaver who claims a smaller
13 amount of related expenses rnust maintain and make
L4 available for inspection bv the Secretarv all
15 records necessarv to determine and verifv the
16 amount claimed. "L7 Sec. 7. Division V of Article 4 of Chapter L05 of the
1.8 Generar statutesr os amended by this act, reads as rewritten:
19 "DrvrsroN v. TAx CREDTTS FOR QUALIFTED BUSTNESS TIMSTMENTS.
20
2L S 105-153.010. (Repeal,ed effective for investments made on or
22 after January I, 1999) Definitions.
23 The following definitions apply in this Division:
24 (1) Affiliate. An individual or business that
25 controls, is controlled by, or is under codnon
26 control with another individual or business.
27 (21 Businesso -- A corporation, partnership,
28 association, or sole proprietorship operated for
29 profit.
30 (3) Controlo -- A person controls an entity if the
31 person owns, directly or indirectJ-y, more than ten
32 percent (10t) of the voting securities of that
33 entity. As used in this subdivision, the term
34 'voting security, means a security that (i) confers
35 upon the holder the right to vote for the election
36 of mernlcers of the board of directors or simiLar
37 governing body of the business or (ii) is
38 convertible into, or entitles the holder to receive
39 upon its exercise, a security that confers such a
40 right to vote. A general partnership interest is a
4L voting security.
42 (4) Equity securityo -- Common stock, preferred stock,
43 or an interest in a partnership, or subordinated
44 debt that is convertible into, or entitles the
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1

2

3

4

5

6

7

8

9

10
1t
L2
L3
14
1s
16
L7
18
19
20
2L
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4L
42
43

holder to receive upon its exercise, conmon stock,
preferred stock, or an interest in a partnership.

(5) Financial institution. A business that is (i) a
bank holding company, as defined in the Bank
Holding Company Act of 1956, L2 U.S.C. SS 1841 et
seg.r or its wholly-owned subsidiary, (ii)
registered as a broker-dealer under the Securities
Exchange Act of 1934, 15 U.S.C. SS 78a et seg.r or
its wholly-owned subsidiary, (iii) an investment
company as defined in the Investment Conpany Act of
1,940, 15 U.S.C. SS 80a-1 et seq., whether or not it
is required to register under that act, (iv) a
small business investrnent company as defined in tbe
Small Business fnvestment Act of 1.958, LS U.S.C. SS
661 et seg., (v) a pension or profit-sharing fund
or trust, or (vil a bank, savings institution,
trust company, financial services company, or
insurance companyi provided, however, that a
business, other than a small business investment
company, is not a financial institution if its net
worth, when added to the net worth of all of its
affiliates, is less than ten nillion dollars
($f0,000,000); provided further, however, that a
business is not a financial institution if it does
not generally market its services to the pubtic and
it is controlled by a business that is not a
f inancial institution.

(5) Repealed by Session Laws 1991, c. 637.
{5a+ psratien, -- Jl

wi* nrtiefe
3 e€ Chaptser 53JI ef the €ereral Statntec e- a
lrniteC partnerehip in whieh a Nerth €arelina
Enter^rise gerperat

(5b) Pass-through entityo -- An entity or business,
including a limited partnership, a general
partnership, a joint venture I a Subchapter S
Corporation, or a lirnited liability company, all of
which is treated as owned by individuals or other
entities under the federal tax laws, in which the
ovrners report their share of the income, Iosses,
and credits from the entity or business on their
income tax returns filed with this State. For the
purpose of this Divisionr dn owner of a pass-
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I
2

3

4

5

6

7

I
9

10
1L
L2
13
L4
15
16
L7
18
19
20
2L
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4L
42
43
44

through entity is an individual or entity who is
treated as an owner under the federal tax laws.

(71 Qualified business ventureo -- A lle=tF.€arelil*
business that" (i) engages primarily in
manufacturing, processrng, warehousing,
wholesaling, research and development, or a
service-related industry, and ( ii) is registered
with the Secretary of State under G.S. 105-163.013.

(8) Qualified grantee businesso -- ul#'
business that (i) has received during the preceding
three years a grant or other funding from the North
Carolina Technological Development Authority, the
North Carolina Technological Development Authority,
fnc., North Carolina First Flight, fnc., the North
Carolina Biotechnology Center, the Microelectronics
Center of North Carolina, the Kenan Institute for
Enoineerinq, Technoloqv and Science, or the Federal
SnaII Business Innovation Research programr dnd
(ii) is registered with the Secretary of State
under G.S. 105-163.013.

(9) Repealed by Session Laws 1993, c. 443, s. 1.
(9a) ReaI estate-related business A business that is

involved in or related to the brokerage, selling,
purchasing, leasing, operating, or managing of
hotels, motels, nursing homes or other lodging
facilities, golf courses, sports or social clubs,
restaurants, storage facilities, or commercial or
residential lots or buildings is a real estate-
related business, except that a real estate-related
business does not include (i) a business that
purchases or leases real estate from others for the
purpose of providing itself with facilities from
which to conduct a business that is not itself a
real estate-related business or (ii) a business
that is not othemise a real estate-related
business but that leases, subleases t ot otherwise
provides to one or more other persons a number of
square feet of space which in the aggregate does
not exceed fifty percent (50t) of the number of
square feet of space occupied by the business for
its other activities.

(9b) Selling or leasing at retailo -- A business is
selling or leasing at retail if the business either
(i) sells or leases any product or service of any
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GBNBRAL ASSE}IBLY OT NORTE CAROLTNA sBssroN 1995

1 nature from a store or other location open to the
2 public aenerally or (ii) sells or leases products
3 or services of any nature by means other than to or
4 through one or more other businesses.
5 (9c) Service-related industryo -- A business is engaged
6 in a service-related industry, whether or not it
7 also sells a product, if it provides services to
I customers or clients and does not as a substantial
9 part of its business engage in a business described

10 in G.S. 105-163.013(b) (4). A business is engaged
1.1 as a substantial part of its business in an
L2 activity described in G.S. 105-153.013(b)(4) if (i)
1.3 its gross revenues derived from all activities
l-4 described in that subdivision exceed twenty-five
15 percent (25t) of its gross revenues in any fiscat
15 year or (ii) it is established as one of its
L7 primary purposes to engage in any activities
18 described in that subdivision, whether or not its
19 purposes were stated in its articles of
20 incorporation or similar organization documents.
2L (10) Securityo -- A security as defined in Section 2(1)
22 of the Securities Act of 1933, 15 U.S.C. S 77b(1).
23 (11) Subordinated debt. rndebtedness that (i) by its
24 terms matures five or more years after its
25 issuance, (ii) is not secured, and (iii) is
26 subordinated to att other indebtedness of the
27 issuer issued or to be issued to a financial
28 institution other than a financial institution
29 described in subdivisions (s)(ii) through (5)(v) of
30 this section. Any portion of indebtedness that
31 matures earlier than five years after its issuance
32 is not subordinated debt.
33 S 105-153.011. (Repealed effective for investnents nade on or
34 after January L, 1999) Tar credits allowed.
35 (a) No Credit for Brokered Investments. -- No credit is
36 allowed under this section for a purchase of equitv securities or
37 subordinated debt if a broker's fee or commission or other
38 similar remuneration is paid or oiven directlv or indirectlv for
39 solicitinq the purchase.
40 Ger^eratien'. -- Subjee€ te the limitsatiens eentaineC in €-S,
a 1 +i**-eeeu$eies
a2
a3
aa
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1

2 fer ene er nerie investments in a single ta:Eable year unCer this
3

a

5 Cellers ($7501000), Ehe eredit is allewe4against ene er nere ef
6

{+f Ehe ineene tax inpese4 by Divisien I e€ tbis
es&ieJ,e-

{}f Ebe €ranehise tatr inFeeed by €,5, 105-ll5r
105-120-2, and 105-123.

{3I Ehe gress p-eniEme ta$ imlleeed by €,S, 105-338,5
M

7

I
9

10
11
L2
13 Erre ereCit may net be taken fer the year in whieh the
14 investme*t is naCe bnb sball be taken fer the ta*able year
1.5

16 the e-eCits beeesres effeetive as prevideC in subeeetsren (e) ef
17 this seetien, this eubseetien deee net apply te e eerperatien
18 that is alse a paes-threngh entitsy,
19 (b) Individuals. Subject to the limitations contained in
20 G.S. 105-L63.OL2, an individual who purchases the equity
2L securities or subordinated debt of inss+
22 venturer (ii) a qnalified g-antee hns;ness, er (iiiI a Nerth
23 *ien a qualified business venture or a
24 qualified qrantee business directly from that €ngit1r business
25 allowed as a credit against the tax imposed by Division II
26 this Article for the taxable year an amount egual to twenty-five
27 percent (25*) of the amount invested. The aggregate anount of
28 credit allowed an individual for one or more investnents in a
29 single taxable year under this Division, whether directly or
30 indirectly as owner of a pass-through entity, may not exceed
31 fifty thousand dollars ($50,000). The credit nay not be taken for
32 the year in which the investnent is made but shall be taken for
33 the taxable year beginning during the calendar year in which the
34 application for the credit becomes effective as provided in
35 subsection (c) of this section.
35 (b1) Pass-Through Entities. -- This subsection does not apply
37 to a pass-through entity that has committed capital under
38 management in excess of five rnillion dollars ($5r000,000) or to a
39 pass-throuqh entity that is a qualified grantee business, a
40 qualified business venture, or a Nortb Carolina Enterprise
41 Corporation. Subject to the limitations provided in G.S.
42 105-163.012, a pass-through entity that purchases the equity
43 securities or subordinated debt of a quatified grantee busi*essz
44 busine5s or a qualified business in*

1S

of
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I @rperaJ;i^ere venture directly from the business er
2 €erpereti^en is eligible for a tax credit equal to twenty-five
3 percent (25*) of the amount invested. The aggregate anount of
4 credit allowed a pass-through entity for one or more investnents
5 in a single taxable year under this Division, whether directly or
6 indirectly as owner of another pass-through entity, nay not
7 exceed seven hundred fifty thousand dollars ($7SOrO00), The
8 pass-through entity is not eligible for the credit for the year
9 in which the investment by the pass-through entity is made but

10 shall be eligible for the credit for the taxable year beginning
11 during the calendar year in which the application for the credit
L2 becomes effective as provided in subsection (c) of this section.
L3 Each individual who is an owner of a pass-ttrrough entity is
14 allowed as a credit against the tax inposed by Division II of
15 this Article for the taxable year an amount equal to the owner's
1.6 allocated share of the credits for which the pass-through entity
L7 is eligible under this subsection. The aggregate amount of credit
18 allowed an individual for one or more investments in a single
1.9 taxable year under this Division, whether directly or indirectly
20 as owner of a pass-through entity, may not exceed fifty thousand
2L dollars ($SOr000).
22 Eeeh eerPeratsien tllat {s an ewner e€ a ^ass-th=eugh entitf is
23 gual te the
2 
25
26 ef ttre Pass-tslrreuglr entsitsy's investrments ir eqnity seeurities ef a
27c
28 against ene er nere ef tshe ferlewing texes:
29 ++ Ehe ineene tsax irrpesed by Divisien I ei this
30 nr$^ef^e-
31 €|' tshe franehiee ta.r inpesed by €-S, 105-115,
32 105-130,2r arC 10$-132,
33 {3)' Ehe gress prenisns talr irrpeeed by G,S. 105-^39,5
34 @
35 Ehe aggregate arneurts ef, eredit allewed a eerperatien fer ene er
36 ngfe Ea*abfe yea
37 rrtretlrer Cr reetsly er inCireetsly as ewner ef a ^ass-threngh entity,
38 sand CeDars tg?s
39 If an owner's share of the pass-through entity,s credit is
40 limited due to the maximum allowable credit under this section
41 for a taxable @erate ewner ie ne figi,Ufe eer
a2
43 €arelina Enter^rise €er^e-atien, vear, the pass-through entity
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L and its owners may not reallocate the unused credit anong the
2 other otrners.
3 (c) Application. -- To be eligible for the tax credit provided
4 in this section, the taxpayer must file an application for the
5 credit with the secretary on or before Aprir 15 of the year
6 following the calendar year in which the investnrent was made. The
7 Secretary may grant extensions of this deadliner ds the Secretary
I finds appropriate, upon the request of the taxpayer, except that
9 the application may not be filed after Septenber 15 of the year

10 following the calendar year in which the investment was made. An
11 application is effective for the year in which it is tinely
L2 filed. The application shall be on a form prescribed by the
13 Secretary and shall include any supporting documentation that the
14 Secretary may require. If an investment for wlrich a credit is
15 applied for was paid for other than in money, the taxpayer shall
16 include with the apptication a certified appraisal of the vaLue
L7 of the property used to pay for the investnent. The application
18 for a credit for an investnent nade by a pass-through entity must
1,9 be filed by the pass-through entity.
20 (d) Penarties. -- The penarties provided in G.s. 105-236 appty
2L in this Division.
22 S 105-153.012. (Repealed effective for investuents made on or
23 after January L, 1999) Limit; carry-overi ceiling; reduction in
24 basis.
25 (a) The credit allowed a taxpayer under G.S. 105-163.011 nay
25 not exceed the amount of income tax irnposed by Division I+ fI
27 of this ise ta* inFeeed blr artieLe 3
z8
2g Article for the
30 taxable year reduced by the sum of all other credits allowable
31. except tax payments made by or on behalf of the taxpayer. The
32 amount of unused credit allowed under G.S. 105-L63.011 may be
33 carried forward for the next five succeeding years. The fifty
34 thousand doLl-ar ($50r000) and eeven hundred fifty tlreneand dellar
35 limitation on the amount of credit allowed
36 a taxpayer under G.s. L05-153.011. c,e does not apply to unused
37 amounts carried forward under this subsection.
38 (b) The total amount of all tax credits allowed to taxpayers
39 under G.S. 105-163.011 for investments made in a calendar year
40 nay not exceed six nillion dollars ($610001000). The Secretary of
41 Revenue shall calculate the total amount of tax credits claimed
42 from the applications filed pursuant to G.s. 105-163.011(c). rf
43 the total amount of tax credits clained for investments mad.e in a
44 calendar year exceeds six nillion dollars ($6roooro00) the
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1 Secretary shall allow a portion of the credits clained by
2 allocating a total of six nillion dollars ($610001000) in tax
3 credits in proportion to the size of the credit clairned by each
4 taxpayer.
5 (c) If a credit claimed under G.S. t05-L63.011 is reduced as
5 provided in this section, the Secretary shall notify the taxBayer
7 of the amount of the reduction of the credit on or before
I Decemher 31 of the year following the calendar year in which the
9 investnrent was made. The Secretary's allocations based on

10 applications filed pursuant to G.S. 105-163.011(c) are final and
11 shall not be adjusted to account for credits apptied for but not
t2 claimed.
13 (d) Unless the ta*payer is required te adC the ameunt e€
14 allewable ereCiE tse rederal tanable ineene under €,S,
15 The taxpayer,s basis in the equity
15 securities or subordinated debt acquired as a result of an
L1 investnent in a qualified
18 business venture or qualified grantee business shatl be
L9 reduced for the purposes of this Article by the arnount of
20 allowable credit. 'Allowable credit' means the amount of credit
2L allowed under G.S. 105-1.53.011 reduced as provided in subsection
22 (c) of this section.
23 S 105-153.0L3. (Repealed effective for investments nade on or
24 after January 1, 1999) Registration.
25 (a) Repealed by Session Laws 1993, c. 443, s. 4.
26 (b) Qualified Business Ventureso -- In order to qualify as a
27 qualified business venture under this Division, a business must
28 be registered with the Securities Division of the Departnent of
29 the Secretary of State. To register, the business must file with
30 the Secretary of State an application and any supporting
3L docunents the Secretary of State may require from time to time to
32 deternine that the business meets the requirements for
33 registration as a qualified business venture. A business neets
34 the requirements for registration as a qualified business venture
35 if all of the following are true as of the date the business
36 files the required application:
37 +J+ Its headquarters ard prineipal bneiness eFeratiens
38 ar+;in ller* ga"efin
39 appreval ef ttre regietratien, ag-eeC te estsablish
40 its headgua-ters and Frineipal busineeg eFeraCiens
41 i*r NerttL €arelina w{tshin tshree nenths a€ter the
42 date the f*-st investrnents eligibre fer a eredit
43
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1 (Lb) Either (i) it was organized after January 1 of the
2 calendar year in which its application is filed or
3 (ii) during its most recent fiscal year before
4 fiting the application, it had gross revenuesr ES
5 determined in accordance with generally accepted
6 accounting principles, of five nillion dollars
7 (S5,000,000) or less on a consolidated basis.
8 {*|' Its has, as a eenCitien te appreval etr tbe
9rra

10
11 at reast tbree years a€ter tslre datse tsbe last
12 Investment eligible fer eredit nnder thie Drvisien
13 ie.*ad,e.,
L4 (3) It is organized to engage prinarily in
15 manufacturing, processing, warehousirg,
16 wholesalirg, research and development, or a
L7 service-related industry.
18 (4) rt does not engage as a substantial part of its
19 business in any of the following:
20 d. Providing a professional service as defined in
2L Chapter 558 of the General Statutes.
22 b. Construction or contracting.
23 c. Selling or leasing at retail.
24 d. The purchase, saler or development, or
25 purchasing, selling, or holding for investment
26 of comnercial paper, notes, other
27 indebtedness, financial instruments,
28 securities, or real property t ot othemise
29 make investments.
30 e- Providing personal grooning or cosmetics
31 services.
32 f. offering any form of entertainment, amusement,
33 recreation, or athletic or fitness activity
34 for which an admission or a mernbership is
35 charged.
36 (5) rt was not formed for the primary purpose of
37 acquiring all or part of the stock or assets of one
38 or more existing businesses.
39 (6) It is not a real estate-related business.
40 The effective date of registration for a qualified business
41 venture whose application is accepted for registration is the
42 fiting date of its application. No credit is allowed under this
43 Division for an investment made before the effective date of the
44 registration or after the registration is revoked.
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1 To remain qual.ified as a qualified business venture, the
2 business must renerf, its registration annually as prescribed by
3 rule by filing a financial statement for the most recent fiscal
4 year showing gross revenuesr os determined in accordance with
5 general.ly accepted accounting principles, of five nillion dollars
5 ($5'0001000) or less on a consolidated basis and an application
7 for renewal in which the business certifies the facts required in
I the original appl:eatsien ard tshet it has net neveC ite
t hceCquarters er FrrneiFal bue{ness e^eratiens eut ef Nerth

L0 eareli.e*- application.
l-1 Failure of a qualified business venture to renew its
L2 registration by the applicable deadline shall result in
13 revocation of its registration effective as of the next day after
14 the renewal deadline, but shall not result in forfeiture of tax
15 credits previously allowed to taxpayers who invested in the
16 business except as provided in G.S. 105-153.014. The Secretary of
L7 State shall send the qualified business venture notice of
18 revocation within 60 days after the renewal deadline. A qualified
1.9 business venture may apply to have its registration reinstated by
20 the Secretary of State by filing an application for
2L reinstatement, accompanied by the reinstatement application fee
22 and a late filing penalty of one thousand dollars (S1,000),
23 within 30 days after receipt of the revocation notice from the
24 secretary of state. A business that seeks approval of a new
25 application for registration after its registration has been
26 revoked must also pay a penaLty of one thousand dollars ($11000).
27 A registration that has been reinstated is treated as if it had
28 not been revoked.
29 If the gross revenues of a qualified business venture exceed
30 five nillion dollars ($510001000) in a fiscal year, the business
31 must notify the Secretary of State in writing of this fact by
32 filing a financial statement showing the revenues of the business
33 for that year.
34 (c) Qualified Grantee Businesses. In order to qualify as a
35 qualified grantee business under this Division, a business must
36 be registered with the Securities Division of the Department of
37 the Secretary of State. To register, the business must file with
38 the Secretary of State an application and any supporting
39 docunents the Secretary of State may require from time to time to
40 detemine that the business meets the requirements for
41 registration as a qualified grantee business. A business meets
42 the requirements for registration as a quatified grantee business
43 if all ef the fellewing are tsnre as er the date the business
44 files tl.e required a^plieatie&+
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1 {+} Its heaCquarters and prineipal busineee e^eratiene
2 are in Nerth €arelina er it has, a+a eenditien te
3 appreval ef tshe registsratien, agreeC te establish
4 ite rreadqnartsers and prineipal bnsinees eperatiens
5 in Nerth Garer ina witshin three nentlrs after the
6 Cate the first investrnent eligibre fer a eredit
7 urCer thie Divisien is nade,
I €|' It hasr as a eenditien te appreval e€ the
9

1.0

LL at least three yeare after tlre Cate the laet
L2 irveetrnent eligible fer + eredit unCer this
L3 M
L4 {+)' r+
15 it has received during the preceding three years a grant or other
15 funding fron the North Carolina Technological Development
17 Authority' the North Carolina Technological Development
L8 Authority, Inc., North Carolina First Flight, Inc., the North
19 Carolina Biotechnology Center, the lt{icroelectronics Center of
20 North Carolinar the Kenan Institute for Enqineering, Technoloqy
2L and Science, or the Federal Srnall Business Innovation Researcb
22 Program.
23 The effective date of registration for a qualified grantee
24 business whose application is accepted for registration is the
25 filing date of its application. No credit is allowed under this
25 Division for an investment made before the effective date of the
27 registration or after the registration is revoked.
28 To remain qualified as a qualified grantee business, the
29 business must reneyt its registration annually as prescribed by
30 rule by filing an application for renewal in which the business
31 certifies the facts listed in this subsection.
32 (d) Application Forms; Rules; Feeso -- Applications for
33 registration, renewal of registration, and reinstatement of
34 registration under this section shall be in the form required by
35 the Secretary of State. The Secretary of State rdy, by rule,
36 require applicants to furnish supporting information in addition
37 to the information required by subsections (b) and (c) of this
38 section. The Secretary of State may adopt rules in accordance
39 with Chapter 1508 of the General Statutes that are needed to
40 carry out the Secretary's responsibilities under this Division.
4L The Secretary of State shall prepare blank forms for the
42 applications and shall distribute them throughout the State and
43 furnish them on request. Each application shall be signed by the
44 owners of the business orr in the case of a corporation, by its
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L president, vice-president, treasurer, or secretary. There shall
2 be annexed to the application the affimation of the person
3 making the application in the following form: 'Under penalties
4 prescribed by law, I certify and affirm that to the best of my
5 knowledge and belief this application is true and complete.' A
6 person who submits a false apptication is guilty of a Class 1

7 nisdeneanor.
I The fee for filing an appLication for registration under this
9 section is one hundred dollars (S100.00). The fee for filing an

10 application for renewal of registration under this section is
Ll fifty dollars ($S0.00). The fee for filing an application for
L2 reinstatement of registration under this section is fifty dollars
13 ($S0.00).
14 An application for renewal of registration under this section
15 shall indicate whether the applicant is a minority businessr is
16 defined in G.S. 143-128, and shalt include a reBort of the number
L7 of jobs the business created during the preceding year that are
18 attributable to investments that qualify under this section for a
19 tax credit and the average wages paid by each job. An application
20 that does not contain this infor^mation is incomplete and the
2L applicant's registration may not be renewed until the infomation
22 is provided.
23 (e) Revocation of Registration. If the Securities Division
24 of the Department of the Secretary of State finds that any of the
25 infor:uration contained in an application of a business registered
26 under this section is false, it shall revoke the registration of
27 the business. The Secretary of State shall not revoke the
28 registration of a business solely because it ceases business
29 operations for an indefinite period of tiner ES long as the
30 business renews its registration each year as required under G.S.
31. 105-163.013.
32 (f) Transfer of Registration. -- A registration as a qualified
33 business venture or qualified grantee business may not be sold or
34 otherwise transferred, except that if a qualified business
35 venture or qualified grantee business enters into a merfter,
36 consolidation, or other similar transaction with another business
37 and the surviving corporation would othenrise meet the criteria
38 for being a qualified business venture or qualified grantee
39 business, the surviving company retains the registration without
40 further application to the Secretary of State. In such a case,
41 the qualified business venture or qualified grantee business
42 shall provide the Secretary of State with written notice of the
43 merger, consolidation, or sirnilar transaction and the nane,
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1 addressr and jurisdiction of incorporation of the surviving
2 company.
3 (g) Report by Secretary of State, -- The Secretary of State
4 shall report to the Legislative Research Conmission by October 1

5 of each odd-nunbered year and by February 1 of each even-numbered
6 year all of the businesses that have registered with the
7 Secretary of State as qualified business ventures and qualified
8 grantee businesses. The report shall include the name and address
9 of each business, a detailed description of the types of business

10 in which it engages, whether the business is a minority business
11 as defined in G.s. 143-128, the number of jobs created by the
12 business during the period covered by the report, and the average
L3 wages paid by these jobs.
14 S 105-163.014. (Repealed effective for investments made on or
15 after January I, 1999) Forfeiture of credit.
16 (a) Participation in Busin€SS. A taxpayer who has received
t7 a credit under this Division for an investment in a qualified
1.8 business venture or qualified grantee business forfeits the
L9 credit if' within three years after the investment was made, the
20 taxpayer participates in the operation of the qualified business
21 venture or qualified grantee business. For the purpose of this
22 section, a taxpayer participates in the operation of a qualified
23 business venture or a qualified grantee business if the taxpayer,
24 the taxpayer's spouse, parent, sibling, or child, or an employee
25 of any of these individuals or of a business controlled by any of
25 these individuars, provides services of any nature to the
27 qualified business venture or qualified grantee business for
28 compensation, whether as an employ€€r a contractor, or othenrise.
29 However, a person who provides services to a qualified business
30 venture or a qual.ified grantee business, whether as an officer, a
31 menber of the board of directors, or othenuise does not
32 participate in its operation if the person receives as
33 compensation only reasonable reinbursement of expenses incurred
34 in providing the services, participation in a stock option or
35 stock bonus plan, or both.
36 (b) False Application. -- A taxpayer who has received a credit
37 under this Division for an investment in a qualified business
38 venture or a qualified grantee business forfeits the credit if
39 the registration of the qualified business venture or qualified
40 grantee business is revoked because information in the
41 registration application was false at the time the application
42 was filed with the Secretary of State.
43 (€) Leeatien gut-ef-Stsatse, -- JI ta.epayer whe has reeeived a
44 eredit under tshis Divisien fer an investrnent in a qnalifieC
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1

2 tbe ereCit if the business fails te ren€w its -egistratien,
3 enecpt that a tanFayer ferfeits the ereCit if the qlralirieC
a
5

6 tshe Cate ef tbe ta:npayer's investmenE er (ii' in the eaee ef a
z
g

9 {ts registr*tienr fails te eerrply with thie eenditien.
10 (d) Transfer or Redemption of Investment. A taxpayer who
11 has received a credit under this Division for an investment in a
12 qualified business
13 venturer venture or a qualified grantee business forfeits the
14 credit in the following cases:
15 (1) Within one year after the investment was made, the
16 taxpayer transfers any of the securities received
L7 in the investment that qualified for the tax credit
18 to another person or entity, other than in a
19 transfer resulting from one of the following:
20 €t. The death of the taxpayer.
2L b. A final distribution in liquidation to the
22 omrers of a taxpayer that is a corporation or
23 other entity.
24 c. A merger, consolidation, or sinilar
25 transaction requiring approval by the
26 shareholders of the ise
27 eer+eraei€+ qualif ied business
28 venture or qualified grantee business under
29 applicable State law, to the extent the
30 tarpayer does not receive cash or tangible
31 property in the merger, consolidation, or
32 other similar transaction.
33 l2l Within five years after the investment was made,
34 the
35 qualified business +€n*lrse? venture or qua!.ified
36 grantee business in which the investment was made
37 makes a redemption with respect to the securities
38 received in the investment.
39 In the event the taxpayer transfers fewer than all the
40 securities in a manner that would result in a forfeiture, the
41 arnount of the credit that is forfeited is the product obtained by
42 nultiplying the aggregate credit attributable to the i.nvestment
43 by a fraction whose numerator equals the nunber of securities
44 transferred and whose denoninator equals the nurnber of securities
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received on account of the investment to which the credit vras
attributable. In addition, if the redemption anount is less than
the amount invested by the taxpayer in the securities to which
the redenption is attributable, the anount of the credit that is
forfeited is further reduced by rnultiplying it by a fraction
whose numerator equals the redemption anount and wbose
denominator equals the aggregdte arnount invested by the taxpayer
in the securities involved in the redemption. The term
'redemption amount'means all amounts paid that are treated as a
distribution in part or fu}I payment in exchange for securities
under section 302(a) of the Code.

(e) Effect of Forfeiture. -- A taxpayer who forfeits a credit
under this section is liable for all past taxes avoided as a
result of the credit plus interest at the rate established under
G.S. LO5-241.1(i), computed from the date the taxes would have
been due if the credit had not been allowed. The past taxes and
interest are due 30 days after the date the credit is forfeited;
a taxpayer who fails to pay the past taxes and interest by the
due date is subject to the penalties provided in G.S. 105-235."

Sec. 8. G.S. 53A-46 is repealed.

PART II. VOLT'NTARY USE TA:( COLLECTION
Sec. 9. Article V of Chapter 105 of the General

Statutes is amended by adding a new section to read:
"g 105-164.6A. Voluntary collection of use tan bryr sellers.

(a) Voluntarv Collection Aqreenents. -- The Secretarv mav enter
into aqreements with sellers pursuant to which the seller aqrees
to collect and remit on behalf of its customers State and local
use taxes due on items of tanqible personal property the seller
sells. Lor the purpose of this section, a seller is a person

--

enqaoed in the business of sellinq tanoible oersonal propertv for
use in this State who does not have sufficient nexus with this
State to be required to collect use tax on the sales.

(bl Mandatorv Provisions. -- The aqreements shall contain the
followinq provisions:

(1)

I6ffir.
(21 A customer's pavment of a use tax to the selLer

relieves the customer of liabilitv for the use tax.
,?r The seller shall remit all use taxes it collectsl-=L
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I davs after the end of a quarter or other collect,ion
2 Deriod.
3 llL If a seller fails to renit use taxes collected on
4 Fehalf of its custoners bv the due date specified
5 in the aqreement, the seller is subiect to the
6 interest and penalties provided in Article 9 of
7 this Chapter with respect to the taxes to the same
8 extent as if it were a retailer reauired to collect
9 use taxes under this Article.

10 (c) Optional Provisions. -- The aqreements may contain the
11 followitq orovisions:
1'2 (1) The seller will collect the use tax onlv on items
13 that are subiect to the qeneral rate of tax.
14 (21 The seller wiII coll-ect local use taxes onlv to the
15 extent thev are at the same rate in everv unit of
16 local oovernment in the State.
17 (U The seller will remit the tax and file reports in
18 the form prescribed bv the Secretarv,
19 (4 I Other provisions establishinq the tvpes of
20 transactions on which the seller will collect tar
2l and prescribinq administrative procedures and
22 requirements. "
23
24 PART III. PROVIDE AUTOMArIC ANNUAL TNCOME TA:( REDUCTIONS
25 Sec. 10. G.S. 105-134.6(c) (4a) is repealed.
26 Sec. lL. The Department of Revenue shall draw from
27 collections under Division II of Article 4 of Chapter 105 of the
28 GeneraL statutes for the 1996-9? fiscal year the amount needed to
29 pay for the cost of printing and mailing new withholding tables
30 required by this act, up to a maxinum of one hundred sixteen
31 thousand six hundred dollars (91161600) for the 1996-97 fiscal
32 year.
33 PART IV. REPEAL STATE PRIVILEGE LICENSE TN(ES
34 Sec. L2. The foLlowing sections of Article 2 of Chapter
35 105 of the General Statutes are repealed:
35 G.s. 105-35 Amusements -- Manufacturing, serling, reasing,
37 or distributing moving picture films.
38 G.S. 105-36.1 Amusements -- Outdoor theatrgs.
39 G.s. 105-37 Anusements -- Moving pictures -- Adnission.
40 G.s. 105-41 Attorneys-at-Law and other professionals.
41 G.S. 105-42 Private detectives and investigators.
42 G.S. 105-45 Collecting agencies.
43 G.S. 105-46 Undertakers and retail dealers in coffins.
44 G.S. 105-50 pawnbrokers.
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1 G.S. t05-51.1 Alarm systems.
2 G.S. L05-53 Peddlers, itinerant merchants, and specialty
3 market operators.
4 G.S. 105-54 Contractor's and construction companies.
5 G.S. 105-55 Installing elevators and automatic sprinkler
6 systems'
7 G.S. 105-58 Fortune tellers, palmists, etc.
8 G.S. 105-60 Day-care facilities
9 G.S. 105-61 Hotels, motels, tourist courts and tourist

10 homes.
Ll G.S. 105-62 Restaurants.
L2 G. S. 105-65 lrlusic machines.
13 G.S. 105-65.1 Merchandising dispensers and weighing
L4 machines.
15 G. S. 105-65. 1.. Electronic video garnes.
1.6 G. S. 105-70 Packinghouses.
L7 G.S. LO5-72. Persons, firms, or corporations selling
18 certain oils.
1.9 G.S. 105-74 Pressing clubs, dry cleaning plants, and hat
20 blockers.
2L G.S. 105-75.1. Municipal license tax on barbershops and
22 beauty salons.
23 G.S. 105-77 Tobacco warehouses.
24 G.S. 105-80 Firearms dealers and dealers in other yreapons.
25 G.S. 105-85 Laundries.
26 G.S. 105-86 Outdoor advertising.
27 G.S. 1.05-89. Automobiles, wholesale supply dealers and
28 service stations.
29 G.S. 105-89.1. Motorcycle dealers.
30 G.S. 105-90 Emigrant and emplolment agents.
3L G.S. 105-91 Plurnbers, heating contractors, and
32 electricians.
33 G.S. 105-97 Manufacturers of ice cream.
34 G.S. 105-98 Branch or chain stores.
35 G.S. 105-99 Wholesale distributors of motor fuels.
36 G.S. 105-102.1 Certain cooperative associations.
37 G. S. 1.05-102 . 5 General business license.
38 Sec. 13. G.S. 105-33(b) reads as rewrittens
39 "(b) If the business made taxable or the privilege to be
40 exercised under this Article is carried on at two or more
4L separate places, a separate State license for each place is
42 required. i,€.
43 inese-"
44 Sec. 14. G.S. 105-33(d) reads as rewritten:
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I "(d) The State lieense issued EnCer €,S, 105-!1, 105-!3,
2 105-tt5r 105-53r 105-54r 105-55, 105-58, and L05-91 shall be anC
3 eenstitnte a perseral privilege te eendnet the p-efessien er
C fieense, €beff n
5 any etber persenr firm er eerperatien and ehall be eenstrued te
6 l{nit btre persenr firn e- eerFeratien nameC in the lieense te
7 ee-rCuetingt tbe pre€esrien er bueiness arC exereising the
g p#vifegc naneC in
9

10
11
L2
13
1.4

15
16
L7
t8
19
20
2L
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

and leeatien sfeeifieC in the State lieense, nnless etlrerwice
4 license issued for

a tax year for the conduct of a business at a specified location
sharl upon a sale or transfer of the business be deemed a
sufficient license for the succeeding purchaser for the conduct
of the business specified at such location for the balance of the
tax year: Provided, that if the holder of a ricense under this
schedule moves the business for which a license has been paid to
another location' a new license may be issued to the licensee at
a new location for the balance of the ricense year, upon
surrender of the original license for cancellation and the
payment of a fee of five dollars ($5.00) for each license
certificate reissued.,'

Sec. 15. c.S. 105-38(9) is repealed.
Sec. 16. G.S. 105-109.1 reads as rewritten:

"S 105-109.1. Interest.
The taxes on gross receipts levied in G. s. :^os-.3+-J"{€nl?

1.05-37. 1( a ) and G. S. 105-38 ( f ) r the tax on
installment paper dealers levied in G.s. 105-83(b), and the tax
on publishers of newsprint publications levied in G.s. 105-102.6,
shall bear interest at the rate established under G.s.
LO5-241.. 1( i ) f rom the tirne the taxes were due until the taxes are
paid. "

Sec. L7. G.S. 153A-152 reads as rewritten:
uS l53A-152. Privilege license tates.

A county may levy privilege license taxes on trades,
occupationsr professions, businesses, and franchises to the
extent authorized by Sehedule 3 ef the Rsvenue Jtet (€rrapter 105,

Article 2 of Chapter 105 of the General
statutes and any other acts of the General Assenbly. A countv
mav lew privileqe license taxes to the extent formerlv
authorized bv the followinq sections of Article 2 of Chapter 105
of the General Statutes before thev were repealed:

G.S. 105-50 Pawnbrokers.
Peddlers, itinerant merchants, and soecialtv
market operators.

G.S. 105-53
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L7
t8
19
20
2T
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

G.S.105-55 Installinq elevators and automatic sprinkler
svstems.
Fortune tellers, palmists, etc.
llusic machines.
Electronic video qames.
Firearms dealers and dealers in other weapons.
Automobiles, wholesale supplv dealers and
service stations.

G.S. 105-58
G.S. 105-55

G.S. 105-89.1 Motorcvcle dealers.
G.S.105-90 Emigrant and emplovment aqents.
G. S. L05-102 . 5 General business license. ,,

Sec. 18. G.S. 1.60A-211 reads as rewritten:
"S 160A-211. Privilege license ta:es.

(a) Authoritv. -- Except as otherwise provided by law, a city
shall have power to levy privilege license taxes on all trades,
occupations' professions, businesses, and franchises carried on
within the city. A city mav lew privileqe license taxes on the
businesses that were formerlv taxed bv the state under the
followinq sectigns of Article 2 of Chapter 105 of the General
Statutes onlv to the extent the sections authorized cities to tax
the businesses before the sections were repealed:

G.S.105-65.1
G.S. 105-80
G.S. 105-89

G.S.105-36

G.S. 105-35.1
G.S. 105-37
G.S. 105-41
G. S. 1.05-42
G.S. 105-45
G.S.105-46
G.S. L05-50
G.S. 105-51.1
G.S. 105-53

G.S. 105-54
G.S. 105-55

G.S. 105-61

G.S. 105-62
G.S. 105-65
G.S. 105-65.1

G. S. 1.05-66.1.

Amusements -- Manufacturino, sellino, leasinq,
or distributinq movinq oicture films.
Amusements -- Outdoor theatres.
Amusements -- tt{ovinq pictures -- Adnission.
Attornevs-at-law and other professionals,
Private detectives and investiqators.
Collectinq aqencies.
Undertakers and retail dealers in coffins.
Pawnbrokers.
ALarm svstems.
Peddlers, itinerant merchants, and specialtv
market operators.
Contractors and construction companies.
Inst+llinq elevators and automatic sorinkLer
svstems.
Hotels, motels, tourist courts and tourist
homes.
Restaurants.
Music machines.
Merchandisinq dispensers and weiqhinq
machines.
Electronic video qames.
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1.5

L6
L7
1.8

L9
20
2t
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

G.S. L05-72.

G. S. 1.05-74

G.S. 1.05-77
G.S.105-80
G.S. 105-85
G.S. 1.05-86
G.S. 105-89.

G.S. 105-89.1

Persons, firms, or corporations sellino
certain oils.
Pressinq clubs, drv cleaninq plants, and hat
blockers.
Tobacco warehouses.
Firearms dealers and deaLers in other weapons.
Laundries.
Outdoor advertisinq.
Automobiles, wholesale supplv dealers and
service stations.
Motorcvcle dealers.

electricians.
Manufacturers of ice cream.
Branch or chain stores.
Wholesale distributors of motor fuels.

G.S. r05-90 Emiqrant and emplovment aqents.
Plumbers, heatinq contractorsrG.S. L05-91

G.S.105-97
G.S. 105-98
G.S.105-99
G. S. 1.05-102. 1 Certain cooperative associations.
G.S. 105-102.5 General business license.
(b) Barbershop and Salon Restriction. -- A privileoe license

tax levied bv a citv on a barbershop or a beautv salon mav not
exceed two dollars and fiftv cents (92.501 for each barber,
manicurist, cosmetolooist, beautician, or other operator emploved
in the barbershop or beauty salon.,,

Sec. 19. ChaBter 66 of the General Statutes is anended
by adding a nerrr Article to read:

"p.ddl"t", ttirr"r.r,t ilffi*t*rrd so".i.rt., u.tk.t".
"S 66-230. Definitions.

The followinq definitions apply in this Article:
l-U Itinerant merchant. -- A person, other than a

merchant with an established retail store in the
.oontv, rho tratrsports a, irretrto* of aoods to I
buildinq, vacant lot, or other location in a countv
and who, at that location, displavs the qoods for
sale and sells the qoods at retail or offers the
qoods for sale at retail.

IZL Peddler. -- A person who travels from place to
place with an inventorv of qoods, who sells the
qoods at retail or offers the ooods for sale at
retail, and who delivers the identical qoods.

lJ-t Person. -- An individual, a firm, an association, a
partnership, a limited liabilitv companv, a
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1 corooration, a unit of qovernment, or another qroup
2 actinq as a unit.
3 l_g_t Specialtv market. -- A location, other than a
4 permanent retail store, where space is rented to
5 others for the puroose of sellinq qoods at retail
5 or offerinq qoods for sale at retail.
7 lLl Specialtv market operator. -- A person, other than
8 the State or a unit of local qovernment, who rents
9 space, at a location other than a pernanent retail

10 storer to others for the puroose of sellino qoods
11 at retail or offerinq qoods for sale at retail.
L2 (61 Specialtv market vendor. -- A person, other than a
13 merchant with an established retail store in the
L4 countv, who transports an inventorv of qoods to a
15 specialtv market and, at that location, displays
16 the qoods for sale and sells the qoods at retail or
L7 offers the ooods for sale at retail.
18 "S 65-231. Itinerant merchant and peddler uust have pemission
19 of property owner.
20 An itinerant merchant or a peddler who travels from place to
21 Dlace by vehicle must obtain a written statement siqned by the
22 owner or lessee of any property upon which the itinerant merchant
23 or peddler offers qoods for sale qivinq the owner's or lessee,s
24 permission to offer qoods for sale upon the property of the owner
25 or lessee. This statement must clearlv state the name of the
25 owner or lessee, the location of the oremises for which the
27 permission is oranted, and the dates durinq which the pemission
28 is valid. The statement must be conspicuouslv and orominentlv
29 displaved' so as to be visible for inspection bv patrons of the
30 itinerant merchant or peddler, at the places or locations at
31 which the qoods are to be sold or offered for sale.
32 "S 66-232. Display anrd possession of retail sales ta: license.
33 (a) When Required. -- An itinerant merchant must keep the
34 merchant's retail sales tax license conspicuouslv and prominentlv
35 displaved, so as to be visible for inspection by patrons of the
36 itinerant merchant at the places or locations at which the ooods
37 are to be sold or offered for sale. A peddler must carrv the
38 peddler's retail sales tax license when the peddler offers qoods
39 for sale and must produce the license upon the request of anv
40 custom€r' State or local revenue aqent, or law enforcement aqent.
41 A specialtv market vendor must keep the retail sales tax license
42 conspicuouslv and prominentlv displaved, so as to be visible for
43 inspection bv patrons of the specialtv market vendor at the
44 places or locations at which the qoods are to be sold or offered
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for sale. A soecialtv market operator must have its retail sales
tax license, if anv, available for inspection durinq all times
that the specialtv market is open and must produce it upon the
request of anv customer, State or local revenue aqent, or law
enforcement aqent.

(b) Comoliance. -- The requirement that a retail sales tax
Iicense be displaved is satisfied if the vendor displavs either
of the followinq:

j-Ll A copv of the license.
lzl Evidence that the license has Seen aoolied for an{

the applicable license fee has been paid within 30
davs before the date the license was required to be
displaved.

"S 66-233. Displav of identification upon request.
Upon the reouest of anv customer, State or local revenue aqent,

or law enforcement aqent, a peddler, an itinerant merchant, a
sD€cidltv market operator, or a specialtv market vendor must
provide its name and permanent address. rf the peddler,
itinerant merchant, specialtv narket ooerator, or specialtv
market vendor is not a corporation, he or she must, upon the
r€Qu€St of anv customer, State or local revenue aqent, or law
enforcement aqent, provide a valid drivers license, a special
identification card issued under G.s. 20-32.2, miritarv
identification, or a passport bearinq a phvsical description of
the person named reasonablv describinq the peddler, itinerant
merchant, specialtv market operatorr or specialtv market vendor.
rf the oeddler, itinerant merchant, soecialtv market operator, or
speciartv market vendor is a corooration, it must, upon the
reouest of anv customer, State or local revenue aqent, or law
enforcement aqent, qive the name and reqistered aqent of the
corporation and the address of the reqistered office of the
corporation, as filed with the Secretarv of State.
"s 66-23,1. Records of source of new merchanrdise.

(a) Record Required. -- Each peddler, itinerant merchant, and
sDecidltv market vendor must keep a written record of the source
of new merchandise the merctrant offers for sale. The record must
be a receipt or an invoice from the person who sold the
merchandise to the merchant. The invoice or receipt mus!
specificallv identifv the product beinq sold bv product name and
ouantitv purchased and nust contain the complete business nane of
the seller and a description of the tvpe of business. If the
seller was an individual, the receipt or invoice must contain the
seller's drivers license number, its state of issuance and
exDiration dater and the seller's date of birth. The nerchant
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must verifv this information bv comparinq the seller's drivers
license to the invoice or receipt and siqninq the invoice or
receipt. A soecial identification card issued bv the Division of
Motor Vehicles mav be used in place of the seller's drivers
license for the purposes of providinq and verifvinq information
required under this section. If the seller was a corporation, the
receipt or invoice must contain the corporation's federal tax
identification number, the state of incorporation, the name and
address of the corporation's reqistered aqent in this State, if
anv, and the corporation's principal office address.

(bl Keepino the Record. -- Each peddler, itinerant merchant,
and specialtv market vendor must keep the record reouired bv
subsection (al of this section with the new merchandise beinq
offered for sale. Once the new merchandise is sold, the merchant
must keep the record for a period of three vears after the date
of the sale.

(c) Displavinq Record or Affidavit. -- Upon the request of a
law enforcement aoent, a peddler, an itinerant merchant, or a
specialtv market vendor must produce either of the followina:

(1) The record required bv subsection (al of this
section of the source of new merchandise the
merchant offers for sale.

(21 An affidavit under oath or affiruration identifvinq
the source of new merchandise the merchant offers
for sale, includinq the name and address of the
seller, the license number of anv auctioneer
seller, and the date and place of purchase of the
merchandise.

A merchant's failure to produce the reguested record or an
affidavit within a reasonable time of request bv a law
enforcement aqent is prima facie evidence of possession of stolen
Dropertv. Pendino the production of the requested record or
affidavit, the aqent mav take the merchandise into custodv as
evidence at the time the request is made. Merchandise impounded
under this subsection must be disposed of in accordance with G.S.
15-1L. 1..

(dl Posted Notice. -- A specialtv market operator must
conspicuouslv post in plain view of all specialtv market vendors
a siqn informinq all vendors that failure to produce, upon the
reguest of a law enforcement aqent, either the records or
affidavit required under this section is prina facie evidence of
possession of stolen propertv.
"S 65-235. Specialty narket reqistration list.
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I A soecialtv market operator must maintain a dailv reqistration
2 list of, all specialtv market vendors sellinq or offerino qoods
3 for sale at the specialtv market. The reqistration list musQ
4 qlearlv and leqiblv show each specialtv narket vendor's name,
5 permanent address, and retail sales and use tax registration
6 number. The specialtv market operator must require each
7 specialtv market vendor to exhibit a valid retail sales tax
8 license for visual inspection bv the specialtv market operator at
9 the time of reqistration, and must require each specialtv market

10 vendor to keep the retail sales tax license conspicuously and
11 prominentlv displaved, so as to be visible for inspection by
12 patrons of the specialty market vendor at the places or locations
13 at which the qoods are offered for sale. Each dailv reqistratioe
14 list naintained oursuant to this section must be retained bv the
15 specialtv market operator for no less than two vears and must at
15 anv time be made available upon reguest to anv law enforcement
17 officer. "
1.8 "S 65-235. Exenptions fro Article.
L9 This Article does not, applv to the followinq:
20 (1) A peddler or an itinerant merchant who meets anv of
2L the followinq descriptions:
22 d. Sells farm or nurserv oroducts produced bv the
23 merchant.
24 b. Sells crafts or qoods made bv the merchant or
25 the merchant,s own household personal
26 propertv.
27 c. Is a nonprofit charitable, educational,
28 reliqious, scientific, or civic orqanizationi
29 d. Sells printed material, wood for fuel, ice,
30 seafood, meat, poultrv, livestock, eoos, dairv
31 products, bread, cakes, or Dies.
32 €. Is an authorized automobile dealer licensed
33 pursuant to Chapter 20 of the General
34 Statutes.
?q t'rr ,21 A peddler who nraintains a f ixed per:manent location
36 fron which at least ninetv percent (90t1 of the
37 peddler's sales are made but who sells some qoods
38 in the countv of the fixed location bv peddlinq.
39 l-l_t An itinerant merchant who meets anv of the
40 followinq descriptions:
41 €r. Irocates at a farmer,s market.
42 b. Is part of the State Fair or an aqriculture
43 fair that is licensed bv the Conrmissioner of
44 Aqriculture pursuant to G.S. 105-520.3.
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c. Sells qoods at an auction conducted bv an
auctioneer licensed pursuant to Chapter 858 of
the GeneraL Statutes.

(4) A oeddler who comolies with the requirements of
G.S. 25A-38 throuqh G.S. 25A-42, or who complies
with the requirements of G.S. 14-40L.13.

"S 56-237. tlisdeneanor violations.
(a) Class 1 Misdemeanors. -- A oerson who does anv of the

followino commits a Class I misdemeanor:
(1) Fails to keep a record of new merchandise offered

for sale as reguired bv G.S. 66-234.
l-?-t Fails to oroduce a record or an affidavit pursuant

to G.S. 66-234.
(3) Falsifies a record of new merchandise resuired bv

G.S.55-234.
(b) Class 3 Misderneanors. -- A person who does anv of the

followino commits a Class 3 misdemeanor:
!!t Knowinqlv qives false infornation when reqisterinq

pursuant to G.S. 66-235.
IZL If the person is an itinerant merchant or a

specialtv market vendor, fails to displav the
retail sales tax license as reguired bv G.S.
66-232.

(31 If the person is a peddler or specialtv market
operator, fails to produce the retail sales taI
license as required bv G.S. 66-232.

!!-t Fails to obtain the permission of the orooertl
owner as reguired bv G.S. 66-231.

ll-t Fails to provide name, address, or identification
upon request as reguired bv G.S. 66-233 or provides
false information in resoonse to the request.

(6) If the person is a soecialtv market operator, fails
to maintain the dailv reqistration list as required
bv G.S. 66-235.

(cl Defense. -- Whenever satisfactorv evidence is presented in
anv court of the fact that a retail sales tax license was not
dispfaved or produced as reouired bv G.s. 66-232 or that
Permission to use propertv was not displaved as required bv G.S.
56-231, the person charqed mav not be found quiltv of that
violation if the person produces in court a valid retail sales
tax license or valid permission, respectivelv, that had been
issued prior to the time the person was charqed.
"S 66-238. focal requlation not affected.
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This Article does not affect the authoritv of a countv or citv
to impose additional reguirenents on peddlers, itinerant
merchants, specialtv market vendors, or specialtv market
operators by an ordinance adopted under G.S. L53A-125 or G.S.
160A-178. "

PART V. SIMPI,TFY AND REDUCE INHERITANCE TN(ES;
REPBAT GITT TA)MS

Sec.20. Article 1of Chapter 105 of the General
Statutes is amended by adding a new section to read:
"S 105-5.1. Phase-out of inheritance tar.

When this Article imposes an inheritance tax on oropertv
transferred bv a decedent but no state death tax credit is
allowed under section 2011 of the Code aclainst federal estate tax
due on the transfer of the decedent,s estate, the amount of
inheritance tax is reduced bv the appropriate percentaqe in the
phase-out table set out below. tfhen this Article imposes an
inheritance tax on prooertv transferred bv a decedent and a state
death tax credit is allowed under section 2011 of the Code
aqainst federal estate tax due on the transfer of the decedent,'s
estate, the amount of inheritance tax that exceeds the maxi-mum
credit for state death taxes is reduced bv the appropriate
percentaqe in the followinq phase-out table:
Calendar Year Of
Decedent's Death

L997
1998
1999 60t
2000 80t
2001 and after !9&"Sec.2L. G.S. 1.05-3 is amended by adding a new

subdivision to read:
"l ul Propertv transferred to another when the

transfer of the prooertv is exempt from
federal estate and gift taxes under S
2055(bl (7) of the Code because it is
considered ouaLified terninable interest
gropertv. "

Sec. 22. G.S. 105-188 is amended by adding a new
subsection to read:

"('il The tax does not apply to property transferred to another
when the transfer of the propertv is exempt from federal estate
and qift taxes under S 2523(fl of the Code because it is
considered qualified terurinable interest property. "

Percentaqe Reduction

20t
40t
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Sec. 23. G.S. 105-2(a) reads as rewrittens
"(a) A tax shall be and is hereby imposed upon the transfer of

any property, real or personalr or of any interest therein or
income therefrom, in trust or otherwise, to persons or
corporations, in the following cases:

(1) I{hen the transfer is from a person who dies seized
of the property while a resident of the State and
it is made:
o. By will or by intestacy;
b. Pursuant to a final judgment entered in a

proceeding to caveat a will i or
c. Pursuant to a settlement agreement, to which

the personal representative is a party, that,
in the deter:urination of the Secretary of
Revenue in his sole discretion based on
evidence presented by the personal
representative, reflects the good faith,
arm's-Iength compromise of an actual dispute
between beneficiaries, heirs t ot personal
representatives and does not have the prinary
purpose of avoiding inheritance tax.

(21 When the transfer is by will or intestate laws of
this or any other state of real property or goods,
wares, and merchandise within this State, or of any
property, real, personal, or mixed, tangible or
intangible, over which the State of North Carolina
has a taxing jurisdiction, including State and
municipal bonds, and the decedent was a resident of
the State at the time of deathi when the transfer
is of real property or tangible personal property
within the State, or intangible personal property
that has acquired a situs in this State, and the
decedent was a nonresident of the State at the tine
of death.

(3) Wben the transfer of property made by a resident,
or nonresident, is of real property within this
State, or of goods, wares and nerchandise within
this Stater or of any other property, real,
personal t ot mixed, tangible or intangible, over
which the State of North Carolina has taxing
jurisdiction, including State and nunicipal bonds,
by deed, grant, bargain, sale, or gift made in
contemplation of the death of the grantor, vendor,
or donor, or intended to take effect in possession
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or enjolment at or after such death, including a
transfer under which the transferor has retained
for his life or any period not ending before his
death (i) the possession or enjolment of, or tbe
income from, the property or (ii) the right to
designate the persons who shall possess or enjoy
the property or tbe income therefrom. The aggregate
value exceeding ten thousand dollars ($10r000) of
transfers to any one donee within a tax year by
deed, grant, bargain, sale, giftl or conbination
thereof, nade within three years prior to the death
of the grantor, vendor, or donor, witbout an
adequate valuable consideration, shal,l be presumed,
subject to rebuttal, to have been made in
contemplation of death within the meaning of this
section; the first ten thousand dollars ($fOr000)
in value shall be deemed not made in contemplation
of death.

(4) When any person or corporation comes into
possession or enjoyment, by a transfer fron a
resident t ot from a nonresident decedent wben such
nonresident decedent's property consists of real
property within this State or tangible personal
property within the State, or intangible personal
property that has acquired a situs in this State,
of an estate in expectancy of any kind or character
which is contingent or defeasible, transferred by
any instrument taking effect after March 24, 1939.

(5) d. For purposes of this Article, the tem
"general power of appointment" means a power
which is exercisable in favor of the decedent,
his estate, his creditors t ot the creditors of
his estatei except that:
1. A power to consume, invade or appropriate

property for the benefit of the decedent
which is limited by an ascertainable
standard relating to the health,
education, support or maintenance of the
decedent shall not be deemed a general
power of appointnent.

2. A power of appointnent which is
exercisable by the decedent only in
conjunction with another persons
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I. If the power is not exercisable by
the decedent exceBt in conjunction
with the creator of the powerr snch
power shall not be deemed a general
power of appointnent.

ff. If the power is not exercisable by
the decedent except in conjunction
with a person having a substantial
interest in the property, subject to
the power, which is adverse to
exercise of the power in favor of
the decedent, such power shall not
be deemed a general Bower of
appointment. For the purposes of
this clause a person who, after the
death of the decedent, noy be
possessed of a power of appointment
(with respect to the property
subject to the decedent's power)
which he may exercise in his own
favor shall be deemed as having an
interest in the property and such
interest shall be deened adverse to
such exercise of the decedent's
power.

ffl. If (after the application of clauses
I and II) the power is a general.
power of appointurent and is
exercisable in favor of such other
person, such power shall be deened a
general power of appointment only in
respect of a fractional part of the
property subject to such power, such
part to be deternrined by dividing
the value of such property by the
number of such persons (including
the decedent) in favor of whom such
power is exercisable.

IV. For purposes of clauses II and III,
a povrer shall be deemed to be
exercisable in favor of a person if
it is exercisable in favor of such
person, his estate, his creditors,
or the creditors of his estate,
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b. Whenever any person shall.have a general power
of appointment with respect to any interest in
property, such person shall, for the BurBoses
of this Article, be deemed the owner of such
interest and accordingly:
1. If in connection with any transfer of

property taxable under this Article the
transferor shall give to any person a
general power of appoint-ment with respect
to any interest in sucb property, the
transferor shall be deemed to have given
such interest in such property to such
person.

2. If any person holding a general potrer of
appointment with respect to any interest
in property shall exercise such power in
favor of any other person or persons,
either by will or by an appointnrent made
in contemplation of the death of such
person, or by an appointment intended to
take effect in possession or enjoyment at
or after such death, he shall be deemed
to have made a transfer of such interest
to such person or persons.

3. ff any person holding a general power of
appointment with respect to any interest
in property shall relinquish such power
by any action taken in contempJ.ation of
death or intended to take effect at or
after his death, or shall die without
fully exercising such power, he shall be
deemed, to the extent of such
relinquisbment or nonexercise, to have
made a transfer of such interest to the
person or persons who shall benefit
thereby.

(6) Neither the exercise nor the relinquishment of a
special power of appointment (which shalt mean any
power other than a general power) with respect to
an interest in property shatl be deemed to
constitute a transfer of such interest within the
meaning of this Article. rf in connection with any
transfer taxable under this Article the transferor
shall give to any person a special power of
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appointment with respect to any interest in
property, he shall be deemed, for the purpose of
computing the tax applicable thereto, to have given
such interest in egual shares to those persons, not
more than two, anong the possible appointees and
takers in default of appointment whom the
transferor's executor or adninistrator nay
designate as transferees in the inheritance tax
return, except that:
€1. If a gift tax return is filed with respect to

such transfer, the persons designated therein
shall also be designated in the inheritance
tax return, and

b. The tax shall be computed according to the
relationship of the donee of the power to the
persons designated if the possible appointees
and takers in default of appointnent include
any persons more closely related to the donee
of the polrer than to the donor, and if such
computation would produce a higher tax.

(71, (7a) Repealed by Session Laws, 1985, c. 656, s. 1.
(8) Where the proceeds of life insurance policies are

payable as provided in G.S. 105-13.
(9) Whenever any person or corporation comes into

possession or enjoyment of any real or personal
property, including bonds of the United States and
bonds of a state or subdivision or agency thereof,
at or after the death of an individual and by
reason of said individual,s having entered into a
contract or other arrangement with the United
States, a state or any person or corporation to
pay, transfer or deliver said real or personal
property, including bonds of the United States and
bonds of a state, to the person or corporation
receiving the sane, whether said person or
corporation is named in the contract or other
arrangement or not: Provided, that no tax shall be
due or collected on that portion of the real or
personal property received under the conditions
outlined herein which the person or corporation
receiving the same purchased or otherwise acquired
by funds or property of the person or corporation
receiving the samer or had acquired by a conpleted
inter vivos gift.
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1 Nothing in subdivision (9) shall apply to the
2 proceeds of life insurance policies.
'1 t.10) Upon the death of a decedent who had a qualifvino
4 income interest for life in qualified terninable
5 interest oropertv whose previous transfer was
6 exempt from inheritance or qift taxes under G.S.
7 105-3 ( 11 t or G. S. 105-188 ( i ) , the qualified
I ternrinable interest propertv that was previouslv
9 exempt is considered to pass from the decedent to

10 the oerson who is entitled to the property upon the
11 termination of the decedent's qualifvinq income
t2 interest for life. This subdivision does not applv
13 to an interest in qualif ied terminable interest
1.4 propertv that the decedent transferred to another
15 and was not part of the decedent's gualifvinq
L6 income interest for life.
17 However' nothing in this Article shall be construed as imposing
1.8 a tax upon any transfer of intangibles not having a conmercial or
19 business situs in this State, by a person, or by reason of the
20 death of a person, who was not a resident of this State at the
2L tine of his death, and, if held or transferred in trust, such
22 intangibles shall not be deemed to have a comnercial or business
23 situs in this State merely because the trustee is a resident or,
24 if a corporation, is doing business in this State, unless the
25 same be enployed in or held or used in connection with some
26 business carried on in whole or in part in this State. "
27 Sec. 24. G.S. 105-9(8) reads as rewritten:
28 "(8) Costs of adninistration
29 not claimed as a deduction on the federal income
30 tax return filed under the Code bv the fiduciarv
31 for the decedent's estate. Costs of adnrinistration
32 include reasonable attorneys, fees.,,
33 Sec. 25. Article 1 of Chapter 105 of the General
34 Statutes is amended by adding a new section to read:
35 "$ 105-23.1. ltaking installnent payuents of ta: due wben federal
35 estate tax is payable in installments.
37 A oersonal representative who elects under section 6166 of the
38 Code to make instal.lment pavments of federal estate tax mav elect
39 to make installment pavments of the tax imposed by this Article.
40 An election under this section extends the time for pavment of
41 the tax due in accordance with the extension elected under
42 section 6156 of the Code. Pavrnents of tax are due under this
43 section at the same time and in the same proportion to the total
44 amount of tax due as pavnents of federal tax under section 6156
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1 of the Code. Acceleration of payments under section 6166 of the
2 Code accelerates the payments due under this section.,'
3 Sec. 26. Effective January L, 1999, Article 6 of
4 Chapter 105 of the General Statutes is repealed.
5 Sec. 27. Effective January L, 2001, Article 1 of
6 Chapter 105 of the General Statutes is repealed.
7 Sec. 28. Effective January L, 2001, Chapter 105 of the
8 General Statutes is amended by adding a new Article to readl9 "antrcr,g-lL10 "Estate Taxes.

11 "S !05-32.1. Definitions.
L2 The followinq definitions applv in this Article:
L3 (1) Code. - Defined in G.S. 105-228.90.
14 (21 Personal representative. -- The person appointed bv
15 the clerk of superior court under Chapter 28A of
L6 the General Statutes to adnrinister the estate of a
L7 decedent or, if no one is appointed under that
18 Chapter, the oerson reguired to file a federal
19 estate tax return for the estate of the decedent.
20 (3) Secretarv. -- Defined in G.S. 105-228.90.
2L "S 105-32.?. Estate tar imposed in amount e<rual to federal state
22 death ta: credit.
23 (al Tax. -- An estate tax is imoosed on the transfer of the
24 estate of a decedent when a federal estate tax is imoosed on the
25 transfer of the estate under section 2001 of the Code and anv of
25 the followinq applv:
27 l-l-L The decedent was a resident of this State at death.
28 lZL The decedent was not a resident of this State at
29 death and owned anv of the followino:
30 €t. Real propertv or tanqible personal oropertv
31 that is located in this State.
32 'b. Intanqible oersonal propertv that has a tax
33 situs in this State.
34 (bt Arr,oort. -- T tate t"* irnposed b' thi"
35 section is the maximum credit for state death taxes alLowed under
36 Section 2011 of the Code. If propertv in the estate is located
37 in a state other than North Carolina, the amount of tax pavable
38 is the North Carolina percentaqe of the credit.
39 If the decedent was a resident of this State at death, the
40 North Carolina percentaqe is the net value of real propertv in
41 the estate that is located in North Carolina plus the net value
42 of all personal property in the estate that does not have a tax
43 situs in another state, divided bv the net value of all the
44 Dropertv in the estate. If the decedent was not a resident of
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1 this State at death, the North Carolina percentaqe is the net
2 value of real prooertv in the estate that is located in North
3 Carolina plus the net value of anv personal propertv in the
4 estate that has a tax situs in North CaroLina, divided bv the net
5 value of all propertv in the estate, unless the decedent's state
6 of residence uses a different formula to determine the North
7 Carolina percentaqe. In that circumstance, the North Carolina
8 percentaqe is the amount determined bv the formula used bv the
9 decedent's state of residence.

1.0 The net value of propertv that is located in or has a tax situs
11 in this State is its qross value reduced by anv debt secured bv
12 that property. The net value of all the property in the estate
13 is its qross value reduced bv anv debts of the estate.
14 "S 105-32.3. Liability for estate tar.
15 (a) Primarv. -- The tax imposed bv this Article is pavable fron
16 the assets of the estate. A person who receives propertv from an
17 estate is liable for the amount of estate tax attributable to
18 that propertv.
19 (b) Personal Representative. -- The personal representative of
20 an estate is liable for an estate tax that is not paid within two
21 years after it was due. This liabilitv is limited to the value
22 of the assets of the estate that were under the control of the
23 Personal representative. The amount for which the personal
24 representative is liable mav be recovered from the personal
25 reDresentative or from the suretv on anv bond filed bv the
26 Personal representative under Article 8 of Chapter 28A of the
27 General Statutes.
28 (cl Clerk of Court. -- A clerk of court who allows a personal
29 reDresentative to make a final settlement of an estate without
30 Presentinq one of the followinq is liable on the clerk,s bond for
31 anv estate tax due:
32 (1) An affirmation bv the personal representative
33 certifvinq that no tax is due on the estate because
34 this Article does not require an estate tax return
35 to be filed for that estate.
35 (21 A certificate issued bv the Secretarv statino that
37 the tax liabilitv of the estate has been satisfied.
38 "g 105-32.4. Payuent of estate ta:.
39 (al Due Date. -- The estate tax imposed bv this Article is due
40 when an estate tax return is due. An estate tax return is due on
4L the date a federal estate tax return is due.
42 (bl Filinq Return. -- An estate tax return must be filed under
43 this Article if a federal estate tax return is reguired. The
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1 return nust be filed bv the personaL representative of the estate
2 on a form provided bv the Secretarv.
3 (c) Extension. -- An extension of time to file a federal estate
4 tax return is an automatic extension of the time to file an
5 estate tax return under this Article. The Secretarv mav, in
6 accordance with G.S. 105-263, extend the time for pavinq the
7 estate tax inposed bv this Article or for filinq an estate tax
8 return.
9 (dl Interest and Penalties. -- rhe penalties in G.S. 105-236

10 applv to the failure to file an estate tax return or to pav an
11 estate tax when due. Interest at the rate set in G.S. 105-241.1
12 accrues on estate taxes paid after the date thev are due.
L3 (el Obtaininq Amount Due. -- lfhe personal representative of an
14 estate mav sell assets in the estate to obtain money to pey the
15 tax imposed bv this Article.
16 'S 105-32.5. Uak of
17 estate tax is oavable in installments.
18 A personal representative who elects under section 6166 of the
19 Code to make installment oavments of federal estate tax mav elect
20 to make installment pavments of the tax imposed bv this Article.
21 An election under this section extends the time for pavment of
22 the tax due in accordance with the extension eLected under
23 section 6166 of the Code. Pavments of tax are due under this
24 section at the same time and in the same proportion to the total
25 anount of tax due as pavments of federal estate tax under section
26 6166 of the Code. Acceleration of pavroents under section 6165 of
27 the code accererates the pavments due under this section.
28 "S 105-32.5. Estate tar is a lien on property in the estate.
29 fhe tax imposed bv this Article on an estate is a lien on the
30 real Dropertv in the estate and on the proceeds of the sale of
31 the real propertv in the estate. The lien is extinquished when
32 one of the following occurs:
33
34
35
35
37
38
39
40
4L
42

l!.r
(41

(11 The personal representative certifies to the clerk
of court that no tax is due on the estate because
this Article does not require an estate tax return
to be filed for that estate.

IZL The Secretarv issues a certificate statinq that the
tax liabili the estate bas been satisfied.
For specific real propertyr when the Secretary
issues a tax waiver for that propertv.
Ten vears have elapsed since the date of the
decedent's death.

43 "S 105-32.7. Federal d€teruination tlat chanqes tie marimum state
44 deatb tar credit allowed.
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If the federal qovernment corrects or otherwise determines the
amount of the maximum state death tax credit allowed an estate
under section 6166 of the Code, the personal representative must,
within two vears after beinq notified of the correction or final
detemination bv the federal qovernnent, f ile an estate tax
return with the Secretarv reflectinq the correct anount of tax
Pavable under this Article. The Secretarv must assess and
collect anv additional tax due on the estate as provided in
Article 9 of this Chapter and must refund anv overpavnent of tax
as provided in Article 9 of this chapter. A personal
representative who fails to reoort a federal correction or
detennination is subiect to the oenalties in G.s. 105-23G and
forfeits the riqht of the estate to anv refund due bv reason of
the determination.
"S 105-32.8. @neration skippinq transfer ta:.

(a) Tax. -- A tax is imposed on a qeneration skippinq transfer
that is subiect to the tax imposed bv Chapter 13 of Subtitle g of
the Code in the followino circumstances:

t I I When the oriainal transferor is a resident of tbis'r-=L ffi d.t" of tlr" oriqir,+r tt"rr"f.t. tr,
ort ot tt.

credit for State qeneration-skippinq transfer taxes
allowed under section 2604 of the Code that exceeds
the amount of taxes paid on the transfer to all
states other than this State.

(21 When the original transferor is not a resident of
this State at the date of the oriqinal transfer and
the transfer includes real or personal propertv
with a situs in this State. fn this circunstance,
the tax is the amount of the credit for State
qeneration-skippinq transfer taxes allowed under
section 2604 of the Code, reduced bv an amount that
bears the same ratio to the federal credit as the
value of the transferred propertv taxable bv all
states other than this State bears to the qross
value of the qeneration-skiopinq transfer.

(bl Pavment. -- The tax imposed bv this section is due when a
return is due. A return is due the same date as the federal
return for pavment of the federal qeneration-skiopino transfer
tax. The tax is pavable bv the person who is liable for the
federal qeneration-skipping transfer tax.',
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1 Sec. 29. Notwithstanding G.S. 105-153.15 and G.S. 105-
2 163.41, no addition to tax may be nade under either of those
3 statutes for a taxable year beginning on or after January !,
4 1996, and before January Lt L997, with respect to an underpalment
5 of individual or corporation income tax to the extent the
6 underpaynent was created or increased by this act.
7 Sec. 30. This act does not affect the rights or
I liabilities of the State, a taxpayerr or another person arising
9 under a statute amended or repealed by this act before its

10 amendnent or repeali nor does it affect the right to any refund
11 or credit of a tax that would othenrise have been available under
L2 the amended or repealed statute before its amendment or repeal.
13 Sec. 31. This act becomes effective as follows:
14 (1) Unconstitutional Tax Preferences Sections 1
15 through 4 of Part f of this act are effective for
16 taxable years beginning on or after January Ll
L7 1995.
1.8 (21 $6 Million Cap on Qualified rnvestments. Section
L9 5 of Part I of this act is effective for
20 investments made on or after January L, 199G.
2L (3) Subsidiary Dividend Deduction. Section 5 of this
22 act is effective for taxable years beginning on or
23 after January Lt 1997.
24 (4) uodify Qualified Business rnvestment Creditso --
25 Sections 7 through I of Part r of this act becone
26 effective for investments nade on or after January
27 L | 1997.
28 (5) voluntary use Tax collection. part rr of this
29 act is effective upon ratification.
30 (5) Automatic Annual Income Tax Reductionso -- Part III
3L of this act is effective for taxable years
32 beginning on or after January L, !997.
33 (7) Repeal Privilege License Taxeso -- Part IV of this
34 act becomes effective July Lt L997.
35 (8) rnheritance and Gift rax changeso -- sections 20
36 through 23 of Part v bedorne effective iatoary I,
37 L997r drrd apBly to the estates of decedents dying
38 on or after that date. Sections 24 and 25 of Part
39 V become effective July L, 1996, and apply to the
40 estates of decedents dying on or after that date.
4L Section 26 of Part v becomes effective January I,
42 1999, and applies to gifts made on or after that
43 date. Sections 27 and 28 of part V become
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I
2

3

4

effective January Lt 200L, and apply to the estates
of decedents dying on or after that date.

(91 Remainder. The remainder of this act
effective upon ratification.
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Explanation - 1995 Tax Reform Act

INTRODUCTION

Legislative Proposal I would provide tax reform and tax relief for the citizens of
North Carolina. The proposal is divided into six parts. Part I would revise oertain

North Carolina tax prefe,rcnoes that appear to violate the interstate q)mmerrce clause of
the United States Constitution. Part II would enhance compliance and enforoement of
existing tax laws by authorizing the Secretary of Revenue to enter into agreements for
voluntary oollection of use taxes by dircct marteters over wtrich the State has no
jurisdiction. Part III would provide automatic annual inoome tax reductions for
individuals by increasing the amount of the personal and indexing it to rise

automatically at the same rate as inflation. Part IV would repeal most State privilege

license tsxes on businesses and professions and Part V would simphfy and redue
inheritanoe taxes. Part VI of legislative Proposal I sets out the effective date for these

tax law changes. Each Part of the proposal is explained belou'.

PART I. REFORM TJNCONSTITUTIONAL TAX PROVISIONS
Part I of Legislative Proposal I would repeal several tax preferences for Norttr

Carolina stock the oorporate income tax deductions for North Carolina dividends, the
individual inoome tax qedit for Norttr Carolina dividends, the tax qedits for
investuents in Norttr Carolina Enterprise Corporations, tnd the oorporate tax crredits for
qualified business investments. It would also repeal a tax prderence for distributors of
North Carolina wine. In addition, it would restrict the remaining tax credits for
qualified business invesffients to direct investments by individuals or small parherships

in qualified businesses, remove the requirement ttnt qualified businesses be
headquartered and operating in North Carolina, and cap the cledits at $5 million a
year. Finally, Part I would expand the subsidiary dividend deduction to nondomiciled
corporations and rcquire that related expenses be subhacted from dividends in
calculating the deduction. The changes to the qualified business investment credits

would become effective for investuents made on or after lanuary 1, 1997. The

changes to the subsidiary dividend deduction would beoome effective beginning with the

1997 tax year. The $5 million cap on credits for qualified business investments and the

repeal of the other North Carolina tax preferenoes would beoome effective beginning
with the 1996 tax year.
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Repeal and reform of these North Carolina tax preferences is reoommended

because of their similaxity to a provision of the inangibles tax that was reoently

declarcd unconstitutiond by the United States Supreme Court. The constitutional

issues are complex. As explained in the attachment to this summary, ttre tax
preferences addressed by this bill probably have the same constitutional problem as the

intangibles tan provision stnrck doum by the Supreme Court.

---Ilscal r.rpact of Reforming Unconstitutionel Tax Preferences

Repeal of the oorporate inoome tax deductions for North Carolina divid€nds is

expected to increase General Fund revenues by $2 million a year. If the deductions are

not repealed and are challenged suooessfully in oourt, Norttr Carolina could be liable
for $20 - $40 million in refunds plus interest. The fiscal issues surrounding the

subsidiary dividend deduction ale discussed belou'. The fiscal impact of expanding or
restricting this provision is more significant because it is not subject to the $15,flD cap

per taxpayer that applies to the North Carolina dividend deductions. Repeal of the

individual inaome tax credit for North Carolina dividends is expec{ed to increase

General Fund revenues by $11 million a year. If the credit is not repealed and is
challenged sucoessfully in court, North Carolina oould be liable for $213 million in
refunds plus another $14 million in interest. Repeal of the income tax credits for
distributing Norttr Carolina wine is expected to increase General Fund revenue by less

than $20,q)0. If the credits are not repealed, North Carolina oould be liable for an

amount equal to 20C times the number of liters of wine on which each ta:rpayer paid

excise tax for a ttuee-year period. If the damages were limited to excise taxes paid to
North Carolina, they oould be up to $15 - 20 million plus interest. If the damages

@ver excise taxes paid to other states, the amount would be much greater. Reform of
the qualified business investment credits would probably not affect General Frmd

revenues, although lowering the cap from $12 million to $6 million a year prwents a
potential future revenue rcduction of $2 - $6 million. It is not known how much the
potential damages would be if the credits were not reformed and were challenged
successfully in oourt.
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---Deccription of Tax Prdenences Affectcd

The corporate income tax dedrrctions for North Carolina dividends found in G.S.

105-130.7 include several separate provisions. Repeal of these dividend deductions is

expected to have only a small impact on taxpaye$ because the deductions are all
subject to a $15,fiD cap. SuMivision (l) of G.S. 105-130.7 allows a deduction for
oorporate dividends to the extent the issuing corporation's inoome is derived from
business done in North Carolina. SuMivision Q) of G.S. 105-130.7 allou's a deduction

for an out-of-state insuranoe company's dividends to the effent it does business in
Norh Carolina and allows a deduction for l0o% of a North Carolina insurance

oompany's dividends. Subdivision (3a) of G.S. 105-130.7 allows a deduction for 100%

of a North Carolina savings institution's dividends. Subdivision (5) of G.S. 105-130.7

allows the above North Carolina dividend deduc{ions to be passed through a holding

oompany from oorporations in which it owns stock to its oorporate stoc*trolders, if at
least one-third of the dividends received by the holding oompany are from Norttr

Carolina souroes.

SuMivision (a) of G.S. 105-130.7 is a deduction not for dividends reoeived from
North Carolina corporations but for dividends reoeived by Norttr Carolina parent

corporations from their subsidiaries. Pafi I of Legislative Proposal I extends this
de&rction to out-of-state parent corporations and modifies the deduction to require
related eryenses to be subtracted from the dividends before they ale deducted. The
subsidiary dividend deduction is discussed at more length below.

The individual income tax credit for North Carolina dividends is found in G.S.
105-f51.19. It allows a credit of 6% of the amount of dividends a taxpayer reeives
from a corporation that does 50% or more of its business in Norttr Carolina. The
credit is capped at $300 per taxpayer and $6@ per maried oouple filing a joint return.

The individual and oorporate income tax credits for distributing Norttr Carolina
wine are formd in G.S. 105-130.38 and 105-151.15. They allon'a credit equal to 2Oc

times the number of liters of North Carolina wine on which a distributor paid North
Carolina excise tax. The credit applies to wineries, wine wholesalers, and wine
importers. North Carolina wine is wine that is at least 60% Norttr Carolina-grown
fruits and benies and is part of the first 950 liters of wine produoed per ton of North
Carolina-growrr furits or benies.

The qualified business investment tax credits, in G.S. 105-163.010 through G.S.

105-f6.014, allow individuals and oorporations credit against income taxes, gross

preminms tanres, or franchise taxes for 25% of their investments in qualified Norttr

Carolina businesses registered with the Secretary of State or in Norttr Carolina
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Ent€rpris€ Corporations. To qualify, the Norttr Carolina business must have its
headquarters and most of its operations in North Carolina. A Norttr Carolina
Enterprise Corporation must invest in businesses with headquarters and most operations

in North Carolina. The tax qpdits are subject to a cap of $50,0fi) for individuals and

$750,000 for corporations.

"--Rsytse Subsidiary Dividend lHuction
G.S. 105-130.7(4) allows a oorporation domiciled in North Carolina that holds

more than 50% of the outstanding voting stock of another corporation (a subsidiary) to
deduct dividends it receives from the subsidiary. Ttre restriction of this deduction to
North Carolina corporations creates interstate oosrmeroe clause problems in light of the

Fulton decision. In an informal discussion with staff of the Rerrenue Iaws Study

Committee, representatives of the Revenue Section of the Attorney General's Office
confir:med the opinion of oommittee stafr that this provision would not survive a

constitutional challenge. It is tnre ttrat most subsidiary dividends of non{omiciled
corporations are not included in North Carolina taxable income an)'!vay -- as non-
business income, they are allocated to the state of domicile under uniform nrles for
allocating multi-state oorporations' income among the states in which they do business.

For subsidiary dividends that are business income, howwer, no allocation or deduction
is allowed to non{omiciled companies. Furttrermore, the law that allows domiciled
companies a deduction and non{omiciled companies an allocation discriminates

because the allocation is less generous than the deduction. Related expenses must be
nefted out from the amount allocated but related expenses are apparenfly not requir€d
to be nefted from the amount deducted,

The Committee was plaoed in a difficult position wtren it learned that the existing
subsidiary dividend deduction discriminates against out-of-state companies. Because of
the reoent United States Supreme Court decision in the Fulton case, the State is on
notioe that the fedelal constitution does not allow this t'"e of discrimination. In
addition to the likelihood of the State having to make refuirds if the liaw we,le

challenged, a federal court could hold the personnel of the Department of Rerrenue

personally liable rurder 42 U.S.C. $ 1983 for knowingly enforcing an unconstitutional
law. Moreover, the State could be foroed to pay attorneys fees.

In order to provide constitutionally aceptable equal treatment of Norttr Carolina
companies and out-of-state oompanies, the General Assembly ould merely repeal the
subsidiary dividend deduction, but this repeal would cause a significant tax increase for
North Carolina parent oorporations. fire obvious choice is to extend the subsidiqry
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divid€rd deduction to non{omiciled companies. As part of this recommendation, the

Revenue Laws Study Committee was forced to equalize the expense treatment for Norttt

Carolina oompanies and other companies as well. Representatives of the Revenue

Section of the Attorney General's Office have given oommittee staff an informal, oral

indication that unless all companies are either required to net related expenses or

allowed to deduct gross dividends without netting related expenses, the law will likely

violate the interstate cornmer@ clause of the federal constitution.

Having to make this choice created a dilemma for the Study Committee. Allowing

deduction of only net dividends would be consistent with gene,ral tax policy and would

cause a gain to the General Fund, but would carxrc a tax increase for North Carolina

parent oompanies even if the negative effect on taxpayers were offset somewhat by

sinptifyin! the nrles for determining the amount of related expenses that must be

netted from dividends. Allowing deduction of gross dividends would cause a loss to the

General Fund by decreasing taxes on out-of-state companies and would be inoonsistent

with general tax policy that dictates that expenses incun€d in generating non-taxable

income should not be deductible from taxable income.

It is a general nrle of tax policy that expenses related to untaxed income should

not be deductible from taxed inoome. This policy is reflected in section 265 of the

Code and in G.S. 105-130.5(cX3). The deduction for subsidiary dividends operates to
exempt the dividends from tax; they appear to be rurtaxed income for the purpoee of
this policy. Allowing a net dividend deduction would be oonsistent with the policy

expressed in G.S. 105-130.5(c)(3). For example, if a oorporation eams $10 million in
gross income and has expenses of $4 million in generating this income, ood half the

gross inoome is deductible subsidiary dividends, then assuming the expenses are

proportionally related to each category of income, a net dividend deduc{ion yields

taxable income of $3 million ($10 minus $4 expenses minus $3 net dividends) while a

gross dividend deduction yields taxable inoome of $l million ($10 minus $4 expenses

minus $5 gross dividends).

Section 6 of Part I of lrgislative Proposal 1 reflects the Committee

recommendation that the subsidiary dividend deduction should be esended to
out-of-state corporations and that related expenses should be netted from dividends

before the dividends are deducted. The negative impact of this provision on in-state

companies may b lessened somewhat by a proposd 15% cap on the amount of related

expenses that must be netted. If a parent corporation can show that its acfiral related

expenses are less tllan 15% of dividends, then it can net the lesser amount.
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PART II. VOLTJNTARY USE TAX COI I F.CTION

Part II of Irgislative Proposal I would enhance ompliance and enforoement of
existing tax hws by authorizing the Secletary of Revenue to enter into agreements

under which direct marketers over which the State has no jurisdiction would aglee to

collect use taxes on sales to Norttr Carolina customers.

Many North Carolina residents order products from direct marketers in other

states. Because the sales occurs in another state, Norttr Carolina sales tax does not

apply. The resident is, however, liable for paying a use tax on the property orde,lred.

Most residents do not pay this use tax and it would be extremely inefficient for the

State to try to pursue every individrd for the use tax due on their mail order puchases.

In order for the State to be able to require a direct marketer to ollect use tax, the

marketer must have some minimal oontact (nenrs) with the State. If the dircct
marketer has a store in North Carolina or other ties sufficient to give the State
jurisdiction over it, the marketer can be required to collect ttre tax on sales to Norttl
Carolina residents. If the direct marketer does business with Norttr Carolina residene

only through telephone, mail, and freight hansactions, it does not have "nenrs" with
this state and is not required to oollect the tax. The United States Supreme Court has

held ttnt states' efforts to require these out-of-state marketers to oollect sales or use tax
on sales to residents violate the interstate cornmeroe clause of the United States

Constitution.

As a result of these oonstitutional restrictions, out-of-stale dfuect marketers have a
competitive advantage over in-state merctrants, 8nd states lose significant amormts of
rwenue. A ferv direct marketers collect and remit rurc taxes vohrntarily as a
oonvenie,noe to their custome$. The Direct Marketers Association, the Federation of
Tax Administrators, and the Multi-state Tax Commission arc crrrently negotiating a
possible agreement under whictr more dilect marteters would voluntarily oollect use tax
on behalf of customers in states in which ttre marketers do not have nenrs. Under this
agreement, tax oollection would be simplified by using the same form and payment

deadlines in every state. In addition, the direct marketers would oollect at only one

rate per state; non-rmiform county and city rates would be disregarded. If these parties

are able to design a system that would be acoeptable to all involved, Norttr Carolina

would need authority to enter into such an agreement. Part II of legislative Proposal I
wottld provide that authority and set out some of the parameters for the agreement. If
the ongoing negotiations result in a viable multi-state program for oollection of use

taxes by direct marketers and North Carolina enters into agreements pursuant to the
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prcgram, the Department of Revenue could potentially collect millions of dollars in use

taxes ttnt are owed under current law but are not being paid.

PART III. PROVIDE ATITOMATIC AI{NUAL INCOME TAX REDUCTIONS

Part III of Irgislative Pnoposal I would increase the Staee income tax personal

exemptions to the amount of the federal personal exemptions, ild provide that the

exemption amounts would increase automatically each year at the same rate, as the

fed€ral exemptions, based on the rate of inflation. This Part would beoome effective

beginning with the 1997 tax year. Increasing the personal exemption amounts reduces

State income taxes for all individuals who pay income tax.

The State's personal exemption amounts were increased in 1995 in two stages,

from $2,fiD to $2,250 for the 1995 tax year and then to $2,500 for the 1995 tax year.

fite federal personal exemption amounts increase automatically each year to keep pace

with inflation. The federal amount for the 1995 tax year is $2,550 and is expected to

increase about $50 each year thereafter. Increasing the State's personal exemption

amounts to the federal amounts, and allowing them to gro$, at the same pace in future

yea$ has three benefits. First, it reduces State personal income taxes for all Nortlr

Carolina citizens who pay income tax. Families with children receive a larger tax

reduction because a personal exemption deduction is allowed for the taxpayer, the

spouse, and each dependent. Second, it allows the State tax stnrcture to respond

automatically to inflation. If the personal exemption amormts are not indexed to
inflation, tanpayer's taxes increase automatically each year because the value of their
income dollars is inflated, even if, in real terms, they make the same amount of income

or less income each year. Third, it greatly simplifies tax filing. North Carolina's

indivifual income tax uses federal taxable income as the starting point for calculating

North Carolina taxable income. As long as North Carolina's personal exemptions are

not indexed to the federal amounts, every taxpayer must perform an extra calculation to

adjust for the gap by adding back to federal taxable inaome the differenoe between the

lower North Carolina personal exemption amount and the higher federal personal

exemption amount.

PART IV. REPEAL STATE PRTVILEGE LICENSE TAXES.

This Part makes the following changes conerning privilege license taxes:

(1) It repeals all State privilege lioense taxes imposed under Article 2 of
Chapter 105 of the General Statutes except for the taxes imposed by G.S.

tO5-37.1 (amusements); 105-38 (circuses and similar shon's); 105-83
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(installment paper dealers); 105-88 (loan agencies or brokers); 105-102.3

(banks); and 105-102.5 (newsprint publications).

It preserves dre status quo on privilege license taxation for cities and

cormties. The current limitations and authorizations in Article 2 that apply

to cities and counties would continue to apply.

It preserves the itinerant merchant license and regulatory provisions but

moves them to Chapter 65, Commere and Business.

The recommendations in this Part are the product of the committee's

sub@mmittee on privilege license taxes. That subcommittee found that the privilege

lioense tax stnrcture in Article 2 of Chapter 105 of the General Statutes is outmoded,

inefficient, and not designed on proper principles of taxation such as tax fairness,

ability to pay, responsiveness to growth, or administrative cost. The suboommittee

found no rationale for a tax on the privilege to work ttrat applies only to a limited
portion of businesses or the work foroe and that has a different and inoonsistent tax rate

for eadr different class of business. Because the tax is not indexed to any economic

parameter, ttre cost to administer ttre tax has beoome incneasingly high over time

compared to the amount of tax collected. As a result, the tax has become more of a
nuisance tax thsn a properly designed sour@ of revenue for the State.

The subcommittee therefore recommended the changes in this Part and mad€

recommended that the subcommittee on privilege license taxes continue to work on a
proposal for consideration after the 1996 Regular Session that will:

(1) Repeal the State privilege lioense tsxes in Article 2 that are not repealed in
the 1995 Regular Session and restnrcture other taxes whe,re necessary in
light of the repeal.

Q) Repeal the local privilege license tax restrictions and authorizations in
Article 2 and replace them with a uniform system of local privilege lioense

taxes based on sormd principles of taxation.

PART V. SIMPLIFY AND REDUCE INHERITAIVCE TAXES; REPEAL GIFT
TAXES

This Part changes the inheritance and gft tax laws as follows:
(l) Phases out the current inherianoe tax over 5 years, beginning with calendar

year 1997, by reducing all inheritanoe taxes payable during that period by
2O% each year.

Q)

(3)
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Retains the federal opick-upo tax, which is the federal state death tax

credit, as the state estate tax.

Repeals the gft tax effective January l, 1999.

Conforms the inheritanoe and gft taxation of property placed in a qualified

terminable interest trust to the federal estate and gift tax trestment of the

property, effective January t, 1997..

Allows installment payments of Starc inheritanoe or estate tax in the same

circumstanoes in which installment palments of fede,ral estate tax are

allowed. Ttris provision applies to closely-held businesses.

Provides that expenses deducted on a fiduciary inoome tax return cannot

also be deducted on the inheritance or estate tax return.

---Baclground
North Carolina inheritane and gft tax rates are based on tlrc relationstrip of the

person transferring the property to the penlon receiving the property. Ttris is in
contrast to federal law, which has a single rate schedule for gifts and estates. As under

federal liaw, however, all transfers to a spouse are exempt from State inheritance or gift

taxes.

State law classifies beneficiaries into ttree classes, Class A, Class B, and Class C,

and sets different rates for each class. A Class A beneficiary is a lineal an@stor, a

lineal desendant, an adopted child, a step-child, or a son-in-law or daughter-in-law

whose spouse is not entitled to any of the decedent's property; a Class B beneficiary is

a sibling, a descendant of a sibling, or an aunt or rurcle by blood; and a Class C

beneficiary is anyone who is not a Class A or Class B beneficiary. Class A
beneficiaries have the lowest rates, Clsss B beneficiaries have higher rates, and Class C

beneficiaries have the highest rates. Thus, Norttr Carolina's rate stnrcture favors

hansfers to children and parents by gving these transfers the lowest rates and prefers

transfers to other close family members over tnansfers to more disant relatives or to
penpns who are not rclated by gving these transfers the in-benveen rate.

---Conform to Federal QTIP
This proposal exempts from State inheritance and glft tax property that is e;rempt

from federal estate and gft tsxes hcause it is considered qualified terminable interest

properfy. The previous Revenue laws Study Committee reoommended the same

proposal for two reasons. First, the committee found that conforming to federal law on

this topic would provide consistent treatment at the federal and State level. Second,

Q)

(3)

(4)

(5)

(5)
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the committee found that this type of property is more like an outright transfer to a
spouse than it is to any other kind of transfer and, oonsequently, oo inheritance tax

should be due until the spouse subsequently dies and passes the property on to its
ultimatc beneficiaries.

QTIP property is property placed in a tnrst in whictr a person's spouse has an

income interest for life and the person's children or other designated beneficiaries have

a remainder interest. Under federal l8w, a transfer of property that qunliftes as QTIP
property is not talrable wtren the transfer is made. Instead, it is taxed when the spouse

who had the lifetime income interest in the property dies. At that time, the raalue of
the QTIP property is included in the spouse's gross estate.

Under Norttr Carolina liaw, when property is transferred by means of a QTIP tnrst,

two transfers are considered to have been made. One transfer is the transfer to the

spouse of a life estate in the tnrst income. Ttre transfer of the life estate to the spouse

is not taxed because all property that passes to a spouse is exempt from State

inheritance and gft taxes. The value of the spouse's life estate is the present value of
the sheam of income based on the life expectancy of the spouse.

The other transfer is a transfer of the remainder interest in the trust property to the

transferor's children or ,other designated beneficiaries. The transfer of the remainder

interest is subject to inheritance or grft tax. The value of the remainder inte,rest is its
present value as of the date of deattr or date of the gift.

Under this proposal, the remainder interest in QTIP property would no longer be

taxable rmder Norttr Carolina law when the QTIP trust is established. Instead, it would
be taxable when the spouse with the life estate in the income died and would be tsxed

on the basis of the value at the slnuse's death. In some cases, taxes would be collected

at a laiter time than under current law, but in other cases less tax would be oollected

than under current liaw. Furttrer reductions in tax would occur if the value of the trust
property declined over time. No tax would be collected at a later date if the spouse

moved out of the State before death and the first consisted of secuities rattrer than real
property located in the State. By the same token, some tax would be oollected that is
not now collected if a spouse with a QTIP trust moves into the State.

Tlre following examples illushate some of the difrerenoes in taxes under the

current law and the proposed law:

Example l: Husband dies having a $1,5fl),000 estate, QTIP trust is established for 75-
year-old widow, remainder to children
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Crrrent Law

NC Taxes at Husband's Death:

NC Taxes at Widow's Death:

Propoced Law

NC Taxes at Husband's Death:

NC Taxes at Widow's Death:

Cument Law

NC Taxes at Husband's Death:

NC Taxes at Widow's Death:

Proposcd Law

NC Taxes at Husband's Death:

NC Taxes at Widow's Death:

Tax Loss in Brample I = 15,525 Ql%)

Example 2: Husband dies having an $E,(n0,0(X) estate,

55-year-old widorv, remainder to children

(tax on remainder interest to

children)

(State pick-up tax through federal

State death tax credit)

(assumes $6(X),(X)0 given to someone

outside QTIP to reduce federal taxes)

QflP tnrst is established for

(tax on remainder interest to child)

(State pick-up tax through federal

State death tax crediQ

(assumes $500,000 given to someone

outside QTIP to reduce federal taxes)

g 46,925

3,500

50,525

7,(X)0

2E,ofl)

35,000

$ 320,874

512,400

933,274

7,OOO

753,fi)o

540,000

Tax Loes in E:rample 2 = l'13,274 (19%)

A QTIP tnrst need not be established before a gift is made or the decedent dies.

If the transfer is a gift, ttre tnrst can be established any time before the gft tax return is

filed. If the transfer is a devise upon death, the tnrst can be estsblished any time
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before the estate tax return is due if the will gives the personal representative the option

of estsblishing a QTIP tnrst. The decision of whether or not to establish a QTIP trust

is made after consideting tax oonsequences and other factors.

The purpose of the QTIP exemption under federal law is to avoid taxing the life

estate interest of the spouse. Generally, under federal law, a life estate interest of a
spouse that is not created in a QTIP tnrst is not entitled to the marital deduction and is

therefore subject to tax. By contrast, under North Carolina liaw, a life estate interest of
a spouse is entitled to the marital dednction and is not subject to tax.

---Plwention of Double Deduction

Current law allows the costs of administering an estate to be deducted when

determining the amount of intreritance tax payable on property in the estate. Costs of
administration include attorney fees, accountant fees, and execrrtor fees. The law,

horpever, does not limit the inheritance tax deduction to costs tlut are not deducted on

a fiduciary inoome tax return filed for the estate. If the same cost is deducted on both

t'etums, the taxpayer receives an unintended double dednction for the same item.

A double deduction for the same item of cost is most likely to result u'hen,

because of the small size of an estate, no federal estate tax return is filed but a federat

fiduciary income tax return is filed. In this instanoe, all oosts will be deducted on the

federal fiduciary income tar( return.

North Carolina's inoome tax uses federal taxable inoome as the starting point in
oomputing North Carolina taxable income. A result of this is that deductions talen on

the federal return are automatically passed through on the North Carolina return.

Thus, any item ttrat is deducted on the federal fiduciary inmme tax return is also

dedusted on the State fiduciary inoome tax return. To prwent a double deduction,

Section * of this Part prohibits the deduction of an item on an inheritance tax return if
the item was deducted on the federal fiduciary income tax return.

PART VI. EFFECTTT/-E DATES

Part VI provides the effective dates of each provision of Legisluive Proposal 1.
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ATTACHMENT

CONSTITUTIONAL ANALYSIS OF TA)( PREFERENCES

On Febnrary 21, 1996, the United States Supreme Court ruled in Fulton Com. v.

Faulkner that North Carolina's intangibles tax on stock is unconstitutional because it
discrimfuntes against interstate cornmeroe in violation of the cornmeroe clause of the

United States Constitution. The Court noted that the cornmeroe clause prohibits

economic protectionism -- that is, hws "designed to benefit in-state eoonomic interrests

by budening out-of-sta&e oompetitors.o The oommeroe clause, Article I, Section E,

Paragraph 3, of the United States Constitution, states simply, "The congress shall have

po\pef,... To regulate oornmeroe with foreign nations, and among the seve,ral states."

Ttris brief provision has given rise to a long stream of litigation, ild the courts have

expormded upon it in a multitude of cases. Among the most well-formded of case law
principles is that one state cannot discriminate in favor of local oornmer€ against

out-of-state @rnmeroe.

The intangibles tax on st@k, wtrich was repealed in 1995, exempted from tax that
proportion of corporate stock ttut corresponds to the amormt of business the

corporation oonducted in Norttr Carolina. The Court held in Fulton that this exemption

clearly discriminated against interstate conrmer@ because the tax would fall on

corporate stock only to the degree the corporation participates in oommere outside

North Carolina.

The tax preferenoes addressed in this bill dl have a simitar Ascininatory effect.

The corporate income tax deduction for North Carolina dividends carnes the inoome tax
to fdl on dividends to the degree the issuing corporation participates in aommeroe

outside North Carolina, subject to a $15,flD cap on the deduction per taxpayer. If the

corporation is a savings and loan or an insurance company, its dividends are not taxed

at all if it is domiciled in North Carolina. The oorporate income tax deduction for
subsidiary dividends is allowed only to corporations domiciled in Norttr Carolina.

Comparable corporations domiciled in other states must pay morc North Carolina taxes

either hcause their dividends are business income allocable to and fully taxable in
North Carolina or because their dividends are nonbusiness income allocable out of state

by a formula that is less generous than the deduction allowed to corporations domiciled
in North Carolina.

The individual inoome tax credit for North Carolina dividends causes the inoome

tax to fall only on dividends of corporations that do less than half of their business in
North Carolina, subject to a per taxpayer cap. The tax cledits for distributing Nor0r
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Carolina wine effectively exempt North Carolina wine from the excise tax levied under

G.S. 105-113.80, a tax scheme that has been declared unconstitutional by the United

States Supreme Court in Bacchus Imports, Ltd. v. Dias, 468 U.S. 253, 82 L.EA.2d

200, l(X S.Ct. 3049 (1984). In addition, the tax credits are limited to those taxpayers

ttrat pay the North Carolina excise tax on wine; by definition, this goup is limited to

those who distribute wine in North Carolina. Thus the amount of the tax rcduction is

dependent upon the amount of wine disfribution business the taxpayer conducts in tttis
state.

The qualified business investment tax credits reduce a taxpayer's inoome,

franchise, or gross premiums tax by an amount equal to 25% of the cost of purchasing

stock in certain businesses with most of their operalions in North Carolina (subject to

various caps), while no tax reduction is allowed for purchasing similar stock in

corporations most of whose operations are outside of Norttr Carolina. This measurc is

designed to make investnnent in these Norttr Carolina companies more attractive than

investments in other companies.

The Fulton Court's second step in analyzing ttre onstitutionality of the intangibles

tax on stock was to determine whether the discrimination oould be justified as

compensating for a similar burden that falls solely on intrastate oornmerce. Three tests

must be met to uphold a discriminatory tax as a valid compensating tax: (1) there must

be an identifiable burden on intrastate @rnmeroe for which the discriminatory tax

compensatest Q) the discriminatory tax must be roughly equal to the identified

inhastate tax; and (3) the two taxes must fall on events that are sufficienfly similar that

they serve as mutually exclusive proxies. After a lengthy analysis, the Cout held that

the stock tax failed all three of these tests. Wittr respect to the first test, the Court

noted that it was not sufficient to say that a tax compensates for the fact that the

oorporate income tax does not fall on income from business done outside the State

because Norttr Carolina has no sovereign interest in taxing inoome from business

outside the State.

The Court also noted that the only discriminatory taxes that have been found to

satisfy the third test are use taxes that oompensate for sales taxes, which cannot be

imposed on sales that occur out-of-state. These ompensating use taxes allow a qedit

for any sales talres that are paid to another state. That is an important ele,ment,

because the compensating tax tests can be satisfied only by tax schemes designed to

enable in-state and out-of-state businesses to compete on an equal, tax-neutral basis.

Ba$ed on the analysis in the Fulton opinion, it does not appear that any of the tax

preferenoes addressed in this bill would sati$ the three tests. The inoome tax

-65-



prefer€noes for dividends oould be said to compensate for the fact that the oorporation's

income was aheady subject to North Carolina income tax, but Norft Carolina does not

have a valid interest in axing income from business outside of North Carolina and,

because there is no credit for income taxes paid to other states, the tax scheme does not

create a tax-neutral playrng field. In the case of the ax credits for distributing North

Carolina wine and the qualified business investuent credits, there is no wident

intrastate burden for which the tax compensates. The wine disfribution tax scheme

clearly creates a oompetitive advantage for North Carolina wine over wine produoed in

other states and the qualified business investment tax scheme is obviously designed to

make investuent in oertain oompanies operating in North Carolina more attractive than

investment in other companies.
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Fiscal Report
Fiscal Research Division
April 24, 1996

Proposal #1: 1996 Tax Reform Act

Fiscal Effect:

SECTION 1

(1) Repeal credit for distributino North Carolina wine.
The Tax Research Division of the Department of Revenue estimates
the annual impact of this credit to be $20,000. From a review of
income tax retums from 1992,1993, and 1994, the Department found
the total income tax credit deducted ranged from $12,000 to $19,000
each year.

(2) Reoeal individual income tax credit for North Carolina dividends.
The Department of Revenue estimates this credit is equal to $11
million. This fiscal report assumes that dividend earnings will grow 5%
a year. lt is also assumed that the credit's repeal on January 1, 1996
will create a first year revenue windfall of nearly five million dollars due
to two guarterly estimated payments paid by high income individuals
from January to June, 1977. In effect, individuals are paying the tax
for 18 months because the tax year and fiscalyear are not concurrent.

SECTIONS 24

Repeal corporate income tax deduction for N.C. dividends.
The Department of Revenue estimates that the tax benefit to
corporations from this deduction equals $2 million. This fiscal report
assumes that the tax benefit would grow 2o/o d year if not repealed.
\Mth a January 1, 1996 effective date, corporate taxpayers will pay tax
on their dividends for 18 months due to two quarterly payments in
1997. This willgenerate a small $900,000 windfall in FY 1996-97.
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sEcTtoN 5

Cap Qualified Business Tax Credit at $6 million
In 1996, the qualified business investment tax credits equal
$3,523,894. Only once since 1989 have the credits equaled $6
million. The cap reduces the state's potential liability from the credits,
but the General Fund does not gain additional revenue from this
change.

SECTION 6

Modify the subsidiary dividend deduction.
The best cost estimate available for this proposal was prepared for a
similar bilt by the Department of Revenue in 1992. The Department
estimated the state would gain $16.9 million in revenue each year if all
corporations were required to attribute expenses to deductible
dividends. lf the provision is effective January 1997, then the FY 1996-
97 gain would be less than half the annual amount, $7.6 million, since
corporations have to make only two estimated payrnents in that fiscal
year. \Mten the cost estimate was prepared it did not consider a 15o/o

cap on the amount of expenses that must be netted. Fiscal Research
will work with the Department of Revenue to revise this estimate
before the Short Session.

sEcTtoNs 7 & I
Modiff Qualified Business Tax Credit
No fiscal lmpact.

SECTION 9

Enact Voluntary Use Tax Collection Aqreement.
A 1994 Advisory Commission on Intergovemmental Relations report
estimated that North Carolina could earn $47.4 million and local
governments could earn $23.7 million from collecting use taxes on
mail order sales. No revenue gain is included in this fiscal report due to
the uncertainty of when and if mail order companies will collect and
remit the tax.
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sEcToNS 10 & 11

Index perconal exemotions.
To remove the personal exemption income cap, to raise the state
personal exemption to the federal level and to index the personal
exemption beginning in Tax Year 1997 will cost $23.3 million in FY
1996-97 and roughly $tg million more each year thereafter. Fiscal
Research used 1993 tax data (latest year available) to estimate the
cost to the General Fund. 1994 data should be available in time to
revise this estimate for the Short Session. lt will cost the Department of
Revenue approximately $120,000 each year to print and mail new
withholding tables to employers.

sEcTroNS 12-19

Repeal privileoe license taxes.
It is estimated that the state will collect approximately $gS million in
revenue from privibge license taxes in Fiscal Year 1995-96. Repealing
all privilege license taxes except those on amusements, circuses,
installment paper dealers, loan agencies or brokers, banks, and
newsprint publications will cost the General Fund $14.5 million each
year. The taxes are repealed effective July 1, 1997, thus the revenue
loss will not occur until FY 1997-98. This bill will not afted privilege
license taxes authorized for local governments.

sEcTtoNS 20-28

Simplify/reduce inheritance tax.
Based on 1993 inheritance tax returns, the five year phase out of the
inheritance tax, the repeal of the state gift tax, and the exemption of
Qualified Terminable Interest Property from taxation will reduce
General Fund revenue by $5.78 million in FY 1996-97. \Men the bill
is fully implemented in FY 2000-01, the General Fund will lose $58.14
million in revenue.
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TAX REI'ORM ACT OF 1996
FISCAL IMPACT OF PROPOSED CHANGES

($million)

96-97 97-98 98-99 99-00 00-01

Repeal Credit for Distributine NC Wine .02 .02 .02 .02 .02

Repeal Ind. Ta>r Credit forNC Dividends 15.95 I1.55 12.13 12.73 13.37

Repeal Corp. Deduction forNC Dividends 2.9 2.04 2.08 2.t2 2.t6
Cap Qualified Business Credit at $6 million
Modifr Subsidiary Dividend Deduction 7.6 16.9 16.9 16.9 16.9

Enact Voluntary Use Tax Collection NA NA NA NA NA
Index Personal Exemption in1997 (23.3\ (s5.e) (74.r) (e2.8) (l 11.7)

Cost of forms due to change in Exemption (.r2) (.r2) (.r2) (.r21 (.12)

Simpli$/Reduce Inheritance Tax (5.78) 09.31) (33.4) (48.s8) (s8.14)

Repeal Most Privilege License Tanes (r4.s) (14.s) (14.5) (14.5)

TOTAL FISCAL IMPACT Q.73) (5e.32) (e0.ee) (t24.23'.) (152.0r)
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A BILL TO BE ENTITLED
AN ACT TO PROVIDE A GRACE PERIOD TOR }IILTTARY PERSONNEI, TO LTST

A}ID PAY PROPERTY TA)(ES AFTER DEPI,OYMBNT IN CONNECTTON WITH
OPERATION JOINT ENDEAVOR.

The General Assembly of North Carolina enactss
Section 1. Notwithstanding G.S. 105-360 and 105-330.4,

an individual liable for property taxes for the 1995-96 tax year
or a subsequent tax year who, on or after December 4, 1995, was a
member of the armed forces or the armed forces reseryes and was
deployed outside the State in connection with perforning
"Operation Joint Endeavor services," is allowed 90 days after the
end of the individual's deployment to pay the property taxes at
par. For these individuals, the taxes do not become delinquent
until after the end of the 90-day period provided in this act,
and an individual who pays the property taxes before the end of
the 90-day period is not liable for interest on the taxes for the
applicable tax year. If the individual does not pay the taxes
before the end of the 90-day period, interest sball- accrue on the
taxes according to the schedule provided in G.S. 105-350 or G.S.
105-330.4, as appropriate, as if no grace period had been allowed
under this act. If the individual os/ns property jointly or by
the entirety with his or her spouse, the extension provided in
this section applies to both spouses.
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GBITERAL ASSEIIBLY OF IIORTH GAROLIIIA sBssroN 1995

1 Sec. 2. Notwithstanding G.S. 105-307r dtt individual
2 required to list property for taxation for the 1996-97 tax year
3 or a subsequent tax year who, on or after Decenber 41 1995r was a
4 menber of the anned forces or the amed forces reserves and was
5 deptoyed outside the State as a result of Berforming "Operation
5 Joint Endeavor servicesr" is allowed 90 days after the end of the
7 individual's deplolzment to list the property' For these
I individuals, the listing period for the applicable tax year is
9 extended until the end of the 90-day period provided in this act,

10 and an individual who lists the property before ttre end of the
11 90-day period is not subject to civil or criminal penalties for
L2 failure to list the property for that tax year. If the
13 individual ow4s property jointly or by the entirety wittr his or
14 her spouse, the extension provided in this section applies to
L5 both spouses.
16 Sec. 3. As used in this act, the term "Operation Joint
L7 Endeavor services" has the meaning provided in federal Pub. L.
18 No. 104-117 (1996).
19 Sec. 4. This act is effective retroactively as of
20 Decernber 4, 1.995. If any penalty or interest forgiven by this
2I act has been paid before the date this act is ratified, the
22 taxing unit shall refund the penalty or interest.
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Explanation - Bosnia Troops Tax Extensio!

Legislative Proposal 2 would give military personnel deployed in the peaoekeeping

efrort in Bosnia and Herzegovina, known as Operation Joint Endeavor, 90 days after
the end of their deployment to pay their 1995-96 or later property taxes without
interest and to list property for the 1996-97 tax year or a later tax year. The proposal

applies to those serving in or in support of the armed foroes and armed foroes tresenres,

including the national guard. Deployment of military personnel pursuant to Operation

Joint Endeavor began December 4, 1995.

Property taxes for the 1995-95 fiscal year would others,ise become delinquent if
not paid by January 6, 1996, and interest would accnre at the rate of 2% for ttre first
month and 314% each month thereafter. Ttre regular listing period for property taxes

for the 1996-97 year ended on January 31, 1996. Failure to list is punishable as a
misdemeanor and also subjects the oumer of the properfy to a tax penalty equal to lO%
of the tax due on the property. Automobiles are taxed on a staggered, year-round

schedule, so the listing date and the date the taxes become delinquent may fall at any
time during the year.

Iegislative Proposal 2 would become effective retroactively as of December 4,
1995. Any interest and penalties assessed before it is enacted would be rcfurded.

G.S. lO5'2/;9.2 and G.S. 105-158 already provide inoome tax extensions for
military personnel sen'ing in a combat zone and income tax forgivene.ss for personnel

who arc tilled while serving in a combat z.one, to the satne extent as federal law
(sections 7508 and 692 of the Internal Revenue Code). Our Department of Revenue

will automatically follou'the federal law. Congress has enacted Public Iaw 1O4-117

providing that these sections of the Code apply to personnel deployed in oonnection
with Ope,ration Joint Endeavor.
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IUffi CNf,,ITN GEBAL ASSE;T

rrersil.tilfltB Ersnc rrrB

nrrr. lIrB: nrposal 2
SEXtr TffiB: gosrda thqs Tarc ftnesty
SKINIR(S): Reverue tatrs Sbrdy Ccmittee
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rb Estide Xrail^Sle ( )

nlf) IEEIE): Grsral nd ( ) HigbEy nnd ( ) L@al &vt. (x)(tb nnds (-)'
Brrr.gl|.N: Ihe prqosaf allqrs nc$ers of the anrEd fore or rieserves
vitp are deeloyed overseas as part of pace lcepiry qeratiors in gosnia to
delay paltutt of their 1995-96 prWerty taxes ard listfury of gqnrty for
ttteir 1996-97 prqertsy ta:<es until 90 days aft€r their @loynert has been
copleted.

EFmIfVg [DlB: neEroac,tive to Decenber 4, 1995.

95-96

rIgD rreEr
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ASgrg[In|S [It rc'nilD(xGT: llhe DeparbrErrt of Defense can not frrcrdde
figures qt the ruDer of and forces persmref basd i-n librth Carofina srho
wif] be deployed as par-t, of qnrati,urs in Bosnia. lltte mlnt of prqnr:try
subject to tatcaticr in lhrth Carolina that is omd ty perscuef iiho rdght
be @Ioyed is also unlsufii. :['hrs, t}te ta:( loss can rrt be estjrate(l.

the effect m lrca1 Wverrmrts is not srpected to be sigrificant, lurever.
A sinilar pvisiot vns enacted in 1991 fon prsorel servirq in the eflf
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Federal taxes.
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A BILL TO BE ENrITLED
At{ ACT TO PROTIIBIT THE TMPOSITION OF A FAITJURE TO PAY PENAI'TY

WHEN ADDTTTONAIJ TAX DUB fS PArD AT TBE TIME AN AI.IENDED RETIIRN
IS FILED OR WITHIN 30 DAYS AFTER THE ADDITIONAL TA)( 9IAS
ASSESSED.

The General Assembly of North CaroLina enacts:
Section 1. G.S. 105-236(4) reads as rewritten3
"(4) Failure to Pay Tax tfhen Due. In the case of

failure to pay any tax when due, without intent to
evade the tax, there shall be an additional tax, as
a penalty, of ten percent (10t) of the tax;
provided, that such penalty sball in no event be
less than five dollars ($5.00,. This penaltv does
not applv in anv of the followinq circumstancesg
€r. lfhen the amount of tax shown as due on an

amended return is paid when the return is
filed.

b. When a tax due but not shown on a return is
assessed by the Secretarv and is paid within
30 davs after the date of the proposed notice
qf assessment of the tax. "

Sec. 2. This act becomes effective January 1, 1997, and
applies to taxes due on or after that date.
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Explanation of Revise Failure to Pav Penalty

This proposal prohibits the imposition of a tax penalty for failure to pay in two
circumstances. The first circumstance is when an additional tax is due with an amended

retum. The second circumstane is when a tax assessed by the Seoretary of Revenue is

paid witttin 30 days after it was assessed. fire changes beoome efrective for taxes due

on or after January l,1997.
The failure to pay penalty is 10% of the amount due, with a minimum penalty of

$5.00. The Secletary of Revenue has the authority under G.S. 105-237 to waive the

penalty. The decision of whether or not to waive a penalty is mad€ on & case by case

basis.

Currently, G.S. 105-236(4) requires the failure to pay p€nalty to be assessed

whenever a tax is not paid when it was due. The due date for additional tax owed on

an amended return is considered to be the date the original return was due.

Consequently, ily time a taxpayer files an amended rchrn and pays additional tax wittl
the retum, the taxpayer is assessed the failure to pay penalty. Similarly, the due darc

for a tax assessed by the Secretary is considered to be the darc the tax should have been

paid without resort to an assessment. Consequently, any time a taxpayer is assessed for
unpaid taxes, the taxpayer is also assessed the failure to pay penalty.

The Revenue Laws Study Committee reoeived numerous letters on this topic. The

Committee compared the circumstanoes in which a federal failure to pay penalty is
assessed with the circumstanes in which a State failure to pay penalty is assessed. The

Committee found that the fed€ral failtre to pay penalty is not assessed wtren additional
tax shoum on an amended return is paid when the return is filed nor when a tar
assessed by the Internal Revenue Service is paid within 10 days after the date on the

notice of assessment and demand for palment. The penalty is not assessed under either

federal or State law if a return is filed after an extension has been granted and the

amount of tax paid when the extension was granted is u least 9O% of. the amount

shoum on the return.

The Committee concluded that applying a failure to pay p€nalty to additional ax
that is shovm due on an amended return and is paid with the rehrn discourages the

filing of an amended return and does not allow for reporting erron on tax reporting

statements such as 1099s issued by banks and brokerage houses and W-2s issued by
employers that result in the need for an amended retum. The Committee further

-76-



oonduded thal allowing a grse period after a tax is assessed before applylng a faihre
to pay penalty would enoourage prompt palment of the assessed taxe.s. Finally, the

Committee concluded that applying a State failure to pay penalty in the circumstanes

described when no fideral penalty applies is wrnecessarily confirsing and makes the

Stale law on this topic trarsher than the federal.

The Committee therefore reommends eliminating the application of a frilure to
pay penalty in the circumstances described. The changes mate the State hw on this

topic the same as the federal, exept for the penalty amormt and except that the

proposal allou's 30 days to pay a tax after an assessment and the federal law allouns

only 10.
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Fiscal Report
Fiscal Research Division
April24, 1996

Proposal #3: Revise Failure to Pay Penalty

Summary:

See previous explanation.

Effective Date:

Effective January 1, 1997 and applies to taxes due on or after that date.

Fiscal Effect:

The Department of Revenue estimates the revenue impact of this bill to be
minima!. The bill returns the Department to the policy it followed until 1994.
Since '1994, rnafty of the penalties have been waived when taxpalprs sent
in a written request for a waiver. The exact number of penalties paid in
1995 is not available from the computer database.
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T,BGTSIASTVB PROPOSAI,'I
95-LCX-303 ( 1.1 )(IEIS IS A DRAFT AND NCIr RBADY rOR TNTRODUCTIONI

Short Title: Update Code Reference. (Public )

sponsors: Representatives
Neely, Robinson,

Shubert, Blue, Cansler, Capps, Church,
and Shaw.

Referred to:

1

2
3

4

5

6
7

I
9

10

A BILL TO BE ENTTTLED
AN ACT TO UPDATE |rHE REFBRENCE TO THE INTERNAL REVENUE CODE USED

IN DEFINING AIID DETERMINING CERTAIN STATE TA)( PROVISIONS.
The General Assenrbly of North Carolina enacts:

Section 1. G.S. LO5-228.90(b)(la) reads as rewritten:
"(1a) Coder -- The Internal Revenue Code as enacted as

of @ March 20, 1996, including any
provisions enacted as of that date which become
effective either before or after that date.',

Sec. 2. This act is effective upon ratification.
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Explanation - Update Code Reference

Irgislative Proposal 4 would reunite the definition of the InteNaal Revenue Code

us€d in State t8x statutes to ctrange the reference date from January l, 1995, to March
20, 19916. Updating the Internal Revenue Code reference makes reoent amendmen8 to
the Code applicable to the State to the extent that Stste t8x taw prwiously hacked
federal law. This update has a significant effect on State corporate and individual
income taxes hcause these taxes are based on federal talrable income and are therefore

closely tied to federal law. It also has a significant effect on motor fuel taxes because

the definitions of gasoline and diesel are tied to federal hw and the time these firels
beoome taxable is tied to federal law. Ttre ftanchise tax, gift tax, highway use tax,
inheritance tax, and insurance oompany premiums tax determine some exemptions
based on the provisions of the Code.

Since the State oorponte income tax was changed to a percentage of federal
taxable inoone rn 1967, the reference dar€ to the Internal Rerrenue Code has been

updated periodically. In discussing bills to update the Code referene, the question

frequently arises as to wtry the statutes refer to the Code as it existed on a partiorlar
date instead of refening 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
po[cy decision and a potential legal reshaint.

First, the policy reason for speciffing a particular dafe is that, in light of the many
changes made in federal tax law from year to year, the State may not $'ant to adopt
automatically federal changes, particulady when these changes result in large r€v€nue

losses. By pinning referenoes to the Codo to a ertain date, the State ensures that it
can examine any federal changes before making the changes effective for the State.

Secondly, and more , howwer, the North Carolina Constitution
imposes an obstacle to a statute ttrat automatically adopts any changes in federal tax
law. Article V, $ 2(l) of the Constitution provides in pertinent part that the npower of
taxation... shall never be surrendered, suspended, or contracted away.' Relyrng on this
provision, the Norttr Carolina oourt 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 ooncluded in a memorandum issued n 1977 to the Direc{or
of the Tax Researdr Division of the Deparhent of Revenue that a 'statute which
adopts by reference future amendments to the Internal Revenue Code would... be
invalidated as an rmconstitutional delegation of legislative power.n
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Each year, in deciding whether the Internal Revenue Code reference should be

updated, the Revenue laws Study Committee considers the changes that have been

nade to the Code in the past year. The Rwenue laws Study Committee was informed

by the Department of Revenue rhat, during 1995, Congress made only ttuee ctranges

affecting income tax and no changes atrecting the other State taxes that make referenoe

to the Code. A memorandum from the Department of Revenue states:

The only legislation enacted by Congress since January 1, 1995, that

affected the Intemal Revenue Code was hrblic law 1(X-7 (tt.R. 831).

The Self-Employed Health Insurance Act reinstated and made permanent

the deduction for health insuranoe premiums paid by self-employed

individuals. This includes premiums paid on behalf of the self-employed

individual, a spouse, and dependents. The deduction is nn'enty-five
peroent of the qualifying premiums for tax yea$ beginning after
December 31, 1993, and increases to ttrify peraent for tax years

begfuming after December 31, 1994.

The act also made C corporations and oertain parfirerstrips ineligible to
defer gain on an involuntary oonversion under Code section 1033 when
replacement property is purchased from a related person effec{ive for
aoquisitions after Febnrary 5, 1995. Code section l07l, whictr allowed a

taxpayer to treat the sale of a broadcast property as an involuntary

conversion if the sale is certified by the FCC as neoessary to effectuate an

FCC ovrnership and oontrol policy, was repealed effective for sales or
exchanges after January 16, 1995.

In addition, the Committee was informed of federal legislation enacted on March
20, 1996, to increase the amormt of exempt military pay for oertain commissioned

offiers serving in the peacekeeping efforts in the former Republic of Yugoslavia and to
exclude exempt military pay from withholding requirements. Although our income tax
law automatically adopts most in@me tax benefits erended to active duty military
personnel by Congfess, these changes were made as an amendment to the Internal
Revenue Code and can, therefore, by adopM only by setting our Code referenoe date

at March 20, 1996.
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Other legislation is pending in Congress that proposed major tax changes to
become effective for the 1995 tax year. The legislation is ded up in the federal budget

stalemate; if enacted, it is unlikely that, at such a late date, significant changes would
be made retroactive to ttle 1995 tax year. In any case, Irgislative Proposal 4 would
not automatically adopt those federal changes; it adopts only the federal changes that
have already been enacted as of March 20, 1996.





BILL NIIMBER:
SEOR? TfTLTE:
SPONSOR(8) :

NORTH CAROLINA GEDIERAI' ASSEIIBIJY
IJEGISI'ATI\IE FISCAL NOTB

Proposal 4

Update Code Reference
1995 Revenue Laws Study Commit,tee

FISCAL IMPACT: Ercpendltures: Increaee
Revenueg: fucr€aae
No Iupact (X)
No Egtlnate Aval.lable ( )

FItllD AFFECTED: General Fund (X), ELgbway Fund ( ), Local Govt,. ( | ,
Other FundE ( )

BIIrL SIIIIOIARY: Section l- rewrites the definition of the Internal
Revenue Code used in State tax statutes Eo change the reference
date from,January 1, 1995, to Marclr 20, L996. An update to the
Internal Revenue code is brought to the legislature annually as
both a policy decieion and a resporure to a legal reatraint. The
policy reason for specifying a particular date iE that, in light
of continuous changes made Eo hhe federaL tax law, the SEaE,e may
nots want to automati.cally adopt federal changes, particularly
when they result in large revenue losses. The legaI restraint
involves Article V, SecEion 2 (1) of the North Carolina St,ate
ConstituEion which staEes in pertinent part that the I'power of
taxation ... shall never be surrendered, suspended, or contracted
alrayff . A L977, memorandum from the SEate Attorney General,s
Office to the Tax Research Division of Ehe Department of Revenue
concluded thatr a rrstatuEe which adopts by reference future
amendments t,o the Int,erna1 Revenue Code would-. be invalidated as
an unconstitutional delegat,ion of legislative power,,.

L,egislation enacted by Congress since ,January 1, 1995, that,
affects the Int,erna1 Revenue Code is as folLows:

hrblic Law 104-?, the Self-Employed HeaLth Insuranee AcE
reinstated and made pennanent, the deduction for health insurance
premiums paid by self-employed individuals. This includes
premiums paid on behalf of the self-employed individual, a
spouse, and dependents. The deduction is twenty-five percent of
the qualified premiums for t,ax years beginning after December 31,
1993, and increases to thirty percent for tax years beginning
aftser December 3L, 1994.

()
()

()
()

Decreage
Decreage
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The act also made C corporations and certain partnerships
ineligible to defer gain on a invoh:ntary conversion under the
Code section 1033 when replacement property is purchased from a
related person effective for acquisitions after Febrtrary 5, 1995.

Code section LO'IL, which alLowed a ta:q)ayer to treat the eale of
a broadcasE property aa atl involuntary conversion if the sale is
certified by the FCC as neceasary to effectuat,e an FCC ownership
and cont,rol policy, was repealed effective for sales or exchanges
after ilanuary 15, 1995.

FubLic taw 104-117, gives members of the Armed Forces se:rring in
combat zones the same tax benefits as those senring peace keeping
missions in the former Republic of Yugoslavia. The law
identifies Boenia, Herzegovina, Croatia, and Macedonia as
qualified hazardous duty areas to be Ereated as combaE zones.

Sections 112 and 3401 of the Code were amended Eo increase the
amount of exempt military pay for certain conrnissioned officers
to an amorxrt equal to Ehe highest rate of basic pay of any
enlisted member plus any special pay and by excLuding the exempE
pay from withholding requirements.

EFFBCTT\IE DATE: Upon Ratification

PRINCIPAIJ DEPARITIIBIIT (S) /PROGRAU (g) AFFECTED:
DeparEment of Revenue, Cor?orate Income Tax DiviEion
Department, of Revenue, Individual Income Tax Divieion

FT
95-97

FISCAII IUPACT

FT FY
97-98 98-99

FT
99-00

FT
00- 01

RT\ZENTIBS:

GE}IERAIJ Ft'![D Insigmificant revenue (loss)

ASSIN|PTIONS AND METIIODOI.,OGY:
Unsuccessful attempts have been made to determine the number of
servi.ce personnel from North Carolina that are serving in combat
zones; without knowledge of this number iE is impossible to
create assumptions.
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The loss, due to the deductions for health insurance premiums
paid by self-empJ.oyed individuals, is a continuation of 1994
policy.

SOITRCBS OF DATA: Department of Revenue

FISCAI, RESEARCH DIVISION
733 -4910
PRBPARED BY: H. Warren PlonK
APPROVED BY:
DATB: ApriJ- 22, L996
[FRD#0011
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LEGTSI,ATTVE PROPOSAL 5
95-Rr.,RB-9 ( 4.23 )

TEIS IS A DRAFT 26-APR-96 10:48:59

Short Title: Increase Pay of Property Tax Comm. (Pubric)

Sponsors: Representatives
Robinson, Shaw,

Cansler, Church, Neely,Capps, BlueT
and Shubert.

Referred to:

t
2

3

4

5

6
7

8

9

10
11
L2
13
14
15
15
L7
1.8

19
20
2L
22

A BILIJ TO BE ENTITLED
All ACT TO INCREASE THE COMPENSATION OF TIIE I.IEMBERS OF THE

PROPERTY TA)( COMMISSION AI{D TO PROVIDE FOR REGIONAI. HEARINGS.
The General Assenbly of North Carolina enacts:

Section 1. G.S. 105-288(a) reads as rewritten:
"(a) Creation and Membership. The Property Tax Connission

is created. It consists of five mernbers, three of whom are
appointed by the Governor and two of whom are appointed by tbe
General Assenbly. Of the two appointnents by the General
Assenbly, one shall be nade upon the reconmendation of the
Speaker of the House of Representatives and the other shall be
made upon the reconrnendation of the President Pro Tempore of the
Senate. The terns of the members appointed by the Governor and
of the menber appointed upon the reconmendation of the President
Pro Tempore of the Senate are for four years. Of the members
appointed for four-year terms, two expire on June 30 of each odd-
numbered year. The term of the member appointed upon the
reconmendation of the Speaker of the House of Representatives is
for two years and it expires on June 30 of each odd-nnmbered
year. The General Assenbly shall make its appointments in
accordance with G.S. L20-L21 and shall fitl a vacancy in
accordance with G.S. 120-L22. A vacancy occurs on the Comission
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L when a member resigns, is removed, or dies. The person appointed
2 to fill a vacancy shall serve for the balance of the unexpired
3 ter:m. The Governor may remove any member for misfeasance,
4 malfeasance, or nonfeasance.
5 The Conmission sball have a chair and a vice-chair. The
6 Governor shall designate one of the Conmission members as the
7 chair, to serve at the pleasure of the Governor. The members of
8 the Connission shall elect a vice-chair from among its
9 menbership. The vice-chair serves until the member's regularly

10 appointed ter:m expires.
11 The standards of iudicial conduct applicable to administrative
12 law iudges applv to members of the Propertv Tax Conrnission. "
13 Sec. 2. G.S. 105-288(d) reads as rewrittenr
14 "(d) Expenseso -- The members of the Property Tax Conmission
15 shall receive travel and subsistence expenses in accordance with
l'5 ffi G.S. 138-5. The chair of the Conunission shall
17 taa"in" " "alant18 dav when hearinq cases and when addressinq adninistrative matters
19 of the Commission, plus an additional six hundred twentv-five
20 dollars ($525.00) for each three days of hearinos. The chair of
21 the Conmission mav use up to two davs a month to attend to
22 administrative matters of the Commission. The other members of
23 the Commission shall receive a salary of
24 {+roo$-} f ive hundred doltars ( 9500.00 ) a day when hearing
25 eaec+ cases, plus an additional five hundred dollars (9500.001
26 for each three davs of hearinqs. The Secretary of Revenue sball
27 supply all the clerical and other services required by the
28 Comission. Alt expenses of the Commission and the Department of
29 Revenue in perforning the duties enumerated in this Article shall
30 be paid as provided in G.S. 105-501."
31 Sec. 3. G.S. 1.05-290(b) reads as rewritten:
32 "(b) Appeals from Appraisal and Listing Decisions. The
33 Property Tax Conrnission shall hear and decide appeals from
34 decisions concerning the listing, appraisal, or assessment of
35 property made by county boards of equalization and review and
36 boards of county conmissioners. Any property owner of the county
37 may except to an order of the county board of equalization and
38 review or the board of county commissioners concerning the
39 listing, appraisal, or assessment of property and appeal the
40 order to the Property fax Commission.
41 (1) In these cases, taxpayers and persons having
42 ownership interests in the property subject to
43 taxation may file separate appeals or joint appeals
44 at the election of one or more of the taxpayers.
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1

2

3
4

5
5
7

I
9

10
11
L2
13
t4
15
1.6

L7
18
19
20
2L
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

is the intent of this provision that all owners
a single item of personal property or tract or

parcel of real property be allowed to join in one
appeal and also that any taxpayer be allowed to
include in one appeal all objections timely
presented regardless of the fact that the listing
or valuation of more than one item of personal
property or tract or parcel of real property is the
subject of the appeal.

(21 When an appeal is filed, the Property Tax
Connission shall provide a hearing befere

eenni.sei"e* as specified in this subdivision.
E. Heariag by €emnissien Repreeentatrves. VaLues

Less Than $5001000. In cases in which the
countv's assessed value of the propertv is
less than five hundred thousand dollars
($500,000), the *he chair of the Connission
nalB shall authorize one M menber
of the Commission

to hear W
nake efiaminatiens a
naee g-em stenegras

faet and eenelnsiens e€ law, the appeal.
Prior to the hearino, the taxpaver who has
filed the appeal mav request that the appeal
be heard bv the full Cornmission. If the
Comrnission aqrees with the taxpaver's request,
then the appeal wiII be heard bv the full
Commission. An order entered bv or anv other
action taken bv a sinqle conmissioner under
this sub-subdivision is the same as an order
entered bv or an action taken bv the full
Cornmission and the order or action is bindinq
on the full Commission.

ix
the tine and ^laee at whieb its

Ieast l0 days befere the hearingr give written

the elerk e€ the beard ef eennissieners ef the
eeunty €ren wh{ eh t}re appear is taken, JIt the

It
of

96-RLRB-9 Page 88



GENBNAL ASSEUBT,Y Otr T|ORTE qAROLINA sBssroN 1995

I
2

3

4

5
6

7

I
9

10
11
L2
13
14
15
16
L7
18
L9
20
2L
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

erereise Ehe autsherity granted by eubseetien
(C) r belewr te ebtain infernatien pe-tinent te
Ceeisien ef the appeal, the repre-entatives
eenCneting the hearing shall subnrt te tbe
€ennissien and te the appellanb anC e^pellee
tbeir reeesunended findirgs ef faet and

is*ie*
and te tshe appellants an& ap^ellee a full

shall be berne b" tsbe party -egEesting itr
nnlees the €erun{ssier deterri{ree fer geed
eause tbat the eeet shenlC be berne by tbe
Gennissien, She Celue{ssie* shall review tbe

eenelusiens ef law, ard anl' written argurgente

the Cate en whieh the rinCings arC eenelnsiene
werc subnitted te the Farties anC shall take

iens+
L n€eept the re€emnend

anC-+J*+
aFprepriatse erder as prevideC in

L iene
ef law beseC upen the naterials suhnitted

issue an apprepriatse erder as prevideC in

+
with respeet te ary pertien ef the reeerC
er reeerunended findings ef faeE er
M

b. i,€+ieh Values of 95001000
or More Sheuld the Gennissien eleet net te

i+ieisl
W In cases in which the
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1 countv's assessed value of the oropertv is
2 five hundred thousand dollars (9500,0001 or
3 more, the full Commission must hear the appeal
4 unless the countv, the taxpaver, and the chair
5 of the Conmission all aoree that one nenber of
6 the Commission shall hear the appeal.
7 c. Procedures. -- The chair of the Conmission
I shall fix a time and place at wbicb the
9 een*ieeic* Commission shall hear the appeal.

10 and, at least 10 days before the hearirg, give
11 rrritten notice of the hearing to the appellant
L2 and to the clerk of the board of conmissioners
13 of the county from which the aBpeal is taken.
L4 At the hearing the Conmission shall hear all
15 evidence and affidavits offered by tbe
16 appellant and appellee county and may exercise
L7 the authority granted by subsection (d),
18 below, to obtain information pertinent to
19 decision of the appeal. The Connission shall
20 make findings of fact and conclusions of law
2L and issue an appropriate order as Brovided in
22 subdivision (b)(3), below.
23 (3) On the basis of the findings of fact and
24 conclusions of law made after any hearing provided
25 for by this subsection (b), the Property Tax
26 Comission shall enter an order @
27 reducing, increasing, or
28 confirming the vaLuation or valuations appealed or
29 listing or removing from the tax lists the property
30 whose listing has been appealed. @31 incorporate the findinqs of fact and the
32 conclusions of law. A certified copy of tbe order
33 shall be delivered to the appellant and to the
34 clerk of the board of conmissioners of the county
35 from which the appeal was taken, and the abstracts
36 and tax records of the county shall be corrected to
37 reflect the Commission's order."
38 Sec. 4. Under the authority of G.S. 105-290(b)(2), the
39 Property Tax Corn'nission is strongly encouraged to auttrorize
40 single member panels of the Commission to travel to the three
41 major geograpbic regions of the State to hear appeals. The
42 Connission will report to the Legislative Research Cornnission's
43 Study Connittee on Revenue Laws, if it is authorized, or to
44 another study committee authorized to study tax natters if the
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1

2

3
4

5
6

7

I
9

10
11
L2
13
14
15
16
L7
18
L9

Revenue Laws Study Committee is not authorized, on whether the
snall panel hearings conducted throughout the State have made tbe
appeals process more accessible to the public. The Conmission
must report its findings on or before October L, L997. The
report should include the number of cases filed with the
Connissionr the nunber of cases resolved without a hearing before
the Connission, the number of cases resolved by a hearing before
the Connission, the number of cases heard by a single
connissioner, the number of hearing days conducted by a single
conmissioner and the location of those hearings, the citizen
response to tbe regional location of the hearings, the
expenditures of the Conrmission for the 1996-97 fiscal year, and
any other infomation requested by the tax study comittee.

Sec. 5. There is appropriated from the General Fund to
the Department of Revenue the srun of one hundred twenty-one
thousand six hundred eighty dollars ($1211580) for the L996-97
fiscal year to fund the increase in the per dien pay for the
connr.ssl.oners

Sec.
of
6.

the North Carolina Property [ax Conmission.
This act becomes effective July L, 1996.
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Explanation - Increase Pav of Property Tax Commission

Legislative Proposal 5 inqeases the salary of the five members of the Property Tax

Commission and provides for regional Commission hearings. The Committee believes

the changes propos€d in the bill are neoessary to maintsin a high level of oompeteire
on the Commission and to improve its efficiency and accessibility. The bill would
beoome effestive July 1, 1996.

The Pltoperfy Tax Commission is a quasi-judicial commission that constitutes the

Stale Board of Equalization and Review for the rnaluation and taxation of property in
the Stale. It hears appeals from the County Boards of Equalization and Review

oonoerning the listing, appraisal, md assessment of property. Appeals of its decisions

lie directly with the Norttr Carolina Court of Appeals. The Commission is composed of
five members appointed by the Governor and the General Assembly. The Commission

meets an average of 40 days a year to hear appeals.

The Revenue laws Stndy Committee heard testimony from the Chair of the

Commission, D8r Murnay, conceming the increasingly oomplex workload of the

Commission. The Chairs of the Committee created a Subcommittee to study the

organization of the Property Tur Cornmission. The Subaommittee, chaired by
Represenative Capps, met three times. The Subcommittee talked at some length with
four of the five members of the current Commission, as well as representatives of the
Department of Revenue, Bill Campbell with the Institute of Government, &d local tax
officials.

The Subcommittee discussed the need for a full-time Commission as well as the

idea of incorporating the Commission's duties into the duties of the Administrative
Office of the Courts. The Subcommittee believed that these ideas would have a
difrcult time in the short session. Therefore, the Committee, based upon a

Subcommittee proposal, reoommends the following changes to the Property Tax
Commission and the property tax appeal pro€ss:

1. Increase the pay of the Chair of the Commission from $2fi) a day to $525 a
day.

2. Inclease the pay of the remaining Commission members from $2fl) a day to

$5(X) a day.
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3. Give all members one day for every three days of hearings for case

preparation. The members would be compensated for that day at the rate of
pay stated above.

4. Give the Chair of the Commission up to two days a month to attend to
adminishative mafiers of the Commission.

5. Direct appeals of values of less than a set amount ($500,000) to be heard by
a single oommissioner. The case could be heard by the full Commission

upon the motion of a party and the @ncurence of the Commission.

Appeals of values above that amount would be heard by the full
Commission, unless all the parties aglee otherwise. A decision after a
hearing is final and may be appealed to the Court of Appeals.

The proposal also provides that the standards of judicial conduct applicable to
administrative law judges apply to members of the Commission. Under crrrent liaw,

the Governor may remove a member for misfeasanoe, malfeasancs, or nonfeasance.

Under 26 NCAC 3.0101, Canons 1,2, md 3 of the Code of Judicial Conduct apply in
contested cases in the Offioe of Administrative Hearings. Canon I provides that a
judge should uphold the integrity and independence of the judiciary; Canon 2 provides

that a judge should avoid impropriety and the appearance of impropriety in dl of the
judge's activities; and Canon 3 provides that a judge should perform the duties of the

office inpartially and diligently
Section 5 of the bill is an appropriation provision that will provide the neoessary

fuids to implement the proposal. It provides that $121,680 will be appropriated from
the General Frmd to ttle Department of Revenue for the 1996-97 fiscal year to carry out
the provisions of this bill.

Section 6 provides that the bill will become effective July l, 1996.
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NORTH CAROIJINA
IJEGISITATI\IE

GEIIERAIT ASSEIIBITY
FISCAI, NOTE

BIITIT NIIMBBR: Proposal 5
SHORT TITLTE: Increase Pay of Property Tax Conuniesion
SPONSOR(9): 1996 Revenue lJaws Study Conunittee

FISCAIT IMPACT: E:<pendJ.tures: Increage
Revenueg: Increage
No rapact ( )
No EstLDate AvaL1able (

(x)
()

Decreage
Decreage

()
()

FIIIID AFFECTED: General Fund(X), Hlghway Fund( ), L,ocal Govt. ( | ,
Otber funde( )

BILIJ SItllllARY The proposed act provides for an increase in the
per diem pay for Commissioners of the North Carolina Property
Tax Conunission. There are five part-time Commissioners one of
whom senres aa the Chair. The current per diem is $200.00 per
hearing day for each Conunissioner.

Under chis proposal, the Chair's per diem is increased to
$625.00 per hearing day. In addit,ion, the Chair ie to receive
two days per month at $625.00 a day for administrat,ive matters
and one day at $625.00 for every three days of hearings for caee
preparation. The per diem of the four part,-t,ime Coffinissionerc
is increased to $500.00 per hearing day plus $500.00 a day for
every three days of hearings for case preparation.

Appeals of value l-ess than $500,000 may be heard by a singLe
Conunissioner. Such cases could be heard by the full Corunission
upon the mot,ion of a party and the concurrence of the Conunission
or upon the Conunission's own decision. Appeals of value gfreater
than $500,000 would be heard by three Conunissioners, unless all
parties agreed othelwise. A decision after a hearing ie final
and may be appealed to the Court of Appeals.

BFFECTI\IE DATE: rTuly 1, 1995

PRINCIPAIJ DEPARIIIEIIT (S) /PROGRNI (S} AFFECTED:
Ad Valorem Tax Division of the Department of Revenue
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$ ESTTMATE
FISCAIT II{PACT

APPROPRIATION:
GE}IERAL FT'ITD

ASSI'IIPTIONS AIID
42 hearing days

Equations:

FY 96-97

$ 121,680

METSODOIIOGY:
in each fiscal

FY 97-98

$121, 680

The estimate
year of the

aaEumeg a maximum
1995-98 Biennium.

of

Four ParE-time Commissioners
$300.00 * 42 * 4 = $50,400
$5OO.OO * (42/3) * 4 = 28,OOO
TotaI $78,400

Per diem per Commissioner $19,600

One Chair Person
$465.00*42*1=
$625.00 * (L2*2) * 1 =
$635.00*(42/3)*1=
TotaL

$19, 530
15, 000

8, 750
$43,280

Per diem Chair $43,280

$78,400 + $43,280 = $121,580 increase per year of the Bierurium

9OI'RCES OF DATA:
Department of Revenue, Property Tax Division
Fiecal Research Division

FTSCAIJ RESEARCE DTVTSTON
733 -4910
PREPARED BY: H. $Iarren PlonK
APPROI|ED BY:
DATB: April 15, 1996
trRDfo01l
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I.BGISI,ATIVE PROPOSAL 6
9s-r,Cx-300 (2.2L1

(TErS IS A DRAFT AND NOT RBADy rOR TTSTRODUCTrON)

Short Title: Manufactured Home Property Tax. ( Public )

Sponsors: Representatives Shaw,
Neely, Robinson, Shaw,

Blue, Cansler, Capps, Church,
and Shubert.

Referred to:

I
2

3

4

5

6

7

I
9

10
11
L2
13
T4
15
16
L7
18
L9
20
2L
22

A BIIJL TO BE ENTITIJED
A}I TO ACT TO PROVIDE A PROCEDURE FOR LIENHOLDBRS ON MANUFACTURED

HOMES TO REGTSTER FOR NOTTFTCATTON OF DET,INQUENT pROpERry TA)(ES
ON THE HOMES AtiID, ONCE REGISTERED, TO BE ABLE TO REPOSSESS A
HOI.IE BY PAYING NO ITORE TIIA}I TWO YEARS' PROPERTY IAXES.

The General Assenrlcly of North Carolina enacts:
Section 1. G.S. 105-31.5.4 reads as rewritten:

"S 105-316.4. Issuanee ef l.erite rrder repessessien. Soecial
nrles for lienholders repossessinq mobile bmes.

(al Requirements for Obtainino Permit. -- A person who intends
to take possession of a mobile home as the holder of a lien on
the home shall notifv the tax collector of the location to which
the home is to be taken. The tax collector shall then oive the
lienholder a statement of taxes due onlv on the mobile home. If
the lienholder has not filed a timelv continuinq request for
notice of delinquent taxes as set out in subsection (bl of this
sectionr the lienholder must pav all unpaid taxes on the mobile
home before obtaininq a permit and repossessinq the home. If the
lienholder has filed a timelv continuinq reguest for notice of
delinquent taxes as set out in subsection (bl of this section,
the lienholder mav obtain a pemit bv pavino the apolicable
arnount provided in subsection (c) bv the deadline provided in
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I subsection (d). The tax collector shall issue a permit to a
2 lienholder who complies with the requirements of this section.
3 (b) Continuinq Reguest for Notice of Delinquent Taxes. -- A
4 lienholder mav, at anv time at least three months before
5 repossessinq a mobire home, file with the tax collector a
5 continuinq request to be notified of taxes on the mobile home
7 that become delinquent. The request must be in writinq and must
8 include all of the followinq informationl
9

t0
11
L2
13
1.4

(3)
lgL

(11 The naqe and mailina address of the lienholder.
(21 The name and mailinc address of the owner of the

mobile home.
The address where the mobile home is located.
_The serial number, year, make, [odel, and
dimensions of the nobile home.

15 After a lienholder has filed a request, the tax collector mav
16 notifv the lienholder of taxes on the mobile home that are or
17 become delinquent. In addition, when the lienholder requests a
18 Pemit' the tax collector shall qive the lie+holder a statement
19 of taxes due on the mobile home as provided in subsection (a).
20 (c) Amount of Taxes Pavable bv Lienholder. -- To obtain a
21 permit' a lienholder who has filed a timelv request under
22 subsection (bl of this section must pav the current year's
23 Propertv taxes on the mobile home. In addition, if there were
24 anv delinquent taxes on the mobile hone at the time the request
25 was filed or if the tax collector has notified the lienholder of
26 anv delinquent taxes on the mobile home within six nonths after
27 thev became delinquent, the lienholder must pav the delinquent
28 taxes for the vear precedinq the current tax vear.
29 (dl When Taxes Pavable. -- A resident lienholder who has filed
30 a timelv request under subsection (b) of this section must pav
31 the taxes due under subsection (cl within seven davs after the
32 Permit is issued. A nonresident lienholder who has filed a
33 timelv request under subsection (b) of this section must pav tbe
34 taxes due under subsection (c) before the per:mit is issued. A
35 lienholder who has not filed a timelv request under subsection
36 (bl of this section must pav all taxes due on the mobile home as
37 provided in subsection (a) before the pernit is issued.
38 (el Effect of Pavment of Taxes. -- After a lienholder has paid
39 the amount of taxes required bv this section, the mobile home is
40 no lonqer subiect to levy or attachment of anv lien for anv other
41 taxes then owed bv the owner of the mobile home, whether or not
42 previouslv detennined=
43
aa
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t a -ebile nene, wheth
z
3 iesueCr the Pernit herein FreviCed wiEhent paying ell tanes Cne
4 te be PaiC by tbe ewner eC the nebile hene being reFeeseeeeC,
5 e le€etien in N
6 Cerelina te whieh the nebile hene ie te be taken, ttt tbe tine eC
7

8 lien a statenent e€ taxes dne againet enly the nebile hene,
9 Within seven Cays ef the issuanee e€ the pernit the aFplieant

10 -rrall pay te the tax eelleeter the taxes Cue as set fertsb in the
Ll s*atsnen*-
L2 Netwithstsancing the feregeing, any a^plieant whe is a
13
1A

L5 applieatien fer the pernrt,
16 UPen issnanee ef the FerniB and the paynent ef any tares as
1Z

18
19 tl'e ewner thereef r wbeEher er net previeesly ceternined,,,
20 Sec. 2. G.S. 105-355 reads as rewritten:
2L "S 105-355. Creation of tar lien; date as of which lien attaches.
22 (a) Lien on Real Property Regardless of the time at which
23 liability for a tax for a given fiscal year may arise or the
24 exact amount thereof be determined, the lien for taxes levied on
25 a parcel of real property shall attach to the parcel taxed on the
26 date as of which property is to be listed under G.S. 105-285, and
27 the lien for taxes levied on personal property shall attach to
28 all real property of the taxpayer in the taxing unit on the same
29 date. AII penalties, interest, and costs allowed by law shall be
30 added to the amount of the lien and shall be regarded as
31 attaching at the same tfure as the lien for the principal anount
32 of the taxes. For purposes of this @ subsection:
33 (1) Taxes levied on real property listed in the name of
34 a life tenant under G.S. 105-302(c)(8) shall be a
35 lien on the fee as weII as the life estate.
36 (21 Taxes levied on inprovements on or separate rights
37 in real property owned by one other than the oymer
38 of the land, whether or not listed separately from
39 the land under G.S. 105-302(c)( ll.), shall be a lien
40 on both the improvements or rights and on the Land.
41 (b) Lien on Personal Propertyo -- Taxes levied on real and
42 personal property (incruding penalties, interest, and costs
43 allowed by law) shall be a lien on personal property from and
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1

2
3
4
5

6
7

8
9

10
L1
L2
13
L4
15
16
L7
18
19
20
2L
22
23
24
25
26

after levy or attachment and garnishrnent of the personal property
levied upon or attached.

(c) Mobile Homes. -- The lien of taxes on a mobile home on
which a securitv interest exists of record shall be enforceable
aoainst the holder of the securitv interest onlv for taxes that
the holder of the securitv interest would be required to pav in
order to repossess the mobile home under G.S. 105-315.4. If the
holder of a securitv interest of record on a mobile home has paid
aII taxes reouired under G.S. 105-316.4 in order to reoossess the
mobile home, the mobile home is no lonqer subiect to lew or
attachnent of anv lien for anv other taxes owed at the time of
payment by the owner of the mobile home.,'

Sec. 3. G.S. 105-366(b)(6) reads as rewritten:
"(6) Personal property of the taxpayer that has been

repossessed by one having a security interest
therein so long as the property remains in the
hands of the person who has repossessed it or the
person to whom it has been transferred other than
by bona fide sale for value. However, a lew on a
mobile home in the hands of a repossessor, or a
person to whon the repossessor transferred it other
than bv bona fide sale for value, mav be made onlv
for taxes that the repossessor was reouired to pav
in order to reoossess the mobile home under G.S.
105-316.4.,'

Sec. 4. This act becomes effective July Lt 1995.
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Explanation - Manufactured Home Property Tax

Iegislative Proposal 6 would provide an improved prooedure for lienholders of
manufactured homes to repossess the homes by payrng property tsxes that may be due

on the homes. The proposal would become effective July l, t996.
Under crrrrent lirw, a manufactured home cannot be moved unless the person

moving the home obtains a tax permit from the tax oollector by payrng all property

taxes owed by the owner of the manufactured home, or by proving that no taxes are

due or tlnt moving the home will not jeopardize palment of the taxes. These

requirements protect the taxing unit, because the manufactured home is the unit's
security for payment of property taxes owed by the home's ou,ner. Taxes owed by a
property os,ner become a lien against the owner's real property as of the listing date.

Under current law, a lienholder may repossess a manufactured home to a location in
North Carolina by paying, within seven days after moving the home, the taxes due on

the home only.

Legislative Proposal 5 would creaf€ a prooedurc that would help taxing units better
collect taxes on manufactured homes and also reduce the amount of taxes ttnt
lienholders must pay in order to repossess a home. Under this prooedure, a lientrolder
may file with the tax oollector a continuing request for notice of delinquent taxes. This
request must be filed at least ttree months before the lienholder seeks to repossess the

home. The request will ontain information that will help the axing writ monitor
taxation of the manufactured home: the name and address of the home's owner, the

address where the home is located, and the serial numbetr, )letr, make, model, and

dimensions of the home. The tax collector who reoeives such a request may notify the

lienholder of taxes that ale or have beoome delinquent on the home. Whm the

lienholder applies for a permit to repossess the home, the tax oollector must provide a

statement of all taxes due on the home. The lienholder may r€possess the home by
paFng the current yeat's taxes. In addition, the lienholder must pay the prwious
year's delinquent taxes if either of the following is tnre: (r) there were ah€ady

delinquent taxes on the home at the time the lienholder filed the request for notioe or
(ii) within six months after any taxes subsequently became delinquent on the mobile
home, the tax oollector notified the lienholder of the delinquent taxes. If the lienholder
is a resident of Norttr Carolina, the taxes do not have to be paid until seven days after
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the home is repossessed. For nonresident lienholders, the taxes must be paid before

the home is repossessed. If a lienholder has not chosen to file a continuing request for
notice of delinquent taxes wittr respect to a manufactured home, the lienholder must

pay all taxes due on the home before repossessing it.
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NORTE CAROLINA GENERAL ASSEITIBLY
LEGISLATI\IE FISCAIJ NOTE

BILII NUMBERc Proposal 6
SEORT TITIJE: Manufactured Home Property Tax
SPONSOR(S): L996 Revenue Laws Study Commission

FISCAIJ IMPACT: E:rpendLtures: Increase (

Revenues: Increaae (

No Inpact ( )
No EetLmate Available (X)

()
()

)
)

Decreage
Decreage

FTIND AFFECTED: Geaeral Fud ( ) HLghway Fund ( )
Other Fund ( )

Local F\rnd (X)

BII'I SIIMMARY:
The proposed act allows lien-holdere to regdster with the
property t,ax administrator of a local unit of government
for not,ification of delinquent taxes on na,sufacLured homes
locat,ed in a county.

Before a lien-holder can repossess a mobile home, a permit
must be secured from t,he local property t,ax administrator.
Under current law, a permit is obtained by the lien-holder
from the property tax administrator once all delinquent
property t,axes are paid.

Under t,he proposed act:
(1) If a "Continuing Request for Notice of Delinquent Taxesrl

was not filed with the county tax administ,rator at least
three months before the property is to be reposseased, then
the lien-holder must pay all delinquent taxes owed on the
property before a permit, to repossess will be granted.

(2) If a lien-holder does file a "Continuing Request for
Notice of Delinquent Taxesrr, three mont,hs before the
property is to be repossessed, then the lien-holder must
pay the current year's property tax to obtain a permit
to repossess. In addition, the previous year's delinquent
taxes must be paid if there were any delinquent t,axes owed
at the time the lien-holder filed for notice or if the tax
collector notified the lien-holder within six months after
any taxes became delinquent.
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EFFECTII/E DATEs .fuly 1, t996

PRXNCIPAIJ DEPARTDIEI{T (S) /PROCRA}T (S) AFFECTED:
Units of local government that levy a property

$ ESTIMATE
FXSCAIJ IMPACT

FY
96-97

HT FY
97-98 98-99

Indeterminate

FY
99-00

rr
00-01

REVENUES
ITOCAIJ

ASSITMPTIONS AIID METHODOL,OGY: Local units of government
do not know the amount of delinquent taxes owed on mobile
homes in a county. Often the administrator discovers such
property exists when the lien-holder files for a permit
t,o repossess the home.

SOURCES OF DATA:
Department of Revenue, Property Tax Division

TECENICAIJ CONSIDERATIONS :

FISCAIJ RESEARCH DIVISION
733 -4910
PREPARED BYc H. Warren Plonk
DATE: April 23, 1996

- 103



DE

GBNERAII ASSE}IBLY OT NORTE CAROLINA

sBssroN 1995

T,BGISIAIIVB PROPOSAL 7
95-LCX-284 ( 1.. 1)

(IEIS rS A DRAF! eND IS NOf RBAIty FOR INSRODI'CTIOf,I

Short Title: Clarify Free Item Sales Tax. (PubJ.ic )

Sponsors: Representatives
Neely, Robinson,

Shubert, Blue, Cans1er, Capps, Church,
and Shaw.

Referred tot

1

2
3

4

5

6
7

I
9

10
11
L2
13
L4
15
15
L7
18
19
20
2L
22

A BILTJ TO BE BNTITTJED
AtI ACT TO CI,ARIFY THE SALES TA:( TREATMENT OF ITEUS GIVEN AYIAY BY

MERCTIAI{TS.
The General Assenbly of North Carolina enactsc

Section 1. G.S. 105-164.3(15) reads as rewritten:
"(15) 'Sale' or 'selling' @ means the

transfer of title or

@ possession of tangible personal
property, conditional or othenrise, in any nanner
or by any means whatsoever,

for a consideration paid
or to be paidr-anC paid.

The term includes the fabrication of tangible
personal property for consumers by persons engaged
in business who furnish either directly or
indirectly the materials used in the fabrication
*erterana work. fhe term also includes the
furnishingr p-eparingr er eerving furnishinq or
preparinq for a consideration of any tangible
personal property consumed on the premises of the
person furniehing, preFaring, er eervi*rg sueh
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1

2
3
4

5

6
7

I
9

10
1.1

L2
13
1.4

t5
L6
L7
t8
19
20
2L
22

@ furnishinq or preparino the
property or consumed at the place at which €u€b
the property is
furnished or prepared. The
term also includes a transaction in which the
possession of the property is transferred but the
seller retains title or security for the palment
of the priee snaff Ue aeene
consideration.

If a retailer enqaqed in the business of sellinq
prepared food and drink for inrmediate or
on-premises consurnption also qives preoared food
or drink to its patrons or emplovees free of
"h.ro., fo, th" poroo""" of thi" Arti.r" th"
propertv qiven awav is considered sold alonq with
the prooertv sold. In all other cases, propertv
qiven awav or used bv anv retailer or wholesale
merchant is not considered sold, whether or not
the retailer or wholesale merchant recovers its
cost of tlre propertv from sales of other
PI9EIIL."

Sec. 2. This act becomes effective July L, 1996.
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Explanation - Clarifr Free Item Use Tax

Iegislative Proposal 7 would dadfy the sales tax treatment of items gven away by
merchants. The general nrle in this State and in virtually all states is ttut a wtrolesale

merchant or retailer who gives away products free of charge instead of selling them is
liable for the sales and use tax. The use tax, first enacted in 1939, is the oomplement

of the sales tax and applies to ttle storage, use, or oonsumption in ttlis State of tangible
personal property. A mereiant is liable for the use t8x on property it uses in its
business, whethe,r furniture, equipment, de@r, or promotional giveaways. Items sold

by a merchant, howevetr, are not subject to use tax because sales tax will apply when

the items are sold at retail.

A wholesale merchant or retailer might not pay sales or use taxes when purchasing

products or the ingredients used to manufacture the products bcause the products are

to be resold. Sales and use taxes do not apply to property purchased for resale or
ingedients purchased to manufacture products for resale. If the wtrolesale merchant or
retailer chooses not to sell the goods, however, the wholesale merchant or retailer
becomes liable for use tax on the goods because the resale exemption no longer
applies. This is true no matt€r what the merchant chooses to do with the products.

There are some gray areas in determining whether a product is sold or is given

au/ay. For example, if a merclunt bas a "buy one, get one ftee" sale, both items are

considcred sold for the price of the first one. Although the seoond item appears to be
given away, in fact both items are being sold at a discormted prioe. Another example is
peper napkins, catsup, and other items that accompany and are oonsumd along with
meals. These items are considered sold as part of the meal.

Until 1993, the following items were oonsidered used, not sold, and thus subject

to use tax meals provided free to the merchant's employees, food given away to the
merctrant's patrons, and matches given au/ay to patrons, other thsn malches given along

with the sale of cigarettes. A group of restaurants appealed the assessment of ttris tax,

claiming that in their case these items should be considered sold. The restaurants were
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selling meals to patrons and, at the same time, providing some of the food to
employees and some to patrons as "bar food" such as chips. In addition, fiiee books of
matches were provided to patrons for use in the restaurant.

The North Carolina Court of Appeals agreed with the restaurants that these items

should be considered sold along with the food the restaurant sold as part of its business.

In its opinion, however, the court gave an overly broad rationale: that the cost of these

items was reoovered by the sale of other ite,ms. This rationale is overly broad because

the ost of all of a merchant's purctrases are covered by the prie of sold items; a
merchant's profits from is sales generate the firnds to purchase furnifirre, equipment,

decorations, etc. Tttus, taken literally, the court ruling could be interpreted to
eliminarc the use tax altogether for merchants.

Iegislative Proposal 7 clarifies that property given away or otherwise used by a
merchant is not exempt from use tax, ex@pt in the case of restaurants and caterers that
provide free meals to employees or free bar food to patrons. As under former lirw, free

books of matches would not be subject to use tax if they are gven away along with the

sale of cigarettes. Matches given away where cigarettes are not sold would remain

subject to use tax. The proposal would beoome effective July 1, 1996.
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Rfr.r. M!{ffiRs Proposal 7
SfrI TIILB: Free Food Use Ta:<
SFO[$R(S): 1996 Revenue lan^rs Study Ccrnnittee

EISCAL IIIIPACI: ncpenaiUrcs: Ircease ( ) mcrease ( )Re\remres: Irrease (X) mcrease ( )Ib Irrpact ( )
lib Estimte Availabfe ( )

II[|D II'TECIED: General nrd (X) Hi$rray lllrd ( ) I^Gaf Govt. (X)
Other rltrds ( )

BILL glfl{ARg: The protrnsd act clarifies that proSnrty given aroay or used
by ttre nercharrt is not exerq>t frorn use ta:<, excepC in ttra case of
restaurants and caterers that prorride free neals to enployees or free bar
food to gnt-rons.

ETFEIIVE IDiIE: July 1, 1996

PRII€IPAI, mpaar!.tENl( s)/mAM( Sl AFrEm:
Sal-e and Use tax Division, Department of Revenue
Sales ta:< collections for city and county gorzermnrents
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DAf,E: April 15, 1996
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T,BGISIATIVB PROPOSAI. 8
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(TErS rS A DRAFT AND rS r{OT RBADy FOR TilIRODUCTTON]

Short Title: Premiums Tax Collection. (PubJ.ic )

Sponsors: Representatives
Robinson, Shaw,

Cansler, BIue, Capps, Church, Neely,
and Shubert.

Referred to:
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A BILL TO BE ENTITI,ED
AN ACT TO TRAIISFER RESPONSIBILITY FOR COLLECTING THE REMATNDER OF

THE GROSS PREMIT'MS TA:( FROM THE DEPARTMENT OF TNSURAT.ICE TO THE
DEPARTMENT OF REVENUE A}ID TO CI,ARIFY REI,ATED STATUTES.

The General Assembly of North Carolina enacts:
Section 1. G.S. L05-228.9 reads as rewritten:

"S 105-228.9. €e-issierer ef Insuranee te aCrinister perEiens
e+.lrti"eJ.e- Cross-reference to otler tares relatinq to insurance.

E

levieC in this &rtiele en self-insurers anC the additienal tax
levieC in thie Jlrtiele at the rate ef, ere and thirty-tbree

tse €ire and ligbtning eeverage ehall be administered selellr by
the Cenmiesiener ef Insuraneer whe The foll.owinq taxes relatinq
to insurance are collected bv the Commissioner of Insurance:

l-Ll Surplus lines tax, G.S. 58-21-85.
(21 Tax on risk retention qrouos not chartered in this

State, G.S. 58-22-20(3).
(3) Tax on person procurinq insurance directlv with an

unlicensed insurer, G.S. 58-28-5(bl.
The Commissioner of Insurance has the same authority and
responsibility in adninistering those
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@ as the Secretary of Revenue has in administering the ether
this Article."

Sec. 2. G.S. LO5-228.5 reads as rewritten:
"S 105-228.5. Tares measured by gross pranniuns.

(a) Tax Levied. A tax is levied in this section on
insurers, Article 65 corporations, and self-insurers. An insurer
or Article 65 corporation that is subject to the tax levied by
this section is not subject to franchise or income taxes imposed
by Articles 3 and 4, respectively, of this Chapter.

(b) Tax Baseo --
(1) Insurers. -- The tax imposed by this section on an

insurer shall be measured by gross premiums from
business done in this State during the preceding
calendar year.

(21 Additional Local Fire and Liqhtninq Rate. -- |lhe
additional tax imposed bv subdivision (d)(41 of
this section shall be measured bv qross premiums
fron business done in fire districts in this State
durinq the precedinq calendar vear. For the
purpose of this section, the term 'fire district'
has the meaninq provided in G.S. 58-84-5.

(3) Article 65 Corporations. -- The tax imposed by this
section on an Article 65 corporation shall be
measured by gross collections from membership dues'
exclusive of receipts from cost plus plans,
received by the corporation during the preceding
calendar year.

(4) Self-insurers. -- The tax imposed by this section
on a self-insurer shall be measured by the gross
premiums that would be charged against the sane or
most sinrilar industry or business, taken from the
manual insurance rate then in force in this State,
applied to the self-insurer's payroll for the
previous calendar year as deternined under Article
2 of Chapter 97 of the General Statutes nodified by
the self-insurer's approved experience modifier.

(b1) Calculation of Tax Base. -- In detemining the amount of
gross premiuns from business in this State, all gross premiuns
received in this State, credited to policies written or procured
in this State, or derived frorn business written in this State
shall be deemed to be for contracts covering persons, propertyt
or risks resident or located in this State unless one of the
following applies:
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I (1) The premiums are properly reported and properly
2 allocated as being received from business done in
3 sone other nation, territory, state, or states.
4 (21 The premiums are fron policies written in federal
5 areas for persons in military service who pay
6 preniums by assignnent of service pay.
7 Gross premiums from business done in this State in the case of
I life insurance contracts, including supplemental contracts
9 providing for disability benefits, accidental death benefitsr or

10 other special benefits that are not annuities, means all premiums
11 collected in the calendar year, other than for contracts of
L2 reinsurance, for policies the premiuns on which are paid by or
13 credited to persons, firmsr or corporations resident in this
14 State, or in the case of group policies, for contracts of
15 insurance covering persons resident within this State. The only
16 deductions allowed shall be for premiums refunded on policies
L7 rescinded for fraud or other breach of contract and premiums that
L8 were paid in advance on life insurance contracts and subsequently
L9 refunded to the insured, premiun payer, beneficiary or estate.
20 Gross premiums shall be deemed to have been collected for the
2L amounts as provided in the policy contracts for the time in force
22 during the year, whether sat,isfied by cash payment, notes, loans,
23 automatic premium loans, applied dividend, or by any other means
24 except waiver of premiunrs by companies under a contract for
25 waiver of premium in case of disability.
25 Gross premiums from business done in this State for all other
27 contracts of insurance. including contracts of insurance required
28 to be carried by the tforkers, Compensation Act, means all
29 premiums written during the calendar year, or the equivalent
30 thereof in the case of self-insurers under the gforkers'
31 Conpensation Act, for contracts covering property or risks in
32 this State, other than for contracts of reinsurance, whether the
33 premiums are designated as premiums, deposits, premium deposits,
34 policy fees, membership fees, or
35 assessments. Gross premiums shall be deened to have been written
36 for the amounts as provided in the policy contracts, new and
37 renewal, becoming effective during the year irrespective of the
38 time or method of making paynent or settlement for the premiums,
39 and with no deduction for dividends whether returned in cash or
40 allowed in palment or reduction of premiums or for additional
4L insurance, and without any other deduction except for return of
42 preniuns, deposits, feesr or assessments for adjustnent of policy
43 rates or for cancellation or surrender of policies.
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(c) Exclusions. Every insurer, in computing the premium
tax, shall excLude aII of the following from the gross amount of
premiums:

(1) All premiums received on or after July 1' L973,
from policies or contracts issued in connection
with the funding of a pension, annuity' or
profit-sharing plan qualified or exempt under
section 401, 403, 404, 408, 457 or 501 of the Code
as defined in c.S. 105-228.90.

(21 Premiums or considerations received from annuities,
as defined in G.S. 58-7-15.

(3) Funds or considerations received in connection with
funding agreements, as defined in G.S. 58-7-15.

The gross amount of the excluded premiuns, funds, and
considerations shall be exempt from the tax inposed by this
section.

(d) Tax P*Ees- Ratesi Disposition. --
(1) Workers Compensation. -- The tax rate to be applied

to gross premiumsr or the equivalent thereof in the
case of self-insurers, collected on contracts
applicable to liabilities under the Workers'
Compensation Act shall be two and five-tenths
percent (2.5t). The net proceeds shall be credited
to the General Fund.

(21 Other Insurance Contracts. -- The tax rate to be
applied to gross premiums collected on all other
insurance contracts issued by insurers shaLl be one
and nine-tenths percent (1.9t). The net proceeds
shall be credited to the General Fund.

(31 Additional Statewide Fire and Liqhtninq Rate. -- An
additional tax sball be applied to anounts
collected on contracts of insurance applicable to
fire and lightning coverage, except in the case of
marine and autonobile policies, at the rate of one
and thirty-three hundredths percent +1-33t+f
tr{en$lt+ilr€ ( 1.33t ) . Twentv-f ive percent (25* ) of
the net proceeds of this additional tax shall be
deposited in the nrrsal Volunteer Fire Department
Fund established in Article
87 of Chapter 58 of the General Statutes. &
remaininq net proceeds shall be credited to the
General Fund.

ll-t Additional- Local Fire and Liqhtninq Rate. -- An
additional tax shall be applied to amounts
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I
2

3

4

5

6
7

I
9

10
Lt
L2
13
14 (e)

collected on contracts of insurance applicable to
fire and liqhtninq coveraqe within fire districts
at the rate of one-half of one percent (1/2 of 1t).
The net proceeds shall be credited to the
Deoartment of Insurance for disbursement pursuant
to G.S. 58-84-25.

(5) Article 65 Corporations. -- The tax rate to be
appJ,ied to gross premiums and/or gross collections
from menbership dues, exclusive of receipts from
cost plus plans' received by Article 65
corporations shall be one-half of one percent lL/2
of 1t). The net proceeds shall be credited to the
General Fund.

Report and Payment. Each insurer, Article 65
15 corporation, and self-insurer doing business in this State shall'
L6 within the first 15 days of lt{arch, file with the Secretary of
L7 Revenue a futl and accurate report of the total gross premiums as
1g defined in this section, the payroll and other infomation
L9 required by the Secretary in the case of a self-insurer' or the
20 total gross collections from nernbership dues exclusive of
2L receipts from cost plus plans collected in this State during the
22 preceding calendar year. The report shall be verified by the oath
23 of the official or other representative responsible for
24 transnitting iti the taxes irnBosed by this section shall be
25 renitted to the Secretary with the report.
26 In the case of an insurer liable for the additional loca1 fire
27 and lightninq tax, the report shall include the infomation
28 reguired under G.S. 58-84-1.
29 (f) Installment Palments Requiredo -- Insurers, Article 65
30 corporations, and self-insurers that are subject to the tax
31 imposed by this section and have a premium tax f:abl:;it*
32 liabilitv, not includinq the additional local fire and liqhtninq
33 tax, of ten thousand dollars ($fOr000) or more for business done
34 in North Carolina during the immediately preceding year shall
35 renit three equal quarterly installments with each installment
35 equal to at least thirty-three and one-third percent (33 L/3+) of
37 tbe premium tax liabitity incurred in the innrediately preceding
38 taxable year. The quarterly installment palnnents shall be made on
39 or before April 15, June 15, and October 15 of each taxable year.
40 The company shall remit the balance by the following March 15 in
41 the same manner provided in this section for annual returns.
42 The Secretary of Revenue may pennit an insurance company to pay
43 less than the required estimated payment when the insurer
44 reasonably believes that the total estinated paynents made for
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L the current year will exceed the total anticipated tax liability
2 for the year.
3 An underpayment of an installment palment required by this
4 subsection shall bear i interest at the
5 rate established under G.S. 1.05-241.1(i). Any overpayment shall
6 bear interest as provided in G.S. 105-265(b) and, together with
7 the interest, shall be credited to the company and applied
8 against the taxes imposed upon the company under this Artic1e.
9 (g) Exemptions. This section does not apBly to farmers'

10 mutual assessment fire insurance companies or to fraternaL orders
11 or societies that do not operate for a profit and do not issue
12 policies on any person except members."
13 Sec. 3. G.S. 58-6-25(a) reads as rewritten:
1.4 " (a) Charge Levied. There is levied on each insurance
15 company an annual charge for the purposes stated in subsection
L5 (d) of this section. As used in this section, the term "insurance
L7 company" means a company that pays the gross premiuns tax levied
LB in G.S. 105-228.5 and G.S. L05-228.8, except that the terrn does
L9 not include a hospital, medical, or dental service corporation
20 regulated under Articles 65 and 66 of this Chapter. The term
2L "insurance company" does not include a company regulated under
22 Article 67 of this Chapter. The charge levied in this section is
23 in addition to all other fees and taxes. The cbarge shall be at a
24 percentage rate of the company's premium tax liability for the
25 taxable year. In detemining an insurance company's premium tax
26 liability for a taxable year, additional taxes inrposed by G.S.
27 105-228.8 and the additional loca1 fire and liqhtninq tax inposed
28 by G. S. 105-228.5 (d) ( 4 ) shall be disregarded. ',
29 Sec. 4. G.S. 58-84-1 reads as rewritten:
30 "s 58-84-1.
31 Fire and l.iqhtninq insurance report.
32
33
3 
35 eentrel ef tshe nayer and eitsy eenneil er etrrer geverning bedy ef
35 saiC tewn er eitsyr and wbieh has in eervieeable eenCitien fer
37 f{re Cuty apFaratsus and equi^nent anreunting in value te ene
38 theusarC Cellars ($lr000l er nere, and whieh enferees the fire
39 laws te the satisfaetien ef the Insuranee Gernissienerr shall
40 return te the Insuranee Cermrissiener ef the State ef Nerth
41 ease}i*e Everv insurance companv doinq business in a fire
42 district in this State shall report to the Secretarv of Revenue
43 bv March 15 of each year a just and true account of all premiums
44 collected and received from all fire and lightning insurance
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L business done within the limits of
2 the year erding Deeedaer 31t er sueh pertsien thereef as its nay
3

4 ee-Feniesr eer^eratiersr er asseeiatiene shall make said retnrns
5 witbin 50 Cays fren and artser the trrirtsy-first day ef Deeen&er ef
6 eee'lr-:tee'r- each fire district durinq the precedinq calendar veal
7 and shall pav the tax levied in G.S. 1.05-228.5(d) (4 ). The
8 Secretarv of Revenue shall provide the Cornmissioner the reports
9 filed pursuant to this section and shall credit the net proceeds

10 of the tax to the Department of Insurance for disbursement
11 pursuant to G.S. 58-84-25."
L2 Sec. 5. G.S. 58-84-5 reads as rewritten:
L3 "S 58-84-5. Definitions.
14 lts useC in llrtieles 8l threugh 88 et this Chapter, the werCs
15 "€ityr" "eitsiesr" "tewn" er ,,tewnE* Ehall alEe in€Iude and n€an
15
17
18@
L9 Whenever the elerk ef any eity er tevrn is reqnire4 te perfern
20 e-Iy aet ^ursuant te JIrtsreles 94 tsh-eugh gg ef this Chapter, elerk
21 shatl mean the Fersen se cesignated by the geverning bedy er
22 eennittee where tshere ie ne elerk,
23 The followinq definitions applv in Articles 84 throuqh 88 of
24 this Chapter:
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41 repealed.
42

(1) Citv. -- A fire district.
(21 Clerk. -- The clerk of a fire district or, if there

is no clerk, the person so desiqnated bv the
qoverninq bodv of the fire district.

1!-t Fire district. -- Anv political subdivision of the
State that neets all of the followinq conditions:
d. It has an orqanized fire department under the

control of its qoverninq bodv.
b. Its fire department has apparatus and

equipment that is in serviceable condition for
fire dutv and is valued at one thousand
dollars ($1,0001 or more.

c. It enforces the fire laws to the satisfaction
of the Cornmissioner.

Town. -- A fire district."
6. G.S. 58-84-10, 58-84-15, and 58-84-20 are

7. G.S. 58-84-25 reads as rewritten:
Disbursenent of funds by Insurance Cmissioner.

lgr
Sec.

Sec.
43 "s 58-84-25.

95-rcx-290 Page 115



GBNBRAL ASSBIBLT OF NORTE CAROIJTNA sBssroN 1995

L The Insurance Connissioner shall deduct the sum of three
2 percent ( 3t ) fron the insr*anee
3 eesrpanies, eerperatiers, er asseeiatien, as aferesaid, tax
4 proceeds creditgd to the Department pursuant to G.S.
5 105-228.5(d)(4) and pay the same over to the treasurer of the
6 State Firemen's Association for general purposes. The Insurance
7 Connissioner shall deduct the sum of two percent (2t) from theg e-ati^en€'ngr
9 asseeiatiensr ae aferesaiCr tax proceeds and retain the same in

10 the budget of the Department of Insurance for the purpose of
11 adninistering the disbursement of funds by the board of trustees
L2 in accordance with the provisions of G.S. 58-84-35. &
13 Insurance Commissioner shall, pursuant to G.S. 58-84-50, credit
14 the amount forfeited bv nonmernber fire districts to the North
15 Carolina State Firemen,s Association. The
16 -e eelleeted fren the i*rsuranee eenpanies, eerperatiens, er
17 asseeiatiersr as a€eresaid, Ceing businese in the tewns ard
18
19 Insurance
20 Conmissioner shall pay the remaininq tax proceeds to the
21 treasurer of each in fire district in
22 proportion to the a:nount of business done in the fire district.
23 These funds shall be held bv the treasurer as a separate and
24 distinct *un#-and"* fund. The fire district shall inmediately
25 pay the s.ame funds to the treasurer of the local board of
26 trustees upon hi+ the treasurer's election and qualification, for
27 the use of the board of trustees of the firemen's local relief
28 fund in each @ fire district, which board shall be
29 composed of five mernbers, residents of sa;i@ the fire
30 district as hereinafter provided for, to be used by it for the
3L purposes as*C provided in G.S. 58-84-35."
32 Sec. 8. G.S. 58-22-15(a) reads as rewritten:
33 "(a) A risk retention group seeking to be cbartered in this
34 State must be chartered and licensed as a liability insurance
35 comPany under Article 7 of this Chapter and, except as provided
36 elsewhere in this Article, must conply with all of the laws and
37 rules applicable to such insurers chartered and licensed in this
38 State and with G.S. 58-22-20 to the extent such requirements are
39 not a linitation on laws, adnrinistrative rulesr or requirements
40 of this State. As a chartered and licensed liability insurance
41 conpanv' the qroup is subiect to the taxes inposed in Article 88
42 of Chapter 105 of the General Statutes.,,
43 Sec. 9. G.S. 58-22-20(31 reads as rewritten:
44 "(3) Taxation.
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1 a. AII premiums paid for coverages within this
2 State to risk retent,ion groups shall be
3 subject to taxation at the same rate and
4 subject to the same palznent procedures and to
5 tbe same interest, fines, and penalties for
6 nonpaynent as those applicable to surplus
7 lines insurance under Article 2L of this
I Chapter. Preniums paid bv purchasinq groups
9 are, however, taxed as provided in G.S.

10 58-22-35(bl.
11. b. To the extent licensed agents or brokers are
L2 utilized pursuant to G.S. 58-22-60, they shall
13 report and pay the taxes for the premiurns for
14 risks that they have placed with or on behalf
15 of a risk retention group not chartered in
16 this State. Such agent or broker shall keep a
L7 complete and separate record of all policies
18 procured from each such risk retention group,
19 which record shall be open to examination by
20 the Comnissioner, as provided in G.S. 58-2-
2L 1.85. These records shall, for each policy and
22 each kind of insurance provided thereunder,
23 include the following:
24 1. The lirnit of liability;
25 2. The tine period covered;
26 3. The effective datei
27 4. The name of the risk retention group that
28 issued the policy;
29 5. The gross premiunr charged; and
30 6. The anount of return premiuns, if any.
3L c. To the extent that insurance agents or brokers
32 are not utilized or fail to pay the tax, each
33 risk retention group shall pay the tar for
34 risks insured within the State. Each risk
35 retention group shall report to the
35 Conrmissioner all premiums paid to it for risks
37 insured within the State. rl

38 Sec. 1.0. G.S. 58-22-35(b) reads as rewritten:
39 "(b) Taxes on premiums paid for coverage of risks resident or
40 located in this State by a purchasing group or any members of the
41. purchasing group shall be:
42 (1) Imposed at the same rate and subject to the same
43 interest, fines, and penalties as those applicable
44 to prenium taxes on siurilar coverage from a similar
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1 insurance source by other iesmas6ng insureds.
2 For example, coveraqe provided bv a surplus lines
3 licensee is taxed under Article 21 of this Chapter,
4 coveraqe provided bv an insurance companv is taxed
5 under Article 88 of Chapter 105 of the General
5 Statutes, and coveraqe provided bv an unlicensed
7 insurer is taxed under G.S. 58-28-5(bl.
8 (21 Paid first by such insurance source, and if not by
9 such source then by the agent or broker for the

t0 purchasing group, and if not by such agent or
1L broker then by the purchasing group, and if not by
L2 such group then by each of its menb€rs.rl
13 Sec. 11. G.S. 58-6-20 reads as rewritten:
L4 "S 58-6-20. Policybolders to furnish inforuation.
15 Ee ennble the €e"nnr ssiener tlre better te enferee tbe palp-ent ef
15 the taxes inFeseC by &rtsieles I threugh 54 ef this Cbapter ard by
17 €,S, 105-238,5 every Everv corporation, firm, or individual doing
18 business in the State shatl, upon CenanC request of the
19 Connissioner, furnish
20
21 the name ef tbe eenganyr nuniber, and anreunt e€ pel;eiee anC tsbe
22
23 Cenrissiener ealls fer. er shall file an affiCavit witb the
2a Cemissiener that a
25 the commissioner anv
25 information the Cornnissioner considers necessarv to enable the
27 Conmissioner to enforce the payment of a tax levied in this
28 Chapter. "
29 Sec. L2. G.S. 58-45-80 reads as rewritten
30 "S 58-{5-80. Preniun tares to be paid t}rough M
31 Csiseicne* Association.
32 Alt premium taxes due on insurance written under this Article
33 shall be renitted by each insurer to the Association; and the
34 Association, as collecting agent for its member companies, sha1l
35 fonrard all such taxes to the gennissjsner Secretary of Revenue
36 as provided in Article 88 of Chapter 105 of the General
37 Statutes."
38 Sec. 13. G.S. 58-46-45 reads as rewritten:
39 "S 58-46-45. Prenium ta:es to be paid through M
40 esieeicnor- Association.
4L All premium taxes due on insurance written under this Article
42 shall be remitted by each insurer to the Association; and the
43 Association, as collecting agent for its member companies, shall
44 fomard all such taxes to the Gonni**icner Secretarv of Revenue
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1 as provided in Article 88 of Chapter 105 of the General
2 Statutes."
3 Sec. 14. G.S. 58-47-30(d) reads as rewritten:
4 "(d) The fund shall be snb4eet te the presiusl tax law ae statseC
5 rn Nerth Carelina €.S, 105-3"8,5, is an insurer for the purposes
6 of Article 88 of Chapter 105 of the General Statutes and
7 assessments paid to the fund are subiect to the tax levied in
8 that Article. "
9 Sec. 15. This act becomes effective January I' L997,

t0 but it is effective only if the sum of one hundred thirty-four
11 thousand twenty-one dollars ($134 r02L) for the 1996-97 fiscal
L2 year is appropriated to the Department of Revenue for two
13 processing positions and one auditing position needed to carry
1.4 out the tax collection responsibilities transferred to the
15 Department of Revenue pursuant to this act. This act does not
16 obligate the General Assenbly to appropriate funds.

95-LCX-290 Page 119





GBNERAL ASSB}IBLY OT NORTE CEROT,INA

sBssro[ 1995

DH

I,BGISLAU\TB PROPOSAL 8 -
95-r,C-290A( 1.5 )

(TErS IS A DRAFT END IS ilOT RBADY

Short Title: Premiums Tax Collection Funds.

PARI TIIO

FOR TNTRODUCTTON)

(PubIic )

Sponsors: Representatives
Neely, Robinson,

Shubert, Blue, Cansler, Capps, Church,
and Shaw.

Referred to:

1 A BIIJTJ TO BE ENTITLED
2 AN ACT TO APPROPRIATE FT'NDS TO THE DEPARTMENT OT REVENUE FOR
3 PERSONNEL TO CARRY OUT THE RESPONSIBIIJITY FOR COLLECTTNG THE
4 GROSS PREMII T.{S TAX, WHICH WAS TRAT|SFERRED FROM THE DEPARTMENT
5 OF INSURAIICE TO THE DEPARTMENT OF REVENUE.
6 The General Assenbly of North Carolina enacts!
7 Section 1. There is appropriated fron the General Fund
I to the Department of Revenue the sum of one hundred thirty-four
9 thousand twenty-one dollars ($134 r02L) for the L996-97 fiscal

L0 year for two processing positions and one auditing position to
11 carry out the gross premiums tax collection responsibilities
12 transferred from the Department of Insurance to the Departrnent of
13 Revenue pursuant to Chapter 360 of the 1995 Session Laws and the
14 additional collection responsibilities proposed to be transferred
L5 by the 1995 General Assenbly, L995 Regular Session.
16 Sec. 2. This act becomes effective July Lt 1.996.
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Explanation - Premiums Tax Collection

In 1995, the General Assembly transferred from the Department of Insuranoe to

the Department of Revenue the responsibility for collecting most of the gross premiums

taxes on insurance companies. Iegislative Proposal 8 would transfer the responsibility

for oollecting the remaining gtoss premitrms taxes effective Janrury l, 1997.

Under G.S. 105-228.5, instead of payrng aorporate income and franchise taxes,

instrance oompanies pay taxes based on gross premiums collected on business done in
this State. In addition, employers that carry their own workers' compensation risk,

known as self-insurers, aod employers that pool their workers' oompensation lirabilities

pay the gross premiums tax on premiums they pay or on the preminms that would be

charged to oover the risk. The workers compensation premiums tax rate is 2.5% of.

gross premiums and the general premiums tax rate is 1.9% of gross premiums. The

tax rate on reoeipts of nonprofit companies providing hospital, medical, and dental

coverage is 0.5%. Insurers that provide fire and lightning coverage pay an additional

tax at the rate of 1.33% of gross premiums for fire and lightning coverage provided on
property other than vehicles and boaS.

Chapter 360 of the 1995 Session Laws, which gave the Department of Revenue

responsibility for collecting most of the gross premiums tax, provided that collection of
the 2.5% tax on workers' compensation self-insurers and the additional 1.33% tax on

fire and lightning ooverage would remain with the Deparhent of Insuranoe. In
addition, collection of oertain special taxes re,mained with the Depaxtment of Insuranoe:

a special local tax on firc and lightning insurance provided within mrmicipalities and

fte di$tricts and taxes on surplus lines insuranoe, some risk rctention groups, and

unlioensed insurers. The Revenue Laws Study Commifiee determined ttnt the

Oepartment of Revenue should collect the fire and lightrdng taxes and the self-insurers

tax because these taxes are also gross premiums taxes the oollection of wtrich is similar

to ttle collection of the general gross premiums tax. As explained below, the Study

Committee determined that the Department of Insnrane should continue to collect tax

on surplus lines insurance, unlicensed insurers, and risk retention groups chartered in
other states.

There are two extra taxes on fire and lightning ooverage. The first is an extra tax

of 1.33% which is distributed 75% to the State and 25% to the Volunteer Fire
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Oeparment Fund in the Department of Insurane. Although the responsibility for

oollecting this tax remained with the Deparhent of Insuranoe under the 1995

legislation, the Deparhent of Revenue is aheady coltecting it pursuant to an agreement

with the Deparment of Insurance. The seoond fire and lightning tax is at the raie of
O.5% on ooverage provided within municipalities and firc districts; the proceeds of this

tax are distributed to the municipalities and fire districts for firc fighters' local relief

fuids. Thi$ tax is paid annually by approximately 6(X) taxpayers and brings in about

$2.5 million a year. Unlike ttre first firc and tightning tax, the base of this tax include.s

coverage on vehicles and boats. It is not part of the gross premiums tax base used to

calculate the insurance rcgulatory charge.

The tax on employers who carry their own workers' compensation risk (self-

insurers) is measured by the gross premiums that would be charged against the same or

similar business applied to the employer's payroll modified by the employer's approved

experienoe modifier. This tax brings in about $17 million a year and is part of the

gross premiums tax base used to calculate the insuranoe regulatory charge. Tlvo

Department of Insurance employees administer collection of the tax based on payroll

information supplied by employers.

Surplus lines insuranoe is a market of last resort for commercial property and

liability risks. The tax is collected not from insurance companies but from the brokers

who place the coverage. The tax is based on information s€nt in by these brokers, who

are called surplus lines lioensees, Brd must be reoonciled based on the surplus lines

marlet and other technical factors. The tax is levied on a quarter$ basis and is not

similar in adminisfiation, calculation, or oollection to the gross premiums tax. For

these trEasons, the Study Committee determined that the Department of Insurance

should oontinue to collect it.
For risk retention groups chartered in other states, there is a quarterly tax similar

to the snrplus lines tax; collection of this tax should be retained in Insurane for the

same reasons as the surplus lines tax. There are only about 35 dsk retention groups

charted in other states; their total tax represents less than $250,0fi) I year. Existing

law requires any State*hartered risk retention group to be liensed alr an insurance

company; it would, therefore, be covercd by the general gross premiums tax collected

by the Deparhent of Revenue. In addition, insurers of puchasing groups already pay

the gross premiums tax to ttre Department of Revenue like any other insuranoe

company. If a purchasing group purchases ooverage from a surplus lines insurer,

however, the surplus lines tax applies to the premiums.
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Unlioensed insurers are a special category of insurers, allowed to provide coverage

only if the insured makes an affidavit ttrat the insured oould not obtain insurance from

lioensed insurers after diligent search. A detailed report and this affidavit must be filed

by the person who procures the insurane within 30 days after the insuranoe is procured

and the tax is due at that time. This tax is closely tied to regulation of the insurers and

its oollection is not similar to the gross premiums tax. For these rrealrons, the Study

Commifiee determined ttrat the Department of Insurance should remain responsible for
its oollection.
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Fiscal Report

ffil,}:TfftDivision

Proposal #8: Premiums Tax Collection

Explanation:

Refer to the attached document for details of the legislation.

Effective Date:

July l, 1996 for appropriation to Department of Revenue to support costs
to implement the act; January l,1997 actual transfer of collection responsibilities.

Fiscal Effect:

The legislation proposes to designate the Departnent of Revenue the collection agent for
the Firemen's Relief Fund and the Self-Insured Workers' Compensation Premiums tax.
Proceeds to the relief fund are paid annually by 600 t&xpayers and produces about $2.5 million.
Tax on employers who provi&their own workers' compomation (self-insured) coverage yields
$17 million a year. The Deparhnent of Insurance has two employees assigned to collection of
the self-insured tax, as well ag staffwho csndnct field audits for this tax. To maintain the same
efficiency in managing collection of proceeds from the additional premiums ta:q the
DeparEnent of Revenue estimates two positions are required to meet processing responsibilities,
and an auditor to continue the local program review.

Resources to meet the additional cost of the positions would come from the General
Fund. The estimate includes an allowance for a 2%o rnqease in salaries annually, and assumes
that the Department of Revenue will have responsibilities only for collectingthe%of lYo
premiums tax for the relief fund, but not distribution of proceeds to volunteer fire deparEnents.
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Short Title3 Tax At Rack Fine Tuning. (Public )

Sponsors: Senators Kerr, Cochrane, Cooper, and Soles.
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A BILL TO BE ENTITLED
Alf AcT TO Cr,ARrFy THE REQUTREMENTS CONCERNTNG TMPORTS AND EXPORTS

OF MOTOR FUEL T'NDER THE IITAX AT THE RACKII LAWS AI{D TO MAKE
OTHER ADJUSTMENTS TO THOSE LAWS.

The General Assembly of North Carolina enacts:
Section 1. G.S. 105-449.60 is anrended by adding the

following subdivision in the appropriate alphabetical order and
renumbering the succeeding subdivisions accordingly:

"l4L
followinq:

€r. A supplier that is required to have a license and
elects not to collect the excise tax due this State
on motor fuel that is removed bv tbe supplier at a
terminal located in another state and has this
State as its destination state.

b. A supplier that does business only in this State."
Sec. 2. G.S. 105-449.60, as amended by Section L of

this act, is amended by adding the following subdivision in the
appropriate alphabetical order and renumbering the succeeding
subdivisions accordingly:

"l.]!l Tax. -- An inspection or other excise tax on
motor fuel and any other fee or charqe imposed
on motor fuel on a per-qallon basis."

Sec. 3. G.S. 105-449.65 reads as rewritten:

In-State-onlv suoolier. -- Either of the

95-LJX-24 Page L25
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l. "S 105-449.65. List of persons who must have a license.
2 (a) Licenseo -- A person may not engage in business in this
3 State as any of the following unless the person has a license
4 issued by the Secretary authorizing the person to engage in that
5 business:
6 (1) A refiner.
7 (21 A supplier.
I (3) A terminal operator.
9 (4) An importer.

1.0 {+} an experEer, if tUe S

11
12 {+}(5) Ablender.
13 {+} (61 A motor fuel transporter.
14 {+f ( 7 } A bulk-end user of undyed diesel fuel.
15 {+} (8) A retailer of undyed diesel fuel.
L5 (b) Multiple Activityo -- A person who is engaged in more than
L7 one activity for which a license is required must have a separate
1.8 license for each activity, unless this subsection provides
19 otherwise. A person who is licensed as a supplier is not
20 required to obtain a separate license for any otber activity for
21 which a license is required and is considered to have a license
22 as a distributor. A person who is licensed as an occasional
23 importer or a tank waqon importer is not required to obtain a
24 separate license as a distributor. A person who is licensed as a
25 distributor is not required to obtain a separate license as an
26 importer if the distributor acquires fuel for import onlv from an
27 elective supplier or a permissive supplier. A person who is
28 licensed as a distributor or a blender is not required to obtain
29 a separate }icense as a motor fuel transporter if the distributor
30 or blender does not transport motor fuel for others for hire. "
31 Sec. 4. G.S. L05-449.66(a) (2) reads as rewritten:
32 " (21 Occasional importero -- An occasional importer is a
33 p€r€€n-$be anv of the followinq tha! imports motor
34 fuel by any means outside the terminal transfer
35 €lrste* svstem:
36 E. A distributor that imports motor fuel on an
37 averaqe basis of no more than once a month
38 durinq a calendar vear.
39 b. A bulk-end user that is not a distributor.
40 c. A distributor that imports motor fuel for use
41 in a race car."
42 Sec. 5. G.S. 105-449.67 reads as rewritten:
43 "S 105-449.67. List of persons who nay obtain a license.
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(a) License. -- A person who is engaged in business as any of
the following may obtain a license issued by the Secretary for
that business:

(1) A distributor.
(21 A per:nissive supplier.
1!-L An exporter.

(b) Effect on Exports. -- An exporter license or a distributor
Iicense authorizes the license holder to pav the destination
state tax on motor fuel purchased for export instead of pavinq
this State's tax on the fuel. An unlicensed exporter or
unlicensed distributor must pav this State's tax on motor fuel
purchased for exoort.

(cl llultiple Activitv. -- A person who is licensed as a
distributor is considered to have a license as an exporter. "

Sec. 6. G.S. 105-449.69 reads as rewritten:
"S 105-449.59. Eow to apply for a license.

(a) Generalo -- To obtain a licenser dD applicant must file an
application with the Secretary on a form provided by the
Secretary. An application must include the applicant's nane,
address, federal employer identification number, and any other
information reguired by the Secretary.

(b) Most Licenseso -- An applicant for a license as a refiner,
a supplier, a terminal operatorr or importer, a blender, a bulk-
end user of undyed diesel fuel, a retailer of undyed diesel fuel,
or a distributor must meet the following reguirements:

(1) If the applicant is a corporation, tbe applicant
must either be incorporated in this State or be
authorized to transact business in this State.

(21 If the applicant is a linited liability company,
the applicant must either be organized in this
State or be authorized to transact business in this
State.

(3) If the applicant is a linited partnership, the
applicant must either be formed in this State or be
authorized to transact business in this State.

(4) If the applicant is an individual or a general
partnership, the applicant must designate an agent
for service of process and give the agent's name
and address.

(c) Federal Certificate. An applicant for a license as a
refiner, a supplier 1 d terminal operator t a blender, or a
permissive supplier must have a federal Certificate of Registry
that is issued under S 4101 of the Code and authorizes the
applicant to enter into federaL tax-free transactions in taxabLe
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motor fuel in the terminal transfer system. An applicant that is
required to have a federal Certificate of Registry must include
the registration number of the certificate on the application for
a license under this section.

An applicant for a license as an inpe*ter importer, an
exoorter, or a distributor that has a federal Certificate of
Registry issued under S 4101 of the Code must include the
registration number of the certificate on the application for a
license under this section.

(d) Import and-+xpere Activityo -- An applicant for a license
as an importer or as a distributor must list on tbe application
each state from which the applicant intends to import motor fuel
and, if required by a state listed, must be licensed or
registered for motor fuel tax purposes in that state. b@!9
Iisted requires the applicant to be licensed or reoistered' the
applicant must qive the applicant's license or reqistration
number in that state.

A license holder that intends to import motor fuel from a state
not listed on the license holder's application for an imoorter's
license or a distributor's license must qive the Secretarv
written notice of the chanqe before importino motor fuel fron
that state. The notice must incLude the information that is
required on the license application.

(e) Export Activitv. -- An applicant for a license as an
exporter must desiqnate an agent located in North Carolina for
service of process and must qive the aqent's name and address.
An applicant for a license as an exporter or as a distributor
must list on the application each state to which the applicant
intends to export motor fuel received in this State by means of a
transfer that is outside the ter:ninal transfer system and, if
required by a state listed, must be licensed or registered for
motor fuel tax purposes in that state. If a state listed
requires the applicant to be licensed or reqistered, the
applicant must qive the applicant's license or reqistration
nunber in that state.

A license holder that intends to export notor fuel to a state
not listed on the license holder's application for an exporter's
Iicense or a distributor's license must qive the Secretarv
written notice of the chanqe before exportinq motor fuel to that
state. The notice nus! include the information that is required
on the license application."

Sec. 7. G.S. 105-449.70(a) reads as rewritten:
"(a) Electiono -- An appticant for a license as a suppl.ier may

elect on the application to collect the excise tax due this State
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on motor fuel that is removed by tbe supplier at a terminal
Iocated in another state and has this State as its destination
state. The Secretary must provide for this election on the
application form. A supplier that makes the election allowed by
this section is an elective supplier. A supplier that does not
make the election allowed bv this section is an in-State-onlv
supDlier. "

Sec. 8. G.S. 105-449.70(b) is amended by adding a new
subdivision to read:

"lgl To report removals of fuel received bv a oerson who
is not licensed in the state where the removal
occurred. rt

Sec. 9. G.S. 105-449.71(b) is amended by adding a new
subdivision to read:

"lgL To report removals of fuel received bv a person who
is not licensed in the state where the rernoval
gggqrred. "

Sec. 1.0. G.S. IO5-449.72 reads as rewritten:
"S 105-4119.72. Bond or letter of credit required as a condition
of obtaining and keeping certain licenses.

(a) Initial Bond. An applicant for a license as a refiner,
a tenrinal operator, a supplierr irr importer, an exDorter, a
blender, a permissive supplierr or a distributor must file with
the Secretary a bond or an irrevocable letter of credit. A bond
must be conditioned upon compliance with the requirements of this
Article, be pavable to the state, and be in the form required bv
the Secretarv. The amount of the bond or irrevocable letter of
credit is detemined as follows I

(1) For an applicant for a license as any of the
following, the amount is two nillion dollars
($2,000r000):
d. A refiner.
b. A teminal operator.
c. A supplier that is

person that receives
two-party exchange.

d. A bonded importer.
€. A permissive supplier.

(21 For an applicant for a license as any of the
following, the amount is two times the applicant,s
average expected nonthly tax liability under this
Article r dS determined by the Secretary. The
amount may not be less than two thousand dollars

a position holder or a
motor fuel pursuant to a
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l. ($21000) and may not be more than two hundred fifty
2 thousand dollars ($250,000):
3 €r. A supptier that is a fuel alcohol provider but
4 is n€€ neither a position holder et nor a
5 person that receives notor fuel pursuant to a
6 two-party exchange.
7 b. An occasional importer.
I c. A tank wagon inporter.
9 d. A distributor.

L0 €. An exporter.
1.1 (3) For an applicant for a license as a blender' a bond
L2 is required onlv if the aoplicant's averaqe
13 expected annual tax liabilitv under this Article'
14 as deternined bv the Secretarv, is at least two
15 thousand dollars ($2,0001. Wtren a bond is
1.6 reguired, the bond amount is the same as under
L7 subdivision (21 of this subsection.
18 (b) Multiple Activitv. -- r bend fifed urder t
19
20 qrEiefer be payabfe
21@Anapplicantfora1icenseasadistributorand
22 as a bonded importer must file only the bond required of a bonded
23 importer. An applicant for i*her
24 an eeeaeienal inperter er a tank wagen irFerter two or more of
25 the licenses listed in subdivision (a)(21 or (al(3) of this
25 section nay file one bond that covers the conbined liabilities of
27 the applicant under @ all the activities. A bond
28 for these combined activities may not exceed the maximum amount
29 set in subdivision (a)(2) of this subsection.
30 {J*} (ct Adjustment to Bondo -- I{hen notified to do so by tbe
31 Secretary, a person tbat has filed a bond or an irrevocable
32 letter of credit and that holds a license listed in subdivision
33 (a) (2) of this section must file an additional bond or
34 irrevocable letter of credit in the amount requested by the
35 Secretary. The person must file the additional bond or
36 irrevocable letter of credit within 30 days after receiving the
37 notice from the Secretary. The anount of the initial bond or
38 irrevocable letter of credit and any additional bond or
39 irrevocable letter of credit filed by the license holder,
40 however, may not exceed the linits set in subdivision (al (2) of
41 this section. "
42 Sec. 11. G.S. 105-449.73 reads as rewritten:
43 "S 105-449.73. Reasons wby tie Secretary can deny an application
44 for a license.
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1 The Secretary may refuse to issue a license to an individual
2 applicant that has done any of the following and may refuse to
3 issue a license to an applicant that is a business entity if any
4 principal in the business has done any of the following:
5 (1) Had a license or registration issued under this
6 Article or former Article 35 or 35A of this Cbapter
7 cancelled by the Secretary for cause.
8 (21 Had a motor fuel license or reqistration issued bv
9 another state cancelled for cause.

10 {+} (3} Had a federal Certificate of Registry issued
11 under S 4101 of the Coder or a sinilar federal
L2 authorization, revoked.
13 €+ (4) Been convicted of fraud or misrepresentation.
14 {4} ( 5 ) Been convicted of any other of fense that
15 indicates that the applicant may not comply
16 with this Article if issued a license. "
L7 Sec. L2. G.S. 105-449.77 reads as rewritten:
18 "S 105-449.77. Records and lists of license aBplicants and
19 license holders.
20 (a) Recordso -- The Secretary must keep a record of the
2L following:
22 (1) Applicants for a license under this Article.
23 (21 Persons to whom a license has been issued under
24 this Article.
25 (3) Persons that hold a current license issued under
26 this Article, by license category.
27 (b) M Supplier Lists. The Secretary must
28 give a list of licensed CistsjJnu*ere suppliers, licensed tenrinal
29 operators, Iicensed importers, licensed distributors, and
30 licensed exporters to each licensed snppl{er that asks €er a eepy
31 M supplier. The list must state the nen'e name'
32 account number, and business address of each di+trjJeuter license
33 holder on the list. The Secretary must send a monthly update of
34 the list to each snpplier tshats requested a eepy ef the list.
35 licensed supplier.
36 (e) Supplier Lists, -- Ehe Seeretary nnst give a lisL ef
37 lieenseC snppliers te eaeh distributer that asks fer a eeplr ef
38 the list. Ehe list mnst stsate the nane and businees aCdrees ef
39
40 is ln eleetive snpplier er a pernissive su^plier, Tbe Seeretary
a1
42 requesteC a ee^y ef tbe list,
43 The Secretarv must qive a list of licensed suppliers to each
44 licensed distributor, licensed exporter, and licensed importer.
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The Secretarv must also qive a list of licensed suppliers to each
unlicensed distributor or unlicensed exporter that asks for a
copv of the list. The list must state the name, account nunberr
and business address of each supplier on the list and must
indicate whether the suoplier is an elective supplier, a
permissive supplier, or an in-State-onlv supplier. The Secretarv
must send an annual update of the list to each licensed
distributor, Iicensed exporter, and licensed importer, and to
each unlicensed distributor or unlicensed exporter that requested
a copv of the list.

(cl Transporter Lists. -- The Secretarv must oive a list of
Iicensed motor fuel transporters to each Iicensed supplierr
licensed terminal operator, licensed importer, licensed blender,
licenSed distributor, and licensed exporter. The list must state
the name, account number, and business address of each motor fuel
transporter on the list. The Secretarv must send a nonthlv
update of the list to each license holder to whom the Secretarv
must qive the list.

The Secretarv must qive a list of licensed suppliers' licensed
terminal operators, licensed importers, licensed blenders,
licensed distributors, and licensed exporters to each licensed
motor fuel transporter. The list must state the name, account
nunrber, and business address of each license holder on the list.
The Secretarv must send a monthly update of the list to each
licensed motor fuel transporter."

Sec. 13. G.S. 105-449.81 reads as rewritten:
"S 105-449.81. E:cise ta: on notor fuel.

An excise tax at the motor fuel rate is imposed on motor fuel
that is:

( 1 ) Removed from a refinery or a terminal and, upon
removal, is subject to the federal excise tax
imposed by S 4081 of the Code.

(21 Imported by a system transfer to a refinery or a
terminal and, upon inportation, is subject to the
federal excise tax imposed by S 4081 of the Code.

(3) Imported by a means of transfer outside the
terninal transfer system for sale, user or storage
in this State and would have been subject to the
federal excise tax imposed by S 4081 of the Code if
it had been removed at a terminal or bulk plant
rack in this State instead of imported.

lgl Fuel qrade ethanol that rneets anv of the fol.lowinq
descriptions:
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I a. Is removed from a terninal or another storaqe
2 and distribution facilitv, unless the removed
3 fuel is received bv a supplier for subseguent
4 sale.
5 b. Is irnported to this State outside the teminal
6 transfer svstem bv a means other than a marine
7 vessel, a transport truck, or a railroad tank
I car.
9 {4} ( 5 ) Blended fuel made in this State or imported to

10 this State.
11 lgt Transferred within the terminal transfer
L2 svstem and, upon transfer, is subiect to the
13 federal excise tax imposed bv S 4081 of the
L4 @"
15 Sec. 14. G.S. 105-449.82(c) reads as rewritten:
16 "(c) Terminal Rack Removal. -- The excise tax imposed by G.S.
L7 105-449.81.(1) on motor fuel removed at a teminal rack in this
LB State is payable by the person that first receives the fuel, upon
19 its removal from the teminal. If the notor fuel is removed by an
20 unlicensed distributor, the supplier of the fuel is jointly and
2L severally liable for the tax due on the fuel. @
22 is sold bv a person who is not licensed as a supplier, as
23 required by this Article, the terminal operator, the perEon
24 sellinq the fuel, and the person reurovinq the fuel are iointLv
25 and severallv liable for the tax due on the fuel. ff the motor
26 fuel removed is not dyed diesel fuel but the shipping document
27 issued for the fuel states that the fuel is dyed diesel fuel, the
28 terminal operator, the supplier, and the person removing the fuel
29 are jointly and severally liable for the tax due on the fuel."
30 Sec. 15. Part 3 of Article 36C of Chapter 105 of the
31 General Statutes is amended by adding a netr section to read:
32 "S 1O5-449.83A. Liabilitv for tan on fuel qrade ethanol.
33 The excise tax imposed bv G.S. 105-449.81(41 on fuel qrade
34 ethanol removed from a storaqe facility is oayable by the fuel
35 alcohol provider. The excise tax inposed bv that subdivision on
36 fuel qrade ethanol imported to this State is payable bv the
37 importer. rl

38 Sec. 16. G.S. 105-449.84 reads as rewritten:
39 "S 105-449.84. Liability for ta: on blended fuel.
40 (a) On Blender. The excise tax inposed by G.S.
41 105-{49,81(4) 105-449.81(5} on blended fuel made in this State is
42 payable by the blender. The nurnber of gallons of blended fuel on
43 which the tax is payable is the difference letween the nunber of
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gallons of blended fuel nade
previously taxed notor fuel used

(b) On Importero -- The
f45*&CT.'8J'{4-F 105-449. 81 ( 5 ) on
State is payable by the importer.

(c) Blends ltlade at Terminal.

and the nurnber of gallons of
to make the blended fuel.
excise tax i-nposed by G. S.

blended fuel imported to this

The following blended fuel is
supplier of gasoline orconsidered to have been made by the

undyed diesel fuel used in the blend:
(1) An in-line-blend made by combining a liguid with

gasoline or undyed diesel fuel as the fuel is
delivered at a terninal rack into the motor fuel
storage compartrnent of a transport truck or a tank
Yragon.

(21 A kerosene splash-b1end made when kerosene is
delivered at a terninal into a motor fuel storage
compartment of a transport truck or a tank wagon
and undyed diesel fuel is also delivered at that
teminal into the same storage compartment, if the
buyer of the kerosene notified the supplier before
or at the time of delivery that the kerosene would
be used to make a splash-blend. "

Sec. L7. Part 3 of Article 36C of Chapter 105 of the
General Statutes is anended by adding a new section to read:
"S lO5-t149.84A. Liabilitv for tan on behind-the-rack transfers.

The excise tax imposed bv G.S. 105-449.81(61 on motor fuel
transferred within the terminal transfer svstem is pavable bv the
supplier of the fuel, the person receivinq the fuel, and the
terminal operator of the ternrinal at which the fuel was
transferred, all of whom are iointlv and severallv liable for the
@"

Sec. 18. G.S. 105-449.85(b) reads as rewritten:
"(b) Liability. The terninal operator whose motor fuel is

unaccounted for is liable for the tax inposed by this €€€ti€n-
section and is liable for a penaltv equal to the amount of tax
pavable. Motor fuel received by a teminal operator and not
shown on a+epe'rg an informational return filed by the terninal
operator with the Secretary as having been removed from the
terminal is presumed to be unaccounted for. A terminal operator
tnay establish that motor fuel received at a terninal but not
shown on aF+.ep€Eg an infofnatioqql re'Eqq4 as having been removed
from the terminal was lost or part of a transmix and is therefore
not unaccounted for. rl

Sec. 19. G.S. 105-449.87(a)(4) is repealed.
Sec. 20. G.S. 105-449.88 reads as rewritten:
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1 uS 105-4{9.88. Bxenptions fr@ tie e:cise ta:.
2 The excise tax on motor fuel does not apply to the following:
3 (1) Motor fuel removed, by transport truck or another
4 means of transfer outside the teminal transfer
5 system, from a terminal for export, if the supplier
6 of the motor fuel collects tax on it at the rate of
7 the motor fuel's destination
8 en tbe shifping Ceeument €er the neter fnel, state.
9 If the removed fuel is to be used for a purpose

10 that is exempt from tax in the destination state
11 and, when removinq the fuel, the licensed
L2 distributor or licensed exporter uses an access
13 card or code specified bv the supplier to notifv
14 the supplier that the fuel will be resold in an
15 exenpt sale, no tax is due on the removal.
16 (21 Motor fuel sold to the federal government.
L7 (3) Motor fuel sold to the State for its us€.
t8 (41 Motor fuel sold to a local board of education for
19 use in the Bublic school system."
20 Sec. 2L. Effective July L, L9977 G.S. 105-449.88, as
21 amended by Section 20 of this act, reads as rewritten:
22 "S 105-449.88. Brenptions from the ercise tan.
23 The excise tax on motor fuel does not appty to the followingl
24 ( 1) I'lotor fuel removed, by transport truck or another
25 means of transfer outside the terurinal transfer
26 system, from a terminal for export, if the supplier
27 of the motor fuel collects tax on it at the rate of
28 the motor fuel's destination state. M
29
30
31
32 lieeneeC e*^erter nses an aeeees eard er eeCe
33 speeified hy the supplier te netify the snp^lier
34 tshat tbe fuel will he reselC in an erenrpt saler ne
35 tsa.r ie dus en the reneval
36 (21 Motor fuel sold to the federal government.
37 (3) Motor fuel sold to the State for its lls€.
38 (4) llotor fuel sold to a local board of education for
39 use in the public school system."
40 Sec. 22. Part 3 of Article 36C of Chapter 105 of the
41 General Statutes is amended by adding a new section to read:
42 "S 105-{49.89. Reqoyals bv out-of-state bufk-erd u
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An out-of-state bulk-end user mav remove motor fuel from a
terminal in this State for use in the state in which the bulk-end
user is located as follows:

l-U Upon pavment to the supplier of tax on the motor
fuel at the motor fuel rate.

ILL Upon pavrnent to the supplier of destination state
tax on the motor fuel if the bulk-end user acguires
the fuel from a supplier who, with respect to the
destination state of the fuel, is either a
permissive supplier or an elective supplier and
therefore collects the destination state tax on the
@"

Sec. 23. G.S. 105-449.90 reads as rewritten:
"S 105-4{9.90. lfben ta: return and lnynent are due.

(a) riling Periodso -- The excise tax imposed by this Article
is payable when a return is due. A return is due annually,
quarterly, or monthly, as specified in this section. A return
must be filed with the Secretary and be in the form required by
the Secretary.

An annual return is due within 45 days after the end of each
calendar year. An annual return covers tax liabilities that
accrue in the calendar year preceding the date the return is due.

A quarterly return is due by the last day of the month that
follows the end of a calendar quarter. A quarterly return covers
tax liabilities that accrue in the calendar quarter preceding the
date the return is due.

A nonthly return of a person other than an occasional importer
is due within 22 days after the end of each month. A nonthly
return of an occasional importer is due by the lst of each month.
A nonthly return covers tax liabilities that accrue in the
calendar month preceding the date the return is due.

(b) Annual Filerso -- A terminal operator must file an annual
return for the compensating tax inposed by G.S. 105-449.85.

(c) Quarterly Filerso -- A licensed inporter that removes fuel
at a terminal rack of a permissive or an elective supolier and a
licensed distributor must file a quarterly return under G.S. 105-
449.94 to reconcile exenpt sales.

(d) l{onthly Filers on 22nd. -- The following persons must file
a monthly return by the 22nd of each month:

(1) A refiner.
(21 A supplier.
(3) A bonded importer.
(4) A blender.
(5) A tank wagon importer.
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1 (6) A person that j*S incurred a liabilitv under
2 G.S. 105-449.86 durinq the precedinq month for the
3 tax on dyed diesel fuel used to operate certain
4 highway vehicles.
5 (7 | A person that j*S incurred a liabilitv under
6 G.S. 105-449.87 durinq the precedinq month for the
7 backup tax on motor fuel.
8 (e) l{onthly Filers on 1gt. -- An occasional importer must file
9 a monthly return by the lst of each month. An occasional importer

1.0 is not required to file a return, however, if all the motor fuel
11 inported by the importer in a reporting period was renoved at a
L2 terminal located in another state and the supplier of the fuel is
13 an elective supplier or a pernissive supplier. "
14 Sec. 24. Part 4 of Article 36C of Chapter 105 of the
15 General Statutes is anrended by adding the following section to
L6 read:
L7 "g 105-449.90A. Payuent btr supplier of destination state tax
18 collected on erported motor fuel.
L9 Tax collected bv a supplier on exported motor fuel is pavable
20 by the supplier to the destination state if the supolier is
21 licensed in that state for payment of motor fuel excise taxes.
22 Tax collected bv a supplier on exported motor fuel is payable to
23 the Secretary for renittance to the destination state if the
24 supplier is not licensed in that state for pannrent of motor fuel
25 excise taxes. Payments of destination state tax are due to the
25 destination state or lhe Secretary, as appropriate, on the date
27 set by the law of the destination state. Pavnrents of destination
28 state tax to the Secretary must be accompanied by a form provided
29 by the Secretary that contains the information required by the
30 Secretarv. "
31 Sec. 25. G.S. 105-449.91 reads as rewritten:
32 "S 105-449.91. Renittance of ta: @ to supplier.
33 (a) Distributor. -- A distributor must
34 remit tax j*peseC due on motor fuel removed at a terminal rack
35 M to the supplier of the fuel. A licensed
36 distributor has the right to defer the remittance of tax to the
37 supplierr dS trustee, until the date the trustee must pay the tax
38 to this State or to another state.
39 The time when an unlicensed distributor must remit tax to a
40 supplier is governed by the terms of the contract between the
41
42 the eaneellatien ef a distribnter's lieenee, supplier and the
43 unlicensed distributor.

95-LJX-24 Page 137



GBI|BRAI, ASSETdBLY OT M)RTE CAROLINA sBssrox 1995

I
2
3

4

5

6
?

I
9

1.0

11
t2
13
1.4

15
L6
L7
1.8

19
20
2L
22
23
24
25
26
27
28 importer's license. the Secretary must notify all suppliers of
29 the cancellation. If the Secretary issues a license to a
30 Cis*ri5u*e+ distributor, an exporter, or an inporter whose
31 license was cancelled, the Secretary must notify all suppliers of
32 the issuance.
33 (b) Effect of Notice. -- A supplier that seLls motor fuel
34 distributor or an exporter after receiving notice from
35 Secretary that the Secretary has cancelled the distributor's or
36 exporter's license is jointly and severally liable with the
37 distributor or exporter for any tax due on motor fuel the
38 supplier sells to the distributor or exporter after receiving the
39 notice. This joint and several tiability does not apply to
40 excise tax due on motor fuel sold to a previously unlicenEed
41 distributor or unlicensed exporter after the supplier receives
42 notice from the Secretary that the Secretary has issued another
43 license to the Ci,s*ritx*e+ distributor or exporter. "

(bl Exporter. -- An exporter must remit tax due on motor fuel
removed at a terminal rack to the supplier of the fuel. A
licensed exporter that is also licensed in the destination state
has the riqht to defer the remittance of tax to the supplier
until the date set bv the law of the destination state of the
fuel. The time when an unlicensed exporter, or a licensed
exporter that is not also licensed in the destination state, must
remit tax to a suoplier is qoverned bv the terms of the contract
between the supplier and the exporter.

(c) Importer. -- A licensed inporter must remit tax due on
notor fuel renoved at a terminal rack of a permissive or an
elective supplier to the supplier of the fuel. A licensed
importer that removes fuel from a terninal rack of a per:nissive
or an elective supplier has the riqht to defer the remittance of
tax to the supplier until the date the supplier must pay the tax
to this State.

(d) General. -- The method bv which a distributor, an exporter,
or a licensed importer must remit tax to a supplier is qoverned
bv the tems of the contract between the supplier and the
distributor' exporter, or licensed importer and the supplier.
G.S. 105-449.76 qoverns the cancellation of a the license of a
distributor, an exporter, and an importer. "

Sec. 26. G.S. 105-449.92 reads as rewrittenl
"S 105-{49.92. Notice to suppliers of cancellation or reissuance
of certain licensesi effect of notice.

(a) Notice to SuppJ.iers. If the Secretary cancels a
distributor's fieenser license, an exDorter,s license, or an

toa
the

44
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"S 105-{49.93. Erenpt sale deduction and percentage discount for
licensed di"stri^brter* distributors and sone licensed inporters '(a) Deduction. -- A license holder listed
below may deduct from the amount of tax othenrise Bayable to a
supplier the amount calculated on motor fuel the Ci*triJrr.tcr
license holder received from the supplier and resold to a
govertaental unit whose purchases of notor fuel are exempt from
the tax under G.S. 105-449.88 if, when removing the fuelr the
Ci*triJau$er license holder used an access card or code specified
by the supplier to notify the supplier of the Ci€€r+bt*or4l
license holder's intent to resell the fuel in an exempt *aJe-
sale:

(1) A licensed distributor.
(21 A licensed importer that renoved the motor fuel

from a terminal rack of a permissive or an elective
supplier.

(b) Percentage Discounto -- A licensed distributor that pays
the exeiee tax due a supBlier by the date the suppJ,ier must pay
the tax to the State nay deduct from the anount due a discount of
one percent ( lt ) of tbe amount of tax payable. }Eggg.-gd
importer that removes motor fuel from a terrrinal rack of a
permissive or an elective supplier and that pavs the tax due the
supplier bv the date the suoplier must pav the tax to the State
mav deduct from the amount due a discount of the same amount
allowed a licensed distributor. The discount covers the expense
of furnishing a bond and losses due to shrinkage or evaporation.
A supplier may not directly or indirectly deny this discount to a
licensed distributor or licensed importer that pays the e*ei's'e
tax due the supplier by the date the supplier must pay the tax to
the State."

Sec. 28. G.S. 105-449.94 reads as rewritten:
"S 105-{49.9{. Quarterly reconciling return for erenpt sales by
licensed di^strihrter- distributor and some licensed importers.

(a) Return. A licensed distributor or a licensed importer
that deducts exempt sales under G.S. L05-449.93(a) when paying
tax to a supplier nust file a quarterly reconciling return for
the exempt sales. The return must list the following infor:nation:

(1) The number of gallons for which a deduction was
taken during the quarter, by supplier.

(21 The number of gallons sold in exempt sales during
the quarter, by type of sa1e, and the purchasers of
the fuel in the exempt sales.

(b) Paynent. -- If the number of gallons for which a Licensed
distributor or Iicensed importer takes a deduction during a
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quarter exceeds the number of exempt gallons sold, the licensed
distributor or licensed importer must pay tax on the difference
at the motor fuel rate. The licensed distributor or licensed
importer is not allowed a percentage discount when paying tax
under this subsection.

(c) Refund. If the number of gallons for which a licensed
distributor or licensed importer takes a deduction during a
quarter is less than the number of exempt gallons sold, the
Secretary must refund the amount of
tax paid on the difference. The Secretary must reduce the anount
of the refund by tbe amount of the percentage discount the
Cirtributer received on the fuel.

(C) Sxeeptien. -- Ir the nr*nrlaer e€ gallene fer wbieh a
lieenseC distribnter takes a deCuetien during a quarter equals
the nurnber ef enen[rt gallens seIC, the lieenseC CistribE€er is

quarter, Ehe Seeretary nay waive the requrrenent ef filing a
tt

Sec. 29. G.S. 105-449.95 reads as rewritten:us 105-449.95. Qgarterly hold hannless for licensed
dietri.h*er* distributors and some licensed importers.

(a) Calculation. At the end of each calendar quarter, the
Secretary must review the amount of discounts each licensed
distributor licensed importer received under G.S. 105-449.93(b).
The Secretary must determine if the amount of discounts the
distributor or importer received under that subsection in each
month of the quarter is less than the amount the distributor or
inporter would have received if the distributor or i-nrporter had
been allowed a discount on taxable gasoline purchased by the
distributor or inporter from a supplier during each month of the
quarter under the following schedule:

Percentaqe Discount

Next 100r000 gallons
Amount over 2501000 gallons
(b) Refund. If the amount the licensed distributor or

licensed importer received under G.S. 105-449.93(b) for a month
in the quarter is less than the amount the distributor or
inporter would have received on the distributor's or importer's
taxable gasoline purchases under the monthly schedule in
subsection (a) of this section, the Secretary must send the
distributor or importer a refund check for the difference. In
determining the anount of discounts a distributor or importer
received under G.S. 105-449.93(b) for gasoline purchased in a
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1 monthr a distributor or importer is considered to have received
2 the amount of any discounts the distributor or importer could
3 have received under that subsection but did not receive because
4 the distributor or importer failed to pay the tax due to the
5 supplier by the date the supplier had to pay the tax to the
6 State. "
7 Sec. 30. G.S. 105-449.95 reads as rewritten:
8 "S 105-449.95. Infortation required on retum filed by supplier.
9 A return of a supplier must list all of the following

t0 information and any other information required by the Secretary:
11 (1) The number of gallons of tax-paid motor fuel
L2 received bv the supplier during the nent*lrlrs
13 sn^plie=by a systen transfer, by month, sorted bv
14 type of fuel, @ seller, point of
15 oriqin, destination state, and carrier.
16 {*)- Ehe nustber- ef, gallens ef neter €uel imlrerted during
L7 the nenth by the snnplier by a neans ef tranefer
18 errtsiCe the terninal tranefer systen,
19 {3F ( 2 ) The number of gallons of motor fuel removed at
20 a terrninal rack during the month from the
2L account of the supplier, sorted by type of
22 fuelr\r receiving distributor, ana-----tey
23 ter*ieaL exporter, or importer, tenninal
24 code, and carrier.
25 {4} (31 The number of gallons of notor fuel removed
26 during the month for export, sorted by
27 r eaeh
28
29 tvpe of fuel, receivino distributor or
30 exporter, terminal code, destination state,
31 and carrier.
32 {+ ( 4 ) The number of gallons of motor fuel removed
33 during the
34 t'e'm:i.na:+! month at a terminal located in
35 another state for destination to this State,
36 as indicated on the shipping document for the
37 ts'eJ* fuel, sorted bv tvpe of fuel, receivinq
38 distributor, exporter, or imoorter, terminal
39 code, and carrier.
40 {4} t S t The number of gallons of motor fuel the
4L supplier sold during the
42 @ month to ei*her any of the
43 to:,:s*ing+ followinq, sorted by tvpe of fuel,
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b.

exenpt entity, receivino distributor, terninal
code, and carrier:
A governmental unit whose use of fuel is
exempt from the tax.
A licensed distributor that resold the motor
fuel to a governmental unit whose use of fuel
is exemFt from the tax, as *epe*ted indicated
by the distributor.
A licensed exporter that resold the motor fuel
to a person whose use of fuel is exempt from
tax in the destination state, as indicated bv
the exporter.
The amount of discounts allowed under G.S.
105-449.93 (b) on rnotor fuel sold during the
month to Iicensed
Ci.striJar*e+ distributors or licensed

C.

{4-} (6}

.tlnBgrters. tt

Sec. 31. G.S. 105-449.97 reads as rewritten:
"S 105-4{9.9'1. Deductions and discounts atlowed a suBplier when
filing a returat.

(a) Taxes Not Remitted. -- When a supplier files a return, the
supplier may deduct fron the amount of tax payable with the
return the amount of tax anv of the
followinq license holders owes the supplier but failed to remit
to the *ppfi^er,, supplier:

(1) A licensed distributor.
IZL A licensed importer that removed the motor fuel on

which the tax is due from a terminal of an elective
or a permissive supplier.

(3) A licensed exporter, if the destination state of
the exported motor fuel allows a supplier in that
state to deduct fron the amount of tax pavable with
a return the amount of tax an exporter licensed in
that state owes the supolier but fails to pay.

A supplier is not liable for tax a license
holder listed in this subsection owes the supplier but fails to
pay. If a listed license holder pays tax
owed to a supplier after the supplier deducts the amount on a
return, the supplier must promptty remit the Cistributser's
paynent to the Secretary. When a supplier deducts an amount not
paid to the supplier bv a licensed distributor or Licensed
€xporter on exported motor fuel, the Secretarv must notifv the
appropriate destination state of the failure and cooperate with
that state in recoverinq from the exporter the anount deducted.
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1 (b) Adninistrative Discounto -- A supplier that files a tinely
2 return nay deduct from the anount of tax payable with the return
3 an administrative discount of one-tenth of one percent (0.1t) of
4 the anount of tax payable to this State as the trustee, not to
5 exceed eight thousand dollars ($81000) a month. The discount
6 covers expenses incurred in collecting taxes on notor €neJ'..fu
7 Cietri"bnters.- fuel.
8 (c) Percentage Discounto -- A supplier that sells motor fuel
9 directly to an unlicensed distributor or unlicensed exporter or

10 to the bulk-end user, the retailer, or user of the fuel eaF mav
t 1 take the sane percentage discount on the fuel that a licensed
L2 distributor e.a* mav take under G.S. 105-449.93(b) when naking
13 deferred palments of tax to the supplier.,'
L4 Sec. 32. Effective JuIy L, L9971 G.S. 105-449.97(a), as
15 amended by Section 31 of this act, reads as rewritten:
L6 "(a) Taxes Not Renitted. -- When a supplier files a return, the
L7 supplier may deduct from the amount of tax payable with the
1.8 return the amount of tax any of the following license holders
19 owes the supplier but failed to remit to the supplier:
20 (1) A licensed distributor.
2L (21 A licensed importer that removed the motor fuel on
22 which the tax is due from a terninal of an elective
23 or a pemissive supplier.
24 ++ il fieenseC enfe-te
25 the experted neter fnel allews a s"pplier in tbat
26 state te dednet fren the arneunt ef tax payable with
27 a return the anreunts ef tax an e*perter lieeneeC in
28 tsbat statse ewes tshe supplier blrt fails te ^ay,
29 A supplier is not liable for tax a license holder listed in
30 this subsection owes the supplier but faits to pay. If a listed
31 license holder pays tax owed to a supplier after the supplier
32 deducts the amount on a return, the supplier must pronptly remit
33 the palment to the Secretary.
3a
35 exFerter en experte4 neter fuel, the Seeretary nr*et netify the
36 apFrepriate ClesE l
37 ',38 Sec. 33. G.S. 105-449.98 reads as rewritten:
39 "s 105-{49.98. Ihrties of supprier concerrring lnynents by
a0 di'stri"brt'er* distributors, exporters, and inporters.
4L (a) As Fiduciary. -- A supplier has a fiduciary duty to remit
42 to the Secretary the amount of tax paid to the supplier by a
43 ricensed ci^s+*jlx*c=- distributor, licensed exporter, or
44 licensed j,nporter. A supplier is liable for taxes paid to the
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supplier by a licensed Cietsisu*€r dlstribulor licensed
exporter, or licensed importer.

(b) Notification to Di,striJante=- Distributor or Exporter. -- A
supplier must notify a licensed distributor or licensed exporter
that received motor fuel from the supplier during a reporting
period of the number of taxable gallons received. The supplier
must give this notice after the end of each reporting period and
before the licensed distributor or licensed exporter must remit
to the supplier the amount of tax due on the fuel.

(c) Notification to Department. -- A supplier of motor fuel at
a teminal must notify the Departnent within 10 business days
after a return is due of any licensed distributors or licensed
exoorters that did not pay the tax due the supplier wben the
supplier filed the return. The notification must be transnitted
to the Department in the form required by the Department.

(d) Payment Application. -- A supplier that receives a payment
of c*eice tax from a distributor nay not
apply the payment to debts for motor fuel purchased from the
supplier. "

Sec. 34. G.S. 105-449.100 reads as rewritten:
"S l05-t149.100. Terminal ooerator
to file informational return showinq chanqes in amount of motor
fuel at the teruinal.

A terminal operator must nele f ile a monthly repert-te
infonnational return with the Secretary e€ that shows the amount
of motor fuel received or removed from the terrninal during the
month. The €€pert, return is due by the 25th day of the month
following the month covered by the repe=t+ne return. The return
must contain the following information and any other information
required by the Secretary:

(1) The number of gallons of motor fuel received in
inventory at the terminal during the month and each
position holder for the fuel.

(21 The number of gallons of motor fuel removed from
inventorv at the terminal during the month and, for
each removal, the position holder for the fuel and
the destination state of the fuel.

(3) The number of gallons of motor fuel gained or lost
at the ter:ninal during the month. "

Sec. 35. G.S. 105-449.101 reads as rewritten:
"s 105-449.101.
ltotor fuel transporter to f ile informational return sbwino
deliveries of imported or erported motor fuel.
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(a) Requirement. A person that transports, by pipeline'
marine vessel, railroad tank car, or transport truck, rnotor fuel
that is being imported into this State or exported from this
State must ne*o f ile a nonthly repert+e informational return
with the Secretary e€ that shows motor fuel received or delivered
for import or export by the transporter during the month. This
reguirement does not apply to a distributor that is not required
to be licensed as a motor fuel transporter.

(b) Content. The cepert, return required by this section is
due by tbe 25th day of the month following the month covered by
the -cpert-ana return. The return must contain the following
information and any other infornation required by the Secretary:

(1) The nane and address of each person from whom the
transporter received motor fuel outside the State
for delivery in the State, the amount of motor fuel
received, the date the motor fuel was received, and
the destination state of the fuel.

(21 The name and address of each person from whom the
transporter received motor fuel in the State for
delivery outside the State, the amount of motor
fuel delivered, the date the motor fuel was
delivered, and the destination state of the fueI."

Sec. 36. G.S. 105-449.L02 reads as rewritten:
"S 105-449.102. Icpert-et Distributor to file return showinq
erlnrts fron a bulk plant.

(a) Return. -- A distributor that exports motor fuel from a
bulk plant located in this State nust nale file a monthfy repe=t
te return with the Secretary ef that shows the exports. The
-epe* return is due by the 25th day of the montb following the
month covered by the return. The return
serves as a clain for refund bv the distributor for tax paid to
this State on the exported motor fuel.

(b) Contento -- The return must contain the following
infonnation and any other infor:nation required by the Secretary:

(1) The nunber of gallons of motor fuel exported during
the month.

(21 lrhe destination state of the motor fuel exported
during the month.

(3t A certification that the distributor has paid to
the destination state of the notor fuel exported
durino the month, or will pav on a timelv basis'
the amount of tax due that state on the fuel."

Sec. 37. Part 4 of Article 35C of Chapter 105 of the
General Statutes is amended by adding a new section to read:
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"S 105-t119.104. Use of nane anrd account nunber on return.
When a transaction with a person licensed under this Article is

reguired to be reported on a return, the return must state the
license holder's name and the account number used bv the
Department to identifv the license holder. The name of a license
holder and the license holder's account number is stated on the
lists compiled under G.S. 105-449.77."

Sec. 38. G.S. 105-449.105 reads as rewritten:
"S 105-449.105. Refunds ulpn application for tar lnid on erenpt
fuelr lost fuel, # fuel unsalable for highway use,
and urdyed diesel fuel used in boats.

(a) Exempt Fuelo -- A distributor nay obtain a refund of tax
paid by the distributor on motor fuel sold to a govertrmental unit
whose use of motor fuel is exempt from the motor fuel excise tax.
A governmental unit whose use of motor fuel is exempt from the
notor fuel excise tax may obtain a refund of tax paid by it on
motor fuel. A person may obtain a refund of tax paid by the
person on exported fuel, including fuel whose shipping document
shows this State as the destination state but was diverted to
another state in accordance with the diversion procedures
established by the Secretary.

(b) Lost Fuelo -- A supplierr dD importerr of, a distributor
that loses tax-paid motor fuer due to danage to a conveyance
transporting the notor fuel, fire, a natural disaster, an act of
war, or an accident may obtain a refund for the tax paid on the
fuel.

(c) Accidental l{ixeso -- A person that accidentalty conbines
any of the following nay obtain a refund for the amount of tax
paid on the fuel:

Dyed diesel fuel with tax-paid motor fuel.
Gasoline with diesel fuel.
Undyed diesel fuel with dyed kerosene.

(d) Marina A narina may obtain a refund of tax paid by the
marina on undyed diesel fuel purchased for use in a boat or
another marine vessel. The refund applies only to undyed diesel
fuel delivered at the tine of purchase into a storage facitity
that is marked "For Boat Use Only" or another phrase that clearly
indicates the fuel is not to be used to operate a highway
vehicle.

(e) Refund Amounto -- The amount of a refund allowed under
this section is the amount of tax paj* paid, less the amount of
any discount allowed on the fuel under G.S. 105-449.93.,'

Sec. 39. G.S. 105-449.115(e) reads as rewritten:

(1
(2
(3
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1 "(e) Duties of Person Receiving Shipnento -- A person to whom
2 motor fuel is delivered by railroad tank car or transport truck
3 nay not accept delivery of the motor fuel if the destination
4 state shown on the shipping docunent for the notor fuel is a
5 state other than North Carolina. To detemine if the shipping
6 docunent shows North Carolina as the destination state, the
7 person to whom the fuel is delivered nust exanine the shipping
I document and must keep a copy of the shipping document. The
9 person must keep a copy at the place of business where the notor

10 fuel was delivered for 90 days from the date of delivery and must
11 keep it at that place or another place for at least three years
L2 from the date of delivery. A person who accepts deliverv of
13 motor fuel in violation of this subsection is iointly and
14 severallv liable for any tax due on the fuel."
15 Sec. 40. G.S. 105-449.115(f) reads as rewritten:
L5 "(f) San€ti€ns- Sanctions Aqainst Transporter. -- The following
L7 acts are grounds for a civil penalty payabte to the Departnent of
1.8 Transportation, Division of lrlotor Vehiclesr or the Department of
L9 Revenue:
20 (1) Transporting motor fuel in a railroad tank car or
2L transport truck without a shipping document or with
22 a false or an incomplete shipping document.
23 (21 Delivering rnotor fuel to a destination state other
24 than that shown on the shipping document.
25 The penalty imposed under this subsection is payable by the
26 person in whose name the conveyance is registered, if the
27 conveyance is a transport truck, and is payable by the person
28 responsible for the movement of motor fuel in the conveyance, if
29 the conveyance is a railroad tank car. The amount of the penalty
30 depends on
31 enC whether the person against whon the penalty is assessed has
32 previously been assessed a penalty under this subsection. For a
33 first assessment under this subsection, the penalty is th€{neung
3A
35 one thousand five hundred dollars (91,5001.
35 For a second or subsequent assessment under this subsection, tbe
37 penalty is tle greater ef ere i+e
38 tines the arneunts ef neter fnel tale payable en the rnElre^erly
39 transperteC er diverteC neter fuel- seven thousand five hundred
40 dollars ($7'500). A penalty inrposed under this subsection is in
41 addition to any motor fuel tax assessed.,,
42 Sec. 4I. Part 5 of Article 36C of Chapter 105 of the
43 General Statutes is amended by adding a new section to read:
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tt

of a notor fuel sanple.
A person who refuses to allow the takino of a motor fuel sample

is subiect to a civil penaltv of one thousand dollars ($1,000).
The penaltv is pavable to the Department of Transportationr
Division of Motor Vehicles, or the Departrnent of Revenue. If the
refusal is for a sample to be taken from a vehicle, the penaltv
is pavable bv the person in whose name the vehicle is reoistered.
If the refusal is for a sample to be taken from anv other storaoe
tank or container, the penaltv is pavable bv the owner of the
@"

Sec. 42. G.S. 105-449.120(a) reads as rewritten:
"(a) Class 1. -- A person who commits any of the following acts

is guilty of a Class t misdemeanors
(1) Fails to obtain a license required by
(21 Willfully fails to ne*e file a

required by this Article.

this Article.
$€pert, return

(3) willfully fails to pay a tax when due under this
Article. Failure to conply with a requirement of a
supplier to remit tax payable to the supplier by
electronic funds transfer is considered a failure
to make a tinely palrment.

(3a) Willfullv fails to pav to a destination state tax
collected on behalf of that state when due.

(4) Makes a false statement in an applicationr a
€€per+ return, or a statement required under this
Article.

( 5 ) Irlakes a false statement in an application for a
refund.

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

(7) Refuses to allow the Secretary or a representative
of the Secretary to examine the person's books and
records concerning motor fuel.

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

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

(10) Fails to show or give a shipping document as
required under this Article.

(11) Willfullv refuses to allow a licensed distributor,
a licensed exporter, or a licensed importer to
defer pavment of tax to the supplier, as required
@"
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(L2l Willfullv refuses to allow a licensed distributor
or a licensed inporter to take the discount allowed
bv G.S.105-449.93 when remittinq tax to the
supplier. "

Sec. 43. G.S. 1.05-449.121(a) reads as rewritten:
"(a) What l,lust Be Kepto -- A person who is reqrli#

e rcpert er file a retng unCer Part I ef tbis Jlrtiele subiect to
audit under subsection (b) of this section must keep a record of
all shipping documents or other documents used to determine the
infernatien previCeC in the repert er -eturn, information tbe
person provides in a return or to determine the person's motor

L2 fuel transactions. The records must be kept for three years
13 from the due date of the €€p€rtFer return to which the records
la appf* applv or, if the records applv to a transaction not
15 required to be reported in a return, for three vears from the
16 date of the transaction. "
L7 Sec. 44. G.S. 105-449.130 reads as rewritten:
18 " S 105-449. 130. Ilef initions.
19
20
2t
22
23
24
25
26
27
28
29
30
31
32
33
34
3s
36
37
38
39
40
41
42
43
44

The following definitions appty in this Articler
( 1) Alternative fuel o -- A cornbustible gas or f iquid

that can be used to generate power to operate a
highway vehicle and that is not subject to tax
under Article 36C of this Chapter.

(21 Bulk-end user. -- A oerson who maintains storagg
facilities for alternative fuel and uses part or
all of the stored fuel to operate a hiqhwav
vehicle.

++F l-LL Higbwayo -- Defined in G.S. 20-4.01.(13).
€). (4 ) Highway vehicleo -- Def ined in G.S. 105-

449.60.
( 5 ) Motor fuel o -- Def ined in G. S. 1.05-449.60.
l-Q-L Motor fuel rateo -- Defined in G.S. 105-

449.60.
(7) Provider of alternative fuel. -- A person who does

one or more of the followino:
El. Acquires alternative fuel for sale or deliverv

to a bulk-end user or a retailer.
Maintains storaqe facilities for alternative
fuel, part or all of which the the person uses
or sells to soneone other than a bulk-end user
or a retailer to operate a hiohwav vehicle.
Sells alternative fuel and uses part of the
fuel acquired for sale to operate a hiqhwav
vehicle bv means of a fuel supplv line fron

{4f
{+

b.
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1 the carqo tank of the vehicle to the enqine of
2 the vehicle.
3 d. Imports alternative fuel to this State, bv a
4 means other than the usual tank or receptacle
5 connected with the enqine of a hiqhwav
5 vehicle, for use bv that person to operate a
7 hiqhwav vehicle.
I (81 Retailer. -- A person who maintains storaqe
9 facilities for alternative fuel and who sells the

10 fuel at retail or dispenses the fuel at a retail
11 "
L2 Sec. 45. G.S. 105-449.131 reads as rewritten:
13 "S 105-4{9.131. List of persons who nrst have a license.
14 A person may not engage in business in this State as any of the
15 following unless the person has a license issued by the Secretary
16 authorizing the person to engage in that business:
L7 (1) A provider of alternative fuel.
l-8 (21 A bulk-end
L9 user..
20 (3) A
2L
22 retailer.."
23 Sec. 46. G.S. 105-449.134 reads as rewritten:
24 "S 105-449.13{. Denial or cancellation of license.
25 The Secretary may deny an application for a license or cancel a
26 license under this Article for the sane reasons that the
27 Secretary €alr may deny an application for a license or cancel a
28 license under Article 36C of this Chapter. The Brocedure in
29 Article 36C for cancelling a license applies to the cancelLation
30 of a license under this Article."
3L Sec. 47. G,S. 105-449.136 reads as rewritten:
32 "S 105-449.136. Iar on alternative fuel.
33 A tax at the motor fuel rate is imposed on liquid alternative
34 fuel used to operate a hiqhwav vehicle by means of a vehicle
35 supply tank that stores fuel onlv for the purpose of supplving
36 fuel to operate the vehicle. A tax at the equivalent of the
37 motor fuel rate is imposed on all otheq alternative fuel used to
38 operate a highway vehicle. The Secretary must deter:nine the
39 equivalent rate. The exemptions from the tax on motor fuel in
40 c.S. 105-449.88(2), (3), and (4) appty to the tax inposed by this
41 section. The refunds for motor fuel tax allowed by Part 5 of
42 Article 36C of this Chapter apply to the tax imposed by this
43 scetic* section, except that the refund allowed bv G.S. 105-
44 449.107(bl for certain vehicles that use power takeoffs does not
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1 aoplv to a vehicle whose use of alternative fuel is taxed on the
2 basis of miles driven. The proceeds of the tax imposed by this
3 section must be allocated in accordance with G.S. 105-449.125."
4 Sec. 48. G.S. 105-449.138 reads as rewritten:
5 "S 105-449.138. nequirenents for tnrlk-end users and retailers.
6 (a) n€pert'e- Infonnational Return. A bulk-end user e€
? afbrnetive fuef th
8 vcbicJe and a retailer
9 ef the fnel fer nse in a highway vehiele must file a quarterly

10 *eper8 informational return with the Secretary. A quarterly
11 repe=g return covers a calendar quarter and is due by the last
12 day of the month that follows the quarter covered by the €€Pe*r
13 return.
1.4 The r€perE return must give the following information and any
1"5 otber information required by the Secretarye
16 (1) The amount of alternative fuel received during the
L7 quarter.
18 (21 The anount of alternative fuel sold or used during
L9 the quarter.
20 (b) Storageo -- A storage facility used by a bulk-end user e€
21 M or a retailer Mmust be marked
22 in a manner similar to that required for diesel fuel by G.S. 105-
23 449.87(c) if the alternative fuel stored in the facility is to be
24 used for a purpose other than to operate a highway vehicle."
25 Sec. 49. G.S. 105-449.139 is amended by adding the
26 following subsection to readl
27 "(c) Lists. -- The Secretary must qive a list of licensed
28 alternative fuel providers to each licensed bulk-end user and
29 licensed retailer. The Secretarv must also qive a list of
30 licensed bulk-end users and licensed retailers to each licensed
31 alternative fuel provider. A list must state the name, account
32 nunber, and business address of each license holder on the list.
33 The Secretarv must send an annual update of a list to each
34 license holder, as appropriate. "
35 Sec. 50. G.S. 105-449.57 reads as rewritten:
36 "S 105-449.57. Coolnrative agreenents between sta€'e*
37 iurisdictions.
38 The Secretary nay enter into cooperative agreements with other
39 s**ter iurisdictions for exchange of information in administering
40 the tax imposed by this Article. No agreement, arrangement'
4L declaration, or amendment to an agreement is effective until
42 stated in writing and approved by the Secretary.
43 An agreement may provide for detemining the base state for
44 nrotor carriers, records requirenents, audit proceduresr exchange
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of information, persons eligible for tax licensingr def ining
qualified motor vehicles, deternining if bonding is requiredt
specifying reporting requirements and periods, including defining
unifor:m penalty and interest rates for late reporting'
detemining methods for collecting and fonrarding of gasoline or
other motor fuel taxes and penalties to another jurisdiction, and
such other provisions as will facilitate the adninistration of
the agreement.

fn accordance with G.S. 105-259, the Secretary nay, as required
by the terms of an agreenent, fonrard to officials of another
st*tc iurisdiction any information in the Department's possession
relative to the use of gasoline or other motor fuels by any motor
carrier. The Secretary may disclose to officials of another
ftitc iurisdiction the location of offices, motor vehicles, and
other real and personal property of motor carriers.

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

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

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

The Secretary may not enter into any agreement that would
increase or decrease taxes and fees imposed under Subchapter V of
Chapter 105 of the General Statutes, and any provision to the
contrary is void. "

Sec. 51. G.S. 105-236(10) is amended by adding a new
subpart to read:

"A For failure to file an informational return
required bv Article 35C or 36D of this Chapter
bv the date the return is duer there shall be
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I assessed as a tax a penaltv of fiftv dollars
2 ($50.00).,,
3 Sec. 52. G.S. 105-253(b) reads as rewritten:
4 "(b) Each responsible corporate officer is personally and
5 individually liable for all of the following:.
6 (1) Alt sales and use taxes collected by a corporation
7 .upon taxable transactions of the corporation.
8 (21 All sales and use taxes due upon taxable
9 transactions of the corporation but upon which the

L0 corporation failed to collect the tax, but only if
11 the responsible officer knew, or in the exercise of
L2 reasonable care should have known, that the tax was
L3 not being collected.
L4 (3) ALl taxes due from the corporation pursuant to the
15 provisions of Article W 36C and
16 36D of Subchapter V of this Sh€pt€F- Chapter and
17 aII taxes pavable under those Articles bv the
18 corporation to a supplier for remittance to this
L9 State or another state.
20 The liabitity of the responsible corporate officer is satisfied
21. upon tinely remittance of the tax @ by the
22 corporation. If the tax remains unpaid by the corporation after
23 it is due and payable, the Secretary may assess the tax against,
24 and collect the tax from, any responsible corporate officer in
25 accordance with the procedures in this Article for assessing and
26 collecting tax from a taxpayer. As used in tbis section, the term
27 'responsible corporate officer' includes the president and the
28 treasurer of the corporation and any other officers assigned the
29dutyoffi1in9taxreturnsandrernittingtaxes@
30 on behalf of the corporation. Any penalties that may be imposed
31 under c.s. 105-236 and that apply to a deficiency shalt apply to
32 any assessment made under this section. The provisions of this
33 Article apply to an assessment made under this section to the
34 extent they are not inconsistent with this section.
35 The period of limitations for assessing a responsible corporate
35 officer for unpaid taxes under this section shall expire one year
37 after the expiration of the period of linitations for assessment
38 against the corporation. "
39 Sec. 53. G.S. 119-15 reads as rewritten:
40 "S 119-15. Definitions tiat apply to Article.
4L The following definitions apply in this Article:
42 (1) Alternative fuel. -- Defined in G.S. 105-449.130.
43 (21 Gasolineo -- Defined in G.S. 105-449.60.
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I (3) Keroseneo -- Petroleum oil that is free from water,
2 glue, and suspended matter and that meets tbe
I specifications and standards adopted by the
4 Gasoline and OiI Inspection Board.
5 lgt Kerosene distributor. -- A person who acquires
6 kerosene from anv of the followinq for sutsequent
7 sale:
I €1. A supplier licensed under Part 2 of Article
9 35C of Chapter 105 of the General Statutes.

10 b. A kerosene supplier.
1.1 c. Another kerosene distributor.
L2 (5) Kerosene supplier. -- A person who is not required
13 to be licensed as a supplier under Part 2 of
14 Article 36C of Chapter 105 of the General Statutes
L5 and who maintains storaqe facilities for kerosene
16 to be used to fuel an airplane.
L7 {4} (6) Motor fuelo -- Defined in G.S. 105-449.60.
18 ++ (7) Person. -- Defined in G.S. LO5-229.90."
19 Sec.54. G.S. 11.9-16.2 reads as rewritten:
20 "S 119-15.2. Agplication for license.
2L (al l{hen Required. -- A person may not engage in business as a
22 kerosene aisAriJrrrt^er suoplier unless the person i@
23 rupplier er a Cistributer under Part 2 e€ lrtiele 35C eC €hap€er
24 105 ef tbe General Statutes er has a kerosene supplier license
25 issued under this section. A kerosene distributor is required to
26 have a kerosene distributor license onlv if the distributor
27 imports kerosene. Other kerosene distributors may elect to have
28 a kerosene distributor license. A licensed kerosene distributor
29 that buvs kerosene from a supplier licensed under Part 2 of
30 Article 35C of Chapter 105 of the General Statutes has the riqht
31 to defer patrment of the inspection tax until the supplier is
32 required to remit the tax to this State or another State. A
33 licensed kerosene distributor that pavs the tax due a supplier
34 licensed under that Part by the date the supplier nust pay the
35 tax to the State mav deduct from the amount due a discount in the
36 amount set in G.S. 105-449.93.
37 (b) Application. -- To obtain a license under this section, an
38 applicant must file an application with the Secretary of Revenue
39 on a fom provided by the Secretary and file with the Secretary a
40 bond in the amount required by the Secretary, not to exceed
4t twenty thousand dollars ($ZOr000). An applicant must give the
42 Secretary the same infomation the applicant would be required to
43 give under Part 2 of Article 36C of Chapter 105 of the General
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1 Statutes if the applicant were applying for a license under that
2 Part.
3 (c) General. -- A bond fited under this section must be
4 conditioned on conpliance with this Article, be payable to the
5 State, and be in the for:n required by the Secretary. A license
6 issued under this section remains in effect until surrendered or
7 canceled, must be displayed in the same manner as a license
8 issued under Part 2 of Article 36C of Chapter 105 of the General
9 Statutes, and is subject to the same restrictions as a license

L0 issued under that Part. A person who fails to comply with this
Ll section is guilty of a Class 1 misdem€dnor. rl

L2 Sec. 55. G.S. 119-18(a) reads as rewritten:
1.3 "(a) Tax. -- An inspection tax of one fourth of one cent (L/4
1.4 of lC ) per gallon is levied upon all
15 M of the followinq fuel, reqardless of whether
16 the fuel is exempt from the per-gallon excise tax imposed by
17 Article 35C or 35D of Chapter 1.05 of the General Statutes:
LB (1) Motor fuel that is not dved diesel fuel.
19 (21 Dved diesel fuel used to operate a hiqhwav vehicle.
20 1-3.I Alternative fuel used to operate a hiahwav vehicle
2L (4) Kerosene.
22 The inspection tax on motor fuel is due and payable to the
23 Secretary of Revenue at the same time that the per gallon excise
24 tax on motor fuel is due and payable under Article 36C of Chapter
25 105 of the General Statutes. The inspection tax on alternative
26 fuel is due and payable to the Secretary of Revenue at the same
27 tine that the excise tax on alternative fuel is due and payable
28 under Article 36D of Chapter L05 of the General Statutes. the
29 inspection tax on kerosene is payable monthly to the Secretary by
30 a Cistribntser requireC te be lieensed nnder C,S. 119-16,3,
31 supplier that is licensed under Part 2 of Article 36C of Chapter
32 105 of the General Statutes and bv a kerosene supolier. A
33 nonthly report
34 e'S' ll9-15,3 is due by the :O+b 22nd of each month and applies
35 to kerosene sold durinq the precedinq month by a supplier
36 licensed under that Part and to kerosene received durinq the
37 precedinq month by the Cistributer CEring tsbe preeeding nenth- a
38 kerosene suoplier."
39 Sec. 56. The following sections in Article 3 of Chapter
40 LL9 of the General Statutes are repealed:
4L G.S. 119-40 lrlanufacturers to notify Conmissioner of
42 shipments.
43 G.S. 119-41 Persons engaged in transporting are subject to
44 inspection laws.
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G. S. 11.9-44 Registration
napthas and

Sec. 5'l . Sections
ef fective iluly 1, 1997. lfhe
become effective July L, 1996.

of exclusive industrial users of
coal tar solvents.
2L and 32 of this act become
remaining sections of this act
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TAX AT RACK FINE TUNING

I. IMPORTER AND EXPORTER CHANGES

1.1 Clarifies the licensing requirements for importing and exporting motor
fuel.

An exporter license is optional, but any licensed exporter gets defened
payment and the ability to pay at the rate of the destination state.

A separate importer license is not required if the person is licensed as
a distributor and buys only from an elective or a permissive supplier.

1.2 Clarifies that a licensed importer that buys fuel from an out-of-state
elective or permissive supplier gets deferred payment and the
discount.

1.3 Allows exports to be sold without collecting the destination state tax if
the use in the destination state is exempt.

Clarifies that destination state taxes collected by North Carolina
suppliers are payable either to the destination state or the Secretary of
Revenue by the due date setunderthe destination state law.

Authorizes an out-of-state br,rlk end user to export fuel in specified
circumstances.

II. BLENDER AND ETHANOL CHANGES

2.1 Clarifies that the tax on fuel grade ethanol parallels the tax on other
gasoline and is payable by the highest person in the distribution chain.
In most cases, that percon is a fuel alcohol provider - a supplier by
definition.

2.2 Requires a blender to post a bond if the blende/s average expected
annualtax liability is at least $2,000.

III. ALTERNATIVE FUEL CHANGES

3.1 Clarifies the definition of alternative fuel provider by including use by
the provider and eliminating those who provide altemative fuel for a
non-highway use, such as home heating.

3.2 Makes a clariffing change to the alternative fuel refunds for vehicles
that use power take offs.

1.4

1.5
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Requires the Secretary to provide lists of licensed alternative fuel
providers, licensed bulk-end users and licensed retailers.

IV. INSPECTION TAX CHANGES

4.', Makes the timing of payment of the inspection tax parallel that for
motor fuel.

4.2 Eliminates need for kerosene distributor license in most
circumstances.

V. PENALW CHANGES

5.1 lmposes liability on a person who accepts delivery of fuel when the
shipping document for the fuel shows a different destination state for
the fuel. The person is jointly and severally liable for any tax due on
the fuel.

5.2 Adds as Class 1 misdemeanors and, by operation of 449.76, as
grounds for revoking a license the willful failure by a supplier to pay
destination state tax, the failure by a supplier to allow the Tloat", and
the failure by a supplier to allow the 'discount'.

5.3 Adds a civil penalty for refusal to allow a sample of motor fuel to be
taken.

Adds a penalty payable by a terminal operator when the operator has
unaccounted for losses of motor fuel at the terminal; the penalty
equals the amount of tax due on the unaccounted for fuel.

Changes the penalty for failure to comply with the destination state
shipping document requirement from a variable rate based on the
amount of fuel shipped to a flat rate that is equivalent to the amount
now due on a full load.

Adds a $50 penalty for failure to file a motor fuel informational retum.

Clarifies when officers of motor fuel corporations can be held liable for
unpaid motor fuel taxes.

3.3

5.4

5.5

5.6

5.7

158



TAX AT RACK FINE TUNING (Continued)

VI. OTHER MOTOR FUEL CHANGES

6.1 Authorizes the Secretary to deny a motor fuel license to a person
whose motor fuel license issued by another state was revoked.

6.2 Adds a definition of in-state-only supplier and tax for clarification.
Suppliers are one of three types - elective, permissive, or in-state only.
The tax definition makes it clear that the term includes all charges
imposed on a per gallon basis. This has significance for destination
state taxes in states that impose environmental fees on motor fuel that
are disguised excise taxes.

6.3 Clarifies that refunds of the total motor fuel tax are net of any discount
already allowed.

6.4 lmposes a tax on unauthorized behind-the-rack transferc in the same
circumstances in which a federaltax is imposed.

VII. REPORTING CHANGES

7.1 Requires the Secretary to give appropriate lists of license holders to
other license holders to enable them to report transactions using the
correct name and account number.

7.2 Conforms the information required on a supplie/s retum to that
requested on the forms.

7.3 Requires all returns to state names and account numbers.

7.4 Clarifies that everyone who can be audited must keep appropriate
records.

7.5 Requires distributors to file quarterly reconciling retums of exempt
sales even if the amount reported to a supplier and the amount
actually sold are the same, so that Revenue will know who purchased

exempt fuel.
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FISCAL REPORE
TISCAI, RESEARCH DIVISION
Aprit L2, 1996

Proposal * 9: Tax at the Rack Fine Tuning

Backqround:
The 1995 General Assenbly passed Senate biU 943, introduced by
Senator Kerr, to "address motor fuel tax evasion and to i-mprove
the administration of the motor fuel taxes by changing the point
of taration of gasoline and diesel fuel". The bill noved the
point of taxation up the distribution chain to the "rack' at the
notor fuel terminal. This method of taxation greatly reduces the
nurnlcer of taxpayers and parallels the federal system.

Surnnarv:
This proposed bill fine tunes the 1995 tax at rack legislation.
Effective Date:ffi
No fiscal impact to the Highway Fund or Highway Trust Fund.
fiscal Effect:
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I,BGISLATfVE PROPOSAL l0
95-LJ-27 ( 1.2 )(rErs Is A DRAFT ArlD IS ttOT RB,ADY FOR II|TRODUCTIOII)

Short Title: Linit Franchise Add-Back For Debt. (Public )

Sponsors: Representatives
Neely, Robinson,

Shaw, Blue, Cansler, Capps, Church,
and Shubert.

Referred to:

L

2

3

4

5

6

7

8

9

10
11
t2
13
14
15
L5
L7
18
19
20
2L
22

A BILL TO BE ENTITLED
Al[ ACT TO DELETE THE REQUTREI.{ENT THAT A COMPAI{Y ADD BACK TO rTS

NET WORTH FRAIICHISE TA)( BASE THE AI.IOT'NT OF ITS LOAI{S THAT ARE
PAYABLE TO AII T'NREI,ATED COMPANY BUT ARE ENDORSED OR GUARAIITEED
BY A RELATED COMPAI{Y' AS RECOI{MENDED BY THE DEPARTUENT OI'
REVENUE.

The General Assenhly of North Carolina enacts:
Section 1. G.S. 105-122(b) reads as rewritten:

"(b) Every such corporation taxed under this section shall
determine the total amount of its issued and outstanding capital
stock, surplus and undivided profitsi no reservation or
allocation from surplus or undivided profits shall be allowed
other than for definite and accrued legal liabilities, except as
herein provided; taxes accrued, dividends declared and reserves
for depreciation of tangible assets as permitted for income tax
purposes shall be treated as deductible tiabilities. There shall
also be treated as a deductible liability reserves for the entire
cost of any air-cleaning device or sewage or waste treatnent
plantr including waste lagoons, and pollution abatement equipment
purchased or constructed and installed which reduces the amount
of air or water pollution resulting from the emission of air
contaminants or the discharge of sewage and industrial wastes or
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1 other polluting materials or substances into the outdoor
2 atlosphere or streams, Iakesr or rivers, upon condition that the
3 corporation claiming such deductible liability shall furnish to
4 the Secretary a certificate from the Department of Environment,
5 Health, and Natural Resources or from a local air pollution
6 control progran for air-cleaning devices located in an area where
7 the Environmental llanagement Connission has certified a local air
8 pollution control progran pursuant to G.S. L43-215.112 certifying
9 that the Environnental }lanagement Commission or local air

10 pollution control program has found as a fact that the air-
11 cleaning device, waste treatment plant or pollution abatement
L2 equipment purchased or constructed and installed as above
13 described has actually been constructed and installed and that
L4 such plant or equipment courplies with the requirements of the
15 Environnental l{anagement Conmission or local air pollution
16 control prograrn with respect to such devices, plants or
L7 equipnent, that such device, plant or equipment is being
18 effectively operated in accordance with the ter:ms and conditions
t9 set fortb in the permit, certificate of approval t ot other
20 document of approval issued by the Environmental Managenrent
21 Connission or local air pollution control program and that the
22 primary purpose thereof is to reduce air or water pollution
23 resulting from the emission of air contaminants or the discharge
24 of sewage and waste and not merely incidental to other purposes
25 and functions. The cost of purchasing and installing equipnent
26 or constructing facilities for the purpose of recycling or
27 resource recovering of or from solid waste or for the purpose of
28 reducing the volume of hazardous waste generated shall be treated
29 as deductible for the purposes of this section upon condition
30 that the corporation claiming such deductible liability shall
31 furnish to the Secretary a certificate from the Department of
32 Environment, Health, and Natural Resources certifying that the
33 Departnent of Environment, Health, and Natural Resources has
34 found as a fact that the equipment or facility has actualLy been
35 purcbased, installed or constructed, that it is in confor^mance
36 with all rules and regulations of the Department of Environment,
37 Healthr and Natural Resources, and the recycling or resource
38 recovering is the primary purpose of the facility or equipment.
39 The cost of constructing facilities of any private or public
40 utility built for the purpose of providing sewer service to
41 residential and outlying areas shall be treated as deductible for
42 the purposes of this sectioni the deductible liabitity allowed by
43 this section shall apply only with respect to such pollution
44 abatement plants or equipment constructed or installed on or
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1 after January Lt 1955. Treasury stock shall not be considered in
2 computing the capital stock, surplus and undivided profits as the
3 basis for francbise tax, but shall be excluded proportionately
4 from said capital stock, surplus and undivided profits as the
5 case may be upon the basis and to the extent of the cost thereof.
6 In the case of an international banking facility, the capital
7 base shall be reduced by the excess of the amount as of the end
8 of the taxable year of aII assets of an international banking
9 facility which are enrployed outside the United States over

10 liabitities of the international banking facility owed to foreign
11 persons. For purposes of such reduction, foreign persons sball
12 have the sane meaning as defined in G.S. 105-130.5(b)(13)d.
13 Every corporation doing business in this State which is a
14 parent, subsidiary, or affiliate of another corporation shall add
15 to its capital stock, surplus and undivided profits all
16 indebtedness owed to a parent,
L7 subsidiary or affiliated corporation as a part of its capital
18 used in its business and as a part of the base for franchise tax
19 under this section. The term "indebtedness[ as used in this
20 paragraph M includes all loans, credits, goods,
21 *ppljes supolies, or other capital of whatsoever nature
22 furnished by a parent, subsidiary, or affiliated €€Eperatietu
23 corporation, other than indebtedness endorsed, quaranteed, or
24 otherwise .supported bv one of these corporations. The terms
25 "parentr " "subsidiaryr', and ,'af f iliate', as used in this paragraph
26 shall have the meaning specified in G.S. 105-130.5. If any part
27 of the capital of the creditor corporation is capital borrowed
28 from a source other than a parent, subsidiary or affiliate, the
29 debtor corporation, which is required under this paragraph to
30 include in its tax base the amount of debt by reason of being a
31 parent, subsidiary, or affiliate of the said creditor
32 corporation, may deduct from the debt thus included a
33 proportionate part deternined on the basis of the ratio of such
34 borrowed capital as above specified of the creditor corporation
35 to the total assets of the said creditor corporation. Further,
36 in case the creditor corporation as above specified is also
37 taxable under the provisions of this section, such creditor
38 corporation shall be allowed to deduct from the total of its
39 capital, surplus and undivided profits the anount of any debt
40 owed to it by a parent, subsidiary or affitiated corporation to
41 the extent that such debt has been included in the tax base of
42 said parent, subsidiary or affiliated debtor corporation
43 reporting for taxation under the provisions of this section."
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2. Bhis act

or after October
is effective for taxable years

L,1996.
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Explanation: Limit Franchise Add-Back For Debt

Under current law, a oorporation that is a parent, a subsidiary, or an affiliarc of
another corporation is requircd to add back to its net worttr franchise tax base the

amount of any debt it has that is payable to its parent, affiliate, or subsidiary or is
endors€d or guaranteed by its parent, sffliate, or subsidiary. Debt that is not payable

to a par€nt, affiliate, or subsidiary and is not guaranteed by one of these oorporations is

not rcquirpd to be added bacl to the base. This proposal deletes the requirement that

debt endorsed or guaranteed by a related oompany be added back and retains the

requirunent ttnt debt payable to a related oompany be added back. Ttre change is
effective for taxable years beginning on or after October I, 1996. The change is made

at the reommendation of the Department of Rwenue and is expected to have a
negligible fiscal impact.

The Department recommended this change bcause of the difficulty of enforcing it
and the lack of need for the requirement. Ttre existene of endorsed or guaranteed debt

is often not readily ascertainable from the financial statements of a corporation. lVhen
a oorporation endorses or guarantees a debt, it makes no accormting entry, such as the

creation of a liability, to acknowledge the endorsement or guarantee. If the amormt of
debt endorsed or guaranteed is significant, the existence of the debt will be rcflected in
a footnote of the financial statements.

The franchise tax is a tax on corporations for the right or privilege to exist as a

oorporate entity and, in the case of foreign oorporations, the right or privilege to do

business in a oorporate capacity in Norttr Carolina. The tax is levied on the assets of a
corporation. The tax rate is $1.50 per $1,(D0 with a minimum of $35.

The franchise tax base on which the tax is computed is the largest of the

following:
(1) Capital stock, surplus, and undivided profits.

Q) 55% of appraised property tax value of all taxable personal property

(3) The corporation's actual investment in tangible property in North Carolina.

The add-back requirement is imposed to prevent related oompanies from
understating their net worth through meailt of transactions with each other. A
corporation can make capital available to another corporation in several ways. For
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example, it can buy the corporation's stock or loan the oorporation money. The stock

purchase would be rcflected in the net worth of the company but the debt would be a

deduction in oomputing net worth. To establish the eonomic reality betrneen the

companies, the loan is required to be added back so that it is in effect treated the same

as the stock purchase.

Under current hw, endorsed or grraranteed debt is requircd to be added back also

wen though the oorporation naking the endorsement or guarantee did not decrease its

capital to increase tlnt of the corporation reoeiving the loan. Endorsed or guaranteed

debt is more like third-party debt than a loan from one oompany to another.
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I,BGISI,ATI\TB PROPOSAL 11
95-LC-301 ( 2.1 )

(TEIS rS A DnAFT AND NOT nBADy FOR INTRODUCTIOA)

Short Title: Extend Corporate Loss Carryfomard. (Pubfic )

Sponsors: Representatives
Robinson, Shaw,

Neely, Blue, Cansler, Capps, Church,
and Shubert.
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A BIIJIJ TO BE ENTITIJED
AN ACT TO EXTEND THE qORPORATE INCOME 8A:( CARRYFORWARD FOR NET

ECONOMIC LOSSES FROM FTVE YEARS TO FIFTEEN YEARS.
The General Assembly of North Carolina enactss

Section 1. G.S. 105-130.8 reads as rewritten:
"S 105-130.8. tfet econonic loss.

Net economic rosses sustained by a corporation in any or all
of the €irre fifteen preceding incone years shall be allowed as a
deduction to €g€b the corporation subject to the following
linitations 3

' (1) The purpose in allowing the deduction of a net
economic loss of a prior year er-1lee*c is thsg4

to qrant some measure of relief to the
corporation rySi^eb that has incurred economic
misfortune or *hisb is othenvise naterially
affected by strict adherence to the annual
accounting rule in the determination of net income.
The deduction @ atlowed in this
section does not authorize the carrying fonrard of
any particular items or category of loss except to
the extent that eueh less er lesses shall re-ult
the loss results in the impairment of the net
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economic situation of the corporation so as to
result in a net economic loss as hereina$ter
Cs{i*sC- defined in this section.

(21 The net economic Loss for any year slalJ'-*ea* means
the amount by which allowable deductions for the
year other than prior year losses shaJJ exceed
income fron aII sources in the year including any
income not taxable under this Division.

(3) Any net economic loss of +tlric+-1rea*.+ Prior
years brought fonpard and claimed as a deduction in
any income year nay be deducted from net income of
the year only to the extent that €{rcb the
carry-over loss from the prior l€e;F--et years slef+
€*€€€C exceeds any income not taxable under this
Division received in the sarne year in which the
deduction is claimed, except that in the case of a
corporation required to allocate and apportion to
North Carolina its net income, #i*
Divi#ienr only €rl€b that proportionate part of the
net economic loss of a prior year shall be
deductible from total incone allocable to this
State as would be determined by the use of thg
allocation and apportionnent provisions of G.S.
105-130.4 for the year of s+eb the loss.

(4) A net economic loss carried fonrard from any year
shall first be applied tor or offset by, any income
taxable or nontaxable of the next succeeding year
before any portion of sueb the loss nay be carried
forward to a succeeding year.

(5) For purposes of this section, any income iten
deductible in determining State net income under
the provisions of G.S. 105-130.5 and any
nonbusiness income not allocable to this State
under the provisions of G.S. 105-130.4 shall be
considered as income not taxable under this
Division.

(6) No loss shall either directly or indirectly be
carried forward more than €irr€ fifteen years.

(71 A corporation claimino a deduction for a loss for
the current vear or carried forward from a prior
vear shall maintain and make available for
inspection bv the Secretarv all records necessarv
to determine and verifv the amount of the
deduction. the burden of provinq
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the deduction and the amount of the deduction shall
rest upon the corporation' and no deduction shall
be allowed to a corporation that fails to maintain
adequate records or to make them available for
.i@-"

Sec. 2. G.S. 105-130.5(b)(4 ) reads as rewrittenl
"(4) Losses in the nature of net economic losses

sustained by the corporation in any or all of the
five fifteen preceding years pursuant to the
provisions of G. S. 105-1.30.8. gr€+i.C€C-e 4
corporation required to allocate and apportion its
net income under the provisions of G.S. 105-130.4
shall deduct its allocable net economic loss only
from total income allocable to this State pursuant
to the provisions of G.S. 105-130.8."

Sec. 3. This act is effective for taxable years
beginning on or after January L, 1996, and applies to losses
incurred for taxable years beginning on or after January Lt 1990.
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Explanation - Extend Corporate loss Carryforward

Legislative Proposal 11 would extend the corporate income tax carlyforward for

net e,conomic loss deductions from five years to fifteen years. Fifteen years is the

carryforward period for the similar net operating loss deduction rmder the Internal

Rerrenue Code. Because it may be difficult for an auditor to substantiate a loss

carryforward based on deductions that are ten to fifteen yea$ old, ttre proposal clarifies

ttrat the corporation has the burden of maintaining records that verify the amount of the

loss deduction claimed. Ttre proposal would become effective for taxable yeant

beginning on or after January l, 1996, and would apply to losses incurred for taxable

years beginning on or after January 1, 1990.

A net economic loss is the amount by which a oorporation's dedtrctions for a

taxable year exceed its inoome from all souroes, including inome not taxable by the

State. Income not taxable includes income items that are deductible in determining

Starc net income as well as a multi-state corporation's nonbusiness income that is

allocable to another sta0e. G.S. 105-130.8 allows a oorporation to carry a net

economic loss forward and deduct it in the next five sucoeeding taxable years, but only

to the extent the carried forward loss exceeds the amount of any income not taxable for

each suooeeding year. If the corporation is a multi-state oorporation, it may deduct

from inome allocable to this State only Orat percentage of the canied forwrrd loss that

corresponds to the peroenage of the oorporation's income allocated and apportioned to

this State.

Ttre State's net eonomic loss provision is apparently based on a similar provision

that was in the 1939 Internal Revenue Code. The State originally allowed a two-year

carryforward; the carryforward period was extended to five years in 1957.

Even if the carryforunard period is extended to match the fifteen-year psriod

provided in the Internal Revenue Code, the Stale calculation will differ from the fed€ral

calcnlation in a number of respects. The Internal Revenue Code of 1954 changed the

fedemal net economic loss deduction to a net operating loss calculation based primarily

on revenues and expenditures atrecting taxable income. Some limitations and

restrictions have evolved in the ensuing years relating to continuity o{ oorporate

ownership, oorporate equity, suooessor corporations, and other situations. Of cotrne,

under federal lirw, it is not necessary to address the state income tax issues regarding
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multi-state oorporations whose income is allocable to more than one state. Finally,

rmder federal liaw, a corporation may elect to carry the federal net operating loss

dedrrction bac*' for three eadier yeanl as well as forward for fifteen yea$.
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Fiscal Report
Fiscal Research Division
ABril L2, 1996

Proposal # Ll: Extend Corporate Loss Carryforward

Sunmarv:
This act
net

extends the corporate income tax carry forward for
mic losses from 5 years to L5 years.economic losses

Effective Date:
ffixable years beginning on or after January L I
1.996, and applies to losses incurred on or after that date.

Fiscal Effect:
@ of Revenue's Tax Research Division estimates
this change in the corporate income tax will produce a 95 to
$10 nillion loss in the General Fund. The estimate cannot be
more precise due to the volatitity of corporate taxable
income and due to the Department,s lack oi information on
"expired" losses.

Using 1990 corporate returns, the Department found 8t764 ofthe 39r165 non-taxable returns rrere non-taxable due to net
economic loss (NErJ) carry-overs. corporations used the NEr.,
carry-over to offset 5424.2 million in taxable income, but
had $1.2 billion left for the following years. The other
30r401. non-taxable corporations used curient operating losses
to offset taxable income. These corporations had $2.4billion unexpended NEL carry-overs for use in future years.
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T,EGISIJITI\IB PROPOSAL 12
96-RLRB-11

TEIS IS A DRAFT 26-APR-96 10:20:43

Short Title: Expand Interstate Audit Division. (Public )

Sponsors: Representatives
Robinson, Shaw,

Neely, Blue, Cansler, Capps, Church,
and Shubert.
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A BII,L TO BE ENTITLED
A}I ACT TO ENHATiICE COI.{PIJIAIICE AIID ENFORCEMENT OF EXISTING TA)( LAWS

BY APPROPRIATING T'T'NDS TO EXPAT.ID TEE NT'MBER OT' AUDITORS AIID
SI'PPORT PERSONNEL IN THE INTERSTATE AUDIT DTVISION OF THE
DEPART}IENT OF REVENUE.

The General Assembly of North Carolina enacts:
Section 1. There is appropriated fron the General Fund

to the Department of Revenue the sum of one nillion eighty-five
thousand six hundred ten dollars ($110851510) for the L995-97
fiscal year for 15 additional auditors in the Interstate Audit
Division, five support personnel, and other costs resulting from
the additional tax enforcenent personnel.

Sec. 2. This act is effective upon ratification.
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ExDlanation - Expand Interstate Audit Division

Iegislative Proposal 12 would enhance enforoement and complianoe of existing tax

laws by increasing the number of auditors in the Interstate Audit Division of the

Department of Revenue. The bill appropriates $1,085,610 for the fiscal yar 1996-97

to the Deparment of Revenue to be used to hire 15 additional auditors in the Interstate

Audit Division and to hire five new support persorurel. Of this amount, $913,035 is

r€curring expenditrres and $172,575 is nonrecurring expenditures for comput€r

equipment and office fumishings.

After an initial training perid of approximarcly one year, the Department

estimates that these auditors will generate a minimum of $20 million annually in new,

additional revenues. The Intersta$e Audit Division averages annual assessments of $2

million per auditor. Of this amount, the Department collects close to 75%, so the

projected $30 million in assessments by the 15 auditors should yreld $22.5 million in
new, additional revenues per year. In the short te,rm, for the 1996-97 fiscal year, the

Division believes the 15 new atrditors would assess a total of $15 million in new tax

revenues for the State, resulting in oollections of approximately $11.25 million. Also,

as additional audits are performed, future revenues will increase due to improved

compliance.
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Fiscal Research Division
Apnl23,1996

Proposal #12: Additional Audit Staff

Explanation:

New personnel is requested to increase revenue collections and enhance efriciency in the
Interstate Audit Division and in divisions with collateral workloads that will experience
an increase.

Effective Date:

July 1, 1996.

Fiscal Effect:

First year estimate supports recurring costs of salaries, benefits, and supplies; and non-
recurring costs for computer equipment and office furnishings.

The annual estimates of continued expense include a2Yo rncrease in salaries, only.

Interstate Audit Division
o Auditine Personnel (15 Positions)

Since 1990 the in Department of Revenue has lost 3l field audit positions, resulting in a
reduction in personnel from l8l to 150. The majorrty of the positions (128) are located
in the State's fourteen (14) field offrces. The remaining twenty-two (22) auditors are

assigned to the Interstate Audit Division with twelve (12) auditors located in Raleigh
and ten (10) in satellite offrces operating in eight (8) states. The focus of auditors in this
division is on industrial, global and service Fortune 500 companies. Assessments in the
Interstate Division average $2 million annually per auditorwidr average expenses per
auditor of $64,000. During the first year of service (FY 96-97), the new audit staff will
be phased-in with 5 positions effective October l,1996,5 positions effective
November l, 1996, and the remaining 5 positions effective December l, 1996. This will
allow the departnent time to advertise and recruit the 15 positions. It is anticipated that
the 15 new auditors will gross $10,000,000 in assessments in the first year. An
estimated 75Yo of all audit assessments are collected which provides a yield in
collections of $7,500,000. The expectation is that 15 new Interstate Auditors will
produce approximately $30 million annually in additional assessments, thus the 15 new
audit positions should contibute approximately $22.5 million in new tan rcvenue
annually in subsequent years.

o SupportPersonnel (2 positions)
The Tax Technician positions will support new and existing auditing staff to allow
concentration more on conducting audits, and less time on research, refund claims and
other administative responsibilities.
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Departnent Wide (3 positions)
The additional assessments will create collateral workload within other divisions. Two (2)
clerical positions will assist the Accounting Division manage an expanded workload, and an

Administative Officer with the Corporate Tax Division will allow improved responses to
Corporate tax inquiries; and protests, etc.

r"r
9G|97

RE\MI\{T'ES
GENERAL FUI\D: 7500,000

EIGHWAYFTII\D
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95-r.CX-282 ( 1. 1)

(TBIS IS A DRAFT AND NOT READY rOR INTRODUCTION)

Short Title: Revenue Laws Technical Changes. (PubLic)

Sponsors: Senators Cochranel Cooper, Kerr, and Soles.
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A BILL TO BE ENTITLED
AN ACT TO I,IAKE TECHNICAL A}ID CONFORMING CEANGES TO THE REVENUE

I,AWS AI{D REI,ATED STATUTES.
The General Assenbly of North Carolina enacts:

Section 1. G.S. 105-53(i2) reads as rewrittenl
"(i2) Affidavit in Lieu of Records. -- The nerchant may satisfy

the record requirement of subsection (i1) of this section by
producing, in lieu of a receipt or invoice, an affidavit under
oath or affirmation identifying the source of the merchandise for
which a record is requested, including the nane and address of
the seller, the license number of any auctioneer seller, and the
date and place of purchase of the nerchandise.'l

Sec. 2. G.S. 105-113.45(c) reads as rewritten:
"(c) tiquid Base Products. -- An excise tax at the rate of

seventy-five cents (75C) a qallon is levied on each individual
container of a liquid base product. The tax applies regardless
whether the liquid base product is diverted to and used for a
purpose other than making a soft drink.',

Sec. 3. G.S. 105-117 and G.S. 105-118 are repealed.
Sec. 4. G.S. 105-164.13(2a) reads as rewrittenl
"(2a) Any of the following when purchased for use je-*he

eernnereial preduetien ef aninals er plants, as
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1 apprepria.te+ on animals or plants, as appropriate,
2 held or produced for conmercial purposes:
3 €r. Remedies, vaccines, medicationsr litter
4 materials, and feeds for animals.
5 b. Rodenticides, insecticides, herbicidest
5 fungicides, and pesticides.
7 c. Defoliants for use on cotton or other croBs.
8 d. Plant growth inhibitors, regulatorsr or
9 stimulators, including systemic and contact or

10 other sucker control agents for tobacco and
11 other crops. "
L2 Sec. 5. G.S. 105-164.13(29a) is repealed.
13 Sec. 6. G.S. 105-164.14(cl(2a) reads as rewritten:
14 "(2a) A consolidated city-county
t5
16 ffi "
L7 Sec. 7. G.S. 105-191 and G.S. 105-196 are repealed.
18 Sec. 8. G.S. 1.05-197 reads as rewritten:
19 "S 105-197. tlhen return requiredi due date of tar and return.
20 Anyone who, during the calendar year, gives to a donee a gift
2L of a future interest or one or more gifts whose total value
22 exceeds the amount of the annual exclusion set in G.S. 105-188(d)
23 must file a gift tax return, under oath or affimation, with the
24SecretaryefmonaformprescribedbytheSecretary.&
25 reture, The tax is due on er-$efere April 15th following the end
26 of the calendar year. A return must be filed on or before the
27 due date of the tax. A taxpayer nay ask the Secretary of Revenue
28 for an extension of time for filing a return under G.S. 105-263."
29 Sec. 9. G.S. LO5-229 is repealed.
30 Sec. 10. G.S. 105-236 reads as rewritten:
31 "S 105-236. Penalties.
32 Except as other^wise provided @ bv law, and
33 subject. to the provisions of G.S. LO5-237, the following
34 penalties shall be applicable3
35 (1) Penalty for Bad Checkso -- When the bank upon which
35 any uncertified check tendered to the Department of
37 Revenue in payurent of any obligation due to the
38 Department returns the check because of
39 insufficient funds or the nonexistence of an
40 account of the drawer, an additional tax equal to
41 ten percent (108) of the check shall be imposed'
42 subject to a minimum of one dollar ($1.00) and a
43 maximun of one thousand dollars ($1rOOO1. This
44 penalty does not appty if the Secretary efffi
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finds that, when the check was presented for
payment, the drawer of the check had sufficient
funds in an account at a financial institution in
this State to pay the check and, by ieag$€Eten€+

the drawer of the check failed toinadvertence
draw the check on the account that had sufficient
funds. The additional tax imposed nay not be waived
or dininished by the i^c
subreetren aFpliee te all tsa*es levied er aeeeseeC
by4b'+tt'a'ttu Secretarv.

( la) Penalty for Bad Electronic Funds Transferr -- l{hen
an electronic funds transfer cannot be completed
due to insufficient funds or the nonexistence of an
account of the transferor, the Secretary shall
assess a penalty equal to ten percent (10t) of the
anount of the transfer, subject to a minimum of one
dollar (S1.00) and a maximurn of one thousand
dollars (S1r000). Ehis subdivisien applies te aII
ta'see levieC er assessed by the Stsate, This penalty
nay be waived by the Secretary in accordance with
G.S.105-237.

( lb) Making Payment in Wrong Forrn. For naking a
paynent of tax in a form other than the fonu
required by the Secretary pursuant to G. S.
105-241(a), the gecretary shall assess a penalty
equal to five percent (5t) of the amount of the
tax, subject to a minimum of one dollar ($1.00) and
a maximum of one thousand dollars (S1r000). This
penalty may be waived by the Secretary in
accordance with G.S. LO5-237.

(21 Failure to Obtain a License. -- For failure to
obtain a license before engaging in a business,
trade or profession for which a license is
required, there shall be assessed an additional tax
equal to five percent (5t) of the anount prescribed
for sneh the license per nonth or fraction thereof
until paid, which additional tax shall not exceed
twenty-five percent (25*) of the amount so
prescribed, but in any event shall not be less than
five dollars ($5.00).

(3) Failure to File Return. In case of failure to
file any return on
the date prescribed therefor ( detemined with
regard to any extension of time for filing) r unless
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it is shown that €u€b the failure is due to
reasonable cause, there shall be added to the
amount required to be shown as tax on s{r€b tbe
return, as a penalty, five percent (5t) of the
anount of sueb the tax if the failure is for not
more than one month, with an additional five
percent (5t) for each additional monthr or fraction
thereof, during which eu€b the failure continues,
not exceeding twenty-five percent (25t) in the
aggregate, or five dollars (55.00), whichever is
the greater.

(4) Failure to Pay Tax When Due. In the case of
failure to pay any tax when due, without intent to
evade the tax, there shall be an additional tax, as
a penalty, of ten percent (10t) of the tax;
provided, that such penalty shall in no event be
less than five dollars (S5.00).

(5) Negligence.
€r. Most cases. -- For negligent failure to conply

with any of the provisions @
to which this Article apolies, or rules anC
*egr$€J;i.en€' issued pursuant thereto, without
intent to defraud, there shall be assessed, as
a penalty, an additional tax of ten percent
( 10t) of the deficiency due to €{r€b

i* the neqliqence.
b. Larqe income tax deficiencv. -- In the case of

income tax, if
ae mneh as tswenty-five pereent (253)r er
Ceduetiensr exelusive eC persenal exenFtienst

irre
i^e

a eernbinatsien ef unCerstatenrent ef grese
:neene ancl everet
enelnsive ef persenal efiexlptiensr egualing
tswentsy-five pereent (35tI ef gress ineener

Wli.e a taxpaver understates oross
income, overstates deductions from qross
income, other than personal exenptions, makes
erroneous ad'iustments to federal taxable
income, or does anv cor$i
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the combined errors equaL or exceed twentv-
five percent (25t) of qross income, the
penaltv assessed shall be twentv-five percent
(25t) of the deficiencv. For purposes of this
subdivision, 'qross income' means qross income
as defined in section 61 of the Code and
'deductions' means deductions allowed in
arrivinq at federaL taxable income.

c. Larqe sales tax deficiency. -- In the case of
sales and use taxes, if
tbe a taxpaver understates total tax liabifity
i*rrnderstasec by twenty-five percent (25*) or
more as a result of entrr one or more of the
followinq reasons, the penaltv assessed shall
be twentv-five percent (25t) of the total
deficiencv:

*- 1.. Omission or understatement of gross
sales, gross receipts, or gross
puselaseq Durchases.

* 2. Overstatement of exenptions or
eeasegi^en"+ deduct ions .

+ 3. Incorrect application of a lesser rate of
tax. taic-g+

equal te tswe*tsy-f,ive pereent (35t) ef tslre
tsetal defieieney. If a peralty is aesesseC
under subdivisien (5) ef tbis eeetsienr ne
aCditienal penalty fer negligenee sball be
assessed with respeet te the ea$e Cefieierey,

d. No double penaltv. -- If a penalty is assessed
under subdivision (6) of this section, no
additional penalty for negligence shall be
assessed with respect to the same deficiency.

(5a) l,lisuse of Certificate of Resaleo -- For misuse of
a certificate of resale by a purchaser, the
Secretary shall assess an additional tax, as a
penalty, of two hundred fifty dollars ($2S0.00).

(5b) Road Tax Understatement. If a motor carrier
understates its liability for the road tax inposed
by Article 368 of this Chapter by twenty-five
percent (25*) or more, the Secretary shall assess
the motor carrier a penalty in an anount equal to
two times the amount of the deficiency.
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(6) Fraud. If there is a deficiency or.delinquency
in palnnent of any
Cue+e tax because of fraud with intent to evade
the tax, there shall be assessed, as a penalty,
additional tax equal to fifty percent (50t) of
total deficiency.

(7) Attenpt to Evade or Defeat Tax. -- Any person who
willfully attemptsr or any person who aids or
abets any person to attenpt in any manner to evade
or defeat any tax irFeseC by this Snbehapter ef
t'he €eneral SEatnteer er tshe palment thereefr e
tax or its payment, shall, in addition to other
penalties provided by law, be guilty of a Class I
felony which may include a fine up to twenty-five
thousand dollars ($2Sr000) .

(8) Willful Failure to Collect, Withhotdr or Pay Over
Tax. Any person required
to collect, withholdr account for, and pay over
any tax i#rbeh^aFrte*r who willfully
fails to collect or truthfully account for and pay
over €u€b the tax shall, in addition to other
penalties provided by law, be guilty of a Class I
misdemeanor. Notwithstanding any other provision
of law, no prosecution for a violation brought
under this subdivision shall be barred before the
expiration of three years after the date of the
violation.

(9) Willful Failure to File Return, Supply
Information, or Pay Tax. Any person required

to pay any tax, to make a
return, to keep any recordsr or to supply any
infomation, who willfully fails to pay ereh the
tax, make €u€h the return, keep €u€b the records,
or supply sueh the inforuration, at the time or
times required by law, or regruJaticns rules issued
pursuant thereto, shall, in addition to other
penalties provided by law, be guilty of a Class 1

misdemeanor. Notwithstanding any other provision
of law, no prosecution for a violation brought
under this subdivision shall be barred before the
expiration of three years after the date of the
violation.

(9a) Aid or Assistance. -: Any person, pursuant to or
in connection with the revenue laws, who willfully

an
the
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aids, assists in, procures, counsels, or advises
the preparation, presentation, or filing of a
return, affidavit, claim, or any other document
that he the oerson knows is fraudulent or false as
to any material matter, whether or not the falsity
or fraud is with the knowledge or consent of the
person authorized or required to present or file
the return, affidavit, claim, or other docunent,
shaLl be guilty of a Class I felony which may
include a fine up to ten thousand dollars
($ro,o00).

(10) Failure to File Infor:urational Returns. --
o. For failure to file a partnership or a

f iduciary inf ormational return when srr€b
retnrns are the return is due to be filed,
there shall be assessed as a tax against the
delinguent five dollars ($5.00) per month or
fraction thereof of sueh the delinquency, €{€b
t€& this penaltv, however, in the aggregate
not to exceed t$o---sn-o€ twenty-f ive dollars
( $2S.00 ) . When assessed against a f iduciary,
the @ oenaltv shall be paid
by the fiduciary and shall not be passed on to
the trust or estate. No tax may be assessed
against the delinquent when it is a
partnership
623L (a) ( l. ) (B)

statement not filed
€.u€b the penalties
exceed one hundred
addition thereto,

defined under Section
the Code and no penalty could

on time, the aggregate of
for each tax year not to
dollars ($100.00), and in
if the Secretary seaJJ

as
of

be assessed as provided by Rev. Proc. 84-35,
except that for the purpose of Section 3.01 of
that procedure 'the Department of Revenue' is
substituted for
Service' .

'the Internal Revenue

b. For failure to file tinely statements of
palnrents to another person es--1l€Escn* with
respect to wages, dividends, ren$s rents, or
interest paid to sueh ether persen er persensr
that person, there shall be assessed as a tax
a penalty of one dollar ($1.00) for each

r€qu€€t, requests the palpr payer to file €{rcb
the statements and sleJJ,-eet sets a date €n-€r
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1 bv which the
2 statements must be filed' and the paire-s*'ff
3 @ paver fails to file the
4 statements within €€€b this time, the anounts
5 claimed on Pafler+ paver's income tax return
6 as deductions for salaries and wages, or rents
7 or interest shall be disallowed to the extent
8 that the Fn+er: payer failed to conBly with the
9 Secretary's request with respect to eucb the

10 statements.
Ll (11) Any violation of Subchapter I, V, or VIII of this
L2 Chapter or of Article 3 of Chapter 119 of the
13 General Statutes is considered an act conmitted in
14 part at the office of the Secretary in Raleigh.
15 The certificate of the Secretary that a tax has
16 not been paid, a return has not been filed, or
L7 information has not been suppliedr ds required by
LB law, is prima facie evidence that the tax has not
L9 been paid, the return has not been filed, or the
20 information has not been supplied.
2L (12) Repealed by Session Laws 1991, c. 45, s. 27..'
22 Sec. 11. G.S. LO5-241.1(e) reads as rewritten:
23 "(e) Statute of Linitations. sb€ There is no statute of
24 linitations and the Secretary may propose an assessnent of tax
25 due from a taxpayer at any time if (i) the taxpayer did not file
26 a proper application for a license or did not file a return, (ii)
27 the taxpayer filed a false or fraudulent application or return,
28 or (iii) the taxpayer attenrpted in any manner to fraudulently
29 evade or defeat the tax.
30 If a taxpayer files a return reflecting a federaL detemination
31 as provided in G.S. 105-29, 105-130.20, 105-159, 105-160.8,
32 105-L53.5A, or 105-197.l., the Secretary must propose an
33 assessment of any tax due within one year after the return is
34 filed or within three years of when the original return was filed
35 or due to be filed, whichever is later. If there is a federal
35 deternination and the taxpayer does not file the required return,
37 the Secretary must propose an assessment of any tax due within
38 three years after the date the Secretary received the final
39 report of the federal determination. If a taxpayer forfeits a tax
40 credit pursuant to G.S. 105-163.014, the Secretary must assess
4L any tax # due as a result of the forfeiture
42 within three years after the date of the forfeiture. If a
43 taxpaver elects under section 1033(a)(2)(A) of the Code not to
44 recoqnize qain fron involuntarv conversion of propertv into
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I monev, the Secretarv must assess anv tax due as a result of the
2 conversion or election within the aoplicable oeriod provided
3 under section 1033(F)(21(C) or section 1033(al(21(Dl of the Code.
4 If a taxpaver sells at a qain the taxpaver's principal residence,
5 the Secretarv must assess anv tax due as a result of the sale
6 within the period provided under section 1034(i) of the Code.
7 In all other cases, the Secretary must Bropose an assessment of
8 any tax due from a taxpayer within three years after the date the
9 taxpayer filed an application for a license or a return or the

10 date the application or return was required by law to be filed,
11 whichever is later.
L2 If the Secretary proposes an assessment of tax within the time
1.3 provided in this section, the final assessment of the tax is
14 tinely.
15 A taxpayer may make a written waiver of any of the limitations
L6 of time set out in this subsection, for either a definite or an
L7 indefinite tine. If the Secretary accepts the taxpayer's waiver,
18 the Secretary nay propose an assessment at any tine within the
19 time extended by the waiver. "
20 Sec. L2. G.S. 105-275(21) reads as rewrittenr
2L "(2L) The first thirty-eight thousand dollars (S38r000)
22 in assessed value of housing together with the
23 necessary land therefor, owned and used as a
24 residence by a disabled veteran who receives
25 benefits under sitle 38r seetien 801r UniteC
26 38 U.S.C. S 2101. This
27 exclusion shall be the total amount of the
28 exclusion applicable to such property."
29 Sec. 13. Effective July L, 19961 G.S. 105-275.1(b)
30 reads as rewritten:
31 "(b) Subsequent Distributions. -- As soon as practicable after
32 January Lt 1990, the Secretary shall pay to each county and city
33 the amount it received under subsection (a) in 1989 plus an
34 amount equal to the county or city average rate nultiplied by the
35 value of the items described in subdivisions (ii) and (iii) of
36 subsection (a) that were required to be listed and assessed as of
37 January Lt L987, and were listed on or before Septenber L, 1987t
38 in the county or city, plus or minus the percentage of this
39 product that equals the percentage by which State personal incone
40 has increased or decreased during the most recent l2-month period
41 for which State personal income data has been conpiled by the
42 Bureau of Economic Analysis of the United States DeBartment of
43 Connerce. As soon as practicable after January Lt 1990' the
44 Secretary shall also pay to each county and city an amount equal
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I to the average rate for each special district for which the
2 county or city collected taxes in 1987r but whose tax rates were
3 not included in the county or city's rates, multiplied by the
4 value of the itens described in subdivisions (ii) and (iii) of
5 subsection (a) that were required to be listed and assessed as of
6 January L, 1.987, and were listed on or before September L, L987,
7 in the districtr plus or minus the percentage of this product
8 that equals the percentage by which State personal income has
9 increased or decreased during the nost recent l2-nonth period for

10 which State personal income data has been conpiled by the Bureau
Ll of Economic Analysis of the United States Departnent of Comerce.
12 As soon as Bracticable after January L, 1991, except as provided
t3 in subsection (f), the Secretary shall pay to each county and
L4 city the anount it received under this section the preceding year
15 plus an amount equal to the county or city average rate
16 nultiplied by the value of the items described in subdivision (v)
L7 of subsection (a) contained in the list submitted by the county
18 or city, plus or minus the percentage of this product that equals
L9 the percentage by which State personal income has increased or
20 decreased during the nost recent lZ-month period for which State
21 personal income data has been cornpiled by the Bureau of Econonic
22 Analysis of the United States Department of Comnerce. As soon as
23 practical after January 1, L992, except as provided in subsection
24 (f), the Secretary shall distribute to each county and city the
25 amount it received under this section the preceding year. On or
26 before April 30, 1993, except as provided in subsection (f), the
27 Secretary shall distribute to eacb county and city ninety-nine
28 and eighty-one one-hundredths percent (99.81t) of the amount it
29 received under this section the preceding year. Thereafter,
30 until August 1995, except as provided in subsection (f), on or
31 before April 30 of each year, the Secretary shall distribute to
32 each county and city the amount it received under this section
33 the preceding year. On or before August 30, 1995, the Secretary
34 shall determine for each county and city the amount it received
35 in April 1995 under this section.
36 €a€b Each year thereafter, except as provided in subsection (f),
37 the Secretary shall distribute to each county and city Tixt1r
38 @ fiftv percent (50t) of this amount on or before
39 e,u,giuet, September 30 and the remaining @ fiftv
40 percent (50t) on or before the following April 30.
4L Of the funds received by each county and city pursuant to this
42 subsection in 1990, the portion that was received because the
43 county or city was collecting taxes for a special district
44 (either because the district's tax rate was included in the city
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1 or county's rate or because the Secretary paid the county or city
2 the product of the district's average rate and the value of the
3 inventories and other items in the district) shall be distributed
4 anong the districts in the county or city as soon as practicable
5 after the city or county receives the funds. The county or city
5 shall distribute to each special district in the county or city
7 the amount it distributed to the district in 1989 plus an amount
8 equal to the average rate for the district nultiplied by the
9 value of the items, other than inventory, described in

10 subdivisions (ii) and (iii) of subsection (a) that erere required
11 to be listed and assessed as of January 1, 1987, and were listed
L2 on or before September L, 1987, in the district, plus or minus
13 the percentage of this product that equals the percentage by
14 which State personal income has increased or decreased during the
15 most recent l2-month period for which State personal income data
16 has been compiled by the Bureau of Economic Analysis of the
L7 United States Departrnent of Comnerce.
18 Each year thereafter, until August 1995r ds soon as Bracticable
L9 after receiving funds under this subsection, every county and
20 city shall distribute among the special districts for which the
2L county or city collects tax an amount equal to the amount it
22 distributed among such districts the previous year. Each year
23 thereafter, as soon as practical after
24 receiving funds under this subsection in nu$rstr September, every
25 county and city shall distribute anong the special districts for
25 which the county or city collects tax an amount equal to ri*tis
27 @ fiftv percent (50t) of the amount it distributed
28 among such districts in April 1995, and as soon as practicable
29 after receiving funds under this subsection in April, every
30 county and city shall distribute among the special districts for
31 which the county or city collects tax an amount equal to f€-tf
32 W fiftv percent (50t) of the amount it distributed
33 anong such districts in April 1995.
34 The Local Government Commission nay adopt rules for the
35 resolution of disputes and correction of errors in the
36 distribution among special districts provided in this subsection.
37 In addition, the Local Government Commission may adopt rules tor
38 the reallocation of funds when a special district is dissolved,
39 merged' or consolidated, or when a special district ceases to
40 levy tax, either temporarily or pennanently."
41 Sec. 1{. Effective July Lt 1996, G.S. LO5-277A reads as
42 rewrittenl
43 "S 105-277A. Reinburseuent for erclusion of retailers' and
44 wholesalers' inventories.
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1 (a) Submission of Claims. -- On or before January 15, 1989,
2 the governing body of each county and city shall furnish to the
3 Secretary a list of all the inventories owned by retailers and
4 wholesalers that were required to be listed and assessed as of
5 January Lt 1987, and were listed on or before September 1, L987,
6 in the county or city under this Subchapter. The list shall
7 contain the value of the inventories as well as the property tax
I rates in effect in the county or city for the eight years from
9 1980 through 1.987. The list shall also contain the property tax

10 rates in effect for those years in each special district for
11 which the county or city collected taxes in 1987 but whose tax
L2 rates were not included in the rates listed for the county or
L3 city' and the value of tbe inventories owned by retailers and
14 wholesalers that rvere required to be listed and assessed as ot
15 January L, 1987, and nere listed on or before Septernber 1, L987 1

16 in that district. The list shall be accompanied by an affidavit
L7 attesting to the accuracy of the list and shall be on a form
18 prescribed by the Secretary.
19 The Secretary shall calculate an average rate for each county
20 and city' and for each special district whose tax rates were not
2L included in the tax rates of a county or city, as the aritbmetic
22 mean of the property tax rates in effect in the county, city, or
23 district for the eight years from 1980 through 198?. rf a
24 county, cityr or district did not have tax rates in effect for
25 the entire eight-year period, the average rate shalt be the
26 arithnetic mean of the property rates in effect for the years
27 during the eight-year period that it did have rates in effect.
28 (b) First Per Capita Distribution. As soon as practicable
29 after January 1 of 1989, the Secretary shall distribute to each
30 taxing unit the unit's per capita share of the sum of fifteen
31. nillion seven hundred forty-five thousand dollars ($fS r?45r000).
32 Thereafter, as soon as practicable after January I of 1990 and
33 1991' the Secretary shall distribute to each taxing unit the
34 unit's Ber capita share of an amount equal to the sun distributed
35 to all taxing units the previous year under this subsection plus
36 or minus the product of the sum distributed the previous year and
37 the percentage by which State personal incone has increased or
38 decreased during the most recent l2-month period for which State
39 personal income data has been conpiled by the Bureau of Economic
40 Analysis of the United States Department of Comnerce.
41 On or before April 30 of L992, 1993, L994, and 1995, the
42 secretary shall distribute to each taxing unit the unit,s per
43 capita share of the sum that this subsection provided was to be
44 distributed to all taxing units in 1991. Beginning August 1995
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1 and each year thereafter, the Secretary shall detemine for each
2 taxing unit the unit's per capita share of the sum that this
3 subsection provided was to be distributed to all taxing units in
4 1991. Each year, the Secretary shall distribute to each taxing
5 unit W fiftv percent (50t) of this share on or
6 before lflgu€d; September 30 and the renaining @
7 fiftv percent (508) of this share on or before the following
I April 30.
9 To make the per capita distributions required by this

10 subsection, the Secretary shall first allocate the sum to be
11 distributed anong the counties on a per capita basis. The
L2 Secretary shall then compute a per caBita distributable anount
L3 for each county by dividing the amount allocated to a county by
14 the total population of the county, plus the population of any
L5 incorporated towns and cities located in the county. Each taring
15 unit in a county, including the county itself, shall receive the
17 product of the population of the taxing unit and the per capita
18 distributable amount for that county.
19 A city or county that receives funds under this subsection and
20 that collects taxes for another taxing unit shall distribute part
2L of the taxes received by it to the taxing unit for which it
22 collects tax. The distribution shall be nade on the basis of the
23 proportionate amount of ad valorem taxes levied, for the most
24 recent fiscal year beginning July Lt by the city or county and by
25 all the taxing units for which the city or county collects tax.
26 This distribution shall be made as soon as practicable after a
27 city or county receives funds from the State under this section.
28 (c) Second Per Capita Oistribution. -- On or before llarch 20,
29 1989, the Secretary shall allocate to each county the county's
30 per capita share of the sum of thirty-nine million dollars
31 ($39,000,000).
32 Each year thereafter through April 1995r or or before April 30,
33 the Secretary of Revenue shall allocate to each county the anount
34 it received the previous year under this subsection. On or
35 before August 30, 1995, the Secretary shall determine for each
35 county the amount it received in April 1995 under this
37 subsection. Each year
38 thereafter, the Secretary shall distribute
39 fiftv percent (50t) of this amount to each county on or before
a0 nrrgust, Septenbeq 30 and the remaining @ fiftv
41 percent (50t) to each county on or before the following April 30.
42 Amounts allocated to a county under this subsection shall in
43 turn be divided and distributed between the county and the cities
44 located in the county in proportion to the total amount of ad
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I valorem taxes levied by each during the fiscal year preceding the
2 distribution. For the purposes of this section, the anount of
3 the ad valorem taxes levied by a county or city shall include any
4 ad valorem taxes collected by the county or city in behalf of a
5 special district. For the purpose of conputing the distribution
6 for any year with respect to which the property valuation of a
7 pubtic service company is the subject of an appeal and the
I Department of Revenue is restrained by law from certifying the
9 valuation to the appropriate counties and cities, the Department

10 shall use the latest property valuation of that public service
11 company that has been certified.
L2 The governing body of each county and city shall report to the
1.3 Secretary of Revenue such information as he may request in order
14 to make the distribution under this subsection. If a county or
15 city fails to make a requested report within the tirne prescribed,
L6 the Secretary may disregard that county or city and the other
L7 taxing units in the county or city in making the distribution.
18 (c1) Claims-based Distribution. On or before ltarch 20,
19 1989r the Secretary shall distribute to each county and city an
20 amount equal to the anount by which the county or city,s
2L inventory lossr ds defined in subsection (d) of this section,
22 exceeds the amount of the reimbursement received by the county or
23 city under subsection (c) of this section.
24 Except as provided in subsection (g) of this section, each year
25 thereafter through April 1995r or or before April 30, the
26 Secretary shall distribute to each county and city the amount it
27 received the previous year under this subsection. On or before
28 August 30, 1995, the Secretary shall determine for each county
29 and city the amount it received in April 1995 under this
30 subsection. Each year
31 thereafter, the Secretary shatt distribute cirty pereent (50t)
32 fiftv percent (50t) of this amount to each county and city on or
33 before A*gnrs& Septenber 30 and the remaining @
34 fiftv percent (50t) of this amount to each county and city on or
35 before the following April 30.
36 (c2) Supplemental Distribution. On or before March 20,
37 1989' the Secretary shall determine, with respect to each county
38 and city, whether the sum of (i) the amount the county or city
39 received under subsection (c), plus (ii) the amount the county or
40 city received under subsection (c1), plus (iii) three and four-
41 tenths percent (3.4*) of the total distribution received by the
42 county or city under G.S. L05-472, 105-485, 105-501, and Chapter
43 1096 of the L967 Session Laws between January Lt 1988, and
44 Decenber 31, 1988, is less than ninety percent (90t) of the
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1 amount of taxes the county or city actually levied on inventories
2 owned by retailers and wholesalers for the 1987-88 tax year. If
3 that sun is less than ninety percent (90t) of the amount of taxes
4 the county or city actually levied on those inventories for the
5 198?-88 tax year, the Secretary shalt distribute to that county
6 or city a supplenental amount equal to the amount by which ninety
7 percent (90t) of the taxes it actually levied on inventories
I owned by retailers and wholesalers for the 1987-88 tax year
9 exceeds the total of subdivisions (i), (ii)' and (iii).

10 Except as provided in subsection (g) of this section, each year
11 thereafter through April 1995r orr or before April 30, the
L2 Secretary shall distribute to each county and city'the amount it
13 received the previous year under this subsection. On or before
14 August 30, 1995, the Secretary shall determine for eacb county
15 and city the amount it received in April 1995 under this
16 subsection. Each year
L7thereafter,theSecretaryshatldistribute
L8 fiftv percent (50t) of this amount to each county and city on or
19 before lsrgiue*, Septernber 30 and the remaining @
20 fiftv percent (50t) of this amount to each county and city on or
21 before the following April 30.
22 (c3) Distribution to Special Districts. Of the funds
23 received by each county and city pursuant to subsections (c) t
24 (cl), and (c2l of this section, the portion that was received
25 because the county or city was collecting taxes for a special
26 district shatl be distributed anong the districts in the county
27 or city in proportion to the amount of each special district's
28 inventory leoy, as defined in subsection (d) of this section, as
29 soon as practicable after the city or county receives funds under
30 this subsection. The Local Government Cornnission nay adopt rules
31 for the resolution of disputes and correction of errors in the
32 distribution among special districts provided in this paragraph.
33 In addition, the Local Government Comnission nay adopt rules for
34 the reallocation of funds when a special district is dissolvedt
35 nerged, or consolidated, or when a special district ceases to
36 levy tax, either temporarily or permanently. lt$e4eea'l
37 €evernent Cesn;seien shall repert te the 1990 €eneral &ssen{ary
38 any errers it Ciseevers in the infennatierr furnisbeC by leeal
39 gevcr-nents te the Seeretary as reqnired rn snbseetien (al ef
40 tbiseetip*
41 (d) Definitions. The following definitions apply in this
42 section:
43 (1) 'City' has the same neaning as in G.S. 153A-1(1).
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(3)

'City's inventory loss' means the city's average
rate multiplied by eighty percent (80t) of tbe
value of the inventories reported to the Secretary
under subsection (a) of this section by the city,
plus the average rate for each special district
for which the city collected taxes in 1987, but
whose tax rates were not included in the city's
rates, nultiplied by eighty percent (80t) of the
value of the inventories reported to the Secretary
under subsection (a) of this section in behalf of
the districtr plus or minus the percentage of tbis
amount that equals the lesser of five percent (5*)
or the percentage by which State personal income
has increased or decreased during the most recent
l2-nonth period for which State personal income
data has been conpiled by the Bureau of Economic
Analysis of the United States Department of
Connerce, minus three and four-tenths percent
(3.4*) of the total distribution received by the
city under G.S. LO5-472, 105-486, 105-501r and
Chapter 1096 of the L967 Session Laws between
January L, 1988, and December 3L, 1988.
'County's inventory loss' means the county's
average rate multiplied by eighty percent (80t) of
the value of the inventories reported to the
Secretary under subsection (a) of this section by
the county, plus the average rate for each special
district for which the county collected taxes in
1987, but whose tax rates were not included in the
county's rates, multiplied by eighty percent (80t)
of the value of the inventories reported to the
Secretary under subsection (a) of this section in
behalf of the district, plus or ninus tbe
percentage of this amount that equals the lesser
of five percent (5t) or the percentage by which
State personal income has increased or decreased
during the most, recent l2-month period for which
State personal income data has been compiled by
the Bureau of Economic Analysis of the United
States Department of Conmerce, minus three and
four-tenths percent (3.4t) of the total
distribution received by the county under G.S.
L05-472, 105-486, 105-501, and Chapter 1095 of the
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1 1967 Session Laws between January L, 1988, and
2 Decenber 31, 1988.
3 (4) 'Special district's inventory levy' means the
4 special district's average rate nultiplied by
5 eighty percent (80*) of the value of the
6 inventories reported to the Secretary under
7 subsection (a) of this section in behalf of the
I district.
9 (5) 'Taxing unit' means a unit that levied a property

10 tax or for which another unit collected a property
11 tax for the fiscal year preceding the fiscal year
L2 a distribution is made under this section.
13 (e) PopuJ-ation Estimates. In making the per capita
14 calculations under this section, the Secretary shall use the nost
15 recent annual, population estimates certified by the State
16 Planning Officer.
L7 (f) Source of Fundso -- To pay for the distribution required
18 by this section and the cost of making the distribution, the
19 Secretary shall draw from collections received under Division I
20 of Article 4 of this Chapter an amount equal to the amount
21 distributed and the cost of making the distribution.
22 (g) Correction of Errorso -- If the Secretary discovers that
23 the anount or value of any inventories listed by a county or city
24 pursuant to subsection (a) of this section was overstated or
25 understated, the Secretary shall adjust the amount to be
26 distributed under subsections (cl) and (c2) as follows. For the
27 distribution to be made in the year following discovery of the
28 overstatement or understatement, the Secretary shall distribute
29 to tbe county or city the amount it would have received under
30 subsections (c1) and (c2l in 1989 if it had not overstated or
3L understated the amount or value of any inventories, plus the
32 total anount it failed to receive in 1989 and subsequent years
33 due to understatement of the amount or value of the inventories,
34 or minus the total amount it received in 1989 and subsequent
35 years due to overstatement of the amount or value of the
36 inventories. Thereafter, each year the Secretary shall
37 distribute to the county or city the amount it would have
38 received under subsections (c1) and (czl in 1989 if it had not
39 overstated or understated the amount or value of any
40 inventories."
4L Sec. 15. G.S. LO5-278.7(a)(1) reads as rewrittenc
42 "(1) Wholly and exclusively used by its owner for
43 nonprofit educational, scientific, Iiteraryr or
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1 charitable purposes as defined in subsection {+[
2 (fl, below; of,,,.
3 Sec. 16. G.S. LO5-282.1(a)(3) reads as rewritten3
4 "(3) After an owner of property entitled to exemption
5 under G.S. LO5-278.3, LO5-278.4t 105-278.5,
6 LO5-278.6| LO5-278.7, or L05-278.8 or exclusion
7 under c.S. 105-275(3), (71, (81, (L21, (17) throuqh
8 (191, (21) or (39), G.S. 105-2ZZ,l L0S-277.L, or
9 G.S. L05-278 has applied for exetnption or exclusion

10 and the exemption or exclusion has been approved,
1.1 the owner is not reguired to file an application in
L2 subsequent years except in the following
13 circumstancesl
14 €r. New or additional property is acquired or
15 imFrovements are added or removed,
16 necessitating a change in the valuation of the
L7 propertyi or
L8 b. There is a change in the use of the property
19 or the qualifications or eligibility of the
20 taxpayer necessitating a review of the
2L exemption or exclusion. "
22 Sec. L7. LO5-277.2(41a. reads as rewritten:
23 "a. A natural person. For the purBose of this section,
24 a natural person who is an income beneficiary of a
25 trust that owns land may elect to treat the
26 person's beneficial share of the land as owned by
27 that person. If the person's beneficial interest is
28 not an identifiable share of land but can be
29 established as a proportional interest in the trust
30 income, the person,s beneficial share of land is a
31 percentage of the land owned by the trust that
32 corresponds to the beneficiary,s proportional
33 interest in the trust incone. For the purpose of
34 this section, a natural person who is a member of a
35 business €n€it1r entitv, other than a corporation,
36 that owns land may elect to treat the person,s
37 share of the land as owned by that person. The
38 person's share is a percentage of the land owned by
39 tbe business entity that corresponds to the
40 person's percentage of ownership in the entity.',
41. Sec. 18. G.S. 1.05-333 reads as rewritten:
42 "S 105-333. D'efinitions.
43 l{b'en+sec The followinq definitions applv in this Article
44 unless the context requires a different meaning:
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( 1) "Jlirline eernpany" neans a pnblie serviee eirline
companv. -- A company engaged in the business of
transporting passengers and property by aircraft
for hire within, into, or from this State.

(21 "Dus lilre eenpany" neane a publie seryiee Bus line
companv. -- A company engaged in tbe business of
transporting Bassengers and property by notor
vehicle for hire over the public highways of this
State (but not including a bus line company
operating prinarily upon the public streets within
a single local taxing unit), whether the
transportation be is within, into, or from this
State.

(3) "Drstributable systsen preperty" neans all
Distributable svstem propertv. -- All real property
and tangible and intangible personal property owned
or used by a railroad company other than
nondistributable system property.

(4) "Eleetrie ner0aership eer^eratien" neans n publie
€€rrFi€e Electric membership corporation. -- A
company ryhi"eh--* organized, reorgani zed, or
domesticated under the previsiene e€ Chapter 117 of
the General Statutes and shis$* engaged in the
business of sup[rlying electricity for light, heat,
or power to consumers in this State.

(5) "-leetsrie pewer eenElany" neans a pnblie eerviee
Electric power companv. -- A company engaged in the
business of supplying electricity for light, heat,
or power to consumers in this State.

(6) Repealed by Session L,aws 1973, c. 783, s. 5.
(7) "Flight eguiFnents" neane aireraft Flioht equipment.

-- Aircraft fully equipped for flying and used in
any operation within this State.

(8) "€as eemFany" neans a publie serviee Gas comDanv.
-- A company engaged in the business of supplying
artificial or natural gas to, from, within, or
through this State through pipe or tubing for
light, heat, or power to consumers in this State.

(9) "Leeally assigneC relling steek" neans relling
Locallv assioned rollinq stock. -- Rollino stock
that is owned or leased by a motor freight carrier
company, specif ically assigned to a teminal or
other premises, and j# regularly used at the
premises to which assigned.
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(10) "lleter freight earrier eenpany" neans a Motor
freiqht carrier companv. -- A company engaged in
the business of transporting property by motor
vehicle for hire over the public highways of this
State as provided in this subdivision:
B. As to interstate carrier conpanies donicil,ed

in North Carolina, this term includes carriers
who regularly transport Broperty by tractor
trailer to or from one or more teminals owned
or leased by the carrier outside this State or
two or more terzrinals inside this State. for
purposes of appraisal and allocation only, the
tern also includes a North Carolina interstate
carrier that does not have a terminal outside
this State but whose operations outside the
State are sufficient to require the paynent of
ad valorem taxes on a portion of the value of
the rolling stock of the carrier to taxing
units in one or more other states.

b. As to interstate carrier companies donriciled
outside this State, this tem includes
carriers who regularly transport property by
tractor trailer to or from one or more
terminals owned or leased by the carrier
inside this State.

c. As to intrastate carrier companies, this term
includes only those carriers that are engaged
in the transportation of property by tractor
trailer to or from two or more terminals owned
or leased by the carrier in this State.

(11) "Nendistributahle eysten Freperty" neane tbe
Nondistributable svstem propertv. -- The following
properties owned by a railroad company! I'anC land
other than right-of-way, depots, machine shops,
warehouses, office buildings, other structures, and
the contents of the structures listed in this
subdivision.

(Lzl Nonsvstem propertv.
-- The real and tangible personal property owned by
a public service company but not used in its public
service activities.

(13) "PiFelire eenpany" means a publie serviee Pipeline
companv. -- A company engaged in the business of
transporting natural gdsr petroleun productsr or
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other products through pipelines to, fron, within,
or through this Stater or having control of
pipelines for such a purpose.

( 14 ) "Pnblie serviee ee"npany" means Public service
companv. -- A railroad company, a pipeline company,
a gas company, an electric power company, an
electric meurbership corporation, a telephone
company, a telegraph company, g bus line company,
an airline company, and any other company
performing a public service that is regulated by
the Interstate Comnerce Commission, the Federal
Power Conmission, the Federal Conmunications
Comission, the Federal Aviation Agency, or tbe
North Carolina Utilities Conmission, except that
the tem does not include a water company, a radio
conmon carrier company as defined in G.S. 62-
119(3), a cable television company, or a radio or
television broadcasting company. The ter^m also
includes a motor freight carrier company. For
purposes of appraisal under this Article, the term
also includes a pipeJ.ine company whether or not it
perfotms a public service and whether or not it is
regulated by one of the regulatory agencies named
in this subdivision.

(15) "Railread eenpany" neans a publie serviee Railroad
companv. -- A company engaged in the business of
operating a railroad to, from, within or through
this State on rights-of-way owned or leased by the
company. It also means a company operating a
passenger service on the lines of any railroad
located wholly or partly in this State.

( 16 ) Rollino stock. -- trtotor
vehicles, railroad locomotiv€s' and railroad cars
that are propelled by mechanical or electrical
power and used upon the highways or, in the case of
railroad vehicles, upon tracks.

(17) Svstem propertv. -- The
real property and tangible and intangible personal
property used by a public service company in its
public service activities. fu The tem
also includes public service company property under
construction on the day as of which property is
assessed which when completed will be used by the
owner in its public service activities.
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( 18 ) "Sclegraph eenpanl"' neans a publie reriviee
Teleoraph companv. -- A company engaged in the
business of transmitting telegraph messages to,
from, within, or through the State.

(19) "BeleFbene eenpany" neans a publie eerviee
Telephone companv. -- A company engaged in the
business of transmitting telephone messages and
conversations to, from, within, or through this
State.

(2Ol Repeal.ed by Session Laws 1973, c. 783, s. 5."
Sec. 19. G.S. 58-6-25(d) reads as rewritten:

"(d) Use of Proceeds. -- The Insurance Regulatory Fund is
created in the State treasury, under the control of the Office of
State Budget and Management. The proceeds of the charge levied in
this section and all fees collected under Articles 69 through 7L
of this Chapter and under Articles 9 and 9C of Chapter 143 of the
General Statutes shall be credited to the Fund. The Fund shall be
placed in an interest-bearing account and any interest or other
income derived from the Fund shall be credited to the Fund.
Moneys in the Fund may be spent only pursuant to appropriation by
the General Assemhly and in accordance with the line iten budget
enacted by the General Assenrbly. The Fund is subject to the
provisions of the Executive Budget Act, except that no unexpended
surplus of the Fund shall revert to the GeneraL Fund. All money
credited to the Fund shall be used to reimburse the General Fund
for the followinq:

l-Lt Monev appropriated to the Department of Insurance
to pav its expenses incurred in requlatinq the
insurance industrv and other industries in this
State.

l2I Monev n€n€1r appropriated to State agencies to pay
the expenses incurred in regulating the insurance
industry, in certifying statewide data processors
under Article 11A of Chapter 1318 of the General
Statutes, and in purchasing reports of patient data
fron statewide data processors certified under that
Article. "

Sec. 20. G.S. 113-44.15(b) reads as rewritten:
39 "(b) Funds in the Trust Fund are
40 annually appropriated to the North Carolina Parks and Recreation
41 Authority and, unless othenrise specified by the General Assemb).y
42 or the terms or conditions of a gift or grant, shall be allocated
43 and used as follows:
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(1) Sixty-five percent (65t) for the State Parlrs Systen
for capital projects, repairs and renovations of
park facilities, and land acquisition.

(21 Thirty percent (30t) to provide matching funds to
local governmental units on a dollar-for-dollar
basis for local park and recreation Burposes. These
funds shall be allocated by the North Carolina
Parks and Recreation Authority based on criteria
patterned after the Open Project Selection Process
established for the Land and Water Conservation
Fund adninistered by the National Park Service of
the United States Department of the Interior.

(3) Five percent (5t) for the Coastal- and Estuarine
Water Beach Access Program.

Of the funds appropriated to the North Carolina Parks and
Recreation Authority from the Trust Fund each year, no more than
three percent (3t) may be used by the Department for operating
expenses associated with managing capital improvements projects,
acquiring land, and adrninistration of local grants programs. ,,

Sec. 2L. G.S. 132-1.1(b) reads as rewrittenl
'(b) State and Loca1 Tax Inforrnation. llax infomation rnay

not be disclosed except as provided in G.S. 105-2591 153Jt-1t8,1,
@ 105-259. As used in this subsection, 'tax
infomation' has the same meaning as in G.S. 105-259. @l-@
records that contain information about a taxpaver's income or
receipts mav not be disclosed except as provided in G.S.
153A-148.1 and G.S. 160A-208.1."

Sec. 22. (a) The text of G.S. 1608-3 is designated as
subsection (a) and G.S. 1608-4(c) is recodified as G.S.
1608-3 (b ) .

(b) G.S. 1608-3r ds amended by this section, reads as
rewritten:
"S 1608-3. Autiority; purposei
adninistration.

(a) The governing board may define any nunber of urban service
districts in order to finance, provide or maintain for the
districts services, facilities and functions in addition to or to
a greater extent than those financed, prevjded provided, or
maintained for the entire consolidated city-county.

(b) The powers, duties, functions, rights, privileges, and
inmunities of an urban service district shall be exercised or
adninistered by the governing board of the consolidated
city-county. Any revenues, CistriJauEicns distributions, or other
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1 funds due an urban service district shall be paid to tbe
2 governing board of tbe consolidated city-county. "
3 Sec. 23. (a) Section 4 of Chapter 991 of the 1983
4 Session taws reads as rewritten:
5 "Sec. 4. District Established; Tax Levy. If a najority of tbe
6 qualified voters voting in an election called under Section 1 of
7 this act vote in favor of creating the Duck Area Beautification
8 District and authorizing the levy and collection of an ad valorem
9 tax in the district, the Dare County Board of Conmissioners

10 sha1l, upon receipt of a certified copy of the election results,
11 adopt a resolution creating the Duck llrea Beautification District
L2 and shall file a copy of the resolution with the clerk of
13 superior court of Dare County. Upon establishing the Duck Area
14 Beautification Districtr the Dare County Board of Conmissioners
L5 nay annually leqy on behalf of the district an ad valorem tax on
16 all taxable property in the district in an amount the board
L7 considers necessary to provide for the installation of
1.8 underground power lines, not to exceed ten cents 110c) for each
t9 one hundred dollars ($100.00) taxable valuation of property. The
20 proceeds of this tax shall be used only to provide for the
2L underground installation of power lines in the district.,,
22 (b) Section 4 of Chapter 363 of the 1989 Session Laws
23 reads as rewritten:
24 "Sec. 4. District Established; Tax Levy. If a majority of the
25 qualified voters voting on an election called under Section 1 of
26 this act vote in favor of creating the Outer Banks Beautification
27 District and authorizing the levy and collection of an ad valorem
28 tax in the district, the Dare County Board of Comissioners
29 shall' upon receipt of a certified copy of the election results,
30 adopt a resolution creating the Outer Banks Beautification
31 District and shall file a copy of the resolution with the clerk
32 of superior court of Dare County. Upon establishing the Outer
33 Banks Beautification District, the Dare county Board of
34 Connissioners may annually levy on behalf of the district an ad
35 valorem tax on all taxable property in the district in an amount
36 the board considers necessary to provide for the installation of
37 underground utility lines and facilities, not to exceed five
38 cents (5C) for each one hundred dolLars ($100.00) taxable
39 valuation of property. The proceeds of this tax shall be used
40 only to provide for the underground installation of utility lines
41 and facilities in the district.,'
42 (c) Sections I through 5 of Chapter 400 of the 1989
43 Session Laws are repealed.
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1 (d) Section 4 of Chapter 703 of the 1989 Session Laws
2 reads as rewritten:
3 "Sec. 4. District Established; Tax Levy. If a najority of the
4 qualified voters voting in an election called under Section 1 of
5 this act vote in favor of creating the Coinjock Canals Area
6 Beautification District and authorizing the levy and collection
7 of an ad valorem tax in the district, the Currituck County Board
8 of Connissioners shall, upon receipt of a certified copy of the
9 election results, adopt a resolution creating the Coinjock Canals

10 Area Beautification District and shall file a copy of the
11 resolution with the clerk of superior court of Currituck County.
12 Upon establishing the Coinjock CanaLs Area Beautification
13 District, the Currituck County Board of Connrissioners nay
14 annually levy on behalf of the district an ad valorem tax on all
15 taxable property in the district in an amount the board considers
L5 necessary to provide for the installation of underground utility
L7 lines, not to exceed ten cents (10C) for each one hundred dollars
18 ($100.00) taxable valuation of property. The proceeds of this
19 tax shall be used only to provide for the underground
20 installation of utitity lines in the district.',
2L (e) Section 4 of Chapter 685 of the 1991 Session Laws
22 reads as rewritten:
23 "Sec. 4. District Established; Tax Levy. If a najority of the
24 qualified voters voting in an election called under Section 1 of
25 this act vote in favor of creating the Poplar Tent Beautification
26 District and authorizing the levy and collection of an ad valorem
27 tax in the districtr the Cabarrus County Board of Conmissioners
28 shall, upon receipt of a certified copy of the election resuJ.ts,
29 adopt a resolution creating the Poplar Tent Beautification
30 District and shall file a copy of the resolution with the clerk
31 of the superior court of Cabarrus County. Upon establishing the
32 Pop1ar Tent Beautification District, the Cabarrus County Board of
33 Connissioners nay annually levy on behalf of the district an ad
34 valorem tax on all taxable property in the district in an amount
35 the board considers necessary to develop and inrplement the
35 beautification plan and projects described in Section 1 of this
37 act, that amount not to exceed five cents (5C) for each one
38 hundred dollars ($100.00) taxable valuation of property. Tbe
39 proceeds of this tax shall be used only to develop and impLenrent
40 the beautification plan and projects described in Section 1 of
41 this act. "
42 Sec. 24. Except as otherwise provided in this act, this
43 act is effective upon ratification.
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Explanation - Revenue Iaws Technical Changes

Legislative Proposal 13 mafes numerous technical and clarifying changes to the

revenue laws and relateil stabtes. The following table provides a section-by-section

analysis of the proposed changes.

Section Explanation

Adds a caption to this subsection. The other subsections of this statute all

have captions.

Returns to the statute words that were inadvertently deleted in 1995.

Repeals two obsolete statutes, imposing franchise taxes on ptrllman,

sleeping, chair, and dining cars, and on express aompanies. Railroads pay

general franchise and income taxes. There are no longer any express

companies; if there were, they would pay the general franchise and income

taxes.

Returns the term 'held' to the statute. In 1995, this sales tax exemption

was revised to clarifr that aquaculture is oovered. The statute applies to
animals or plants produced or held for commercial purposes; the 1995

reudte aocidentally removed "held".
Repeals a provision that grants a sales tax exemption for works of art

purchased pursuant to the art in State buildings progam of Article 47A of.

Chapter 1438 of the General Statutes. Because that program has be€n

repealed, the sales tax exemption is no longer needed.

Corrects an inoorrert citation.

R€peals obsolete administrative provisions in the gift tax provisions. These

provisions have been superseded by Article 9 of Chapter 105 of the @neral
Statutes. Article 9 of Chapter 105 contains the administrative provisions

that apply to all taxes administered by the Secretary under that Chapter.

Repeals ttre penalty of $10 a day for failure to file a privilege lioense tax

return or franchise tax return, which is obsolete and redundant. The general

penalties that apply to all taxes already apply to these taxes.

4

5

6
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Section

t2

13, 14

10

Exolanation

Allon's the Secretary of Revenue to assess a negligence penalty for reporting

improper adjustments to federal taxable inoome to the same extent as for
rmderstating gross inoome or overstating deductions. In cases of subsAntial

inoome tax deficiencies, a 25% penalty is assessed if the deficiency was

caused by rmderstating gross income or by overstating deductions, both of
wtrich are determined on the federal return. The penalty do not

address deficiencies caused by improper adjustments to federal taxable

inoome: adjuments that are made at the State level to determine North

Carolina taxable income. Ttris section provides Orat the same penalty

applies whether the deficiency resulted from understating gross income,

overstating dedrctions, or misstating adjusments. This section also repeats

references to "this subchapter,' which are obsolete. The term "tax' is now

defined to include not only taxes under Subchapter I of Chapter 105 of the

General Statutes but also taxes under Subchapters V and VIII and inspection

taxes levied under Article 3 of Ctrapter 119 of the General Statutes. Finally,

this section @rrexts speUing errors and modemizes the langrrage of the

statute.

Reinstates an extended period of time for making assessments for income tax

due attributable to gains from involuntary conversions or from the sale of a
principal residence parallel to federal law. The extension is necessary

because the law allorvs the taxpayer a period of time to replace the

converted property or the principal residence with similar property and

thereby avoid reoognition of the gain. If the taxpayer fails to replae the

property, gain is recognized and the assessment may be made within three

yea$ after the Secretary is notified that the requirements for nonreoognition

will not be met. Before 1989, North Carolina's individual inoome tax

contained a similar provision; when the tax law was reuritten to
"piggybacko the federal intemd revenue oode, that provision was

inadvertently not picked up.

Corrects a citation. The federal statute to which this language rcfers has

been renumbered.

Effective luly 1, 1996, revises the split inventory tax reimbursement date

from an August/April date to a September/April darc and changes the

ffi%140% split to a 5O%l5O% split. 1995-95 will be the only year in which

the 60140 August/April split reimbursement occurred. Because these

11
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l5
15

20

2l

17

Explanation

sections become e,ffective luly 1, 1996, changng the 1995 languages does

not affect the validity of what is being done in 1995-96.

Con€cts an inoorrec{ cross-reference.

Exempts ertain property owne$ from filing annual applications for property

tax exemptions. According to the Institute of Govenrment, by administrative

practie, annual applications are not required for exempt property of
veterans' organizations, masonic lodges and shrines, elks and similar

fraternal organizations, or disabld veterans. In addition, the Institute of
Government suggests that there is no reason to require annual applications

for exemption of pollution conEol and recycling equipment because the

exemption is urtomatic once the Deparhent of Environment, Health, and

Natural Resouroes determines that the equipment qualifies.

Correrts an inadvertent expansion of the use value law. Irgislation enacted

in f995 codified existing interpretations of the use value law that allow a
parher in a partnership or a member of a limited liability oompany to treat

their share of land owned by the entity as if they owned it directly. The

legisla'tion inadvertently included corporate-owned land under the same nrle.

Removes rcdun&nt language that renders oertain definitions circular. Thig

section also modernizes the form in which the definitions af,e set out.

Restores omitted reference. Until 1995, fimds in the Insuranoe Regulatory

Ftmd oould be used only to reimburse the Geae,ral Fund for the Oepartment

of Insurance's expenses in regulating the insuranoe industry and other

industries in this State. The statute was expanded in 1995 to include

expenses of other State agencies in regulating the insuranoe industry and in
carrying out certain duties under the Medical Care Dafa Act. The 1995

reudte inadvertently omitted reference to other industries, in addition to
insuranoe, that the Departnrent of Instrrance regulates. For example, the

Departuent regulates bail bondsmen and oollection agencies.

Removes an uonecessary referenoe to an effective date.

Existing law provides that oertain local tax rccords arc not public records;

this section clarifies the corresponding provision under the Public Records

Act.

Relocates a provision in the consolidated city-county act to the appropriate

statute. The provision applies to all urban servioe distrists but is currently

located in a statute that applies only to oertain urban service districts. A

18
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Section Exolanation

consolidated city-county is a county in which the largest municipality has

been abolished and its powenl, duties, rights, privileges, and immunities

have been oonsolidated with those of the oounty. Other municipalities may

dso be abolished and oonsolidated with the aounty. A consolidated

city-oonttty may define urban servioe districts to finanoe servioes within the

aounty at a higher level than in other areas of the county. These urban

sewioe districts may replaoe municipalities tlrat have been abolished or rnay

be created to serve areas that have poptrlation density, property rnrluation,

and needs ttut justtfy a higher level of servioes than is provided in the

comty generally.

Amends existing local acts establishing beatrtification districts to clarify that

the districts are special districts established under Article VII of the Norttr

Carolina Constitution and not special tax areas governed by Section 2(4) of
Article V of the Nor0r Carolina Constitution. The oonstitution permits local

acts establishing special tax districts but not local acts establishing special tax

areas. The following local acts authorize beautification dishicts:

(1) Dare Cormty, Duck Districh SLE3-991, SL93-510, and

sL95-303.

@ Dare County, Outer Banks District: SL89-363.

(3) Currituck County, Currituck Outer Banks District: SL89-4fi) and

SL95-445. The former citation appears to be obsolete.

(4) Currituck County, Coinjock Canals District: SLE9-703.

(5) Cabamrs &*ry, Poplar Tent: SL9f-6E5.

Effective date.
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Short Title: Accounting for 91.1. Surcharges. (PubIic)

Sponsors: Senators Kerr, Cochrane, Cooper, and Soles.
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A BTLL TO BE ENTITLED
Ar.I ACT TO REQUIRE LOCAL GOVERNT,TENTS TO ACCOT NT FOR 911 SURCHARGES

IN THBIR ANNUAL FINAIICIAL STATEMENTS.
lfhe General Assembly of North Carolina enacts:

Section 1. G.S. 62A-7 reads as rewritten:
'S 62A-7. Bnergency Selephone Systeu hrnd.

The fiscal officer to whom 911 charges are renitted under G.S.
62A-6 shall deposit the charges in a
special revenue fund oursuant to G.S. 159-26(bl (2). the Fund
shall be known as the Emergency Telephone System Fund. The
fiscal officer may invest money in the Fund in the same manner
that other money of the local governnent may be invested. The
fiscal officer shall deposit any income earned from such an
investnent in the Emergency Telephone System Fund."

Sec. 2. This act becomes effective July L, 1996.
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Explanation - Accounting for 911 Surcharges

Eighty-ttuee oounties in Norttr Carolina impose a telephone surcharge on their

rcsidents to pay for a 9ll Emergency Telephone Servioe. The General Assembly

authorized local governrnents to e$tablish telephone surcharges in 1989 as e xray to pay

for emergency telephone systems. Although the statute requires a local government to

naintain the surcharge Fvenues in a separate ac@unt, it does not require the Fund

leyenue, expenditures, &d ending balance to be shown in the annual financid

statement. To better enable public examination of this reyenue, kgislative hoposal 14

specifies ttrat the rEyenues should be placed in a special rsvenue fund. By definition,

budget activity in thi$ typc of fund is included in a local government's financial

statement.

Upon adoption of a local ordinan@, a local government may impose a monthly

911 servioe charge on each telephone subscriber. The 911 charges are collectedby the

phone oompany and remitted to the local government within ten days after the last day

of the month, less 1% that is retained by the phone company to compensate it for its
administrative expeilles associated with collecting and remitting the charges. Tlte local

government deposits these ctarges into an Emergency Telephone System Fund. The

money in the Fund may be invested, but all earnings remain in the Fund. The money

in the Fund may be used only to pay for the lease, purchase, or maintenance of
emergency tele,phone equipment and the rates associated with the servioe supplier's 911

service.

The 9ll surcharges brought counties $19.3 million in fiscal year 1994-95. Based

on financial statements for the fiscal year ending June 30, 1995,50 counties reported

positive fund balances with an avenge fund balance being $237,E93. Sixteen cities

also impose a surcharge on telephone subscribers to pay for a 911 servioe. These

durges raised $1,737,73E in revenue for fiscal year 1994-95.

Based on a 1994 suwey by the North Carolina chapter of the National Emergency

Number Association, 99 counties in the State have a 911 system. The lone oounty

without a system, Greene County, plans to have 
. 
a system in plaoe by 1997.

Approximately half of the oounties have an enhanoed 9ll system that directs calls to

the appropriate public safety agencies based on geographic location of the caller and

provides urtomatic number identification and automatic location of the caller.
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GENERAL ASSEMBLY OF NORTH CAROLINA
1995 SESSION

RATIFIED BILL

CHAPTER 542
HOUSE BILL 898

AN ACT TO AUTHORIZE STUDIES BY THE LEGISLATIVE RESEARCH
COMMISSION, TO CREATE AND CONTINUE VARIOUS COMMISSIONS,
TO DIRECT STATE AGENCIES AND LEGISLATIVE OVERSIGHT
COMMITTEES AND COMMISSIONS TO STUDY SPECIFIED ISSUES, TO
MAKE VARIOUS STATUTORY CHANGES, AND TO MAKE TECHNICAL
CORRECTIONS TO CHAPTER 507 OF THE 1995 SESSION LAWS.

The General Assembly of North Carolina enacts: : : : ;

PART I...-..TITLE
Section 1. This act shall be known as "The Studies Act of 1995".

PART II..--..LEGISLATIVE RESEARCH COMMISSION
Sec. 2.1. The Legislative Research Commission may study the topics

listed below. When applicable, the 1995 bill or resolution that originally proposed
the issue or study and the name of the sponsor is listed. The Commission may
consider the o_rigi-nal bill or resolution in determining the nature, scope, and aspecti
of the study. The topics are:

(1)

(2)
(3)
(4)

(s)

Atlantic States Marine Fisheries Compact withdrawal (H.B. 948 -
Preston)
Bad check fees (S.8. 876 - Ballance)
Chiropractic care (S.J.R. 228 - Odom, Soles)
Consolidation of regulatory agencies of financial institutions (H.8.
839 - Tallent)
Consumer protection issues:
a. Consumer protection (S.8. 59 - Jordan; H.B. 196

Thompson)
b. Rental property rights (S.B. E61 - Perdue)
Domiciliary care and nursing horres (H.B. 685, H.B. 745 - Clary)
Education issues:
a. Education improvement (State grants and loans for

community college tuition and fees, H.B. 42 - Warner)
b. School building disposition (S.8. 60 - Jordan, Edwards; H.B.

78 - Wainwrisht)
c. School tundiig (S.n. tOaA - Winner, Plexico)
d. Ability grouping and tracking of students (S.B. 1004

Martin, W.; H.B. 1051 - Cunningham)
e. Teacher tenure, performance -evaliration, and incentives

(H.8. 210 - Arnold)

t3
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(8)

(e)

tl?]
(r2)

(13)

(18)

(1e)

(14)

(1s)
(16)
(17)

f. Choice in education (Shubert, Linney, Miller, K., Wood),
including tuition tax credits (H.8. 954 - Wood)

Election laws ieform (S.B. 982 - Piexico; H.B. 922 - Cansler; H.B.
858 - Miner)
Emergency medical services (S.J.R. 1045 - Speed)
Enerqy cohservation (S.J.R. 461 - Edwards; H.J.R. 275 - Brawley)
Gran'dparent visitatidn rights (S.B. 841 - Forrester, Kerr, 

-dnd

Carpenter; H.J.R. 872 - Mitchell)
Illegitimacy, its prevention, and related child support and welfare
benefits issues (Basnight)
Insurance and insurance-related issues:
a. Coastal insurance availability and affordability (S.J.R. 881 -

_Soles, Parnell)
b. Long-term care insurance (S.8. 102 - Parnell; H.B. 98 -

Edwards)
c. Statewide flexible benefits program and third-party

administrator contracts (Executive Order 66)
Juvenile and family law (S.J.R. 381 - Cooper, Allran, Winner;
H.J.R. 251 - Hensley, Rogers, Russell; H.J.R. 274 - Hackney)
Lien laws (S.8. 434 - Haitsell, Soles, and Cooper)
Mold Lien Act (H.8. 617 - McMahan)
Occupational and professional regulation:
a. Fire Alarm Installers (Capps)
b. Forester licensing (Weatherly)
c. Qualified environmental professionals (H.8. 880 - Wood)
d. Psychology Practice Act (H.8. 452 - Lemmond)
Property issues.
a. Property rights (H.8. 597 - Nichols)
b. Extraterritorial jurisdiction representation (H.J.R. 73 - Ellis)
c. Annexation laws (H.8. 660 - Pulley; H.B. 539 - Sherrill)
d. Condemnation by government entities, including the

condemnation process, fair market value for property,
payment of condemnees' attorneys' fees and court costs, and
related matters (Allred)

Revenue and tax issues:
a. Revenue laws (H.B.246 - Gamble)
b. lnterstate Tax Agreements (S.J.R. 122 - Webster)
c. Tax expenditures (H.J.R. 95 - Gamble, Luebke)
d. Nonprofit continuing care facilities property tax exemption

(S.B: 980 - Plexico aid Sherron)
e. Diesel Fuel Payment method (S.B. 797 - Hoyle; H. B. 975 -

Barbee)
f. Taxation of business inventory donated to nonprofit

organization (McMahan)
State Personnel Issues. includins needed revisions to the State
Personnel Act (Morgan)
State purchasing and Correction Enterprises (S.B. 420 - Kerr,
Sherron; H.B. 302 - Warner)
Water issues:
a. Water issues (S.8. 95 - Albertson; H.B. 46 - Ives)
b. Drinking watdr tests (H.8. 930 - Allred)
c. Water conservation measures to reduce consumption

(Sherron)

(20)

(21)

(22)
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Sec. 2.2. Executive Budget Act Revision (Morgan, Holmes, Gray). The
Legislative Research Commission may study the Executive Budget Act and the
budget process. The study may consider this State's and other states' laws and
policies on the budget process and any other matters it considers necessary in order
to recommend a complete revision of the Executive Budget Act and its policies. A
study of these revisions shall specifically address the constitutional requirement of
separation of powers as it relates to proposing, enacting, and executing a State budget
and as it relates to the gubernatorial veto.

Sec. 2.3. Ciiminal Laws and Procedures; Sentencing (Neely, Odom, and
Ballance). The Legislative Research Commission may study criminal laws and
procedures, including criminal offenses, criminal penalties, criminal process and
procedure, sentencing, and related matters.

Sec. 2.4. Downtown Revitalization (Brawley and Sherron). The
Legislative Research Commission may study ways td encourage the development and
use of downtown area structures. The use of these structures may include both
commercial and residential uses in the same structure. To encourage the
development of downtown area structures, the Legislative Research Commission
gtudy should evaluate the usefulness and cost-effectiveness of providing the following
State and local incentives:

(1) Income tax credits
(2) Reduced property tax liability through the use of exemptions,

deferrals, or lower values.
Zoning law modifications.
Building code modifications.

Sec. 2.5. State and Federal Retirees (Rand, Perdue, Warren, Edwards,
Qrady, Morgan, Gray). The Legislative Researdh Commission may study North
Carolina's tu( treatment of the reiirement benefits of State and fedeial govbrnment
retirees residing in North Carolina, the potential need to make chai'ges in the
revenue laws of North Carolina relative to such benefits, and recommendations by
which any alleged unconstitutional or inequitable tax treatment of retirement benefits
might be redressed.

Sec. 2.6. Cape Fear River Basin (Shaw). The Lesislative Research
Commission- ma-y study the uses of $e Cape Ferar River Basin, iri'cluding increased
economic development, the use of hydrbelectric power, recreational- uses, and
improving water quality for citizens of southeastern Nrirth carolina.

Sec. 2.7. Workers' Compensation (S.J.R. 996 - Kerr). The Legislative
Research Commission may study the effect bf ttre assisned risk pool oi small
employers,. the funding mechairisms of the Industriai Commisiion, workers'
compens-ation premium- t!|, or any other matter raised by the Chairman or Advisory
Panel of the Industrial Commission; provided, howevir, the Legislative Research
Commission shall qo! slu_dy any mattei contained in the original 6r any subsequent
version of Senate Bill 906, th6 leeislation that led to the Workers' Cbmnensition
Reform Act of 1994. The Cominission may also study the issue of fiinding of
workers' compensation for volunteer fire depariment and r-escue squad members. -

Sec. 2.8. Committee Membeiship. For each L6sislative Research
Commission committee created during the 1995-96 biennium, th1 cochairs of the
LegislativeResearch Commission shall appoint the committee membership.

Sec. 2.9-. Reportilg Dates. Fii each of the topics the Legislative Research
Commission decides to study under this.act or pursuairt to G.S.-120-30.17fl). the
9oryTjftpn n-tty report its_ finding_s, together with any recommended legislaiioir, to
the.1996 Regular Session of the 1995 General Assembly, if approved by tf,e cochairs,
or the 1997 General Assembly, or both.

tll
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Sec. 2.10. 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 incorporated by reference any of tlie substantivb provisions contained in the
orisinal bill or resolution.- Sec. 2.71. Funding. From the funds available to the General Assembly,
the Legislative Services Comriission may allocate additional monies to fund the wofk
of the Legislative Research Commission.

PART III..--...SENATE AND HOUSE STUDIES

Sec. 3.1. The President Pro Tempore of the Senate may direct a Senate
standing committee or select committee to stuiiy the following issues:- (a) Campaign reform (S.8. 982 - Plexico).

(U) fravel -nd Touriim Division of Department of Commerce merger
xrith the Division of Parks and Recreation of the Department of Environment,
Health, and Natural Resouices (S.J.R. 1050 - Sherron).

Sec. 3.2. The Speaker of the House of Representatives may direct a
House standing committee, pCrmanent standing subcommittee, or select committee to
study the following:' (a) tsJues involved in tort reform which were introduced in the 1995
Regular Session of the General Assembly but not enacted (Daughtry).

(b) The facilitation of greater cooperation between the public and
nonprofit sectors and the fostering of grofih of the nonprofit sector, including, but
not limited to, a review of government funding of nonprofits through State agencies,
allowing local governments to take measures to encourage philanthropy within their
communities and the feasibility of privatization of services and programs through
nonprofit organizations (McMahan).

Sec. 3.3. A standing committee, permanent subcommittee, or select
committee may report pursuant to this Part to the 1996 Regular Session of the 1995
General Assembly with any recommended legislation.

PART IV.---.-BLUE RIBBON STUDY COMMISSION ON AGRICULTURAL
WASTE (S.B. 695 - Albertson; H.B. 524 - H. Hunter).

Sec. 4.1. The Blue Ribbon Study Commission on Agriculture Waste is
created in the General Assembly. The Commission shall study the following issues:

(1) The effect o[ agriculture waste on grounlwater, drinking water,

X[t,l:t 
quality and any other environmental impacts of agriculture

(2) Methods of disposing of and managing agriculture waste currently
in use in this State.

(3) Methods of disposing of and managing agriculture waste that have
fewer adverse impacts than those methods currently in use in this
State, including positive commercial and noncommercial uses of
agriculture waste.

(4) The economic impact of agriculture waste in areas in this State
where there is a high concentration of agriculture waste, including,
but not limited to, the impact on property values of land adjacent
to agriculture sites and on water treatment costs.(s)'e%':T*r'f1,"?' 

J:f"LTi?T3'3*?# ir:l'5i"'l it?,:#x:
Study authorized by Section 45 of Chapter 561 of the 1993 Session
Lawi and anv reiommendations thaf result from the federallv
funded study of ttre potential for groundwater contamination frorir
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GENERAL ASSEI\TBLY OF NORTH CAROLINA

SESSION 1995

HOUSE JOINT RESOLUTION. 246

Sponsors: Representatives Gamble; Arnold, Luebke, Ramsey, and Tallent'
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Referred to: Rules, Calendar and Operations of the House.

FebruarY 22, 1995

A JOINT RESOLUTION AUTHORIZTNC THE LEGTSLATIVE RESEARCH
COTUVISSION TO CONTINUE TO STUDY THE REVENUE LAWS OF
NORTH CAROLINA.

Whereai, the Legislative Research Commission has been authorized by

the 1g77, 1g7g,1gg1, 1983, tb8S, 1987, 1989, 1991, and i993 General Assemblies to

conduct a study of the revenue laws of North Carolina; and
Whereas, since 1977 the committee appointed by the Legislative Research

Commission to study the revenue laws has recommended many changes in the

revenue laws in the committee's attempt to improve these laws: and

Whereas, the Revenue Laws Study Committee has proved to be an

excellent forum for both taxpayers and tax administrators to present their complaints

about existing law and make suggestions to improve the law;

Now, therefore, be it resolved by the House of Representatives, the Senate

concurring:
Section 1. The Legislative Research Commission is authorized to study

the revenue laws of North Carolina and the administration of these laws. The

Commission may review the State's revenue laws to determine which laws need

clarification, technical amendment, repeal, or other change to make the laws concise,

intelligible, easy to administer, and equitable. When the recommendations of the

commission. if enacted, would result in an increase or decrease in State tax revenues'

the report of the Commission shall include an estimate of the amount of the increase

or decrease.
Sec. 2. The Commission may call upon the Department of Revenue to

cooperate with it in its study of the revenue laws. The Secretary of Revenue shall

"rrr.rr" 
that the Department's staff cooperates fully with the Commission'
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Sec. 3. The Commission shall make a final report of its recommendations

for improvement of the revenue laws to the 1997 General Assembly and may make

an interim report to the 1996 Regular Session of the 1995 General Assembly.

Sec. 4. This resolution is effective upon ratification'

A-5
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REVENTJE LAWS STT]DY COMMITTEE
MEMBERSHIP

1995 - 1996

LRC Member: Sen. R.L. Martin
125 Nelson Street
PO Box 387
Bethel, NC 27812
(919) 82s435r

President Pro Tempore Appointments

Sen. John H. Kerr, III, Cochair
PO Box 1515
Goldsboro, NC 27533
(919) 734-184r

Sen. Betsy L. Cochrane
122 Azalea Circle
Advance, NC 27006
(910) 9e8-8893

Sen. Roy A. Cooper, III
PO Drawer 4538
Rocky Mount, NC 27803
(9r9) 442-3r1,s

Dr. James Crapo
Duke University Medical Center
Box 3177
Durham, NC 27710

Mr. Joe Deneke
PO Box 779
Kill Devil Hills, NC 27948

Mr. Leonard Jones
300 North 35th Street
Morehead City, NC 28577-3106

Mr. James Seay
S*y, Pitchner and Horne
PO Box 18807
Raleigh, NC 27519

Sen. R.C. Soles, Jr.
PO Box 6
Tabor City, NC 28463
(910) 6s3-201s

Speaken's Appointments

Rep. Charles B. Neely, Jr., Cochair
3065 Granville Drive
Raleigh, NC 27509
(919) 782-3845

Rep. Daniel T. Blue, Jr.
PO Box 1730
Raleigh, NC 27602
(919) 833-re3r

Rep. Lanier M. Cansler
14 Laurel Summit
Asheville, NC 28803
(704) 298-8514

Rep. J. Russell Capps
7204 Hdstead lane
Raleigh, NC 27613
(919) 846-9199

Rep. Walter G. Church, Sr.
PO Box 760
Valdese, NC 28690
(704) 874-2r4r

Rep. George S. Robinson
PO Box 1558
lrnoir, NC 28645
QA4) 728-2902

Rep. Iarry Shaw
PO Box 1195
Fayetteville, NC 28302
(910) 323-s3O3

Rep. Fern H. Shubert
105 East Main Street
Marshville, NC 28103
(704) 624-2720
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Staff:

Ms. Martha Harris
Bill Drafting Division
(91e) 733-6660

Ms. Sabra Faires
Mr. Warren Plonk
Mr. Richard Bostic
Fiscal Research Division
(919) 7334910

Ms. Cindy Awette
Research Division
(919) 733-2s78

Clerk:

Ms. Evelyn Hartsell
(919) 1n-s9r
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1995 Tax Law Ctanges

Prepared by Cynthia Avrette, Sabra J. Faires, and Marttra H. Hanis

Chapter 4 (S€nate Bill 13, S€n. IGrr)_ 
AI{ ACT TO FTJRTHER REDUCE EMPLO'YERSI' W
INSIIN,AI{@ TAXES.

This act r€du€s rmemplolment insuranoe taxes, effective January l, 1995, in the
following ways:

(1) - It lowers the texable wtge base for the tax by changlng the formula used to
compute the base. It reduces from 60% to-50% fhe peroentage of annual
avenage wages used to calculate the taxable wage base. this change rcduoes
the 1995 orage base from 13,500 to 123A0. This tax reduction benefits all
employers and wiU save existing employers as well as nEw businesses an
estimaled $35 to $40 million a year.

@ It rcduoes the tax rates that apply to rated employers with a positive
unemplolment insrrance aocount balance. This reduction is estimated to save
employers about $15 million I year.

(3) It &ts a ze,ro tax rate for emplbyen with credit ratios of 5.0 or over. Under
current llw, the lowest rate is 0.01%. This change is estrmated to save
employers about $130,(n0 a year.

Tak€n together, the clranges ort unemployment insurane tsxes by about 23% and
save employers more than $51 million a year. Unemployment tax oontributions are
paid by employers on a quarterly basis and deosit€d into the State Unemplolment
Insuranoe Trust Fund. After dedrictins anv refunds oavable from the Fund Dursuant to
G.S. 96-10(0, the money is deposited-with the secratdry of the tr€asury of-the United
States to the credit of this State-s aaoount in the Unemployment Tnrst Fund. Frmds in
the State's aooount earn intenest that is also q€dited to thie aooormt. As money in the
State's account is needed to pay b€nefits, it is transferr€d to the State and credited to
the benefits aooorurt of the State's Unemployment Insrrran€ Fund to be used to pay
benefits to people ufto lose their job through no fault of their oym. Fede,ral law
prohibits transfer of or palment of refrrnds from money in the Trust hmd.

The General Assembly has reduoed ruremployment insuranoe taxes several times in
rccent years. In 1994, ihe @neral Assembti r&tuoed the taxes by an aycrage of 38%
for rated employers with a positive credit balance and by 2O% for employers who qp
not yet rated. A ratd employer is an employer who has had a dtargeable aooount for
more ttran 13 oonsecretive months immediarcly prcceding the date for calculating the
employer's t8x rate.

In 1993, the Gene,ral Assembly ensctcd legislation that rcduoed the unemployment
tax rate by 3O% for rated employers with a credit balane in their unemployment
insuranoe tax amunt for any calendar year in which the balane in the Unemplolment
Insurance Tnrst Frmd equals or exoeeds $8(X),(X)0,0q) as of the Pr€cding August 1.
This percentage rpduction in the tax rate was increased to 50% in the 1994 legislation
as part of the tax rate r€duction for employers who have a sedit balanoe in their
nnemployment insuran€ tax acoount. In lW2, the General Assembly suspended an
additiorud unemplolme,nt tax oollected from employers and credited to the Employment
Security Commission Reserve Fund, which bolsters the State Unemplolment Insuranoe
Tnrst Frmd. Despite these orts, the North Carolina Trust Fund in Washington, from
which unemployment benefits are paid, is close to $1.5 billion.



Before enactment of the 1994 legislation, North Carolina's average unemplol4ent
tax nte, O.5%, was dready the 45th lowest in the nation. Sin@ the enactment of the
1995 aA, Norttr Caroline's awfirge unemployment tax rate is the lowest in the nation.
The 1.8'fu shrting rate for new frpbyer; is,now the seoond lowest rate in the nation.
The Norttr Csrolfia averrge urcef$'beirefit amount paid to claimants for unemplolment
benefits is the highest in the soittheast at $171.41. Norttr Carolina also pays the
higbest maximum weekly bert€fit amount in the southeast at $2E9.00.

Chapter 7 (Horse Bill t0, Rep. Tdlent). 
AI{ ACT TO NEThJAL TIIE SFE|CIAL USE TAX ON qONSTRUCTION
EQTmMED{T Bn(XTGITT INTO TIrE STAIE.

This act repeats the spocial usc tax that was lwied in 1957 on vehbles, madtirrcr5/,
tools, and otlier equipmbnt brurght into North Carolins for use in onstnrction. The
repeal becare effeEtive July l, l99rs. This act was r€@mmmded by the Revenue laws
Stirdy Committee. The D€eartmcnt of Rev€nue suggested this issne as a study topic for
tne oommittee because the tax gcn€rated little rerrenue, was difficult for taxpayeN to
understand and comply with, unrs difficult to administer, and no longer served its
original purpose of pioi,ecting North Carolina oontractors from out-of-starc oompetition.
ThE repinl ^is 

expe.bted to iesult in a General Fund revenue loss of no more than
$20,(n0 a year. '

Ttre speiial use tax applid to contractors wtro do work in more than one state,
purchase-equipment in a 

-siate 
other than Norttr Carolina for use in the other state, and

ihen bring th6 equipment to this State for use in oonstnrction. The rcgular sales and
use tax w6utO nol alpg to this equipment because ttre equipment was not pwrclnscd in
this State and was not-ourclrased for use in this St8te. The special use tax rate tor an
item other tlran a mooi vetricle was the recular usc tax rate of 4% Stute and 2% local.
The special use tax rate on a motor vehiclE was the sarne as the highway use tax mle,
which is 3% subject to the applicable maximums.

To oompute ihe special use tax due on an item of equipment, a @ntncSor had to
multiply tlie sales prioe of the equipment by the p€rcntage of the egipment's usefrrl
life ttiai was expecttd to be spent iri NorUr Carolina. The-oontractor then had to apply
the applicable Specisl use tax- rate and subtract as a sredit the proportional amount of
sales'and use uix paid on the equipment in anottrer state. Wien-fiIing a return, the
contractor had to tist eadr piece-of equipment separately, along with the equipment's
original purdrase prie, the amount of salcs and use tax psid wtt€n the equipmeril was
ouictrasefr. the saie to s'hich ttre tax was oaid. ttre equiiDn€nt's estimttd useful life,
irna tne purioO of time the equipment is expbcted to be in-Norttr Carolina.

Until i989, the special usa 6x did not illon'a credit for taxes paid in angthgr state;
accordingly, the tax ope,rated as a protectionist measur€ to give North Carolina
oonstnrcddri oompanies i oompetitive aitrranage over ompanies from other states. In
1989, the Reveirire laws St t fy Committee aEterminea thlt without a credit for taxes
paid in anotlrcr state," the speiial use tax probably violated the fedenal oonstinrtion's
interstate @mmerce dause. 

- In addition, tf,e oomriluee found that rualiatory laws in
neietrborins states qreat€d a burden on North C.arolina ompanies seeking to do
conitnrctioi business in those states. In acoordane with the oommiffee's
reoommendation, the 19t9 General Ass€mbly arar/rrd the specid use tax credit for
regular sales and use taxes pakl to other ststes and to local goyernments in other stat€s.
bf our neighboring states, Virginia, South Carolina, anO fennesqee have similar

special use taies on bnstnrction *uipment brought into the state. Georgia does no.t
tiave a similar tax. The border states-tnat have a similar sp€cial use tax allow a credit
for resular sales and use taxe$ Daid in another state. Repeai of North Carolina's special
use tai will therefore not affeci North Carolina oompanies doing business in the border
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states; the companies will oontinue to receive credit for North Carolina sales and use
axes paid

Chapt€r 17 (Ssute BiU 104, Sen. Cochrane)- ATi ACT TO MA,re TECIINICAL AND CX,AruTNNG CIIANGESI TO
TIIE REIYENUE I.AWS AITD REIATED STATUIES.

This act makes a number of unrelated tecturical ard clarifying changes to various
revenue statutes. The changes are described belorv by section:

Section

I
2

Explanation

Adds a missing period in the phrase 'G.S".
Deletes a ltudiete word.
Clarifies thai a tarpayer's fed€ral taxable irpotrl€, used as a starting point
for North Carolins orporate and individlnl inoome tax, is to be
determined in aoordance with the Int€rnal Rervenue Code.
Requires a taxpayer to add to Stat€ taxable inoome the amount of any
feOirat ;tate tii fua on an item of inome in respect of a deedent that is
included in fedenl taxable inoome. Utder current hw, taxpayers are
allou'ed an inome tax deduction for both Stats inh€dtan€ tax paid on an
item of inoome in respect of a decedent ad fed€ral estate tax paid on the
same item of inoome in respect of a deedent. Allowing a State deduction
for a federal tax is oontrary to ttre tax struchrre of the Stite and is the re$ult
of an oversight. tris pioposal oomects this oversight by repealing the
deduction foi federal estate tax but retsinins the deduction for State
inheritance tax paid on an item of inoome in resiect of a deedent.

Income in resipect of a deedent is inoome to u/hich a person was entitled
when ttre persoir Oea. An exanple of an item of inocime in respect of a
deedent i3 Oe gain from an instrilIment sale made by the deedeht before
death. This in6mo is subject to inheritan€ tax u[on the dearh of the
decedent as part of the deddent's property. fui inrbme tax deduction is
allowed for dle inheritrnce tsx paid on an'item of inoome in res@ of a
decedent to prwent double taxation.
Chanses the word 'scction' to tsubsection."
Malrci a "oonforming drange to the use tax stahrtes. In lW3, upon
reoommendation "of 

-the ne\rcsue laws Study Comnittee, tlrc Genemal
Assembly enacted lesislation orovidins that a rptailer's sales tax liense
beomesvoid if, for-a periodbf tg donths, the retailer does not file any
returns showing'trxable'sales. Ttris section inakes the same change to thb
oorrespondins rctail use tax liqrse.
Corrects nvo-inmrrect cross-referenes and reorganizes and modernizes the
qrrrcnt law dlou,ins ertsin entities refunds of sales and use taxes.
newrites ttre &finition of the Internal Revenue Code u$€d in State tax.
stahr&es to dnnge the rderene date from January l, lgll4., to January I,
f995. Updating the Intcrnal Revenue Code referpne mafcs rcqlt
amendments to tlle Code applicable to the State to the etrent that Stale tax
law prwiotrsly tracled feddral law. ftis update hrs ttrc greatest e,ffect on
State- oorporrie and irdividual inome taxes becauce these taxes arc bas€d
on fedenil taxable income and arre therefore closely tied to federal law.
The franchise tax, gift tax, highway use tax, inheritane tax, insunnoe
company premiums- tax, and- intangibles tax dso determine some
exedptiins'based on the provisions of-the Code. This year, @pse the
federal government has noi enacted any ctranges to the Cdde that affect our
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tl

statutes, the update has no substantive effect and is merely a todlnical
ctunge.

10 Restores ttre oorrect tine period for filing a petition for administrrtive
review with the tax rwiw boad. This time period was inadvertently
shortened in a reurirc of the stabte enar'lfd in 1993.
Adds three nw eroepions to the prohibition against discJosing confi-d€ntial
tax information. The State's Tax Secrecy Act, G.S. lO5-259, prohibits the
disclosre of a tarpayer's tax information exo4t in specified cirqmstances.
The act fails to prb*iO" that the Oepartment oT ne,venue may share s ooPJ
of a tax return with the taxDay€r wtro filed it. This s€cdon oorrects this
problem in $rce ways: it allo$s the Department to provide g oPI of q tlx
renrm (1) to the tarplyer who filed it, Q) to the legal reprecentative of qe
estate of the taxpeyer if the taxpay€r is incompetent or deeased, or (3), in
the case of a renm filed by a partnership, a oorporation, an estate, or a
tnr$t, to a "person having 

-a 
daterial iriterest' ris d€tqmin€d rmder the

Cod6. A pirson having-a material interest would be, for example, a
partrrer in tlie paru€rstrip that filed the return, a oorporate agent designat€d
by the corporation's board of directors or CEO, a,oo,rporlate stnreholder
urith more ihan l% of the outstanding stock, a sbareholder in a Subdtapter
S corporation, the exoortor of an estate, or the trust€e of a tnrst.
Gives a person u'ho files an amendcd rcturn aftcr reeiving-a-federal
determinadon the same amount of time to ask for a refund that the
Department of Revenue has to assess additionll taxes. A federral
defernination is i change or oorrection nade by the IRS to a federal tax
that affects the persont tiaUitity for State irrcbme, gtft, or wittrholding
taxes. Iast ses$ion, the General Assembly (in Chaptbr 582) revised and
oonsolidated the provisions @noerning assessments of tax following_ a
federal determination and did ns1 mel€ a oorresponding change to the
statute of limitations for refunds.
Makes a onforming drange to oorrespond to the clrange made by Section
tl.l. The secdot deb[es hncuaci in the stahrte-thst OesciiUes ttre
prooedure for chiming a re,filrrd t[at -oonnias with the statute of limitations
set in G.S. 105-256(c).
Adds a missing hyphen.
Re.stores a misr"ring portion of a mss-referene.
Mafes it clear thi'a rnotor carrier that operates in intemstate, as opposod to
intrastate, crxilneroe must file a road tax-report for each quart€r wtrcther or
not the carrier drove in North Carolina durins tbe qusrt€r for whidt the
report is due. The Department now requires tfr'eqg cafoers to 4e quarterly
reports but the stahrte-can be constnred as requiring ttrem to_file a report
orily if they drove in Norttr Carolina during ttnt qnarter. Wh€n a notor
cariier redisters wiill the Department, t5e carrier must state on the
application whetlrer the carrier ib an intrastate (x an interstrte carrier.
Cbhsolidates, @difies, and onforms various local acts that authorize
oefiain oounties to aoquire and improve public achool property on_ belralf of
their local school borrds. These- existrihc local acts euthorize the naned
ormties to finanoe school onsfttrction -projects through lease-purdrase.
This section elimfurates the oonfirsion of havirig nurnerous similar locrl acts
scatt€,red ttroughout the Session laun and provides that clsrifying language
that was inchried only in some of the morc r€cent local acts will apply
equa[y to all afrerl.rd oounties.

11.1
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17

18

t9-22

23

Chapter 681 of the 1993 Session laws rcvised the Sate Ports Tax Chedit.
Beciuse that tax credit expires for tax years ending aftEr 2128/96, the
revisions to the credit need to expir€ at the same time.
Repeats a Session Iaw that driplicates anoth€r Session Iaw; both laws
revised G.S. 105-24 1. 1(e).
Clarifies that rcfrnds of-local neals taxes must bc madc only to qtain
nonorcfit and qovernrent entities to the same etr€nt as State sales tax
refuirds. fiie f,olhring local governmarts are orrrently uthorized to lery
a meals tsx: Chrrloficn{ecll€ilhrg County, oare Cornty, Wate County,
Cumb€rland Couily, and the Town of Hillsborough.
Repeats two 1971-acts that gave Nash County itd Edgemmt Couty a
spncial l%C l@l opion Eales tar as an alternative to the l%C local option
siles tax enacted fbr all oounties. These local acts provided that each
county oould lerry or rcpeal the tax only if the otlrer took the same action.
fte$i alternste lbcal ofrons were nwei exercised md are nofonger viable
because of subsequent c*r,rnges in the State and local sales tax laws.
Provides that the s€ctions 6f tlre act are effective upon retification unless
otherwise sp€cified. Section I became effective July l, 1995; Sections 5
and 9 became effective for taxable years beginning on or after January l,
1995; and Section 11.1 and Section 18 became efrective January l, 1995.
All other sections became effective March 23, 1995, the date of
ratification.

Recommended by the Revenue laws Stndy Committee.

Chapter 21 (Senate Bill22O, Sen. Martin of Pitt)- 
AN ACT TO PROVIDE COI'NTIES WIIII INFORMATTON TO ENABLE
THEIVI TO VERItr CIIUITdSI FOR, REFUNDS OT THEIR, IPCAL SALES
AIYD USE TAX.

This act eives oounties ao6s to information reearding local sales tax rrefirttds paid to
nonprofit cdrporations and governmenal srtities, -Ue$ntrng July l, 1995. Undcr prio.r
law, oounties did not have rcs to this information because the local sales tax rs
collected by ttre State and the tax s€crccy stahrte prwents the Depafincnt of Revenue
from discltisinq informarion about indiriiAlal taxiavers. Withorit information about
local sales tax -l€finds, oounties were not able to rixlit claims for refrrnds against ttrcm.
The ounties had to rely on the Deparmart of Rerslue to audit the claims, but the
pepartment does not haie enough rebures to provide the lwel of audit some ootmties
wistred to provide for themselves.

Under G.S. 105-164.14, nonprofit oorporations and stain governmental entities
may seek a refund of State and ltcal salqs taxe{ they pay ontheir purduqgs. To do so,
theie entities must file a written request for refirnd ivith the Depertment of Revque and
name the counties u,here the purcnhses we,re made. The Secr€tary of Rerenue deducts
the claimed refunds of local sales taxes from tax rw€nue distrih$€d to ttrc ourties.
Errors in identi$ring the oorrect oounty in refind claims oocur because the local sales
tax applies to Uir: .iir*ty in which Oe retaiter is located, not the oounty in wtrich the
purcliaser is located. Sdne oounties beliwe that entities localed in one oounty w-,to pay
sales tax to another couoty arb chiming the refirnd agairut the ormty in which they arc
located, rather than against the couty in wttich they made the prrciase.

To obtain informadon concerning local sale tax refrrds under this act, a aounty must
request the information in writing-from the Secretary of Revenue. The Secrerary nas
30'davs to orovide the chair of tf,e board of oormry-oommissioners with a list of each
nonor6fit oo:rmration or qovemmental entitv that rbceived a rcfrnd of at least $1,000
of tfiat counti's local taxd within the last 12 months. The ooulty can then use ttris list
to identify eintities wlrose refund claims the county may wish-to audit. Upon the

u
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vnitten request of the oormty, this act requir€s an entity !h"t- t"q r€ceived a refrrrd to
orovide Oe ounw with a-opy of the-rpquest for rrdirnd, dong witlt stlpporting
itoomentation rpqirested by tfp 

-ormty to veiify the request. If an entity determines
that a r€fund it hts r€€ired hss b€Gn cherged to the u4ong ootmty, rt must rrc an
amended renrm for the r€fund. Ttre amentied r€turn will enable the Department to
mafe the appropriarc adjustments in the subsequart quarterly disEibution of local sales

tax revenue.
This act specifies tFat the information disclosed.lP the- oqmty is ttot a public reord

. 153A-148.1. $,hich qovenrcand may not Ue disclosed exoept in aeordane with G.S. 153A-14t.1,
the disciosure of local tax f€@nCs. Section 2 of the act ameods the telr

govems
of local tax reonCs. Section 2 of the act ameods the trx secrecy statute

to allow ttre Deoartment to furni$h the oounty with the rpquired tax refrmd information.
Duriqg ttre first year the.act is in effect, ttre Oepa@nt 4 n"*ry d 4f T

tatttt dfu gO dayi to provide a ooufy the requestril information. Tbis Gxtra time is
attoureA because the De.i,artment will hive to oompile the information manually. Afterallowed because the Departmentt will hive to oompile t!: information manually. eftg:
the first year. it is antidp*ed thrt the neu' Integirted Tax Adminishrtion System will
enable ttr;e pepartment tooompile the information electnonically.

Ctrapter 41 (S€nate Bill 8, S€n. Kerr)' AIn ACI TO REPEAL rirp nUXCnr,pS TAX Al{D TO nEIMEIJnSE
LOCAL GOV-ENNMED{TS FOR, THETN, RESIT'LTING NSYENT'E IOSS.

This act repeals the intmgibtes tax on stoclL bonds, mrr0nl-^firds, atd aounts
receivable effective for the tigS tax vear (t8xes due April 15, 1995). The reperl will
result in a tax rcdtrtion of $124 million a year for inc[viduals and orporations. This
act dedicafes $93 million in recuning Creriemat Furd rcvcnue for distribution to local
qovemmeng annually to reimburse ttrfu for their rerrenue loss due to the r€eeal of tle
6x. A total of $95-million of State fuids will be distriht€d to local governments for
the intansibl€s tax because $2 million tlrat was formedy deduaed ftom thc tax to pay
for the focal Government Commission and similar kical oogt items will instead be
deducted from local sales taxes disfributed to local govenurcnts.

Tlre intangibles tax was a State-lervied plopertf tax 9f !5C per. $lfit of nlrrc of
stocks, bondi, notes, munnl finds, stain irsinrnls reoeirable, and interese iq forcign
tnrsts. ^lccorlnts with investment brcters end securities dealers were er€mpt from the
tax on accormts receivaile. Until 1985, the tax appliad also to cash on hand, mqlcy
on deposit, and aooounts with investment brokers and seonities dealers, Ttrcse.portions
of the tai were r€Dealed in 1985; at that time, the General Assembly dedicated
reqrrring Gen€ral Ftnd rsy€Nrues for distribution to local govemrrcnts to reimburse
them foi their rensrue loss due to the r€ecal. The amount of the reimbursement was
indexed to grow autometicelly at th€ same rate as State personrt incore.

Before t531, the intangibfes tax was lwied by local 
-gowrnments. It was @rNt€rtcd

in 1937 to a'Starc-levi& tax with 50% of the rwEnue to be $ax€d with local
govenments. The local slnre was fui@ased to 75% in f94l and to lW% in 1957. In
i9Ft, in order to balane the State budget, the Governor cut local go\rcrnments' glure
of th6 tax and their reimhrserent for tfi'e oara of the tax repealed ih 19E5. ht€r that
year, the Gesral Ass€mbly r€stor€d ihis cut but fuoze the distribution and
ieim-bursement alnounts, so that the Stat€ would sturc in the tax rcvqrue as-it gfew
above the frozen amoutrt. In 1993, the General Assembly Md legislation tha!

would have frozen the State's sharc of the tax and r€storcd future growttt to local
governrnents beginning in 1995. That legislation never went into effect, however,
because the tax was repeeled by this act.

By 1995, the Statets $harc was approximately $31 million and the local struB was
appioximati:ty $93 million. BV- 

-dedicating State rw€ilre to rcimbursc locat
sioernments'for their sture in futilre years, tf,f act requires the State to absorb the
Entire $tf,{ million lqss from the G€ndral Fund. B€cause the reimhrrs€ment to local
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sovernmstts is frozen and will not grow, local govemments must rbsorb the loss of
Expectea rw€nue growttr that would have been resiored to them n 1995 had the tax not
be€n repealed.

The ieimhrrsements enacted in 19t5 ard the new reimburrement provided in this act
are allocated arronq the oounties in proportion to the smount of tax collected in each
oountv in th€ last iear the ttx that is tieing rcimhrscd was in effect. The amounts
allocrted are theo riivirUA lmng the ountiand its munidpslities in proportion to the
total rmount of ad rnlorcm tares teyi€d bi erch during tlr fircal yeer preeding the
distribution. The distibutims will be madd eadr August, begfuming in 195.

The repeal of the intangibl€s tax by this act uras precipitetod by litigSi<n-challeoging
the constitutioalitv of thC tax on stocts and stock muanl fiDds. Thc stock tax statute
exemptod a propoition of oorporete $tock equal to the per€lt4ge of the orporation's
busfuilss that- is-condr$ed in-Nor0r Carolina. Thus, atock of a oorporatim that did
100% of ia btrsiness in Norttr Carolina was lfl)% cx€mpt ftom thc intangiblcs tax.
This exemption was tnoum as the 'taxable percentage' deiluction. In 1993, in Fulton
Corp. v. Justus, the North Csrolina Cqrt of Appeals ruled that the tareble Percentage
iEffiffiTfttrtes the interstate oomm€rae clausle-of the federal onstihrtion. The @urt
invalidated the deduction effectirrc for the 1994 tax year but, before the docision ould
go into effect, it was overhrmed by the North Ca6lina Supreme Court in Deember
igy. ftre North Carolim suprenie Court agreed wi0r the-Stats's-argumtt tlrat the
stock tax ard the taxable oererrtaqe deduction are both @nstitutional. The case is now
on appeal in the United'Ststes Supreme Court. The ptraintiffs are arguing -that ^Qg
entire-stock tax is ruroonstih$ional rmd should be invaliddt€d by the @urt. If the 1995
General Assembly had not repealed the tax, taxpayers, the State, 8nd local governments
would have redained uneertain as to'whether-the oourt's decision would ptottibit
collection of the stock tax for the 1995 tax year, authorizs oollection of the tax but
prohibit allowanoe of the taxable peroentage <ieduction for the 1995 tax year, or leave
the entire stock tax stnrcture in place.

Chapter 42 (House Bill 2, R€p. Datryhtry)- AII ACjT TO NEDT'CE- INCOME TAXES FOR TIIE II)WER ANI)
MIDDLE.INCOME PEOPIJ OT NORTH CAROLINA DY INCNEASING
TIIE PERSK)NAL EXEIVTPTION DEDUCTTON BY flVE HTTNDREI'
IX)LINRS AIID BY AI..LOWING A TAX CNEDIT OF SIXIY DOLI"ARS
PER DEFET{DETTTT CTIILD.

This act, as amendAl bV Chapter 370 of the 1995 Session Laws, provides inoome tax
relief mly to low a4d nnidab inmmc taxpaysrs. The act will r€du€ thc number of
taxpayer$ by betrveen zfi,W and 2t0,000 people. The tax rclid provided by the act
witi rLgutt in a Genenal Flnd rwenue loss tif $2lS miltion in fiscal year 1995-96 and
t244.1 million in fiscal yexrt 1996-97. The act makes the following changes in State
individual income taxes:(l) Increases eactr personal exemption the taxpayer may claim by $250 for the

1995 taxable year if the taxpayer has an adjusted gross inome less than the
applicable smount listed below:

Manied filing jointly $100,(n0
Head of HouEehold 

- 
E0,(X)0

Single 50,qqg
Mairied ffling s€,psrately g),(X)O-

@ Increases each personal-exemftion the taxpayers may claim by an sdditional
$250 for the 1996 tarable yw if the taxpayer has an sdjusted gross inoome
of less than the applicable amount $tated above.

(3) Alloqn a tax cre.frit of $50 per dependent drild for taxpay€rs with adjusted
gross incomes of less than tha appli-able amount stated above.
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Incrqse in Bcremd cxonpdns
Prior to iibis act, the Stst€ pcrsonsl er€mption amount o! $2,QQ0 had not bcen

chaneed sin@ 1989, uft€n North Carolim bogan using federal taxable inoome as the
startiic ooint in calolbtinq North Carolina-taxable-inoome. The State p€rsonal
exmpEoir is not indexed for inflation, 8s is the fedemal p€rsmal exemption. Thercfore,
to calbilrte North CarcIinr tsrbl€ inoonrc, a taxpayer must rdd beck to fed€ral tarable
inm tbe differenoe betc,€en the lower North-Cluolina personal exemption amount
and the hic[€r federal D€trsond exemption rmount.

Tfre e,ffdct of this act is to rcquirE a lower amount to be rdded bock each year_for
taxpayers u,hooc adjustcd grccs iD@me is less than tbe strtod rmunts. For the 1995
taxiUie year, the anormt td te added bacL is $2fl) less rhan und€r the current law. For
exampld, the fed€ral personal exemption amount for the 1995 tar4llq year is- $2,500.
Undei this act, the 

-Stete p€rsond exemption anount will be 9,2fi, rather than
$2,(X)0, for taxpayers{rtrofe-adjust€d gross-inome is less than the stated amormts. For
taxpayers whosa idjusted gross-ire is equd to or more than the strt€d amounts, the
Staie'pcrsontl exer.ipion imormt will rcmaih at $2,(n0. For the 1995 taxable ygg a+d
subseriuent taxable years, the amount to be added back is $5fi) less than tmder the
c-"rr-r-Jt law for taxpayem'wtrose adjusted gross inoome is less ttran the stated amounts.

Crcdit fon &pcndent e.hildrcn
The $50 tax credit for de,pendent childr€n dso applies only tg ttxplyers whose

adiusted qross incomes are less than the stat€d amormts. Thc q€dit is in addition to
th6 fedenil and state tax cr€dits or exchsions for c{rild carc exp€nses. The new crodit is
allowed for each OepenOent child for wtrom the eligibl,e taryiayer aould trke a fed€mal
personat exemption 

-rmder 
section 151(gXlXB) of ihe Intqiai Rgvenue Cod€. That

Code section allou's an exempion for eactr dependat child wtro either is less than 19
years old at the end of the taxrble year or is I shldent 8nd is less than 24 yans old at
ihe end of the taxable year. A child is a son, stepson, drught€r, or ste,pdaught€r. A
dependent child is a child over half of utrose support was provided by the taxpayer.

Chapter 46 (Scnate Bill 120, S€o. IGrr)- ArT ACT TO PROVIDE I'Ntr'ORM TAX INEATMENT OF NORTII
CAN,OLINA OBLTGAIIONS AI{D FEDERAL OBLtrGAIIONS.

This act provides that capital gains from the tnnsfer of all State, local, and fcd€ral
bonds will ire subject to uniform-State inoome tax tr€8tm€nt; it does this by repeating
special State tax exeqptirns for capital gains from tranders of e,rtain State and local
bonds. The act beoomes effective Jirlv 111995. and applies to bonds issued on or after
that date. It does not affect the tax'treitment of capitil gains on bonds issued bdore
July 1, 1995.

ltris act was rccommended by the Rev€nue laws Surdy Commitlee to address an
inconsistency in the State inmde tax tneatment of capital- gains from vrrios bonds.
Ttre interesfearned on federal bqrds is exempt from Stirc inme tax, as is the int€rest
earned on North Carolina State and local bdrds. If the holdsr of a bond transfers it,
there may be a caoital crin. Cnin ftom tbe trander of fedemrl bonds is subiect to Sat€
inoome tix. Crafui frod th trander of most North Ctrclina Statc and loial bonds is
also subject,to State inoome tax. There 8re sorne Stale an4 local @tds, however,_for
whictr Uie Uona hw provides a Strte inome tax exemption for galn ftom their trrnder.

The Attorney Gdneml's Offioe notified the Deirartment -of nev€nue, the State
Treasurer, and the Revenue laws Study Commifiee itrat attowing a t8x exemption for
gain ftom some North Carolina bonds but not for gain from feddrel bottds may violarc
ihe fede,ral oonstinrtional docfiine of intersov€,mmdtal tax immunitv. In order to avoid
oonstia*ional problems, the Stste mwt ftat fedenl and North iarolina bonds alite.
To achieve wriform tax Eeahent for bonds, the Ge,neral Ass€mbly had the choioe of
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eitlrcr rcpealhg the specbl cryitrl gtins *.-n"pq for a limitcd nunber of bqrds or
granting'a tex Exemption for e.ipitel-gains from-all fed€ral bmds and all Nfrth Csrolina
Stce dA bcrl boils. The nev€oue Irws Surdy Reommded the former opdqg.
ne,pertiry the special exemptio is e.rpeaed to cause only e smrlt tsuenue. increase, for
thte rerEons: (i) ttrcre are-rrdrtively Tery bonds atreced; (2) North Crrclina bonds are

was eroocted to b€ of greeter megniode because it would involve e mucn trfgef group
of Stati: rnd local bondi as uril es ail fed€nal bonds. The amrnt of the potential loss
to the Genenl Fund was unlnocm due to a lack of dara.

In addition to rqeeling the specirl crpital gains eremPdon fgt l select group of
State End locrl bonds, thi; act males oth€r two clmges. FiEt, it cferifes tbat bonds
are not exempt from frnrchise t8x or inheritane and gift trr; sonrc bond stshrtes arc
ambigrnrs qi Ois point, but &e $tahrtes have not Ueen-interprcOA as grenting a spocial
exembtion from these taxes. Semd, in Section 1, it repeals a 1955 law authorizing
the cieation of business derrelopment corporations and allowing them to issue bonds.
This law has nws b€ql used and is now obsolete.

This act is not expectcd to affect the marketability of State or local bonds, rvlrcttrcr
outstanding or isured in the future. The tax changes in ttre act do not apply to any
bonds issued before July l, 1995. Fuhup issues of Starc and local bonds in the
following carcgories will- b€ subject to.the same capital gains tax reatmcnt as other
bonds:

Bonds of the Globrl TrrnsPrrf Autbodty, a Stete agcncy
Bonds of the Nash-Edseoombe merqed sdrcol administrrtive uit
Revenue bonds of thJ Higher UArnatbn Facilities Finanoe Agency, a State
agenc,y
{wenue bonds of The Universiry of North Carclina systm
Revenue bonds of the State Eduintion Assistane Authority, a State ag€ncy
Bonds of the N.C. Horrsing Finatre Agency, a State agcncy
BCIds of the N.C. Agdcultural Finanoe Authority, a Stale agency
Bonds of the N.C. Medkal Care Commission, a State ag€ncy
Rsv€nue bonds of plblic hospital authorities cr€afi€d by local gov€Nnments
Refurding bonds is$ed by the State
Bords of the N.C. Stste Ports Authority, a StaSe ag€ocy
Bonds of local sw€mm€nt housinq arthorities
Bonds issu€d b] mrmicipalities or-joint municipal po\per agencies to finanoe
electrical Dower proitgs
Special ciUUgatidn 

'bonds issued for solid waste capital pq.ojegts- Uf locql
govemments- or by the N.C. Solid Waste Management Capital Proiects
Agency, a Starc 8g€ncy
Bonds issued by local government housing agencies

Chapter 50 (House BillL2iL, Rep. Arnol$)- AN ACT TO EXPAI\ID IIIE ALLOITABLE USES OF TN,AI{SIFOR'IER
PLATES, TO ALIORT OIilNERSI Or SALVAGE YEITICXJSI TO RETAIN
TrrLE iO THE YETIICX,ESI, Al{D TO EXDMPT (XrroF-srarE
UTILXTY VEHICI,ES TIIAT ARE USED IN CERTAIN EMERGENCT
OPERATIONS FROM fiIE \TEIIICX.E REGISTN,ATTON AIqD ROAI)
TAX REQrrrREtrEililS.

This act mafes serreral unrelated cJranqes to the laws oonerning motor vehicles. The
changes expanding the allowable uses -of transport€r plates on-iy for specid mobile
equiiment irnO pr6viOing a highuay use tax exehption-and a reduced title fee for the

not gemelly fiidcd for cepitC grid, and (3) some bondholders ere probrbly not sware
of tfu tax dxemption 8rd are not currently claiming it. The otber option, exemptingof tft tax eiempion 8n4 are dirt cdrr€ntli claiming it._ The other option,of the tax exempoon 8lxt are not cur€nuy craunlng rt. rne _(xner -optKtn, €x:mPqng
the caftal gain-from-all bondc, worrld $ve cauqed a Generrl. Frmd rwerue loes tbat
uns expnctd to b€ of nrgniudc b€cause it would involve a mtdr hrger
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transfer of a salvrge vehicle wh€n the trander was from an insuran€ oompany !o.+e
penpn wtro oumed-the vehicle uft€n it became a salrnrge vehicle were reoommended by
ihe Rerrenue Laws Studv Committee. The dranges made by this act will reduoe the
Highway Trust Fund b!' approximately $171,500 a year and the Hight ry Futtd by
approximately $32,4(X) I year.

Tnnrpertcr pbsc chnp
nre act afloc,s transport€r plstes to be used on velricles in two neu' cirqmstances.

Tlre first cirqrmstance ib to dhve speciail mobile equipnent ftom the manufrcnrer of
the eouioment to the facilitv of the-speciel mobile eqriipnent dealetr, frrom one frcility
of the'd6akr to anotlrcr, or-frion the ilealer to the buter of the equipment. The seoond
circumstanoe is to move a motor vehicle that is ourndd by a business rnd is a replaced
vehicle offered for sale; under cur€nt law only a utility inay obtain a_transport€r plst€
to move a replared motor vetricle. The clrangds are effective upon ratification.

A EansDort€r plate is a type of oommercial license plate. A tnnsporter plate is
issued on'a caleidar-year bdsis, can only be used for a purpose that is listed in the
statutes, and can be dansfen€d from ode vehicle'to anotlxrr during the year as long as

the vehicle to wtich it is tranderred is driven for one of the- authorized htsiness
DurDoses. It differs from a dealer plate in its restrictions on us€. A vetricle bearing a
ileaier plate can be driven for any purpose as long as the driver is an offioer or an
employbe of the dealer. The fee for a transporter plate is $10.

On<i,x the hw prior to the enactment of-this M,, a special mobile equipment dealer
had to use a deaier plate to drive special mobile equipment ol the lrigt"qy. Th9
number of dealer plales available to rdealer is based on the dealer's sales vohtme. A
dealer in special frobile equipmerrt might sell fewer than 12 pieoes of special mobile
equipment in a year, and-bised on t5at sales volume, my be eirtitled to only oneequipment-in a year, and-his€d on t5at sales volume,_may-be
dr-aler plate. tlris Dart of the act alleviates this problem by allwtdealer plate. This part of the act alleviafes this problem by alldrlng Ure specral -tropug
equipment dealer to Use either transport€r plates or dealer plates for the thr€e limited
transport pupos€s-S$cial'ilUif" 

"quip.ort 
is a class of vetricles; the class onsists of vetricles that

havri pernanently aitei$ed special equipmart whose prrrpose is to perform ofr-road
work.^ Truck cnine.s anO wetidriUing-rils are two grpes of special 4bbile equipment.
Special mobile equipment is driven-on-ttre rcads oiriy to gA to off-road j6t.- It-is
siUject to sales tax iather ttrur highwry us€ tax and pays a-flat annual registration fee
of $20 rather than a fee based on weight.

Safvrge vehiclc chrnges
fhe act eliminates-the double title trander now required uth€n a vehicle is wlecked to

the e$ent it is a salvage velicle and the owner unurts to feep the vehicle. Und€r ttte
prior liaw, the ou'ner Faa to transfer the vetricle to the insru€r and the insurcr had to
then trander the vehicle bsck to the orvner. A salage vehicle is one on uAidt a claim
has been paid that exceeds 7S% of the fair martet nrlue of the vdticle, as determined
by the Nafronal Automobilc Dealers' Association Pticing Guide_Book or arctlrer pricing
giriOe approved by the Commissioner of Motor Vetricles. In p_laoe of the double
6ansfer, itre act rdluires the owner of the sah'age vehicle to sign a-form-aclnou,ledgin_g
the status of the vbhicle as a salvrge vehicle.- Ttris drange llecame effective July 1'
1995.

For those salvage vehicles r€tained by their ownert, diminating the double title
transfer means ttnl Oe instu€r will not-have to pay the $10.(X) fee thar applies to
transfers of salvrge v.etricles to an insurer and ttrat-the of,tlrer will not hara to Payge
highway use tax -and $35 title fee that applies to tnansfers of titles in general. Ihe

dealer plate. pait of the act alleviates this problem by rillcring the special -mobile
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insur€r rnd the oumer will not have to pay these fees because there will be no title
trander that triggers their paymt.

Udlity whitlcs
m6 act exempts utility vehicles tlrat are li€nsed in amttrs $tate and are used in this

State in an efrerqency to rcsEore utility servie from two different regisnation
requircments. nrdtwd r€quircm€nts from- whidl the vetri_cJes are exempt Ite (,) thg
requirenent to regist€r witli the Division of Motor Vehicles and pay m apportioned
tidnse fee and (ii)-the rExtuirwlt to rcgist€r wittr the pepartnent of Rev€nuc and pay
a road t8x brsed-on the-nunber of miies driven in the State. These changes were
reoommded to the 199{ Cgreral Ass€mbly by the Joint Legidative Utility Review
Commiftee. They Dassed ttre House of Repitsenatives during tlre 19% biennfum as
part of a larger Uilt, Uut the lerger bill did niot pass the Senate.- These dranges beaome
effectire October t, tft.
Chapter 89 (S€o8te Bin U5, Sen. Hartsell). 

AIN ACT TO AUTTI(NIZE TTIP, OPreXNTC OF EIVIPIY U)CX( DO:GSI
OF DECNDEI{TS OUTSIDE TIIE PRESENCE OF TTIE CX,ERK OT
SI'PERIOn C(XtnT, AS RBCOMMENDED BY fiIE GED{ERAL
STATTITES COMMISISIONO

This act, which was reoommended by the Creneral Statut€s Cmmission, establishes a
orocedure to allow a deedent's safe Oeposit box to be opened outside the presene of
ihe Clerk of Superior Court if the 6rx is €mpty. tfnOer current hw, financial-
institutions manafrns safetv deoosit lock boxes mdv-not open e box after the death of
the box holder fileis sorfone- from the clerk of 6ourt's bffice is present. When the
box is opened, the clerk mafe$ m inventory of its oont€nt$ and fumishes a oopy to the
Secretary of Revenue for ffieritane tax purposes. This requirement serves no purpose
in cases in which the box is emow.

Under this act, if the penond reprcseirtative of an estEle believes thq bo,x nay F
emotv. ttre reoresentative mav request the clerk of ornt to urttrorize the box to be
opdn&i oueide the presene of 'qq employee of qte clerk of 9qm: . U4ttt qtoptinii oueide the presene of 

-an 
employee of the clerk of ourt. With this

pirmission, the box oiay be openod in the prLsenoe of a representative gf ttre financial
institrrtion-' who must 

-stifr^ rhar the b6x is emDtv. -No notie is sent to theinstitution, who must 
-mtify- tlat the box is empty.

Department of Rerrenue. If fb box is not empty, ttre bo1 must be clo6€d iimmeOiateiy
anti rcopened only in the presence of the cterk-. 

-This 
act beoomes effectine October l,

1995, aird applies to the eitates of deeder-rts dymg on or after that date.

DELINQT'ENT
ANID TTIE

CONCERNING

Chapter f09 (House Bill 213,'Rep. Bowie)- AIY ACT CON@RNING TTIE COIJ,ECTTON OF
IRUCX( PENALTTES AITD ASSESiSEI' TAXES
CONSOLIDATTON OF TIIE VARIOUS PRO\ISiIONS
OVERWEIGIIT VEIIICX,ES.

This act clarifies the law oon€ming the authority of a law enforoement offier of the
Division of Motor Vetricles (DMD ti Oefain a tnict until any delinquent lenaltiee or
taxes previously assess€d sgdinst tire tnrck's os,ner for motor-carrier irctricle violations
or m&or carrier taxes haie be€n Daid. It also oonsolidates the rnrious prcvisionstaxes hai-e be€n paid. It also oonsolidates- the. rnrious prcvisions
oonoeming the weighing of tnrcls lrnd eliminateg inqsfut€ocies in these provisiens.
The act E@mes effectiie October l, 1995. It is one of the reoommendations of the
Joint Leeislative Transportetim Oversight Committee to the 1995 @reral Assemtly. - .

G.S. ZG'% authorizis the d€t€odon-of a tnrck 'with an owload as dcscribed in this
section or which is equipp€d with improper r€gistnation plates, or the waer of wttidt is
liable for any overlorid penatties or issdssmen--ts applicr$le to the vehicle and due and
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unpaid for mre thrn 30 &ys,' lbis lenguegc can p oon$nrcd to m thet a vehicle
cari Ue detained mlv uilren it nas an over:ioaii, has impropsr registration plates, or has

an overdge overwr{ght D€o{ty rssess€d egainst ttrat-pniticuUn truck.-_However,_in
tracdce, a DMV tari'enfacecieat offioer cfr Oerain a tnrct u,h€n the ofrer finds that
ihe tnrcit's owner lus prwioncly been asees$ed a penalty for a motor canier vehicle
violation and oavmrt bf the rFaattv is orrcrdrrc. Pesalti€s are due upolt 8ss€ssn€nt
aod b€cooe cn*nnouent 3O deis en& tne &rc of assessmt. Motor carrisr vchiele
viotadons inAgOe iegisnefion,'oggipment, and overrreight violrtions. A DIIw offier
catr atso-defiin a unbt ufr€n-the olffier'finds tbat the-tnrcts' oqtn€tr is delinquent in
oavinc notor carrier rod teres dlF uods Article 35B of Chrpter 105 of tbe Cmal
Sdir"'Es. rfris act reryrit€s G.S. 2(>96 to naiA ii clear thst the urhodty applies to all
motor cacrier vefuicle violetbns rd to delinqu€nt motor ca1rier t8xes.

fte act elso oonsolidetes the stahrtory brovisions on the weighing of tnrcls and
eliminates inoonsist€ncies in tlrcse provisions. Currently, G.S. 2G'!r6 has ser'€ral
inoonsistencies. First, it ststes tbht overu,eights are subis only to axle-group
oenalties. and not single-axle or tandem-axle wdght limit pdralties. Seond, it states

tnat ovenvAghts on tigtrt-tramc road$ arc supje{ only to single-axle or tanden-axle
penalties, adi not adi-group penalties. Both of those statements oonflict with G.S.
2O-f f A. Third, it refers to a tax tlrat was rcpealed years ago.

Chaoter 329 (S€nate BiIl 496. Sen. Blaclmon)- -E-_ -AN' 
ACT 

-TO 
ruT.OW IOCAL GOVENNMEITIITI TO NORGO

COLLECTION OF AI' YALOREI}T TAX EILI,S WHEN fiIE OHGINAL
PRINCIPAL AM(X'NT DI'E ISI T'NDER FIVE IX)LI.ARS.

This act eives the sovcfidng body of a taxing unit that ollects its own taxes tlre
authority to-adopt a rEsotution-direciing the tax -cotlecto-r not to o-llect pryP€,rty taxes
when tft amourit of tax dlre is less thai the amount set in the resolution. The amount
set rnay not exceed $5.00 and should be the amormt it would ost the taxing unit to
send a-tax bill. AII of the ttxes and fees due on a tax reeipt or on a motor vehicle
DroDerfi tax notice. includins ttrose taxes and fees of otber urnits for rryhidl it ollects
iaxds, are irrctuOeO in det€Nmfning ntrettrer the amount due is less than the threshold set

by the taxing unit.'Under orient lirw, the govcrning body of a uxing rmit mry permit its tax oollector
to trear small rmO6rpayfients of taxti as fully -paid and to not rcfutd small
overoavments of taxEs' intess the taxpa]'€r requeists-a r€fuod. The stanrte defines
osmilli as $l.fi) or less. This act exixrbds tfufu onoe,pt, by-dlowing axingurits to
eliminate billing and ollection of minimal taxcxf up to $5.F. As with snall
unOerprynents ind smalt ov€rpaym€nts, the tax _olledor must keep a reoord of the
Axes bV taxpayer and amoturt-arid must r€,port the amormt of taxes to the governing
bodv as Dartbf the settlement for tb vear.

ftre act is effective luly 1, 1995, wFricfr is tlre beginning_ of the f995-96 -tax Vear. .to
authorize the tax collectir not to ollect minimal taxes for a tax year, the governing
body must adopt a resolutim to that effect by June 15 preading the first day of the tsx
veaf fJuly 1). 'The rdsolution rcmains in effect for subcequmt tax years until amended
[,r redeafeO 

'bv 
alrottrer resdution of the taxing rmit. Bocause this act was ratified June

26, i99s, it fives axing units an extension rirtn fune 30, 1995, to sdopt a resolution
for the f995-96 tax year.

The Generrl AssdnUty had earlier ratified as Chapter U d the 1995 Sestrion laws
an act that allowed oounties not to bill for motor vehicle property tsxes \ryh€n the
amognt Ore on the tax bill is less than the oo$t of preparing nd sending the bill. Thst
act was reDealcd bv this act because ttris act will over motor vehicle propcrty taxes as

well as af other p-p"tty taxes. If a oounty adopted a resolution under Cll8;pter A
before its repeal, the resolution will be effective under this act.
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Chapt€r 3{0 (House Bill 123, Rep. ArnolO. 
AI{.AC:T TO NEI'iSE 

-TIIE 
COiYIROLTED SI'BSITAI{CE EXCXSIE TAX.

This act rwises ttre Strte ercire stsnD trr, on ontrrdled substao€s to bring it in line
with a 1994 decision of the United States Supreme Court. The act beomes etrective
Oaober l, 1995, ard is expocted to harrc a minimal negative impact on excise stemp
tax olhctfuns.

on June 6, lg9', the udtsd stat$ Supreme couft rulod thet Monuna's tlx on
illegal drug$-uns unmstinrtioml. In Uontana v. furth_Ran4, 1f4 S.Ct. 1937
(l$l), tdoourt held thrt thc trx was in@tnre tax, tttd_qnp
ilotatei the Fifth Amendmt's double'ftnpgdy 

-clause that ptotects sgainst multip-le
urnisbmrts for the srre offGorc. The 6urt rclnowledged thet a tax i8 ttot neessrrity
i ounisbment if it is at a hiqh rate snd is designed to det€r unbc/fuI ondrrct; the ourt
*io actrnoUoagoO thu an-unlswful activity-may be taxed. The ornt fCIlnd that
Montana's trx ;ossed the lirc from a ttx to i urnishmcot bscrlc€, in rddition to being
on an ilbsal rctiyity. at a hirft rilte. and derdgr€d to detcr undesirable behavior, the tsx
was onOidqrea on ttre oomtission of a critr aod was exacted only rfter the taxpayer
was arrested md the tsxed &ugs were rxl longer in the texpeyer's pocscssion. Th€
court bssed its decision on ie-finding that under Montana-l,rw, a taxpaycr has no
obligation to file a reurrn or psy tax uiless and rmtil tbe texpayer is enested for illegal
possession of the drtrgs. four Jir*ies diss€oted from the @utt's decirion.' Norttr Carolina lerv[es m excise $tamp tax on the possession of i[egsl dnrgq. Thc tax
is at the rares of $3.50 for eech gram-of msrijuans, $2fi) for each-grem of any ottrcr
drug sold by weight, and $4fi) -for eadr l0-dooage rmis of any drug not sold by
weilht. Seventy-f,ve peroent (75%) of the tax prca:eds received due to an ssses$nsnt
of -the tax a6 aistiluutoa io tire law enf6rment egency that oottdtrcted tlrc
investigation leading to the assessm€nt; the remaining tax proceeds are credited to the
General Rmd.

The Attomey General's Otr€ r€vieryed the opinion in Montcnsv, lsgth lanch fpd
oonctrded tlnt'Norttr Carclinr's drug tax la'w if not
from the Montana law in one tey r,*pect the Norttr Carclina law ap,plies wtretlrer or
not a person is afi€st€d for a dru! violhtion. North Csdins law requires-a person who
acqufuis rtote than a rninimnrnr amunt.of illegd drugs to pay-Fc_tar within 48 ltorrs
and flae starnps on the dnrgs to show that the-tax has been paid. - In oth€r r€s_pccts the
Nortil Ctrolins'taw is sinffi to Montana's: it is at similar rat€s, it is designed to deter
undesirable behavior, and it applies only to dnrgs possessed in violatiqr of the crininal
law.

tthe rct mrees the folhrying chmges to Notrth Caroling's drug tax trru, to r€movie any
asp€cts of the tax that @uld iridicat€ that the tax is a pmi$ment rather tlnn a tnre t8x
ddimed to raise revenue; these dranges were reoommended by the Revenue Iaws
Study Commis€e on tlre iCvie of thCAuorney Geneial's Offi€ and th€ Cotttrolled
Substanoe Tax Division of the Oepsrtmstt of Rerrcnue.

(1) It clarifies that th puiroce of the tax is to raise rcvenue for lrrw enforcement
and for thgercnffatFund rather thsn to plovkle a se@nd punlslment.

@ It rwises the tax rates so that they @-not, in geneeal, et€od the mar*et
value of the rnrious illegal dnrgs. The act imposes a lower tax rate on
lw-sjrreet-yalue drugs, ufiidr inEtuOe st€roids, depr€ssants, stimulents, olrd
hallucinogenic substinoes. It also impose.s a lorytr tax rate on st€ms 8rd
stalts of -marijuena that have Ueen seduated from otlrer perts of ttle pl+t.
Separated stens and stalls are uuralf the debris left orrcr from- harttsting
nririluana and are of muctr less value in this form. fire failure of Montana's
O-g to to proride_ lower tar rat€s for lorver value dnrgs wNs a tey fdor in
the-ourt dedsion finding the tax unoonstitutional.
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(3) It provides thtt thc ttx apdi€s to any acfinl or mrtructive poesescfum of
dnigs, with an exeoptirn-for a p€rsqt wtro is ailhorizotl by law to-possess
the-dnrgs. Currcntly, the tax applies to anyone who poesesses drugs in
riolatiqr of crimbC &ug sta0tes.

(4) It r€pcals the spociel lli that nafes failure to pay the dnrg. tax a t"l-y.
Odren tax hws 

-ere 
ooverpd by the general tax fue.nelty prcr;isfuns of G.S.

105-236, wtri<fi crininalize oirly intentional oondlrct. Un&r the act, the
dnrc t8x is subi{tct to the same penalW provisims as other tax lawt.

(5) It rEducs th€ iivil peclty for 
-firiluni 

tb pay the drug trx fton lW% of the
tax due to 50% ofthc tix drp, so it will-bc thc srrc rs the pendty for
failure to pay the tobam tax. The lW% drug tax p€nalty has b€€n
imposed brit, 

-as 
a pncticrt mtffef,, is virunlly nwer ollectiHe.

(6) It i€peals th€ tax & ounterfeit @ntrolled substan@s, which do not have the
sarne value as true qtrolled substances.

(7) It clarifies 
"that 

the prooeeds of the tax may be distributed norc @uently
than quanerly.

Chapter 349 (House Bill 768, Rep. Se$on)- AN.ACT 11O DR(XIDE TTIAT TIIE HIGIIWAY USE TAX TRADFIN
ALLOWAN@ APPLIESI WHEIY TWO CI\RS ARE EXCIIANGED T1OR
ONE AAIOTTIEN,.

This act specifies in the stahrtes rhat an exdrange of motor vehicles between two
parties is a 3de und€r the highwy use tax. fui exchrnge betrveen nro parties has
always been oonsid€red a sale-under the highway usc tax, so the act does lot change
the hw on this zubject. The act became efrective July 1, f995. Because the act does
not change the lirw, the act has no fiscal impact.

the dEfinition oi 'sale' in G.S. 105'-164.3(15) that applica to the highway use tax
soecificallv furcludes an exchance of DroDefi. The Division of Motor Vehicles, whidl
aitninistem the t8x, has foiloufr this'definition and treated exchanges as sales.

If a transaction is a sde ud€r the highunry use tax, the amount on whidt the
higbway use tax is oomputed is redued by-the amouttt of any trade-i! allwane. The
adounf on wtrich highnny us€ tax is omputed i8 the martet-vrlue of the rrehide. If a
seller of a velricle is-not i car derler, the'martet value of the whicle is presunod to be
the wlrolesale book value of the vehicle. The amormt allowed as a trade-in allowance,
however, is not bas€d on mertet vrlue. The anotlrt allowed as a trade-in allon'ance is
the amount d€termin€d bv tbe seller to bc the value of the ve$icJe.

The effect, therefore, if treating a two-pafty exclrange of vehicles as two sales is to
allorv a trade-in dlouhnoe to be eplied to each sale, tbereby re&rcing the amout olt
v/hich highnny use tar is oomputed. If eadl seller gves a tiadc-in dbwane equal to
the martEt vriue (n'trolesale Uoot ratue) of the vehide oured by the seller at thre time
of the exclnnge,-no highwey use tax will be due because the marlet vrlue of the
vehicle less the trade-in allwance will be ze,ro.

The highway use tax wrs enrcted in 1989 to provide rEvenue for the Highutay.Trust
Fnnd. Iareplioes the former sales tax on motor vehicles. The highwey use tar is 3%
of the retail-value of a motor rrchicle. subiect to both a minimum tar that applies until
fuly 1, lgg5, and to a mrximum tai. Tire ninimum tax, niltich is rcpedal effectira
Juli 1, l,!N, is $40.00. The maximum t8r is $l,stX) for eutomdiles aod other
veliicles that weigh no rrore tlnn 26,0q) pounds and is $l,(X)O for vehicles that weigh
more than 25,006 pounds. The highwry ule tax is payable *'h€n a oertificarc of title-is
issued for a motor v*ricte. Tlro di is 

-in 
aaCidon tb ihe $35.00 fee that is drarged for

the issuane of a title and the $10.00 or $20.00 fee that is durged for the fiansfer or
issuanoe of a lioense plate.

c-14



Chapter 350 (House Bill lo5t, Rep. McComas)^ AI{'ACr rO MArE CoXrOnrmVG CXTANCES llo fitE TAX rAW rN
LrcHT OF FEDENAL I.AW PNEA{PTING STATE NECI'L/\IION OF
MOST MOTOn' NEIGHT CANRIERS.

This act emlds the property tex lewr end the oorponte im tax hws to preserve

the existing property 
-tax- ani in@me tax treatment of for{ire nptor carrkrs of

DroD€fiy. -B&rise bf Ornges in fedeml bw, these motor crniers did not fit the
'statitoft d€finitims thrt rDniied prkx to the effective derc of this rct. Thi$ act becrme
etrectivi hre 29, 1995. ttfu ect is not erpected to hsve a fiscrl impact.

A f€derd rct irse€d in the frll of l994-prohibits fed€ral or stale regrrlrtion of raf,es,

routes, and s€rvite of tnrcthg @npanirs, afir€f, than thosc thrt-carry liorxehold goods.
Until 

-tbis 
protribition, the North 

-Crrclim Utilities Commis{on rcgulatod intrrstate
tnrcfinc qftnrrries ana tne Idcmtrte Cme Comrfs{ui$ (ICC) rergutetod interstale
trrddnfi oniprnies. Thc North Crrclins Utilities Cmmfusim cln tro longer rcguhtc
ttrcsc iitrastrne tnrcting mpsni€s, and tbe ICC's regulation of intersAte trucking
comprnies hrs b€€n greatly re&rcd.

Tfre starc property-tax irnd ilre tax definitions of tnrting cmponies tbat wrre in
effect wb€n'the' 19il federal act became effective r€fgr€d to tnrcldng companies as

beins reculeted by the Utilities Commission or tbe ICC. Beceuse of the chenge in the
r-d of-resulatidr, these d€finitions no longer applied. Thc act therefore modifies the
Oednitions 6 ensrrre tlut the change in reguhtiori itoes not furadvertently cause a change
in the way the tnrcking ompnies pay propqty and inmme taxes.

Under'the State pioperti t8x liufs,' ttri "ioUing stocl' (vehicles) of all intnastate
truckine oomoanies itnt- trave two or more te,rmindis in the Starc and of all interstate
trucLid oonbsnies that do h$ims in the State is vahrcd by the Department of
RevenuE ruhEr than by the oounW ass€ssor of the oounties in whidl the oompany's
tenninsls are located. nte value of ttre vehicles is th€n dlocrted among the ounties in
which the termiruls are locetod in proportior to the p€r€ntag€ ltonnege) of Fght
handled ar each terminsl during the iro@dingyeu. fiis methoit of taxation avoids the
problem of multiple oounties trying to t8x tbe same property.^ If the tnrcfing ompany Ocxi tirsincss olltside t$ Stite, tbe Departnent of Rcrrenue
must derermine-the dfiare of the oooDany's DroDcrty that is taxahle in this Starc and
will therefore be allocated anonc th6 cxiunties.- fhis del€rmination is msde qr the
basis of mileage in this State. Sifihdy, und€r the orporate inome trx,lhe inome of
a tnrckinq oofrpanv that do€s business-in mor€ than oie state is allocat€d among those
states baFd on-the-number of vetricle miles traveled in each State.

Chapt€r 360 (House Bill 994, House Appopr!4tioqq_q4trit€e)^ AI{.ACT TO NErcNMNI -TIIE M OF TIIE
COMIIIITTEE ON APPROPKATTONS BY CXIANGING YARIOUS
RSYENUE STATIIIES.

Thi$ act oontains a varidv of c*rnnqes that oonsn eithcr fuanranoe texes and fees or
the oarment of administnatiire @$s fid€r the S€toff Debt Collection Act. The dranges
wer6 rboommended by the Hduse and S€nate Appropriations Commiuees as part of the
biennial State budget-and were rwised by the Hollse-and S€nste Finane Conmittees.

Section 1 of thii act tranders ttre resp6n$iUility of ollecting part of the premiums tax
imposed on insuranoe ompanies from-the Oepertment of Insurane to the Department
of 

'Revenge, effective Januirv l, 1996. This- responsibility will oost. the Department
about $IOO,OOO I yetr, wiih itdditional one-time oosts bf about $200,(m_ in the
195-95 fisA{ year. 

- 
Thixe amunts wgre appropriated to_ the pe,partnent of Reverue

in the e,xpsnsion hdget, Cltrptcr 570 of thc 1995 Ses$ion hun.
Under'G.S. l}s:Xl8.s, 

-insufan€ mpanies poy taxes based on their grcss
premiums instead of paymg oorporate inrbme alid-francttise taxes. In addi:tion,
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emDbyers that carrv their oum wort€rs' mpmsation risk, lnoum as sdf-insurcN, and
embtoiers th1j pooi their worters' mpensahon liabilities pay the gross premiums rax
on'pr6miums Ui"y p"y or on the preuiiums that wouH be -drerged to oover ilrc risk.
Ttre worlers @n1ftdadon pr€miims tax rate rs 2.5% of gross premiums and the
s€n€fial oremiums'tax rate ii t.g* of grross premiums. fte tax rate on reoeipts of
ionpront mpnies providhg hospiti, mddical, and qq!4 overage -is O.5%.-
Insdr€rs ttut piovide tirc anO Iighmihg @verage pay rn additimal tax at thc rate of
1.33% of grcfo premiums for firt and-lightninE overage prwided on Foperty other
tlnn vehicJes rod boats.

S€ction 1 of this & prwid€s that oollection of the 2.5% trr qr uro*ers'
comDEosrtion self-insurers s'nd tbe rdditimd 1.33% tax txr firc rrd ligbnning w€rag,e
rcmiins wift the Deoutnent of Incuiane. ColleGion of the 2.5% trx on other
worte,rs' oompensatioi premiums and of the rest of the premitms tax is tnrosf€n€d 30

the Departneirt of Reveiue. This section also roorganizes end modemizes the language
of the 

-gross premiums tax strhrtes, eftrifies that intd€st m instdlm€nt overpr),rn€ots ot
sross ofomiums tax is calculated the sarhe way as int€rc$t on insallment overpayn€nts
6f corporate income tax, aod deletes from Article 2 of Chapter 97 of the @rcral
Statutds, the Worters' Cmpensrtion Act, redundant end inadtrate provisions sbout
the oollection of the tar on wortetrs' oomp€nsation insuran@.

Section 2 of this act etiminrtes tlre insrirane audit and exrnination fees for insurene
companies, IIMOs, mcdical oorporations, and guarufy associrtions, effective July 1,
1995. Under current hw, wlren the Insurane -Oepar6nent udits an insur€r or a rate
orsanization, it ciarges the cost of the audit to the-company as a fee. The 8ct rceerls
ttrise fees. Conseq[€nUy, the osts of the audi6 will- be pairt for by ttre ingurane
regulatory charge ai part-of the osts of regrrlating the insurane industry. The Fiscal
niearO-Divisi6n estimrteO that the amouit of fee rcv€nue that will be replaed by
resulatory ctrarge rwehue is $4.5 million a year.

-Sectiori 3 of-this act expands the purpoxls for which the insurane regulatory charge
is to be used, effective July 1, 1995, to inclde oosts incurred by otlrcr departments as
well as bv the peearment of Insuran€ in regulating the insurane industry. The
insurane regutatoni dnrge, \lfiidl is a percentage of groosgemiuns tax liab_ility, was
imposed on insursloe mpanies in 1991 in ordd to mrke the Department of Insrane
re&ip-supported and thcriby eliminate General Furd support of ttr* qsprtment. Its
use '&as timiteA to paylng the ost to thc Oe,portnent o:f In$mn€ of regulating the
insurane industrrr uxi oth€r industries as wdl as the State's @sts furcid€ntal to the
Department of lisrran€'s ooot$. Section 3 removes the limitetion thrt @sts pcyable
froin the charge must be incurred bv the Departmmt of Insuranc; this change is
desi$€d to induOe in the @st8 that 8re'pard from the charge the oo*s of the Attorncy
GenEral's Offioe in providing collnsel on insurane mafiers. To reflect the broader
application of the insurane ftgutatorv charge, Section 3 also changes tbe name of the
tuid to *'hich the drarce is crcdit€d from-the Department of Insuranoe Fund 3o the
Insurance Regulatory Ffmd and specifies that ttlis 

-frlnd is to be adninistered by the
Offie of Starc Budqet and Menasement.

Section 4 of this-act chrnees tlre adninistratiye reimhrs€m€nt under the Slaofr Debt
Collecti,on Act by exdudng child support oollections from poyment of the
administrative 

"ortr, 
effective ianuary l, lW6. The Setofr Debt Collection Act is the

law un&r which the Deeertment irf Ret€nu€ rcrains m inoome trx refiDd of an
individual n{ro owes mone} to a clainant ag€ncy and s€nds tbe rcfund to the claimant
asency to be eDplied-to the OeUt. me peelrtmFat pays for this progrern by dedrcting
itI adilinistntiG oosts ftom qmouts ollerted on bctuilf of all dsim.nt ageocies. The
Department of Human Resoures and oormty agencies are claimant egencies that use
the debt setoff program to oollect ctrild supptirt arrearages punuant to the fed€ral Ctild
Support Enforcim&rt Program. Ttris secritin provides -that-the pepartnent of Re\t€nrre
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will no longer dedrd ie rdudnistrrtive @sts from rmdmts olbcted for child support
arremrges. -but it will oontinrrc to receive the same emrmt of rcimhrnmt as rnd€r
the cuient bw by sprerding rmg other cJsimant egflies the portiut of the
narrtnent's edmiriisultire octs nour-doducted ftom chikt suppqt ollecions. Thus,
a srcet€r Der€Irqe of otlrer debts ollectod will be defuAed for edninistrrtivc oosts.
ffi riscat^ Reseanih Diviltim brs estimat€d that applroximafiely $300,(n0 a year in child
suDpqt s€totr rdmhictntive @ots will be sbifted foom child snpeort @llections to other
scidtr ollectfons, resulting in rn imeese in thc pe(qtrge dc&ged from tftose other
oollections from the orrr€nt 7% to about 14% of the amount ollected.

S€ctkn 5 of this tct rcperls a provision in the 195 uttirurtion hdget thrt mrde
Htain hdget rcductions mtingent ori enaciment of ttris act. Because Ods act has
been enactd, the oontingency tarii;rnge in the budget is not needed.

Ctrapt€r 370 (Horse Biill l1:1, R€p. C. Wilson). 
AI\T.ACT TO MAI(E TEIUIhIICAL CXIATIIGES NEI"AIITIIG TO TIIE
REPEAL OF fiIE INTAI|IGIBIJS TAX AhID TO OTIHER TAX I.AWS.

Sections I throush 3 of this act malc clarifyins and technical changes to acts eoacted
during the 1995 g*sion. SeCiqrs 4 througtr 6 -mate clarifying dranges and tedrrical
correc{ions to hws €nrct€d in prwiors sessions.

Sections I and 2 maLE, changes to Senate Bill t, Intangiblcs RepeeUHold Hamless,
enacted as Chapter 4l of the 1995 Session lawr. Section- I itts€rts a cross-referene to
the Deoartmenls oostb of administ€rins the intansibles tax reimhmmrt. The effect
of the cross-referene is to naintain tfo peeanni'ent's qrrrcnt autlrorization to deduct
from local goverilrrcnt revenues its oostt of sdministcring the intmgibles tsx
disaibutions. -soctiqr 2 mrleg technfual wording changes so thri tbe vryfux|s intngibles
tax reimhrrsement allgirns will rcad the same. Thecc sectfums became effective July
1, 1995; the Fiscal Reserrdr Division rceorted thlt tbey have no fiscal impect.

Section 3 of this act mrl€s a clerif ing ctrange to 
-the p€rconal exemptlm incr€ase

enacted by House Bill2,Inome fax OrtTCtritd -Care CreAit as Chapter th of the f995
Session LLws. The additionel languege rddod by the increesod eremption was slightly
ambigrrous and might have been misonstnred to require sl inflation edjustnent orly if
the taxoaver's adiust€d cross inoomc was below the thresholds set in the act. The
furflafion ia;ustment -- fi addition to trxable income - ir requircd of all tsxpalersl
howwer. Ttris section beoomes e.ffective for the cun€nt tsx year and has no fiscal
impact.

Slection 4 of this act clerifies the mount of a deduction I oorporrtion mry tele as a
charitable conaibution for donating land for onseryation purpoces wh€n it also tales a
cr€dit for the donation under G.S.-105-130.34. Tbat statite-allows a sedit of 25% of
the value of the land, up to a mrximum credit of $25,0fi). This sectfon clrrifies that a
deduction is dlowed fof the exoe$s value of the land over the velue uscd in omputing
the credit, rather than the exoess ralue over the aflxmt of the credit itself. For
example, if the value of the hnd is $12O,(XX), the sedit is 25% of ttrd valrrc, $30,(X)0,
cappet at $25,fi)0. Because the credit is bascd on the firgt $100,(n0 of lrnd vtluc, a
de<l[rction is dlou'ed "only for. ttre rcmaining $20,(n0 of rnrlue. Before clarification by
this section, the crrrent prolision aorild have been oqrstrircd to allq' a deducti<n in
ttris circumj'tance for $95,fiX), uniCr is the excex$ value of the land over the amount of
the mdit dlowed. Ttris soction bocomes effective for the curr€nt tax year and ould
result in a ninor incrcaso in Cseral Fund tax rsrt€nue.

Sections 6 md 7 of this act oon€ct errors in the jobo tax cr€dit strnrte$ that roverre
the proper order of the oounty rantings bosed on populatiur. The oorr€ct oder is
trigiot'to lowest instead of lowest to' nighest. ihdec soctions are effective upon
ratification and have no fiscal impact.
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Chapter 390 (S€nate Bill 943, S€n. IGrr), as arnended by Sections 32.1 afi 32.2 of
Chapter 523 .. 

AIT ACT TO AUDTESSI MOI1OR FTJEL TAX EIYASION AI{I' TO
IMPROVE TIIE ADItflNISyInr,a*TION OF TIIE fa(}ft)n, FUEL TAXES
BY CIIAT{GNG IIIE FOINT OF TAXAIION OF GIASOLIIiIE AND
DIESIEL F[,EL, TO nEPEAL TIrE MINIMT M HIGITWAY_U^SE_ E!!,
AI{D TO SIRfJNGTHETI TIIE ENI()RCEMPTTT OF TIIE ROAD TAX
PAID BY MONON (CIINruERS.

This act mstes several sianificrrrt change$ to the mtor firel tax lsws and to the
hiehwey use tax lews. The-clrnges beoome effective at rn*nrs tim as expbined.
ffre Oirnges are expectod o gmarc net annual additimrl Highrvay Tntst Fund
revenue of$tO million rft€n dl fte changes have beoome effective.

First, the ect e$trblisbos a uniform syst€m fpr the oollection of tle per gallon motor
fuel exrise taxes on qasoline rnd clear-fiesel. Und€r the syst€m, fircl is taxed wfuen it
is removed at a "ncE' at a notor firel teomirul. Under cdrrent lew, gasoline is tsxd
on its fir$t sde after the rrck rnd clear diesel is trxed u,h€n it is sold toa penon $,tto is
going to either resell it U a s€rvioe station to op€rate highway \tehicl€s or stor€ it for
iu@uent use in highrvay vehicles the person bvms. Parts I, II, 8nd III of the act
male this drange, effective lanuary l, 1996.

Second, the 
-act 

repeals ttrc $4d minimum highuny use tax that is payable rvlren the
title to a vehicle is tiansfered, effective July 1, 1996. Part IV of the act mafes this
change.

Tlilrd, it establislres I minimum mileage presumption for motor caniers that drive in
the Stat6 but do not reDort mileage to -thc- State 

-and 
impoaes inqeaeed penalties for

moror carriers ttra ui{&starc mileige to the Stat€ by more than 25%. Part V of the
act makes ttrcse changes, effective October 1, 1995.

Uniforn Srntcn For Motc Fuel Tex Collection
ollection of motor firel excise taxes

and replaces them wittr nery laws on this subject. The new hws move tbe- pclint- of
collection for the per gallon motor frrcI excise taxes to the terminal, thereby eliminating
oppornnrities for 

-tax-errasion urd mnking the syst€m easier to administer. North
Ch?otna is partiorlarly vulne,rable to motoi fuel tix evesio becaus€ its motor fircI tax
rare is 21.9:5a a gallei oompared to 16C a gallon in South Carolina and 7.59 a gallon
in Georgia.

fire irew system will e;liminete opporhllitids for tax evrsion by redrcing the
availability of hon-tax-paid frrct purdised in this State and !y haing a large pert 9J
the tax oi importea fud oUectdt by outof-state suppliers. The propoced_systsn will
be easier to adrniniscr bccause it will parallel the fcd€ral system as well as Sottth
Carolina's rnd th€ number of tamlyers $'ill be grcatlv reducd.

Part II of the act provfol€s foi riansidonal piovisiins to frcilitate the drange to tlte
new svst€m. Fart III bf the act mates oonfording dung€s to rnrious stahrtes that refer
to mo:tor fuel laws. The following outline summlrizes-the distinctions behveen ttre act
and the crrrrent l,aw:
Subject Ctrpt€r 391)

Taxing Point " Removal ftom terminal

Distributor; supplier is
trustoe and will oollect
tax from distributor

Cuntnt llw
Gosoline - first sale
Diesel - last sale before
highway use

Distributor, who pays
directly to state

Ta:rpayer
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Tax hp Date

'Tare'Allounnce

Supplier Allowance

and r€mit to state

X2fr of e.ch month; li€nsed
distrihrcr m poy supplier
the sre drte that upplier
must pry the state

Lirms€d distrihrcr gets
,l% on terble gasolhe and
diesel plus quarter$ hold-
harmless

1/10 of l%, with $8,000
monthly maximum

Lk-necd grdine
disrihrtor gets:

2% m first l50.m0
lk% on nefr 100,(n0
l% on exess over
250,q)0 and tsre
appli€s to exempt gov't
sales;

Diesol diruibutor does not
get tare

None; supplier does
not -oltect ftom
distributors ard remit to
the state

Paid nainty by
elective or permissive
supplier; paid in part by
one of three types of
importers:
occasioml,
wagon.
verification
required.

Cnsoline- 20th
Diesel- 25th

Tax on Imports

Bond Amounts

Exemptions

Reported and paid by
distributor

$2,(X)0,(X)0 for refiner,
supplier, termfunl operator,
and bonded importer.

T$o times mntily lisbility
with rninimum of $2,(n0 rnd
mrdmrm of $250,000 for
distributor, oqsionsl
importer, tank wagon imp.rter,
blender.

Same as current hw

Motor firel delivery vehicle,
aocklentel mixes, lost diessl
fuel, and clear diesel bought

Cnsoline: two timcs
monthlv lirbiliW with
mininfim of f,2,000 and
maximum of
$125,(n0

Dfoxel: T\ro times;
monthly lidrility wittr
minimum of $ttX) ald
maximum of $125,0fi)

Exports, seles to f€d€ral
govemm€nt, sdcs to state,
sales to local boards of
e&rcation

Ex€mpt gov't sdes,
exports, cities and
ounties, a fen,

bonded,
and tarlk

Import
number

Refunds
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by narfuns; otlrerwise the same

Srre shipping dootmt Phs
import vcrification number

nmprofits, trds, ccmt
mixef,s, grrbege
oornplctors, and a few
othei rntricles that have
pfl,€r equipment, ard off-
highway uses

Destinrtion strt€
$ipping documcnt

Enforcement

Motor Crrrtcr Enforccncnt

Rml of Mbinun llirLrrry U* Tu
$4t0 hiefway use tlr, €ffGdive luly l, 1995-

Seckn 30 of thrt Peit rcDe.ts the tsr. Secdons 31, 32, rnd 33 rre omfaming
chences to rrefq€n€s to trt ninimm tex. Soction 3{ rdiusts rsvslrrc betuts the
Highiny Fund and the Highuny Tnrst Fund to ensurc thaa ttrc Highuny Trust Ftltd
does not lose rwenue

The highuny ule tar wrs Gndcd in 1989 as plrt of the Highuny Trust Fund
legislatbn-to frovide rsuemre for that Furd. The higltmny-lls€ tax rtdrces tbe fqmer
saies tex on dotor velrideg. Tb highway use trr is-3% 6f thc rcttil velrrc of a motor
yehicle, $ubj€st to both a minimum ind 8 maximum tax. Thc minimm tar is $10.00.
the mirimlm tax is $1,5(X) for urtmobiles and other vehicles thet weigh no -morc
than 25,fl)0 pourds and i$ $1,(X)0 for vehicles that_weigh mr€ thm-25,(m-pounds.

fire hiehwav us€ tax is nyable when a oertificate of title is isstrcd for a motor
vehicle. ilrc 6x is in additiori to the $35.00 fee ttrat is drarged for the is$an€ of a
title and the $10.00 or $20.fl) foe that fu charged for the trurder or is$an€ of a
license plate. Thus, the minimum ombined tax ind fees payable whcn a ertificate of
title is transferrea ai ttre regult of the sale of a motor vehicle is $t5.00 if the new owner
tranders a licenrc plate to the vdricb and is $95.00 if the ne,w owncr obtaim a n€'w
liense plate for thti vehir:le. Thcs€ figruw are the r€sult of adding thc $40.00 tax, the
$35.00 ftle fee, and eith€r the $10.00-or $20.00 fee for a limse plarc.

The $40.fi) minimun trx is rceressive and does not digtingufuh betuteen Dotor
vehicles valued at less t\rn $1,3(X). 

'Thc tnrnder of a boat trailer,-for exrmple, tbat has
a value of 3150 triggers the paymrrt of at lesst $85.00 in trxes erd fees uftile tbe
transfer of a car vafir€d at $13d0 triggcm palmcnt of the very sanrc antxmt of taxes
ard fees.

Since the sractment of the t8x, the Re\€nue Iauis Shrdy Cmmittee rnd tbe Division
of Motor Vchicles of the Ueprrtment of Transporbtim heve rceived nunreroul
oomplaints about the high miniium amormt that must be pslq to trqqtrer a ertificate
of title. Aording to fhe Director of Vehide Registntion of thrt Efivision, ltte high
minimum tax on -utility trrilers rnd othgr lw-value vehicles is the number one
oomplaint from the public $out the highunry usc tax. Part IV of this act responds to
these oomplaints by repeeling the minimum tax.

oompliare with that tax. It estabishes a minimum nileagg presrlqption for motor
caniirs tlrat drive in the Stlte, as evidened by reoords of ihe Dirtision of Motor

to the road tax '\et lp d€dgncd to hcrease

mileage. TheVehicles, but eith€r do rct rc,pdt Eileagg to the Slate or
presumption is 10 tripe o{ a5Q inilc$ eadr-for eadr of tbe canier's vehicles.' The'act atso imposes an increased p€nalty on motor carriers that understat€ tbeir
mileage to the Stati bv Erore'thanzs%-. Und€r cun€ot law, thc p€o8lty for negligeatly
underitating the amorirt of tax owed is 10% of the deficiency. This act increases the
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p€nllty for motor carritrs thet understate their mileage by more thsn 25% to an
imouit equal to two times the amount of the deficiency. This Part beoomes effective
October 1, 1995.

Tte DuiDoce of tbe rord ttr is to t8x uptor carriers urto drive in the State using fircI
purch.id in rnoth€r Strtc. Ihc rod tax on motor crrri€rs is set at the crne rrte as
itre per gsllm excise tax eod a credit is gr€n for any Stete per gallon excisc taxes paid.
The-number of miles I motor crnier drives in North Cerolina in a rcputing p€riod rnd
the totd amrmt of frpl mtumod by the motor cenier in that rcporting pcriod
determine the motor cartier's road tax liability.

Ctnpt€r 4(X (Seoatc Hl 293, Scn. nrnd)- AN-ACT TO PENMIT TIM IMFORTAIION AND BOTTLING OF
sprBrTu(xls ITQIIOn WTTHIN TORETGN TRADE zlONES LOCATEI'
AT TIIE WILMINCTON AIYD MOREHEAD CIIY PORTS.

This act cr€ates a nsw tnre of mmercial ABC permit fnfitn as a liquor
importer/bouler permit. me-ipeticetion fee for this pqinit is $250.00. The f€e is
coUecteO bv the 

-lgC 
Conmisniin and r€mified to the-Stce Treasurer for the Gene'ral

Fund. nrb permit is valid for ore year, from May 1 to April 10. G.S. ltB-903
provides rhrt'the rcneunl fee is 25% of the originsi epplfo:etion fee: W.fi. The
irolder of a liquor importer/boaler permit world-also rifrt to obtain a State lknnsc.
The annrul tax for Uri3 Ucense is $250.00. The act became effective upon ratification,
July 11, t99r5, and will gwnte a small amount of rwenue for the General Fund.

A Uquor importer/botiler permit witt allow the holder of the p€rmit to import lrquor
in closed containers into theToreigr trade ailrc at eith€r of the Star€ Ports via ships that
doct at the Ports. The inported-lrquor can be bottled, pectaged, or labeled or it can
be stored and shipped to Sttte or loCal ABC waretrouses and, uilrere p€rmified by other
jurisdictions, to publie and privarc agencies in those jurisdictions. The liquor can drc-tre mnsporieA iiom ttre Stare poits for purposes- relatod to bottling, pacfsging,
labeling, sale, or storagc.

Prioi to the enamnt of this reu' permit, State law did not provide a way for liquor
to be inported into Nqth Carolina. For imported lhuor to bo-Eob in thiE State, it had
to be imiported into anothcr St$e and then bc sold to this Starc. This act will dlm'a
p€rson to pudnse liquor in bulk, import it into the State, bo$le it, rnd send it to a
ivaretrouse. nre perniit is sinilar to the bouler p€rmit the State anrrently providcs fo_r

malt beverages, unfortified wfuie, and fortified nine and to the distillcry p€rmit, wttich
dlows the holder to import ingredients used in the distillation of spirituous liquor.

Chapter 410 (House Bill 5(X, Rep. G. Robinson).- AIY ACT T1O STIBIRACT AI\[Y TR,ADE.IN ALII)\TANCE IN
CAI.CI'I.ATITiIG TIIE ALTENNATIVE HIGITWAY USE TAX ON
LEASED VEIIICX,ESI.

This act excludes a tnde-in dlocnn€ ftom the rmount on whidt tbe alternete
highrvay ule tax on leesed vehicles is calculated. Thc drenge bGffi effoctire
O&obd 1, 1995. Tlre drange is expected to rcdu@ Highnny tiust Fund rwenue by
$1 million to $1.5 million I yerr.

Until October l, 1995, tlxl highyay use t8x on leas€d rchicles will apply to the gross
receipts ftom the lease or rentai of 

-the 
vehicle wi0r no deduction for the vrlue of a

tradtin dlounnoe. If, for exrnple, a person leases a vetricle for $250 a month rnd at
the same time tnades in a vehicle worth-$5,000, highrvay us€ tax is due on the monthly
payment and on the trade-in allowne of $5,fi)0. -^ ihis is in oontrast to the rrav hichwav usc tax is crl,qilatod on the sale of a notor
vehicle. The sales prioe of a motor-vehi-cle is r€duced by fu amount of any allowane
gven by the sellef for a motor vehicle tafen in hade- as a partial payment for the
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Dutghjj€d nrcltor vehicle. If, for exrmple, a person buys a cer worth $2q,009 end at
fhe sarc tire trlad€s in a vehicJc urcrth $5,000; highuny-ucc trx i$ due on $15,(n0.

The dtr€rcnce in tneetncnt betrryeen seles and-leasds st€ms ftom rlffereoes in the
hirhwey gse tax and the srles t8x. As paft of the 1989 Higlrway Trust Fund
tefrsUtion. motor vehicles were excmpted froin sales tsx and made subjcrct to higbrny
usE ter. lillgr vehicles were nrbjtu to sates tax, the sdes prioe wls not rcduoed_by the
arnormt of a trade-in dtowmd. The new highway use tax specifically allows a
reduction in sales price for thc velue of a trade-in-but iloes not dlorr, a reduction in the
leese prioe. Tbe friefi*r"y use t8r legisLation prwides th* highunay use tex due on the
lease if a rnotor v6ide is to be .,['nini*erert as if it werc a salc$ trx on thc motor
vehide. Cms€qrrcntly, the generrl sales tex nrle that the hese pric is not redued by
a tnrde-in Olorvioe appliep Io Ure ollection of highuny use tex on leerod vehicles.

Tlre hichvry use uii is 3% of the rct8il rnluebf a-mtor vdricle, srbjtu to both a
minimum-end a naximum tax. The minimurm tax is $40 until luly l, lY)6. Beginnilg
Julv 1. 1995. tlre minimum t8x is repealed. The maximurn tsx is $1,5(D for
autbmfutes aid other vehicles that weieli no uror€ ttnn 26,q)0 pounds and is $l,(X)0
for vetricles that weigh nore tlun 26,000 pounds. Wh€n a lessor of vehicles buys a
vetricle to be leascd,-the lessor has thc opdon of either paFng higtnny use t8r wh€rt
the lessor obtains a oertificare of title for the vdricle or paFng a tsx on the gfoss
reeipts of the vehicle. If the lessor electg !o pay on the_gross r€€i?ts, the lessor must
pay ihe alternate tsx Jo thc Depnrtnent of Revtnue. Tlhc alternerc trx is 3% ur the
'er6ss r€@iDts from long term ieases and rentals and t% on the grcss reeipts from
ihort termjeases and r€ntals. The t% tax goes to the Genemal Fuld andthe 3% tax
goes to the Highway Tntst Fund.

Ctrapter 443 (Semte Brll229, S€n. Odom)' Ax'lCr TO npuOw n&ppnmnm AND DISuNCENTIYUI TO
IX)NATING CONSERYATION II\I\TD ON, PNESIERYATION
STRUCTTJRESI OR, SIIES.

This act r€moves disinoentiyes for donations of oonseryation or pr€ssration land or
property in thr€e ways:

til !t rccognizes end ratifies oons€rvrtion and preservation agrcem€nt$ with the
fed€ral governrnmt.

@ It amerfu ttre lvlartetable Title Act to p.rsvent onservatiott and preservrtion
asrcem€nts from emiring if not rcreorded.

(3) It- eliminates Ure r6quirfoent that bcck prop€rty ttf,-es be paid rvten use
value properfy is donated for onsenntim or preservation fposes.

Section I of 'this' a; rOOs the fed€rrl sovernnrcnl as a rpogilzod holder of a
conservation or preservation rgeem€nt undd Article 4 of Chaper-l2l of the General
Stahrtes, the Ainservation afr ffistoric Pr€s€Nation Aglgeo€nf,s Act. That Article
permits- an owner of real prop€rty to i*!,rd. restrictions on ryoPgrty- interests
trursferred to a goyeriln€ntal e"tity or nonproft orporrtion to r€fain lld and wst€r in
their natural, s&nic, or open oqrOition <ir in agrilculbml, horticul0rral, farming, or
forest use. ffre artic{e als{t authorizes restrictions- on transfcrt€d historical stnrctw€s to
preserve their histodcally. signincant ardritecnrrc, -lrcqaeolqgf, _or hisodcal
issoclatons. This secdoh be&me effective upon rrfificadqt, July lE, 199-5, enq
Section 2 erends it retnortiw,lv to Jrlne l, 197-'9, thereby r*ifying @ns€rvrilion and

U€s€nntion agr€em€nt$ enterod into with the federal governmt sine that date.- 
Section 3 ;f ttris act add$ an rdditional erceptioi- to the l{a*etrble Title Act for

oonsenU,on and presennti<m agrccm€nts entered-into purrumt to thc Conservatim and
Historic preservation Agr€€me;ts Act. The purpose of thc }fartetable Title Act is to
simplr.& chains of title to reat property by exlinguishing certainclaims again$t ptopfl
if the claims at€ more than 30 years old, unless the claimed int€rcst is rcr€@rd€c
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within the 3(Fyear D€riod. Boceucc of onsns that tho reneryel datca for onservetion
and presenndm tgreem€ots oould be overlooLed by the governm€nt or nonprcfit
oorpmton that txtlds the pnopaty int€rcst, and beceuee tlrcse agrc€ments s€rve a
uililic DllrDocre, this act dwittcs-th* they will not bc albwed to expirc or be
ierminrteO irs a marer of lew bv the Martetahle Title Act.

Sectkm 4 of this rct e$nnn$b the rollbtA of deferred texcs m trrrf€rred use vrlue
Dropqrty if the Drcp€rqy is dmetod to a governmtd unit or ir donened to a mprofit
brgfuizitim foi use ai a prorccred mhtnl ura or for nonprcfit historic preservetion
purporc$. Pnoperty t8x bw provideo thrt dl property is to be tered at its mrfict vrlue.
A sixdet use rndu6 hw mreis m exeption for agricirtumt hnd, hutitrrlhmrl hnd, and
folristbd: it can be trxcd rt its uitue in its-current use. The trxe$ that would
otberwise hrve been due are ddcficd and begome a lien on the lend, lrcurcr. If the
DroDerty is tllansfened or other*,ise beomes ineligible for use rlirlue tantion, thr€e
i'eais ol tfrese deferr€d t8res bcone dlrc and psyabb to the local government taxing
irnits. This section prwides rn exrption for land the m donrtcs to govtrnmtal
units or donate.s to nmprofits for consenntion or preservation. This section, $,t1ct
became effective Jsnugry- 1, 1995, will cause a revenue loss to local governments. The
amount of the loss cannot ;be defermined because <xle cannot ptcdict how much
property will be donated each year.

Chapt€r 451 (House Bill 360, nep. Black)- AI\ ACT TO EXEMPI RAITROADS TROM PAYMED{T OT SAI,ES TAX
ON DIESTEL FT'EL USED BY II)COMOTTYES AhID RAILROAI' CARSL

This act exempts railroad ompnies ftom paying ttre,6% Statc End local sales tax on
diesel fuel used io operate railrnd bcomotives arid raihoad cars. Railroad oompanies
do not pay mtor firet tex on diesel firel used to operlate nilrcsd looomotives end
raihoad 

-cris 
Uecause the firel is not used to operate a vehicle on the higlways. !he-

motor fircI tax on diesel frrel is 21.95C.w eafion. This act, introduedon behalf of
the Depcrtment of Tnnsportetion, exemfts r;ilrcad ompeniee ftom peying eitlrer sales
tax or-nptor frrel tax on diesel firel. The act is €ffective SeetemUer l, 1995, and is
expected to rcdu€ @rerel Fund tar rcvenues by about $1.5 millim I year.

-Th€r€ ar€ meny exempions fton th€ sales end uce tsx in the cument law. An
existing exemption, similir to the railroad dicsel exemption addcd by this act, is the
sale offuel used by ooean-going vessels engaged in int€rstale oornrneroe.

Chapter 454 (S€nate Bin 237,S€n. Speed)- AN acr ro (x'/\RrrY TffE usn vALUE TAx IAw' T1o ttPDArE TIIE
I,AW TO SONFONM TO MODENN TAMILY PROPERIY
TRANSAC:EIOMI. AI\II' IlO EXPAND THE CATEGORY OF PERSONS
wHo MAt arrAiiFr Fon, usE YALLE PROPEnTY TnANSITRS.

This act malrcs sevenrl drbnges to the specid property tax cJassificetion for farm
DroDertv taxed at its use value-rather tnan its martet-rntire. It clarifies the tinds of
inAiviariat owners who can quelifv for this clasrdfication, dlou/s fermlend ownod by a
partnqsttip, a trust, or a limited lir,bility mpany to qudify for use rnlue tex trcdm€nt
io the sade erent as a corporetion, aliouls firmiand owned by ertain trusts to qtralify
for use rnlue tax trestm€nt, ena exFnds the definitiqr of 'reletive' used to determine
qualification for use value tax teatmmt. The changes bcrme efrectirrc trrnuery I,
1995, and apply to tax yea$ beginning with the 1995-96 tEx y€ar. Tbe clnnges are
not expected to have a significant inpact on local prop€rty tax rsrtenues, but wiU
redu€ r€rrqrlre to a slieht efrent.

Prop€rty tax law pr6viOes that unless properqf is exempted or classified for special
tax tnlmient, it is tri Ue tarod * its marE[ \rdud. Agdcutihrrl land, hofticulhral-hnd,
and forestland are classified and are taxed at their rnlue in their present ule as
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agficul0rrrl land, hortianlonrl land, or forestland. The difrertne belqteen the taxes
aire on the presdnt use velrp trreetment end the texes thrt wqld herie been pryrHe in
the abrre-of Uris sDecid ttenhcnt, togeth€r with my intcrect, peoelties, or oo6ts, alp
a lien m the orcoerlv. The ditr€rd€ in taxes is caribd forvrrA in fte rcoords of the
taring rnit es-&ferrfr tses. The dd€rr€d trxes for the preeding ry yg+t beome
pan5te rritrenever the property is sold or wlrenever the property loses its eligibility for
fha b€o€fit of the soecial use value hw.

To qurlify for use ydue trntim, the pnoperty must meet -minimum size
requirerients, must be in acnnt prcdrrcdon, mugt tte oqmcd by an indivi&nl--or by a
corpcelion u,lrosc prirrcipd hlsiness is cultftating the land rnd $fiose shareholders are
all'eittrer rctively dtgrg& in this hniness or are reJatives of someone uttto is actively
engaged in ftis'hrsiieis. ,lglcutnuU land and hortiqrltural land must also produc*:
srossime thrt n€€ts minirnum tbresholds.- Before tbe enectmeirt of this rct, tho term tindividrnlly oc,nod' hed bo€n intorprcted
artminirtrtiwly to hclude en indivklrnl u,ho is a beoefikirry of a tnrt, a prrtrter in a
parur€rship, oi a mber of a limited liability @mprny-. , Und€r this interprttation,
itrese individuls oould quelify their share of th6 lad-as if they w'ned it directly. The
act oodiEes ttris interpr6tatioir of the law bv modifying the dhfinition of "individnlly
owned' to specifically irclude Orese individrials and-to ctatify how an undivided inrcrest
is identified.

The act expands the special use nabe law to allo! pailn€rships and limit€d lisbilijy
companies to qualiS tlxiir property for use rnalue if tl"y meet-the oqpditions set for
corpbrations. 'Th€.6€ onaitichs 

-arc 
that ttre principil brlrdness of the artity.is

culiivating the land, ttrat the parmen or membirs ar€ all actively engaged in tttis
business 6r ere relatives of smeone wtro is actively engaged in this hniness,-and that
the entity or a partner or member of the q$ity oimedthe land for the previous forn
Years.- 

The act firther experds the spociel use rnlue law to dlou, thr€e q!?es of trusts to
qualifu. Th€ first troe is a trust ihat is 6€8t€d by an individurl rnd wltose beneficiaries
n'e ali either the crliaror of the trust or a relative of the creator. The s€oond type is an
esension of the first trrpe; it is a trust that is cr€at€d by m individual and rvtose
beneficiary is a tnrst wtroc€ beneficieries arc all either the creator of the initial tnrst or a
relative of ttre creator. Thc third t!'pe is a testamentaf,y tru$t cr€ated by an individual
who oumed lrnd that wes taxed rt its use nalue, transfdnpd tbe land to the trugt upon
death, had no relafiives at the time of death, and -desiglat€d that all -trust inome be
used excluively for nonprofit purposes. Fo1 any of these fipsts to qudify, the tnrst or
the creator of tire trust hbd to own- the lard for the Dr€viorrE four years.the qeator of tire trust hbd to own- the lald for the prwior for) qreator ot ure trust hgl to ou,n the raln tor tne Pr€vlollE rqr year8.

Firnlly, the act expalrds the definition of "reladve'- to inclrrL nio€s and nepheun
and thd; descendarits, unris rnd uncles, parents-in-lrrw, ste,pchildren and their
desoendents, end ttre spouse bf any of tlrese relatives. The definition of 'relatirrc" in
the crurent law does not irclude these relatives.

Chapter 455 (Horse Bill 718, Rp,p. Cimay)^ AN. ACT TO TSTANUSii A NORTTI CANOLINA PAru(s AND
RECREATION AUTIIORITY AI{D TO EARMANK TUNDS FOR THE
PARKS AI{D NEICNEAIION TRUST F['ND AND TIIE NATT'R,AL
HEruTAGE TRUST FUND.

Thi$ rct r€allocate$ the Strt€'s shsr€ of the deed ctamp tax to the Parlrs erd
Recreation Trust Fund and thc Nrhml HeritEge Trust Fund, hodifres the purposes for
whidl the Parts and Recreation Trust Fund may be used, and cleates the Nortltwhidl the Parts and Recreation Topi f*{ nay be.used, .and creates 9. {q4
Carolina Parts and Resr€rtion Authority to adminlster the Pa*s and Recreation Trust
Fund. These changes become e,frective July 1, 1996.
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und€r cun€nt hw, 15% of the state's shsre of the deed stemp trx ($3.1 4i!lion)
each verr is dedknted to tbe litrurl Heritege Trust Fuod q€eted in G.S. 113'77.1 afr
ttre 1{netuiing 85% ($lS nillkn) go€s to ttre C'enerat Fund. Ctapt€r 772 of thc 1993
sessim Lcuri dedsr&t thrt it wris-tne intent of the Genemrl lscenibty to dfdi{,lts 75%
of tbe Stlte's sbarc of the dcd stmp tar cach year to the Prdrs md Rercrtion Trust
Fund rnd rn edditbnd rc% 6 thc Nanrnrl Heritage Trust Fund. Soafun 3 of this act
fulfills thrt intent bv dedbting 75% of tbe Staters shrrc ($15.9 nillkn) to the Perts
and nocreettum Trust Fund .ld-25% ($S.g million) to the Nrhnl Heritrge Trust Frmd.
Tlrcs€ frlnds will be transeerred on a buartedy basis ea.h year beginning July t, l9'!r5.
None of the State's shsre of the deed-stamp 

-t8x will go to the Gercrel Fund afrer that
date.

The dced stanp t8x is m excise t8x on instrun€nts tnmsfcrring real. properfy. Il it
oolleaed bv tbe regist€r of d6ds of the otxrrty in urhich the property is locat€d rnd is
oollectod 

"rh€o 
the'deed tnnsftning thc propdty is rc@dcd. 

-Tlie 
tax rete is $1.(X) for

each $5o0.W (O.2%) of the valuebf thd prope,ity onrrcyg$. Earfr ounty must rcmit
one-trrlf of tbe-net pi,oeds of the tax to tbe tXpsrtment of Re\t€nue. The rcquirement
that each oounty srird one-half of the ttr to thre State was €nrd€d in f991 rvfien the
Stale doubl€d Uie tax rste ftom 509 to $1.00 for eadr $500.00 of vrrlue.

Section 2 of this act modifies the use of revenue in the Park rnd Recreatiott Trust
Fund. It decreases the amrmt of the Frind thht ii to be us€d for the Strte Parts syst€m
frm 75% to 65% and increases the amount that is to be usod for locel natching grutts
for local osrts ard recreeti<n frffi 2n% 6 tO%. In addition, it dlows the use of up to
3% of tlie Fund eadr year for operating cxp€os€s aseodated with nanaging capital
imorovements. apqufuins lrnd. and edministering locat grNnts.

ttre reur*niler bf tnii act cr€at€s the North eerofn8 Perll md Recreetim Authority
within the Department of Environmt, Health, and Nahnrl Recouroes. The Authority
wi[ adminisei the hrts and Recreation Trust Futd and report ennually to the @rcral
Assembly on allocations from thrt Tnrst Frmd. Ttre Auttroritv will-d$ advise the
Secretari of Environment, lleslth, ard Nanrrlal Recoures. Tire existing Pafi$ and
Recreatiin Council, an advisory ouncil s,ithin the Deprrtnent of Environmt, Hedth,
ard Nrh$al Resourpes, is rci.reded. Thc Authority will hrve nine membem; the
Governor, the Speat€r of the;House of Re,presentatives, and the President Pro Tempore
of the Senate wiit eactr select three. Members will serve staggered two-year terms.

Chapter 45E (Senate Bill 6(5, S€n. Sherron). 
AhI- ACT TO PROVIDE FON. THE CNE.AIION OF FACXI,ITY
AUTIIORITTES AT{D TO ESTABLISH TIIE CENTENNIAL
AIIIIIORIIY.

This rct plovides the stenrtory frrmeryort for the eiqerrl Ags€mbly to qerte. a
"facility arrfroritv" and. in onirLction with thet frareulo*, estrbfshes- a Centcnnial
Authority in trralre County. fire purpos€ of a facility arthority F -!g snrdy, design,
plan, ocirstnrct, oqrn, prdnote, fifrn&, and operate a regional frcility. -A regimal
i*llity is a frcility deibrcd to attnrct majq regimal, nrdon l,-rrd international sports
and nforeational ervents.-Tlre rct becane Efective upoll ratification.

A frciliw euthoriw will have eith€r eisht or 13 mmben, depending on the tefiitorisl
jurisdicdod of the airttrority. The inidal cight members are appointed by the Ganerrl
"nssemUlv. Tlre territoriai iurisdiction of'an urthoritv is flre @unty in wtridr the
resional-faciliW is to be locit€d. If the iurisdiction of 

-an 
authority is a oounty wtt€re

ft; main camirus of a oonstinrent instinirion of Tlre Univemity of ryorth Catrolina is
located, ttren tire authority will have 13 members. Of the additiotul ftrc members, tlvo
are apicfnteC by the bo6rd of ounty onmission€rs, tlyo are appointed by the city
oouncil of the ciiy with the lergest population in the oounty, and the rcnnining member
is appointed joinitly by the mayors of all the cities in the oounty. A member may t)e
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soorritv interests in r€al or plnmrl property, including a leuetrold -intel€st, s$fu€d
or inirorrcd with the Drorsls of tf,e 5onds, sd, with the eppmnl of the @unty
ler/yin! rbe tax, by the-rocipts of a rom oeryanqf rnd prepgod food rd beverrge
tax l€rt€d by tbe oounty. A pledge of a county's room oerproqy rnd prcprr-od footl
anrl berrcmcA tax. does irot rc&ict-the ounw's-right to rcDed tbe- trx. fte frith rnd
credit of thE State or a politicat subdivisim rif tne-State may be pledged as searity for
bonds.

An rrthority hrs tbe pourer to omtrrct with any puHic entity. Also, Thc Uni\t€rsity
of North C$olina or my q*iurent instinrtion bf The UnissiW of North Cardina
may enter into a oontn& with m urthority if the finction is ode The University of
Noith Crrolina oould undertele seDlnt€ly.- ff a regiood frcilitv is used to ltoot an
attrletic syent sponsored by a onstinrent iristitution of-The University of Norttr Carclina
whose principal camDus iri located in the tenitorial jruisdiction of the euthority, th€n at
least $gf oT ttre s€ats for the event must be made avnilable to shrd€nts et that
institution and to members of the cen€mal oublic. The ect dso emendc the AEC brr,s to
allow the sale of beer and unfortifiod win6 at a regional facility unless the events being
hosted ere hich school or ollece frrnctions.

After settiri'g forth the staffiSry framework for facility authorities, the act specifically
qeates one fi Wafe County, io be tnown as the (blt€nni.l futhority. The act
authorizes the Diroctor of the Budget to dlocate 8ny fuids ufiich have becn
appropriared to tbe Glt€nnial ^luthofrty, but not yet exirended or obligated, to the
Cehteirnisl Authority. The rct also am€nds the WaLe County roorn- ooarpancy and
preparcd food and banerage tax law to require some distribution of rpvenue to the
Centennirrl Authoritv.

Under the new distriUuttm of tex proceeds, Wafe Corrnty rnd the City of Rrleigh
must icrintly transfer $ll million to the Ccnt€fffal Authodty by June 30, 1996, and an
addidbnd $tt miltion by lurp 30, 1997. This noney mriy tie used by th€ Audtority_
only to frrnd dl or part of thc roquisition, @nstnrction, financing, tnd debt serrricing of
a resional frilitv ao be localcd in thg c€n€ral Yiciniw of the Certsr-Finley stadiun.
The-act slso dfu&'rs WaIc Counw and tfie Ciw of Ralbisfi to trnrsfer 7% of tbe otal
under{gnrred proceeds distriht€d'to them to the Cent€nnfil Authority by July 1 of eactr-
year, beginning July 1, 1995. This money mEy be usod only for cnlnnment of
irpefifini reveiues-of 

-a 
regional facility-and 

-for 
planning,- design, renovltiotts,

niaint€nroce, and qlrirs to e regional facitity. 'Undesignrtd proeeds' are all tax
oroeeds di$tributed -to Wafc C.ounw and to Raldsh oth€r than annual distributions to
h.aleigh of $580,fiD of room tax pniceeds and $586,0fl) of meals tax pro@eds.

Ctnpt€r 459 (S€nate Bill 1055, S€n. K€rr)
AN ACT TO M(X)INT TIIE EKCXSE TAX ON NBWSIPRIIYT.

This act amds the excisertex qr newsprint tbat wag eurctcd in 1991. The purpose
of the tax is to enoourage tt*, -.f* of rccycied-neumprint b.y inpooing E pnvilcgqlicEnse
tax on those who produe publications printed on newsprint and do rct use a minimum
amount of recyclei Fp€r. The -rx tdnne effective Octob€r 1, _1991, and is psyable
quartertv. fft: tax rate is $15.00 for eactr ton of nessprint thrt is oltsum€d during a
ttp"ttio-g p€riod end hls rrl sverrge rccyded @ntent peroeqtsE, thrt is less than the
rcquircd-niinimum rccydod conteniperairtage. The pb€Gds of the trx ar€ esrma*ed
foittre Solid Waste ufuragement Tnist Fund-created firder G.S. 13OA-3O9.12.

remorrcd by the eppdnthg euthority for cause and a vacancy ooctrring in the
membenhip yill be fill€d by the rcnnining members.

An euthbrity has the poril€r to issue -bonds, appoved by the lrcal -Governmentmirsirn. 'The bmds mry be secured by thc i6veoues of tte rcgiqnt frcility, byfrcility, byCmir&n. The bmds mry

Und€r the hw, a publiiher must pay the tax unless the recycled oqfient percentage
the newsorint oonsumed bv the oublisher eouels or exceeds statod D€roentagcs.of the newsprint oonsumed by the publisher equals or exceeds
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Under tbe original legislrtkn, the perqentage^ of 
- 
required rpcydod -oontent of the

ne"nprint ocndmed gfiArcly iroerrid frcm1Z* in 1991 to 1{t% n 1997. this act
eases'the h5{€n on drUlisnerg to me€t thesc purdasing perqtrge gorls in nYo _ways:(1) It exrends-tbe psriod of time a publislrcr has_tq r€a.n the goal ot using

neunprint with rit lerrrt &% recyd&l oontent. UDd€r this act, the p€rcdrg,e
incrise fu 2S%, yfiidr is tlie qrrrent perqttage tate, to 40% wottld be
ereoded bv 3 Yss to the verr 20fi).
It creetes i cN6dt, thrt cr; bc us€d tocrud8 the rcryd€d mt€ot p€trs4ge
gorls, for puHisbds u,ho ds,elop and openrrc or contnA for.the operrttm of
a newspaper rccycling plogf8m-. A publishcr wgld receive me-half ton
cr€dit 6$ad its totrl iecylt€d oonterit tomag,e for eac{r ton of rccycling
tonn88e.

The rct also inrfes a few lesc substantive changes:
itl - tietiminatcs the need fe1 ftling a quafterty rcOrn end sub*iartes the use of

an annual r€nrn. To onform-with this drange, tho rct dir€ct$ tbe Secretary
of Revenue to cr€dit the tax proeeds to the Solid Waste Maosgffiit Trust
Fund on or before Apdl 15 ofeach year.

Q) It chsnges the term tproducer" to "publislrer".(li It dranles the brsis for determining the recyded srt€ntj€rsltrge q ryss
tonnage of ne*rprint oonsumed, intt€ad of net torutage. Thc act dso clarifies
how this cahilrtfuxt is made.

The tax does not aDply in e few cirrcumstarc. It does not rpply to neunprint th4 is-

acquired bv a oublisf,er-aod th€n recvcted by the publish€r. It dso does not EPply if
the urblislier oT a pqblication oould irot nebt the-requir€d minimum rccycled @ntent
starderds for one or more of several r€asons. The rcrsms lrc ln inrbility to obtain
newsprint made from rccycled Fper at a prie or quality ompnraHc to other
neunbrint. in an amount nbded for'a publicadon, or in a reaionable amout of time.
A priblistrer who claims an exempion- for one of ttrese reasons must docum€nt the
pu6fisher's effort to obtain nemprlnt that oontained the required minimum p€,rmtage
of rccycled paper.

ChaDter 451 (House Bill 1060, Rep. McComas). 
AIY.ACT A}IENDING TNP CPNMRTT, STATT'TES NEIATING TO IIIE
CONSOLIDATION OT CITIES AND COUNIIES AND SONSOLIDATEI)
CTIY{OT'NIY TAXATK)N AND .trINAhI@.

This ect nodifies the hw relating to onsolidated ciW-ounties, effective July 19,
f995. Article 2O of Clnpt€r 153A of rc Gencral Statut€s prcvides a proe&re for a
ciw ard a ountv to folrm a msotidation sudy mmiirlon to r&pt a plan of
ooisonletlon and to hold a referendum on the oirsoliOatidl. The oonsolidation of a
city and a oounty must be enacted by the Gene,tal Assembly, hoverrcr, before it can
beome e.ffective.

Clrspter 160B of the Geoerrl Stlfiile.s, tb Consolidrt€d City{ounty Act of 197?,
goverri oncolidatod city-ountirx. A msolidated city-ounty is a ornty in rryhidt the
Enee$t municinality bas- becn rbolishexl aod its porreis, drrdbs, rights, privileges, and
imtunitirs hrve been onrclfuleted with those of-the @urty. otbei mnfu:ipditbc may
also be abolished and onsolklated with the ooulty. A dnsolidat€d cityouty may
define uftm service districts to finan€ serrries within the oounty at a higlher letd thsn
in other srets of the ooultty.' These rubsn s€rvie disticts nry rcplre mmitiprlities
that have bcen abolislrcd of may be q€at€d to serve areas that have population density,
propefy vrluetion, and nceds thrt jusdfy a-higher level of servies thm is providod in
ihe-oodnty gene,rally. The onsolidated city-oounty ngy levy Prop$y. taxes, _motor
vehicle taid, anA irivitege limse taxes within ai rlrtnm sdniice 

-disfuict to finance
additional servioes witttin the district.

Q)
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Sections I and 2 of this rct m€nd CtrDt€r 160B of the Geoeral Strfirtes to drd&
the pwrcrs rnd governrre of a srsolidated city-ounty. A onsolidated
h8s the seme poiers,,dudes, rigbts, etc., as a oounty throughot[ its jtttisdiafum rnd as

a city within'its urSen s€rvipe-dsuicts. To the dfi€ot t dty cen exemise .Ptrr!ffi,
dud6, dghts, etc., outside its bounderies, a onsolidatod city-cdunty cen exercise those
mwers. ilud6. richts. etc.. ontsi& the boundaries of its uibrn seivbe districts. The
irortr,€d dudca: riints, ctc.: of an wtsr rerrrie digtrict erp esciccd by the go,€rning
tody of the con6lidrtsd c@tqunfy and debts ou,cd ur urban servie district are
payirble to tbe governing bodyof the msolfulsed cityounty' -nris 

ep3 nrle$ othd nriridtrmus chrnges driing to-msolkletcd cityountbs.
Section I provkbs a Droocdur€ for a onsolftated city€unty to sedy_discdutbn 8nd
DreDrre a bun of disiolution. Section 2 provides thrt, bdqe the effective dete of a
inrnofasion, an interim govGming board bf a propoced mrolidrted cityotttty-may
define an urbm sewie district, whicb will tale bffect on the e,fiective date of the
oonsolidetfun. Sections 2 efr 3 prcvide thst a plen for osoli&tim may_include
proposed u6sn servie districts rnil, if thc planndl mcolidetiorl goes into effect, -no
irOOttionet notice is requirod of the propoced-Ostrict. Sections 6 - lt male onforning
and tocfnricd ctrances 

-to 
venorn st&rtds retating to taxetion, urlt€tr sswer distrids, solid

waste, and local -government fiscal oonttol io clarify the status of a oongolidated
city-oonnty.

Secdons 4 8rd 5 mrlrc chnnqes trrnt rpply only to Neu' Hercver Couty. In od€r to
complv with the State oon$infionll reqlinh€ni in Soction 4(l) of ArtiCle V ttnt only
gen&dl, not local, laws may be enacted refating- to local goyemtrrent d€bt, -th€se
provrsrons ale made appticrbL ody to a class tbat-indudes @undcs with a populrrtion
bver 120,000 and a trinO area less ibsn 200 square miles. New Hanorpr County is the
only oouirty in ftis class. Setitiqrs 4 and 5 piovide tlrat a oonsolidstio cannot boome
eff6cti've drb$, the voters of the oounty hive approved the assrmptbn of the 

"ity"debt. Ttrcse sections provi& a proqdure for the rcferendum, requirenents for
assumptbn of debt 8'nd notification, ffid limitations on actions to oonte$t
oonsotdations.

Chapter 453 (S€nrfe Ilill l8O, Soetor Shaw). 
AIY- ACT I1O MOIXTT TIS PAYMENT AND NDFiORTING
w AND TrrE COLLECTION PRO@DIIRES I1OR
ffi SONTRIBTTTIONS AI\D TO PROYIDE XIOR, A
REDUCIION IN IIIESE CO.NTRIET'TIONS IN CERTAIN
cxRc[DtsylAr{cEs.

This I maLes the following ctranges in the palment and oollection of
une,mploYment contributions:

(1)^ 'It increases the minimurm pe"ment threshold ftom $l to $5. A person is-not
requfued to mfire umploluient contributions if the rlntxrnt wed is less than
ttrd minimum payment'thrrshold. This change bemes effective S4tcmb€r
30, 1995.

@ It increases the umploymt ontribution rcfirnd threshold fton $l b_$5t
If a person overpays uoemployment oontributions by lesq thsn thc refilod
thresliold, Ure nuiptbymrt Secririty Commissirn u'ill i€fund the orrcrpal'nent
only if ttle p€rsod wiro made the bverpalment asks for a rre,firrd in *riting.
Thib clrange b€com€s effective Septcmb€r 30, 1995.

(3) It gives tttb nmfloyaent Secudty Commission tbe urtbrity to dlos, qtain
small employers tofile an mnudl rcport ralh€r tben qurrt€tfy rcPorts rnd tq
file ttre annual rc?ort by telephone. 

-Thc 
small employers @-can be altowed

to do this are those ttrat trave filed reports with tfie Commission for at least



(4)

(6)

(7)

(s)

tbe past.ttuee years rnd have.not be€n liable for qprrtaly ontributions for
tbe past year.

F<ir those allfl,€d to mrte annual teports, the rcport is dtr by lanuary 31
of eactr year. The euthority ie maG an rllnud- t€port is revoled if the
employer b€omcs liCtl€ fof onUibutions q if sgnn infam*ion on the
embbyer's last r€Dort chrnges. To en$rrc that the Comnissim has timoty
emiloiee and ynde inforneEon, employers filing rmnl rcports mut r€port
chrtrcae in emolorrmt strurs and wases to thc Cmnissim witftin 14 days
and frust responrf to inquiries ftom th€ Conmission within 14 days. Ttiis
drenge beomes effective SeetenUer 30, 19915.
It es6blish€s another autmbtic reOuctio in umploymt oqrEibutions for
employen with pocitive ratings in one ciromstarrce.- Thet circumstane is
utFrr 

- ttre Urptplpfrmt tnstgnoe Fund hrs a balrre of at least
$E(X),(n0,000 and tft Unemptoymrt Insurane Fund ratio is at least 5%.
The Unenploymt Insurance Fund ratio is dacrminql by dividing- the
amount in the Fund by the State taxable unge brue. Tbe ailrr€nt ntio is
4.6% ard is not expectirt to rcach or cxceed 5n h the rerc five ycars. Ifth"
filrd ratio does rcaih 5%, the taxes of employers with positive ruings will be
redned by 6O% rathcr tlnn 50%. This change beoones effective for quarters
beginning on or aft€r lvlarch 31, 1996.
It -requiis a representative of the Employment Seority Commission to
afempt to oontict a person s'ho owes 

- less thrn $50 in delinquent
unemblorrment oontributions before .the. Commission obtains a jtdgment lien
for thb dblinquent snount. This cfrange beoomes effective upon retification.
It eliminates'the impositim of a $5 lie fling pertdty for efoploye,ts urto file
a rcturn witttin 30 davs after thc due dat€ and owe no tax with the r€tum.
This clrange beomes riffective upon ratification.
It removi the current 2l-moirth restriction qr weiving penalties. This
restriction prohibited the Commision ftom waiving paulties a$inst thc same
employer morc tlran onoe in a 24-month psiod. Under the 8+, drcre is no
timit irn the number of times a penalty can be wriyed egaiqlt the same
employer in any time period. Tttis cfunge also beoomes effective upon
ratification.

Ctnpt€r 455 (Senate Bill 407,, S€n. Perdue)- AN ACT TO EXDIIIPT TRAIiTJRSI FR,OM TIIE PAYMENT OF TTIE
GLOBAL TRANSPARI( TEMP'ORARY ZONE \MHICX,E
NECISTN,ATION TAX.

Thi$ act exempts trailers ftom the annud $5 vetricle registntion trx impos€d in the
oorurties in the Global Trmsperk Development 7ffi. Tlie oounties in thc Transpart
7frie, are Carteret, Craven, Duplin, Edgembe, Gr€€ne, Jon€s, I"aoir,_Nash, Onslolr,
Pamlico, Pifr, Wayne, and Union ooui'ties. Tlre exemption beoomes e'ffectirp October
1, 1995, Tlre tixempion will r€duoe annual rcvenue for the Transpark 7m by
approrimarely $330,q)0.- -The 

$5 tai is in additio to thG regulgr vehicle. registration fee. Wh€n thc additimal
$5 tax was imposeC on July l, 1994: it applied io ill trucls, al] traiters exoept 4s_bile
homes, ard 8lI pass€nger vbhir{es regist€rd in a ounty in the Trrnsgrrk 7lltrc. lVhen
this ad beoomd effedve, tho tax u'iil no longer apply-to trailers. fhe regular annual
reeishation fee for a trailer is 10.00.

-The velricle registration tax levid by the 7orrc is a temponry tax thrt will expire 5
years after the e,ffective date of the firsf tax b.rry, which was July-l , 1984. The Dii"ision
bf Uotor Vetricles oollects ard administers the tax at the sare time and in the same
rnanner that it administers the annual vehicle regisurtion fees.
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The Comni$ion€r of Motor Vehicles s€dits tbe proceds of tbe S5.00 t€mpoffy
7ffi, vebictp regishation trx to a special rmunt. The int€rcst.og.the gneCet emtmt
il-cr€dited eurfierty to the Highc,iy Fund to rcimhme tbe tXvision for the oet of
cottecdnc erit aOmnnistering tnE tar. T\rc, Zffrc must plse 15% of thc trx pro@eds

Ai*iUu& to it in' a gffiit fimds rmrlnt rnd the remtnirg 85% in an
irrerp*+erring trugt emrLt. ThG Znrc, mry rct dfuburrc tq' edrdifrl of the trust
amunt exped pursurnt to a contrrct thrt prcvides tl"t- g* ry wilI reover or be
r€pdd tbe rmunt dishnod uitlnig e p€dod o{dme, mt to grrod 20 Yerrs.
iffi--u"fr th"t is tm€nb€r Athe tone is fhe beneficiel ixtn€r of a shge irf the
;rindDd ;f ttre tnrst ao@ulil in proportion to the amormt of tex pro@eds olleAod inprirciprl o: tnrst aoount in proportion to the amormt of tex proceeds olleAod in
thrt ounty.

fhe enicment of this act mrLes the whiclc basc for thc Trbngle Transit Authority
difrerent from the vehicle base for the Globsl Transpart. The $5 rrhicle registntion
tax impoc€d by the Triangle Transit Authority applies to trailers.

Chapt€r 46t (S€nate B;ill l2l, S€n. I{qI) _ '_ ___' Arrr'AcT 11() TEVTSE rrrn pnocnounps ll|on AssEssilrEhlTs oF
INHEruTANCD TAX FIOII,OR'INGA TEDERAL DM.

This act mrfes the tim€ limits for assessing rny inberitalre tax &F after a f€d€mal

determinrtion of the rarlrc of rn estrle the-srnie as the tire limits thet apply to
assessments of ottrer state tsres follorring a fedemal deternination. The act became
effective August l, 1995. The qiginsl bi[, reommended by the Rertnue Laaw Sttdy
Commiuee, -wouldalso have rcdrcA inh€ri'tin€ rnd gift trx€s in a numberpf 

"qyt.The act'm8fes the sare drrnges for inheritance -tax that were mrde for gift tax,
income tax, and wittrholding tax 5y Chapt€r 5E2 of the 1993 Session hws: it revises
the proedlues for assesrmhts of 

-intreriiane 
tax following a federal dererminatirn of

fedeial estate tax to match thoce rhat apoly to gft tax, inoome tax, and withholding tax.
The revision rnsl<es the follo\rhc cubotiitive c6anges: (1) It etrends ftom 30
days to two years the pcriod-of tire in urbich a texpryer must file m amended
inlieritance trx r€tum foltxing a federal determination.

@ It gives the Strte in eOOitio4at txp-year or tluee-year period to maf,e an
asscssrnent of inheriulre tax folloryini a fedeld deterninuim.

(3) It reduas the penalty for frilure td'fite rn rmended rcfitm following a
fed€ral Cetermidrdon 

-ftom 25* of the amormt of rny sdditimel t8x dlrc,
with a minimum of $25 and a mrrimum of $5(D, to 5% of the amount of
tax due. with an rdditional 5% for each month the tar is orcrdue.

(4) It denies a refrnd that world ottrerwise be due if an amendod return is not
filed after a federal determination. .

A fedenl defermination is a report by the Int€rnal Rev€mrc Servioe CFS) that a
taxpayer has not filed a r€turn or'has nieO an in@nact r€nrrn and, thereforp, dth€r
oures-mre trres or is entitled to a refimd. If a taxpayer dkl not file a rchrm or
gnderstated the amount due on a r€hrrn, tbe determinatim-stat€s the amount of tax tlrc
IRS firds is drc and senrcs es the fed€nl mtie of usersmt. Thc nS eventnlly
s€nds the eppnopriate state I opy of the fed€ral determination. A dcfry bctweerl uth€n
a tanrver'reeives a foderrl tl*ermirunm and wtren a strte r€o€i\tei I oopy of the
aercrmiint-on oocurs uilrcn the texpayer is in the prooess of resolving with the IRS
questbns rais€d by the determimtion.' Urt'€r the $ed inoolre, gift, rnd withholding tax laws, a texpayer ufto re€ives a
federsl determination, of fe&ral furoome, gift, br wittrholding tax mu8t, within two
years, file the rirnended State- rcturn with the rypqrtn€nt of Rel,coue
iene*ing ttre derirniriciqr. ;Under these taxes, if a texpayer filEs m amended r€nrn
in respdse to a federal determirntion, the De,partment oT itertenw has one year.-from
the dirrc it reeives the return to drate an arse$rn€nt of Staee inoome, gift, or
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witlrholdng ttres. If a texpryer does rct file m amdcd tchrrn in rerponrc to
fedcNd Oetetmination, the lX$utm€nt of Rsvcrue hrs thr€G years ftom the date
reeives r opy of the denerninrtfun ftom the IRS to prte rn rsses$nent

firo g*rirf [mitations p€riod for rn ass€ssrn€nt of rny Stce tar is thr€e yean efter
a rennri- wes filed or &re to be filcd. The one-year and 

-three-year 
p€dods following a

fed€mrl determinetion are in ddition to the reguhr three-yeer beriod, wtdch is set out
in G.S. th1-Zt.l. An rdditimal time -D€riod is 

- neessary u,trcn a f€dsal
deterrrbrtirn is mede in order to rllof,r tbe Strte edequrt€ time- to r€cpond to the
fed€firl deternineti<n." fte Sterc ndght rct reeirrc rn rm€ad€d rcarn followhg a
f€d€Nd detendnetion or a mlie of a fedenl deteminetion ftoD thc IRS until near the
end of or after tb end of the qmrl three-year Deriod.

Unlite the inoome, dift, entr withholding tax hun, tho inhedtere trx hw, ptior to
the enrctmeat of this-act, did not give-the State my rdditbnel timG to mrle an
asses$rrcnt followinq a fad€ml Oet&mimnon. Thftfore, for an ass€sso€nt of
inheritre tar,, the Sterc nra to m& rn rssessrmt within the gmrl tlnoe-yerr time
period for mrling ass€s$ln€rrts. When the State did not reeive rctie of a federal
ileterminetion of estate taxes until near tbe end of or after the end of this three-year
period, the State was foreclosed from mafing an a$essment.

Chapter 472 (Houe BiU 759, Rep. GraV). 
AIiI.ACT TO PRoVIDE TTiAT A IIOME FON TIIE AGED, SICXq OR,
II{FTRM WIrcSE PN,OPEnIY lll EreMPT FROM PROPERTY TAX IS
ALLOIVED A RE['[]ND OF STATE AI\D IOCAL SALESI AI\D USE
TAXES,

This act dlou's €rtain nonprofit hom€s for the aged, sick, or hfirm to obtain
semiannnl rcfrrnds of State and local sales and use tares pdd bv the home$. The adrds of State and local sales and use tares pdd by the tnme$. The acf

) upon rrtificetim and applies rctrcacdvety to furfieses made on or
1, '1995. The refun<fri wiU rcdu€ Gen€ril Fund r€ventrc by

a
it

approximatcly $.7 million a ycar.- -the homei coverpd by tlie act ar€ ttrose $,tlos€ property is exempt from property
taxes uad€r G.S. 105'275(32). Th* provisirn crcmpts tbe property of chrch-rtleted
ard Mesonb srtinuing cud retirement hm ftom property tax. Thc hom that
qualify are nonprofit seffsrtrined oonmunities that n&t fhe foilorying qualifications:

(1) Are de$igned for elderly r€$id€nts.
Ai Operate 

-a skilled nursiirg facility, an intermedirfc care facility, or a lrome for
the aged.

(3) Incfude r€sidmtid ereiling uit$, r€cr€ctional frdliti€s, and s€rvie frilities.
(4) Have a drarter tlnt providas that in the er'€nt of discolution, the assets of the

home will rwert or 5e orweyed to a nmprofit €ntity.
(5) Are mrnaged by a church or other rciigous body or a Mesonic grouP.
(6) Have an active program to geoent€.frmds ttuough one or rnore sourioEl, stlcll

as gifts, grants,-trusts, bequests, en endonmeot,-or tn mnud gvingp.rogrrm,
to assist ihe hm in serring p€rsons u,ho nigbt not be able to r€sidc at the
home without finrnciel r$eistan€ or subeidy.

In exempting these lm ftom sdes and use t8xas, the rct resolvts lingering isstrcs
from a 19& property tEx case. Beforp 19t4, the De,pnrtment of Rev€ilrc dlourcd sales
and use tax rtnriras 

-to 
tnese homes as nonprofit claritene or religious institutions. In

1984, the Corrt of Appeals upheld a decision of the Prop€fty Trx Cmmisoion denying
a prop€rty tex exempdon to 

-Lutheren Hm Ministric on the *5t rhat it was rxrt a
ctriuiti$te instihrtion. The Creneral Assembly rcspondcd to the @utt's nrling by
granting ttrcse homes a property tax exemption n 1987 un&r G.S. 105-275Q2).

became effective upon ratificrtim and
after January 1, f995. The refunds will rcdu€ Generat Fund r€\tenue by
approximately $1.5 millim a year and they will redu€ local govament revenues by

c-31



The Deornmmt of Rev€nrc rpelid the ourt's rclsming !o sdcs rnd use taxes and
denid seth ena ur ax rcfurds-b sdne of these hm bcglning in f984. Bsuse
the 19S? bgislrtion did rct chenge _the sdgs and _use tlx litns, tne 

-Oepqrtmat-@ntinEd to-Oeny rcfunds to s(re- of tbefe hm bs€d upoll the l9t4 Court of
Aooeelr decirirn.- This rct drrifies tbrt hm.thet ere exeelpt fron property tlx as
Uiei*** irdnrtirns rre Cro cotitlcd to a refrnd of s.bs rnd ure tses. The Gcacml
nss€nbly rcifi€d this rct m July 25, 1995. $Uce$Eotly, m Augrrst 1, 1995, the-
Court of mgeds i$ued a dcirich finding thrt th€s€ ima rre entitled to a refrnd of
sales rnd ui6 teres. The cere bdorc the ourt @n€rrcd ufi€th€r or mt Southminter,
Inc. aed Drvidsm Retirmt Community, Inc. were chriteblc orpdzedons and as
suctr vere cntitl€d to a semimuet rcfirnd of sales and use trres. tlie ornt found that
th€ tso institutirns were chrriteble organizatirxs, balod prtielly on the frct that they
are oonsiderod dlaritable organizations for property tax purpos€s tmder G.S. 105-
27s(32).

ChaDter 474 (House Fdifr,YL3,.R€D. Gray). 
AI{.ACT TO NEIX'@ TIIE-I9XCISE TAX ON SOTT DRINKSI.

this act rcdu@s th€ Statc Gxdsc t8x on soft drinlc by E% cffediw hly -1' !?_X. It
does not phsse out the soft drinh ttx, as did the ot-i${ version of Housc 

-W[Xl3.

The r& reduces the excise ttr. on bofiled soft-drin&s from lC a bottle to 3149 a'

bottle, redues the excise tax on liquid bese products fr,on $1.00 a gallon ta 759 t
gallon, and reduces the excisc tar on dry base products fron lC an <xrn€ to 3l4a m
5une. It preserves the currmt tl2 rrrta bf tax cir ttrc firlt 15,000 Eoes of bottled soft
drinl$ sgn^gcJr y.gg by a distributor-^B act.is.expocted to.ry*fg soft drink tax
revenue by $9.5 dillion in fiscal year 19G97 and E10.1 nillim qt -1997-9p.

yenue Dy Dy.o mill|on m nscSl yGSr r)DrD- , ans lru
The soft drink excice trx wrs cnrcted in 1959. Thcnte soft driok excice trx wrs 6nrcted in 1959. The urrpore of the trx i8 to prrofidc

an additknd souroe of rwemrc to tbc Gco€ral Fund. ih ftscal year 1993-94, the softyear 199319, ilre so$
drine. excise ter apoormted for $!15,538,5,88 of the General Fud t8x @llocdons. A soft
drink is defioed as a berrcrage thst is not an alooholic bercmge. The following items
are ex€mpt fron the tax:

(1) -Nanlral liquid milt drink producd by a farmer or a deiry.
Q) A bottled soft drink that oontains at least 35% nahral milk.
(3) Nrntral juie.
(4) Juioe rh$t would be natural if it did not ontain sugar.
(5) Nahlral wlt€r.(0) A base product used to make a bottled soft drink zubject to tax mdsr this

Article.
(7) Coffee or te$ in rny form.
(E) A bosled soft drinL br blse protud sold otttskb the State.
tgi A botrled soft drinl or Use brodua sold to the fedenrl govedrn€nt.
(tOl A blse product for honle use that either ontrins milt or roquiree milk to bQ

addcd to mate a soft drink.
Tlp soft drhk excise trx is pcvrble bv tbe p€rson c,ho is the fu$t to bring the

oroduct into tbe Starc. Tte soft-dftrk excisc tar has a bifirrcetcd tax rlrte sFt€m. The

ixupose of tbe bifurcat€d tsx syst€n is to tsx the sale or distribution of tL soft drink
itself rvh€n pmrcticel, but to tax Oe sele or distributiqr of tbe ingr€dients of tbe soft
drink $,h€n the taxation of the prodrct itself is not practical.

Chaoter 4?7 (House Bill 55. Reo. Redrrire)^ AN.ACT I1O PR(}YIDE TUAT SAI,ES TAX PREFEREIiICES T1OR.

AGHCULTUnE APPLY TO AQUAC[ LTITnE.
This act clrrifies ttre rppli<ntion of two-sdes end use trx rgliculhnl pnderenes to

farmers who raise fish or water plants and expands a curcnt agdculhml sales and use
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tax ercoption to irchrde this t)rpe of fr(m. The act becrre efreaive- Augttst ], 1ry5.
The rct is proj€cteal to r€dud-mlnl Stete srles and ure tex olhctfuns. Uy !ry lBP
$50,(X)o ana to redlre ernlrl tocel srle rnd use tax ollcctirm by less thrn -$25'(n0.fne'act wts recommended by the loint tegislative Commission on Seafood and
Aqun&ue.

a seU end use tax pre&rerce is thc expmptim of m it€m ftom sdes and usc trx or
the tn"-*i* of m item-et bss tbrn thc reguLir 5% ombined Strle and locel rate. The
two s{es rod gse tex pn&rcoes the rct dl$ifies ere the turti{tn of st in iteme rt the
rarc of I % with an $ll0 cro rnd the exemptirn of qtain itcms us€d in rgriculhrc.

Soctim 1 of the rct nelle$ it cber tharmechim and nechire parts sold to a frrmer
for nre in ridng an rquetb spcdcs te tereble at the Strte rrte of l% with an $S.O caP-

ratbcr thrn et t5e mt-Stete ind tocet 6% rNtE. An rqurtic spcdes is my specie of
finfish, mllush, crustrcern, or othetr rqurtic invertebnrte, rmphibiu, ltptile, or
aquatb pl8ot. The Dgplrtnent of Rsv€orc-brs msauGd 'frm cropr' in-t!{s cde-gory
to incluite r$ntic species. The apt therefqe clarifies the rpplicrtim of this rodrcd
rate to fistr firmers rath€r thtn inclrde them in the redrrcd rate for the first tine.

Section 2 of the act malres it clear that the agdculhml eremptions in G.S.
105-164.13(2) apply to a$ntic species farmers and -that all tbe exemptfums in this
suMivision,-6thdr than the- one for seeds, are limited to mercid prodrction. It
does this by changing rderm to "livestock and poultry' to "animtlg," bY dnnging
references to "agriculule" to thc 'ommercial production of plents qq rnimals,'- and by
insertinc a s$dfuent thrt the items must be frir mrocid-use. Tbe erempions are
for medcine, lifier matsrial, feed, pesticides and similar products, defoliants, and plant
gfowth reguletors.- The pepnrtmerrt of Revenne bas omstnrcd 'livestoc&' in thc exemptios in G.S.
105-164.13(2) to turclude fish aod has fdr mariy ybars interprercA the exemptiuts_for all
items in thii-subdivision, oth€f, ttrm seeds, o-ailply to ommcid use only. The act
therefore clerifies tbse exempions rnd their rpplfurttion to_rqunilhre.

In additim to clarifying tli,xe two saleg end- rrse tax prcf€r€n€$, tbe act expands the
agriqrlurral exemptiori fi G.S. 105-154.13(rtc) for iErtain finds of frcillities snd
{uipment to inclir& fish frdlides and equidmrht. Prior hw exempted frcilitbs for
c6minerclat use in housing, nising, or fee.iidg s{vine, listocf,,, or porltry, equipnent
us€d in tlrcse facilities, -rod building mrterials used to oonstnrct ilrcse frcilities.
'Livesto*' under this eiemptirn hrd;bt bem interprcted to indu& 6$. Section 3 of
the rt expcnds this exemltio to inctudc ffi 9V d€fl€ting- refercnes to 'swin€,
livestocl, ehA pouttryl and fuferring inst€ad to "anifrals." This exempion applies to
boft Stat€ and local sdles erd'use taxes

Chapt€r 491 (Senate Bill 104i, S€n. Sh€mm)- AI{'ACT TO CX.AruIy TIrE QUALIIIED n'SINESIS TAX CnEDIT TO
ELIMINATE AN T'NINTED{DED IIX)PHOIJ THAT AIII)WS IXX'BLE
CBEDITS NON, TIIE SAITIE I}WESITMENT AI\D TO ATIIIIORIZE TIIE
LEIEISil,ATNM NESNARCXT COMMISSION TO STT'DY TTIE
QLNJFTnD t[ STNFSIS TAX CnEDrr.

This rct- eddress€s a loophde in tho Adifi€d Buims Invecffirt trx crcdit by
protribithg en investor ftrom-receiving two tax credits m the sme inrrectm€nt. The act
irtso artloiizes the legislrtive Resetfrh Commission to shdy thc tax credit.

In 1987, the G€n€ff fus€mbly eneced tbe @alifi€d Bririss Invertment trx crcdit
to allow iax creOits to indvidJds and orporrrtions that inrut in qualified librth
Carolina hsinesses resist€rcd with the Seiletary of State or in North CErolins
Ent€rprise Corporationsl The rmrmt of the crc.ffit dlow€d is 25% of the emunt
investi,lrl, up to a maximrm credit of $50,0fl) for individuals and $750,0(X) for
oorporations. ff the allourable credit exceeds the taxpayo's tax liability, the exoess may
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be crnid forqnrd for five yess. The total amount of tex s€dits thet crn be gnosed in
any t8x ycrr is crppcd rt $12 nillion. The invrstors epdy fq ths credit tltrough an
apdioicn filod wi0l the Deprnment of Revenue by April 15; thg Deprrtment then
dHsnbes ufrcther the $12 iillhn cep hrs be€n ex€ed€d rnd, if so, proportionelly
r€dues tbe mmt of eech crodit eoplfod for.

In 1993, the Genemrl nsremUty eirtod legislatim to dlor e prss{hrough €dity to
qurlify for the credit end perr it on to the endty's owre$. A prsrtlrough eatity is an
ontity; such as a prrtncmlip, a linitod liability o(mpny, or & $t$nptcr S
ooryixdm, rhnl is ti€atod as 

-oumod by individuals-or other entities under fedmtl tax
lsw rnd urhoce inoome, looses, and oddits ale reportod by the owners on their State
furm tax re0uns.

The bw dlowing prss-thrcugh entiti€s to qu8try for this crodit bocrne effective with
the l99f tex yerr. A problem aroc€ bocrus€ m investtr qild iwest mmy in a
uass-thouch eotitv thrt is itrdf a ornlified busincss. The in€ftor would reeive a25%
iar crtdit'fc thii investn€ot rnd, if the pass-tbrough eotity then inrrests in rnother
qtnlifiod hr8fuless, the odgind inrrestor urorild recive-a sc@nd 25% trr crcdit, vir the
pass-thugh entity, brued-upm the original fnarcial inrrcstm€ot. Sectln I of this ect,

Uy tt-r" Socr€trry of State,. etrlninats Otu problen ,by p1$$.tiog .t
pass-thrcugh entity thrt is dso a qudified hrciness from pessing thc trx credit ttttough
to its ownen. Therefore, the inrrestor's initial fuvestment in the pass+fuongh endty win
otralifu for the 25%'trx crcdit but the entiw's subsequ€nt investment in edother
qldided huin€ss will not qutifu fq rn rddidorfu tax credit for thc oricinsl iw€stor.not $ntify fq rn edditioril tax credit for the origirul irnestor.

Sectiqr 1 will have an unknown effect on @reral Fund Fvenues. This section
became effective beginning wittr the 1995 t8x year; in order to protect inveetments
made in relirnce on the orrr€at hw, it does not apply to investments rnd ommiments
to invest mlde before August 1, 1995.

Sectkn 2 of the act riuthaizes tbe Legirletirrc Reserrdr Commi$im to shdy the
aUinoA Business Inrrcstment tax cr€dit, in partkdar to qrcider how thc ln*' crn be
modified to better enoounge ven0ne capild investment in North Carolina. The
Commission msy malke m iiterim report io Oe 1995 Session and m$t male a final
report to the 1997 Gen€ral ^q,ss€mbly.

Chapter 495 (House llill 395, nee. tvlcConas)
AITI ACT IlO MOIXTY TTIE STAIE PiORTS TAX CNEDIT EY
ETPANDING rr T() II{CX,TJDE IMFORTS, BY EXTEF{DING TIIE
SIJNSET ON TrIE CnEDrT, AND By LIMITING TrrE CnEDIT I1On,
EUI,.I( E:KPION'TS.

This act nodifies the ire t8x cr€dit dlowed for rmunts esse$od by the State
pofis in thre ways. The rct wss an rg€ocy bill requested by the Stst€ Forttt Authority.
The modificetions, outlined below, becanc effective for taxable years beginning on or
after Jmuary l, 1995:

(1) It expands the crcdt to fuichdc impqts; thc cunGot cradt epelirs oly to
exports. The act qllorrr a credit for break$ult crrgo and ontainer crrgo
imported at eith€r Witmington or Morehead City rnd for bulk crrgo inported
at Morehead City. The act does not allw a credit for bulk crrgo inportcd at
Wilmington.

@ It limits ttre credit for bulk exports to bulk exports'at the Mutltead City
terminal. Tlre curr€nt export credit applies to brilk exports at Wilminglon as
well as at Moreherd City.(3) It etrends the suos€t onthe s€dit for two yern. Under Fior hw, tbe credit
would have expired for tarable yeare ending on or beforp Fcbruary 2E, 1995.
Under this act, tlrc credit will expire for taxable years ending on or before
F€bruary 28, 199t.
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ThG Sarte poils inm trx crcdit was €orctcd m l9y:2 md exprndod lp 199{. It was
enact€d to eriourace ExDsteos to use the trvo State-oumed pqt terminrls, uthich rre at
Ufibringron end M6relreird City. WtHr Golctcd, the crcdit 

-rpptiod to -mlnts 1lr9 9y
a taxpryer on cargo exportod at eittrer pon. The Gencral Ass€mbly expn@ the
cr€dif ii tgy to irrcnrab a[ amouns aci€caed on exportod clr:go, rclnrdless of u*ro
p.id thc Cnpdng @sts.- The amint of cradit dhyed is equd to the anxrrn0 of cherges asl€sscd on a
tarplyer's cugo thnt exeods the everrrge rmount 8rl€crod m the- tupry€r's crrgo
durin! the three-yerr pcriod ttret ioclrdes-thc current terblc yeet- ud fte prwkts 

-twotax$L yerrs. nie cr&tit glay mt creod fi% 6 tho mlm of hm tex orcd by
ttre terdryer for the tereble yerr. Any ercess credit mty be cefikd fonnd 3nd
appli€d'd thc taxpayer's inoofrB tax liatiility for th9 ne4 trre years. Tte qrmulative
crtilit dbrr€d to the same taxpay€r msy.not exeed $1 million.

Cbapter 510 (S€oate Bill 693, S€o. IGrr)- AI{ ACT TO MAKE TECXINICAL AIIIEhIDMED{TS TO IMPROVE TIIE
M OF TIIE PROPERTY TAX ON MOIOR
YEIIICX.ES.

This act mrkes variors technicel changes to the stahrtes otmning the property tax
on motor vehicles. The clrrnges are effective for texes imposod for texeble years
beginning on or after July \ f995. The changes were suggtistod by a ommiabe of
assessorsl collectors, and fin8n€ offioers as amendments 

-that worild improve the
administnrtim of the tex. The rct hss no fisc8l effect.

In 1991, the Generd Assembly crcated a nsw proedure for ollecting property taxes
on rnotor vehicles that are recisae.red with the fiivisim of Motor Vehkdes. Under the
system. the resistration of f mtor velricle with the Division of ltlotor Vehk{es is
cbnsidercd a liitins of the vehicle for orooerty tsx nuDoses and the texes pcyeble on
the vehicle ere auE four months efter ihe'recistrrti6n is obteined or reneuted. If the
taxe$ are not prid within forr mths after -tbev bere drp, the lXvisim of Motor
Vehicles will rcfrrse to rww the vehicle's regibtratim the follwing year unless the
taxpsyer obteins a reeipt shwing thrt th€ pruriiors year's taxes have tte€n paid.

th6 amendmenb to the motor velricle prroperty tai strtutcs arp as follws:

Explanation
l5effigA in $fic€ctisr (a) of .9.q. 105-33{J.2 efiminrte the problem of
the oorrect ernluation date wtrcn an ourner with a registntion that expires
December 3l r€rrewt during tb€ January gre iteriod. Utder the
amendment, the value of tlre vetricle is &*ermid as of lanuary I
F€€ding thc date the current registration expires. The wnersttip, situ$,
ard taxabitity of the vehicle are Cletermined on the achnl day the current
resistration is rcnewed.
fie change in subsoction O) deletes taxability and siau ftom the

requiremenl thet eppeals must tie ofen widtin 3O-days of th€ &tc of the
nodce. Because bf inoorrect information in DItfV t€ootds, many sins
appeals must be hrndled nror€ than 30 deys rfter tbe drte of the notie.
Un&r ttq am€nded stahltes, rppeals of sihi rnd terabitrtty will be hrndled
under G;S. 105-3t1, which aliours a tarpcyer to oontcst the sihr and
tsxability within 5 nonths of the date of paimeot or within 5 years after
the tax first becrne due, whiclre\rcr is later.
The change in subsection (a) of G.S. l05-33o..4 estrblishcs a nEf,I
proedure-for prorating taxen'on vehicles registered under the annual
iystem. Curnitly, uficn a velicle is first relstcred undsr the annual
system in a montli otlrer than Dember, no taxes are drrc on that rrchicle

Section--T--
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until after the ryistndim is renerred. This am€ndn€nt mafes prcrated
taxes &re on tl nt nehicfc fon mths after it is regirtered.
The cbance in subc€ctbn (b) poctpones thc stnl of ir*erest uilten, for

wharev€r rEaron, thc tsr noti& is n6t preprrea uatil some time rftsf tbe tax
due drte for a-vehicle. In such a-eie, the emdment provkles that
interest will begin to rsuc o the first day of thc rcmd mmth folloving
the &te of thE mtioe, rlthcr than on the first day of the first month
foilorpinc the drtc the teres vtre due.
A new -subcectim (al) is crcated in G.S. l(xt-330.5 tbet estrblirhes a
formula for pror$ing tares m vehieJes regirtered under thc enntnl syst€m.
For exrmple, if a new rcgirtnrtim is obtdined in lrly, fire mmths rcmain
in the caFodar yelr, lto tfu taxes on that vehfole unild b 5ll2 of the full
amount. These texes wouU be due November 1, four months after the
date the vghide is rcsist€r€d.
The ameidment to iubcection (b) requires I oudy to r€oit nmidpal and

specid district t8x€s et least once a month nth€r ihen the curr€nt 30 days
after olloction. It dso requires tbc corrrrty to fruniCr mnkipclitics and
special disfiicts locrtcd in it informrtion that witt enable tlrcm to amunt
for the tax orrmeots r€mifted to th€m.
fire amenihieot to subscction (d) chmges thc rul,c ffining tlp t yy

year in whidl a trx is to be ircluded ufr€n the mtie is prcpared after the
aax due &t€. For enmple, und€tr tbe current lrrw, if a trx i8 dlrc June 1

but ttre notie is pre,parprt in August, thc trx muEt still bc indudcd in the
prwious fiscal V6art te\ry. 6d€r- the rmdment, the tax would be
inctuOoA in the tiry tor nd current fiscal year.

4 The amendmt tri subc€ction (a) of G.S: 105-330.6 establfub€s a tEx year
for vehicles regist€rcd under the annrnl system rhnt is bascd on a January I
- Dember 3I celendrr year. Tbe eddition ef this tex yeer is neoded to
deal with prurtod rcfrrnds and releases of prorated tax€s due on annual
syst€m registntims.
Ttre amendmrt to gubcection (c) increares the tire a trrpry€r has to

rc$rcst a refimd or release of taxes after surr€nd€ring the vehicle's plates
from 60 days to 120 days.

Chapter 512 (House Bill lq)I, R€p. Allr€d)- AhI ACT TO PROVIDE TIIAT AITTTIQT'E AI'TOil,TOBI.ESI SIIAII DE
VAL['ED" AT N() MORE TIIAN FIVE HT'NDRED DOLITNS NOR,
PROPERTY TAX PUNPiOSES AhID TO ELIMINAIE I}(X'BLE
TAXATTON OF A MOTOR, VEITICX.E WHETY TIIE OWNER MOYESI
AWAY AND TIIEN NETT'RNS TO IIIE S'TAIE WTIIIIN O}IE YEAR.

This act ombines two bi[s tlret were onsidercd by the Cenenl Ass€mbly dtis
session. The origirnl bill, House Bill 1001, reducs the emount of propgrqy^ tax
oollectors of entique velfules must pty by liniting their velue to no tmre thm $5ttD for
DroDerw tax ourooses. Thc Scnata nmirAeC the-bill to irclude the @nt€nts of Senaf,e
bff tZb, whidl'eliminrtes the higilNay use tax on e motor v€hicle uften the oumer
moves away and th€n rchrns to thE Sale wittrin txre ycar. ThG fir$t prrt of tbe act will
result in an mnual local governmt rcvenup loss ofless thm $700,000. The seoond
part of the rct will resuli in a maximrrm annud loss to the Highwry Tnrst Fund of
approximately $ 15,(n0.

An6$n rutmbilcs
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Under this rct, .ntiqre rutmtilos oilrcd by olloctut will bc c&ctively exempt
from propertv tax, effective fq tenble ycss begnnning m tr der October l, 1995. A
vdriclb qirrlifics for this e.xempCc if it nc€ts dI of th- foltorbg qrnditiqu:

1. ' It is resisr€rcd rlift tne Divisim of Motc Vchict€s and has an historic
vdrble ipeclat lianee platc. To be quatify for rn histfrb yehicle_gp*ial
li(ns€ pirte, o rr*ieJe-mrut bo 35 yeen olrl ftom the drte of mmufrctre.
The rnnud lktorc plrte fee fq rn biEtorio vchfotc spocid lique plrtc is
the regrrhr li(use f& plus en edditional $10.00.

2. It is mridtrinod fur use in exhibitions, club rcdviti€s, prrdes, and ofiter
frnctkms of pblic ines€st.

3. It is used only omsbndly for other ptrpoces.
4. It is oumed by rn indivklurl.
5. It is used by-the owrrcr for a purpose othcr thrn the pro&rction of inome

rnd is not used in mnectim with a business.
Mots vdrir:les ere derirnetod es a sDoci8l cJass of DroD€fiv ttnder G.S. 105-330.1.

Vehicles that are regigterpdwfth the Dirisiqr of Motor Veliicl* ere taxed arunrally as of
the dav on which-the current recistrrtion is rcnewod or the day on wfridt a new
registnition is applird for. Under-Chaper 329, ratified by tbe C*n€d Ascembly this
session, a local-governmt may adop a resolution dirccting the qx ollector not to
oollect propcffy taxes urheo tb€-rmrht due is less tbn $5.90. Feur, if any, taxing
rmits hrive 

-a 
doperty trr rrte thrt exeeds $1.00 pcr $100 of vrlue. Therefore, sine

the rnlue oi ttr6 car cu not e;ceed $500 nnddr this r.t, rny unit that adopts a
resolution albrring the tax oollector to forego ollectirm of property trf, ttills thrt are
less than $5.00 ufll effoctively eliminate property taxes on antrqrrc dlomobilGs oumcd
by olloctors.- 

Personrl prcp€rty thrt is urod by the ow of the propcrty for a purpocc othcr than
the producdm-of inm rnd thaa is not uscd in odsiion with a h$incss hrs bc€n
exeipt from property taxes she 1987. Personel propefty indrde$ houehold
furnishing, clotfiine, [:ts, ana hwn equipment. The tdrn- dsb inclrdes ollectibles
such as antiques, -coins, ard paintings.- Hourever, the term does not furclude motor
vehicles. ."

Elimirrtc deuUc Ychidc E
Effective October l, 1995, a rmtor vehicle (ryn€r wilt be allowed a sedit ag[inst the

hishuny use tax for the rnount of hichunv use trx oairl on the sare vcfticle within the
oait ye.ir. This credit is avaihbb oniy to a Denon 

-ufto 
roetles for a ertificarc of title

for a motor vehicle that is titl€d in doth€r itate. Thc efiar of the rct is to relieve a
person from paying the lfglrwey usc tax if, within a singlc yc![, r Pcnon $d_ q*
higDway use t8x in thb Stlta, nored to a differeot ststc and titled thc motor vehir:le in
ttfrt stsie, rnd th€n moved Uricf, to North CarolinE and titled thc vehide in this Stdc.

The hislury use tar is a titlins tax th$ is oolleded cfi€ncwr a stificarc of title is
issued. A resiOent of North CadinE is requircd to have a stificate of title for eodr
velricJe the regident owns thrt i8 opented m tte highunys. The highuny use tax is 3%
of the velue of the velridc, subjcd to a meximun tar of $1,5fi) ad a irininun tax of
$40 until July 1, 19816. negimiing July 1, 1996, the minimmlrf, is_t€p€alcd.

Under cuitnt hw, therp ue two fnovisirns for motor vehicles brought into North
Carolinr from another Ettte. Undcr-G.S. 105-187.6, thc merirum hightay trr€ tax
tlrat mrvbe imms€d on a vehicJe thet has b€en titled in rnotber stete for at lcrst 90
days is'$150.&. Un&r G.S. lO5-187.7, a perron is dloc,€d a credit againot the
highruay use tax for the afilrrnt of a subotantially equivalent trx imposed and paid to
ariottrer state within 90 days before applyng for a cerfificate of title. -

Chapter 533 (Senate Eill 710, S€n. Kincaid)
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a

Aht ACT TO INCNEASE TIIE N(XMI C/\ROLINA
SELT-IN$UNANCE GUANAITITY TUND AIIID IlO AII()W A CNE)IT
AGAINST TTD GNOSS PNEMN'MS TAX FON, ASSIESSMEhITSI PAID
BY SELF-IN$'NERS TO ITIE GUAN,ANTY FT'I{I).

Thb rct rcprcs€nts one psrt of a two-pcrt phn to rddss the sclf-insurod wqlters
omp€osrtio-martet. At 

-tbc 
pr€s€nt dic, ry 55)-gf tl"- €m- p{oycos in thc Staf,€

have urcrters omD€nsrtim qrerrge thtough eith€r sef-frlndod plms or pools. These
olans or molg are-curr€ntly urreqrfrtcd bv-tbe Deparmt of hsrllrre rnd severrl are
Srinhc &&od8t insolvensv. Ttfrs rct ccdis to nd the Self-Inrururoe Cntr'nnty Fund in
a ber&'potitirm that it curratly is to pay cldins if incolv€ocies @cur. The sc@nd
plrt of Uie plm wrs €mbqfod ii Senrte- Sill 931, radfiGd es Chrpter 471 of the 1995
-S€ssion Lcw. Undcr thrt rct, the DepsfincCIt of Insurre wes girm nxxe regubtory
oversight orrcr the setf-insurcd phns oi pools. That pert of the plan seefs to decrease
the rirrk of insolvwics srxxrc this cloup of innrcrs.

Under this act, the Self-Ifrnrn& Cisrsnty Fund crp is lrised ftom $1,(n0,(XX) to
$5,(X)0,(p0. fhe Fund is finanoed by asiessments 

-paid by self-innrers. These
.assessqients represent .25% of the se|f-idsur€rs !rcmfum$ tax brse. Thc assessment is
creditod tolrruA the insrrrrers prpmium tax tiabililtv. As $ldl, any ascessrn€ots pakl by
seH-insurers are deducted Acin rca tax pavmenis and rcpresnra los$ to the General
Fund. Th€ rct is exD€cted to ds€ase t$nenal Fund releoucs $1.8 million in fiscal
years 1995-95 and 199G97 and 0400,0fl) in fiscal year 1997-9t. It is rssumed rh.t the
$5,000,000 cap will be readred within thrce years ard that oontinrrcd assessments
beyond thc third year will not be needed.

fire assessndts pdd by sef-insur€rs to the Self-Ingufanc Guarury Futd differ
from th€ assessm€nts peicl by prirnte insur€rs in two r€sPects:

(l)

imecrcA. H6rrwer, the Geireral Ass€mblt allows a -credit against an
insurer's premium tax liability equal to the hmount paid by the
the Guarmty Fund.

@ Tlre anounf pid as en assdtso€rit is'deterninod by the e&te. Therrefore,
the amount of potential loss to the ercn€ral Fund is more fixcd.

Ctrapter 543 (S€nate Bill2fi2, Sen. Albertson)^ AT{ ACT TO iMTCOTTUCB-THE COMP(XITING OF FOT'LTRY
CARCASSES AI{D PROVIDE AI{ INCOME TAX CREDIT T1OR,

FOTJLTRY COTEOSTING FACILITIES.
This act crcates a t€mponqy inmme t8x cr€dit for mstnrcting a frility in this SAte

for the ompoetine of pilultry carcasser resulting from mmerdd pouttry operetions.
The credit 

- is aiailabie oilv to individuals-and sharcholders in Subdnpter S

corporetions; it is not_arnilabli to C orporations. The ernornt of tbe credit dloc,ed is
25i. of. the insta[ati&, equipment, and nateriels oost of building tbe frcili- ty: d -b
exoeed $1,U)0. The cr€dit itoes not apply to oosts paid with fimds provided to the
taxprycr by a State or federel ry€ncy. Tf,e-amount of-the credit allou,ad cannot exeed
theanount of tax inposcd for the texable year.

The credit is effe(rt\rc for taxablc years-beginning on or after lrnuery 1, 1995, and
expires for texable years beginqing rin or aft€r January l, !P?_t._^The yeerly Creneral
Fund rcvtnue loss ftm the credit is not expected to exCeed $350,fl)0.-

A poultry oomposting frcility is a stnrdure or an enclo$r€ in uftidt ufiole,
unproiessed poultrv carcass€s are deoomposed by a nrnrrrl prooess into an orgmic,
birilogically safe by-product that can bc 

-u$d for plant food. Every p€rsorl that is
engafed il raising i"iutt y for ommercial purposes inC tras a flock of at least 2fl) fowl

fhe asseismrt-ii psid to thc Statc. Thd amunt assesr€d is 'divqtpd"
from sross Df€miui tax rwenue. With prirnte insur€rs, tbe assessment is
pqid Io tnei privrrc Grnranty Fund. Tlre_ premium tax liability. is not
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is reqrnred by G.S. 10G549.?0 to dispocc of the poultry carcatscs in a prt, an
irrcinentor, oi a poultry composting frcility that has been approved by the peesrtmmt
of Arriolhne.

nib prpoce of the cr€dit is to murage peol
'plc w_lro raise Ortsy, chictcns, or other

poultry'to mpost fte derd poultry rethir than burn it or plrt it in a prt. Fy
oompd.dng the- poultry camsses, tire by-product cen be qnrcrtod into a us€fuI
product.- 

In the Doultrv business, tbe grow of e trird is often mt tbe (xner of the Urd. The
burdco of Ofop&lng of por&y mtrtities ir urually on tbc grffi o_f the !ird.nmried fy the Agdaulture and Fcestry Awarcncss Sndy Commis$ion.
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January 5 | 1995

MEMORANDUM

TO: Revenue Laws Study Cornmittee

4tr*FROM: Myra I'1. Torairt'r''f,egal Analyst

SUBJECT: Bills Recommended to the 1995 Session by the Revenue
Laws Study Committee

The following is a sunmary of the disposition of bills that were
recommended by the Revenue Laws Study Committee to the 1995
General Assembly. A majority of the committee's recommendations
became 1aw. Of the sixteen proposal-s, ten were enacted in whole
or in part, or incorporated into other bills. Four are pending
and eligible for consideration in the 1996 Regular Session. The
two remaining reconmendations are not eligible for consideration
in the 1996 Regular Sessj-on.

Legislative Proposal 1: Enacted in part

SEnAte BiIl 121, AN ACT TO INCREASE THE CLASS A INHERITANCE TAX
CREDIT, TO REDUCE THE INHERITANCE AND GIFT TAX RATES FOR CLASS B

AND C BENEFTCTARTES, TO CONF',ORM NORTH CAROLTNA TNHERTTANCE AND
GTFT TAX PROVTSTONS TO FEDERAL ESTATE AND GTFT TAX PROVISIONS
REGARDING QUALIFIED TERMINABLE INTEREST PROPERTY, AND TO MAKE

OTHER INHERITANCE TAX CHANGES, was introduced by Senator Kerr and
was ratified as Chapter 468 of the 1995 Session Laws, AN ACT TO

REVISE THE PROCEDURES FOR ASSESSI.{ENTS OF INHERITANCE TAX
FOLLOWTNG A FEDERAL DETERMfNATTON. The original portion of the
bill that would have reduced inheritance and gift taxes was
deleted by a Senate committee substitute. The remaining portion

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER



of the original bilt, which makes the tine lirnits for assessing
inheritance tax due after a federal determination the same as the
time lirnits applicable to assessments of other state taxes
following a federal determination, was left intact and enacted.

Legislative Proposal 2z Enacted

House Bill 123, AN ACT TO REVISE THE CONTROLLED SUBSTANCE EXCISE
TAX, was introduced by Representative Arnold and after some
modification was ratified as Chapter 340 of the 1995 Session
Laws.

Legislative Proposal 3: Not eligible

House Bill 138, AN ACT TO PROHIBIT THE SALE OF LOOSE, UNPACKED
CIGARETTES, was introduced by Representative Braswell and
reported to the House Committee on Business and Labor.

Legislative Proposal 4t Pending

House Bill 245, AN ACT TO Al'lEND THE DEFTNfTTON OF HOLDING COMPANY

FOR FRANCHISE TAX PURPOSES TO PROVIDE THAT A MINOR ONE-YEAR
FLUCTUATTON IN TNCOME DOES NOT DTSQUALIFY A COMPANY AS A HOLDTNG
COMPANY AND TO ANNUALLY ADJUST THE MAXIMUM FRANCHTSE TAX ON
HOLDING COMPANTES BY AN AII{OUNT EQUAL TO THE PERCENTAGE TNCREASE
OR DECREASE IN STATE PERSONAL INCOME DURING THE MOST RECENT
l2-MONTH PERIOD, hras introduced by Representative Luebke and was
referred to the House Cornmittee on Finance.

Legislative Proposal 5: Pending

House Bill 244, AN ACT TO REDUCE THE
introduced by Representative Luebke
Cornmittee on Finance.

Legislative Proposal 6: Enacted

CORPORATE INCOME TAX, was
and referred to the House

Senate Bill 120, AN ACT TO PROVTDE UNfFORM TAX TREATMENT OF NORTH

CAROLINA OBLIGATIONS AND FEDERAL OBLIGATIONS, was introduced by
Senator Kerr and enacted as Chapter 46 of the 1995 Session Laws.

Legislative Proposal 7r Enacted
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House Bill 80, AN ACT TO REPEAL THE SPECIAL USE TAX ON

CONSTRUCTION EQUIPMENT BROUGHT INTO THE STATE, was introduced by
Representative Tallent and enacted as Chapter 7 of the L995
Session Laws.

Legislative Proposal 8: Pending

Senate Bill 103, AN ACT TO EXEMPT FROM
PERSONAL PROPERTY THAT IS MANUFACTURED
A WHOLESALE MERCHANT OR A RETAILER
NONPROFIT ORGANTZATION TO BE USED FOR
introduced by Senator Cochrane and was
Committee on Appropriations.

Legislative Proposal 9: Pending

SALES AND USE TAX TANGIBLE
OR PURCHASED FOR RESALE BY

AND THEN DONATED TO A
A CHARITABLE PURPOSE, vras
re-referred to the Senate

House Bill 94, AN ACT TO EXEMPT FROM SALES AND USE TAX FREE
SAMPLES OF PRESCRTPTTON DRUGS DTSTRIBUTED BY THE MANUFACTURER,
was introduced by Representative Gamble and was referred to the
House Committee on Finance.

Legislative Proposal 10: Enacted

DTaft BilI, AN ACT TO REPEAL THE TNTANGTBIJES TAX EFFECTIVE WTTH
THE 1994 TAX YEAR, TO DISTRIBUTE REVENUE TO COUNTIES AND CITIES
FOR PUBLTC SCHOOLS AND TNFRASTRUCTURE, Al{D TO REPEAL EXISTTNG
INCOME TAX PREFERENCES FOR NORTH CAROLfNA DfVfDENDS, was not
introduced. senate Bill 8t a similar bitr, was introduced by
Senator Kerr and enacted as Chapter 41 of the L995 Session Laws,
AN ACT TO REPEAL THE INTANGIBLES TAX AND TO REIMBURSE LOCAI,
GOVERNMENTS FOR THETR RESULTING REVENUE LOSS.

Legislative Proposal LL: Enacted

House Bill 122, AN ACT TO ALLOW SPECIAL MOBILE EQUIPMENT DEALERS
TO USE TRANSPORTER PLATES ON THE EQUIPI.{ENT IN CERTAIN
CIRCUMSTANCES AND TO PROVTDE A HTGHWAY USE TAX EXEMPTION AND A
REDUCED TITLE FEE FOR THE TRANSFER OF A VIRECKED MOTOR VEHICLE
FROM AN INSURANCE COMPANY TO THE PERSON WHO OWNED THE VEHICLE
WHEN IT WAS WRECKED, was introduced by Representative Arnold.
After some modification, it was enacted as Chapter 50 of the 1995
Scssion Laws, AN ACT TO EXPAND THE ALLOWABLE USES OF TRANSPORTER
PLATES, TO ALLOW OWNERS OF SALVAGE VEHICLES TO RETAIN TTTI,E TO
THE VBHTCLES, AND TO EXEMPT OUT-OF-STATE UTTLTTY VEHTCLES THAT
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Sumnrary of remarks to the Revenue Larvs Study Committee, January 5, 1996

Charlcs D. Liner, lnstitute of Government

Revenue Policy: What is a "good" revenue source?

There are several widely-accepted criteria, or standards, by which revenue sources

can be judged: (l) fairness in the'J:stribution of burdens; (2) responsiveness of revenues
to growth in income, population, and inflation; (3) stability; (4) economic neutrality; (5)
low cost and ease of administration; and (6) suitability to the unit of government.

l. Fairness

Fairness is the paramount criterion. The purpose of a revenue system is to
distribute the cost of government services among the people in a fair and equitable
manner. North Carolina's constitution requires that "the power bf taxation shall be

exercised in a just and equitable manner..."

There are two widely-accepted principles of fairness. The first is the benefrts-
received principle, which requires that those who benefit more than others from
government services should pay more. For example, highways and roads are financed
through benefits-related taxes and fees, and charges are used to finance such services and
water and sewer, higher education (tuition charges), and medical care in public health
facilities. Municipal revenue sources such as municipal property taxes are also based on
this principle, since municipal residents pay an extra property tax for the additional
services provided by their municipal governments.

The second principle is the ability to pay principle--government services that
provide benefits to the people of the state as a whole, or to a community as a whole,
should be financed from general taxes whose burden in relation to taxpayers' ability to pay
is fair and equitable.

The latter principle has two subordinate principles. The first is horizontal equity--
people who have the same ability to pay should pay the same amount. The second is
vertical equity--those who have a greater ability to pay should pay more than those who
have a lesser ability to pay. Vertical equity is assessed according to the amount of taxes or
charges relative to income. If higher income taxpayers pay proportionately more than
lower income taxpayers, the burden is "progressive" with respect to ability to pay, If
lower income taxpayers pay proportionately more of their income than others, the burden
is "regressive" with respect to ability to pay.
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Estimates of vertical equity of the major North Carolina taxes were shown fior

representative families at different income levels. The estimates show that the state

iniome tax is progressive, while the retail sales tax, property tax, and gasoline tax (like

other excise taxes) tend to be regressive, in varying degrees.

The total burden of the major state taxes on individuals appears to be moderately

progressive, while the combined burden of local property and retail sales taxes appears to

be moderately regressive. According to these estimates, the combination of the state and

local taxes estimated for representative farnilies suggests that the overall burden of major

state and local taxes paid by individuals is slightly progressive.

2. Responsiveness

As incomes, population, and prices increase, demand for government services and

the cost of providing services increase, so revenues should grow along with growth in the

economy and population and with inflation. Of the major taxes, the personal income tax is

relatively responsive to growth in personal income, while retail sales and corporate income

taxes tend to grow somewhat less than does personal income. The property tax has

tended to grow about in proportion to income growth. Excise taxes such as gasoline,

cigarette, and soft drink taxes tend to be very unresponsive to growth in personal income.

3. Stability

Revenues should not fluctuate greatly with economic cycles or other factors.

Local governmetrts in particular must be able to count on stable revenues during the

budget year.

4. Economic neutrality

Revenue ,our.., should not interfere unnecessarily with economic decisions of
individuals and business firms. However, some to(es, such as tobacco and alcoholic
beverage taxes, might be intended to affect such decisions.

5. The cost and ease of administration

The costs of administering a revenue source should not be unduly costly or
burdensome, either to government or to taxpayers.

6. Suitability to the unit of government

Sonre revenue sources might be suitable for the state but not for local governments
(and vice versa), and some might be suitable for municipalities but not for counties (and

vice versa).
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Don Liner
For the Revenue Laws

Study Comrnittee
January 5, 1996

Revenue Policy: What is a "goodt' reYenue source?

t

l. The Paramount Criterion: Fairness

The purpose of a revenue system is to distribute the cost of govemment services

among the people in a fair and equitable manner. North Carolina's constitution requires

that "the power of taxation shall be exercised in a just and equitable manner..."

There are two widely-accepted principles of fairness:

The benefits-received principle. Those who benefit more than others from
government services should pay more.

The ability-to-pay principle. Government services that provide general benefits

to the people of the state as a whole or to a community as a whole should be financed

from general taxes whose burden in relation to taxpayers'ability to pay is fair and
equitable. Two subordinate principles are:

Horizontal equity. People who have the same ability to pay should pay the

same amount.

Vgtical equity. Those who have a greater ability to pay should pay more
than those who have a lesser ability to pay. But how much more should higher-income
tar(payers pay than lower-income totpayers? Should they pay inproportion to their
income? Or should higher-income taxpayers pay a higher percentage of their income--in
which case the taxis "progressive" with respect to ability to pay. A tax that imposes a

higher relative burden on lower-income taxpayersis"regresrivs" with respect to ability to
pay.

2. Responsiveness--do revenues grow with.income, population, and inflation?

As incomes, population, and prices increase, demand for government services and

the cost of providing services increase, so revenues should grow along with growth in the
economy and with inflation.
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3. Stability

Revenues should not fluctuate greatly because of economic cycles or other factors.

Local governments in particular must be able to count on revenues during the budget year.

4. Economic neutrality

Revenue sources should not interfere unnecessarily with economic decisions of
individuals or business firms. However, some taxes, such as tobacco and alcoholic
beverage taxes, might be intended to affect such decisions.

5, The cost and ease of administration

The costs of administering a revenue source should not be unduly costly or
burdensome, either to government or to taxpayers.

6. Suitability to the unit of government

Some revenue sources might be suitable for the state but not for local governments
(and vice versa), and some might be suitable for municipalities but not for counties (and
vice versa)
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North Carolina Taxes as a Percentage
of Income for Representative Families
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State and Local Taxes as a
Percentage of Family Income of
Representative Families

"tgooo 18000

Prepared by Don Un€r. Ins[tute ol Goornmont Dec€mb€r 1995.
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WHATARE THE
HALIiMARKS OFA
GOOD STATE ANI)

LOCAL TAX SYSTEM?

Presentation to the Revenue Laws Study
Commission

February 9,1996

Dan Gerlach
Fiscal Policy Analyst

North Carolina Budget & Tax Center
PO Box 27343

Raleigh, NC 27611
(91e) 8s6-21s8
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WHATARE THB HALLMARKS OFA GOOD
TAX SYSTEM?

O EQUITY

Do taxpayers with the same resources pay the same in taxes?

Do taxpayers with lreater resources pay more than those
with less resources?

Do taxpayers who benefit from services pay more than those
who benefit less?

STABILITY

Are tax revenues sufficient enough to pay for adequate
public services?

Do public officials save money in good times to offset the
need for tax increases during bad times?

Do tax rates need constant tinkering, or do tax revenues
respond to economic growth?

O NEUTRALITY

Are taxes broad-based, or are there an abundance of
credits, exemptions, deductions?

Do the tax system overtly interfere with economic decision-
making, except where there are market failures?

NC Budget & Tax Center
2t9t96E-2



NORTH CAROLINA'S TAX SYSTEM

For Individuals:

o State & Local Tax System is fairly flat to
moderately regressive across all income levels -
better than mbst stateso due to low reliance on
property taxes;

Child care credit and new child tax credit
reduce burden on familieso offset by inclusion of
food in the tax base;

For Businesses

State has Ath lowest taxes among 22 competitor
states and low unemployment insurance tax
rate;

Large multistate businesses benefit from
double-weighting of sales in corporate income
calculation and manufacturing businesses
benefit from lower sales taxes for machineryo

NC Budget & Tax Center
219t96

but corporate income tax rate is higher than
other states in the region;

F-3



Gomposition of Family Tax Burden - Family of Three with $20,000 Income

Total Tax Burden = 10.04% of Income

Intangibles
0olo

Excise
8o/o

lncome
19%

rq
Is

Property
40%

NC Budget and Tax Center



Composition of Family Tax Burden - Family of Four with $200,000 Income
Totaf Tax Burden = 9.48% of Income

Intangibles Excise
4o/o 2o/o

Property
21o/o

rn
I

f!

Sales
10o/o

Income
63%
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INDIVIDUAL INCOMB TAX

Largest source of revenue for the State;

q.,

Taxpayers with more income
have higher rates and more of
their income subject to tax

Generally less stable than
other major taxes, very
responsive to the economy

Income tax often subsidizes
home ownership, charitable
giving, local taxationo
dependent care, etc.

NC Budget & Tax Center
2t9196

o Equity:

. Stability:

o Neutrality:
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. Equity:

tl

SALES TAX

Largest source of revenue for most
statesl

North Caroliiia's combined state and
local rate is about average;

Regressive, because of the
inclusion of food and goods

in the tax basel

o Stability:

r Neutrality:

Moderately responsive to
economic swings;

Tax is only on certain kincls
of consumption - most
services are excluded;

NC Budget & Tax Center
2t9t96
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CORPORATE INCOME TAX

Businesses do not pay taxes, people pay
taxes - so there is a question about why
corporate taxation should exist at all;

Owners of company stock and
consumers of company products PaY;

Businesses benefit from government - so

itos appropriate for them to share in its
costl

. Equity: Incidence varies widely;

o Stability: Most volatile tax;

. Neutrality: Various creditso double-
weighted sales and ability to export
income to other states have different
effects;

NC Budget & Tax Center
2t9196F-8



EXCISE TAXES

Generally small parts of state
systems (exception of gasoline

I

hlost excise taxes
a

regresstve;

revenue
tax);

. Equity:

o Stability:

are very

Consumption of these goods
is fairly stabler'but revenues
rise at far slower rate than
the economy;

Does inflate the cost of
certain goods;

o Neutrality:

F-9 NC Budget & Tax Center
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NORTH CAROLINA'S TAX CHAI{GES

Equity:

rN 1995

Income tax changes eliminated
income tax entirely for 270,000
houqeholds;

Intangibles tax relief primarily
benefited those with sizable
assets and incomesl

Some low-income families
received no tax relief at all;

STABILITY: State still has sizable rainy day
fund & $193 mitlion in
unencumbered funds;

State enacted tax relief that does
not grow over time - will be
easier to manage finances in next
downturn;

NEUTRALITY: Intangibles tax was "sore thumb"
Soft drink tax reduction made on

this basis

NC Budget & Tax Center
2t9t96F- 10
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1995 State and Local Tax
Reductions as a percent of

revenuel

Number of States

loh or less L4

loh - 20h 4

20 - 30h 4

30h - 40h 3 (with North Carolina)
4"/o+ 5 - of which 2 are

permanent cutsr 2 are
property tax cuts and I is a
one-time refund

TOTAL 30

WHATWERE OTHERSTATES
DOING?

o North Carolina accounted for 10 percent of
the total new cuts in state taxes and 23
percent of the total cuts in local taxes;

o Personal income taxes (14 states) and
property taxes (7 states) were the most
popular t^rgets for changesl

NC Budget & Tax Center
2t9t96
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WHAT IS NEXT FORTAXPOLICY?

Most states will hold the line on tax
changes until the Federal agenda
becomes more clear;

o If tax cuts happen:

Unemployment Insurance Tax;
State Earned Income Credit;
Sales Tax on Food;
Corporate Income Taxl
Business Incentives;

o If tax increases happen:

Sales tax (increase ratelbroaden
base);
Excise tax (lottery, cigarette
tax);

NC Budget & Tax Center
2t9t96
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STATB BARNED INCOME
CREDIT

o trquity:

o Stability:

o Neutrality:

Provides relief prirnarily for
working families earning less

*than $27,000;

650,000 NC families receive
the credit in 1995;

Federal government
expects the EIC to grow
at 4"/o a year;

State has flexibility on level of
relief by setting the credit as a
percent of federal liability;

Question over its effect
on promoting worko as

credit phases out as wages go
uP;

NC Budget & Tax Center
2t9196
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. Equity:

SALES TAX ON FOOI)

Low-income earners
spend twice as much of
their income on food as

do high-income earners;

Inclusion of food in the
tax base does'reduce the
volatitify of tax revenues,
but tax on food is slow
growirg;

Costs $338 million to
replace state share;

o Stability:

o Neutrality: Usually prefer broad
base, but many states
exempt food currently

NC Budget & Tax Center
2t9t96
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CORPORATE TAX CUT

o EQUITY: Varies by company;

Tax reduction would be
rli

spread among investorso
consumers (in and out-of-
state) and Federal
goYernment reyenues
(loss in deduction for
many companies);

o STABILITY: Corporate income tax
has declined in its
important to state
revenue - less volatile;

o NEUTRALITY: Shift in burden to
residents v. hope
for econ growth;

NC Budget & Tax Center
2t9t96F-t7



INCBNTIVBS FOR BUSINESS

o Stabilify: Size of incentives can
be capped - targeted
tplief for companies
fulfilling certain goals;

o Neutrality: Similarly situated
companres can pay
different amount of
taxesl

Difficulty of defining
areas of market failure
where intervention may
be needed;

NC Budget & Tax Center
2t9196
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o Equity:

o Stability:

o Neutrality:

NC Budget & Tax Center
2r9t96

SALES TAX INCREASES

(Rate Increase) - Sales tax is
regressive, so this would
increase taxes more for low-
. t,
income people;

(Broad Base) - By taxing
services, rate can remain
lower and sales tax becomes
less regressivel

The service sector of the
economy is growing more
quickly;

Broadening the base helps
neutrality - could have
problems since tax would
be new to certain
businesses;

F- 19



EXCISE TAXINCREASES

Both the lottery and cigarette
taxes are very, very regressivel

. Equity:

. Stability:

r Neutrality:

tt

Cigarette revenues are
stable, but lottery revenues
in other states experience
wide swings;

Cigarette changes could
have some impact on the
industry; lottery changes
could attract residents
playing in other states;

NC Budget & Tax Center
219t96
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WHAT WOULD THESE CHANGES
YIELD?

TAX CUTS

STATE EARNED INCOME CREDIT
lDYo of Federal Credit

SALES TAX ON FOOD
Full Repeal
State Share
Penny on Thx

CORPORATB TAX CUT
7.75 to 7o/o

BUSINESS INCENTIVES
Governor's Package

TAX INCREASES
SALES TAX

Penny Increase
Broadening Base

LOTTERY

CIGARETTE (Southeast Avg)

($86 million)

($510 million)
($340 million)
($85 million)

($88 million)

($20-$30 million)?

$650 million
$280 million

$250 million

$65 million

NC Budget & Tax Center
2t9196
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February 9,1996

I would like to thank the members of this panel for the invitation to

address you about the issue of tax reform, which I believe to be one of the

most topics in state government today. North Carolina lawmakers, business

executives, and citizens shotrld all take the opportunity provided by the

current national debate over the flat tax to become better informed about to<

issues. Wittt better information and, understanding wilt come better tar<

policy. We cannot afford to rely on knee-jerk reactions, and certainly not on

the poor reporting of the press about toc reform issues. As ]ohn Locke wrote

three centuries ago, "to prejudge other men's notions before we have looked

into them is not to show their darkness but to put out our own eyes."

Tax reform may be a hot issue, but it is hardly a new one. If you think
about it, taxation is the most basic function of government. Indeed, the power

to tax is itself the definition of a goverunent. Other social institutions such as

corporations, private schools, churches, and charities deliver many of the

sarne services that government attempts to deliver. The d.ifference is that

G-1
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governments can tax. They can force people to Pay the bill for their activities.

Other social institutions must rely on persuasion'

Historical Perspectioes on Tax Policy

Because of taxation's fundamental role in defining goverrlment, some of

history's greatest minds have sbuggled with the issue. Almost every idea

about taxes that you think might be new has probably already been thought of

by someone else centuries ago. For example, part of what supply-side

economics is about is the argument that when marginal tax rates rise too

high, the government actually loses tax revenue rather than gaining it. This

idea didn't originate with Arthur Laffer or the Reagan Administration. A

Taoist text from ancient China related the story of a king'and policy advisor

discussing budget woes:

'nVhat should I do when my govelnment does not have enough money

to do all the important things," the perplexed king asked- The sage responded

that the king shoutd levy a flat 10 percent tax on production. When the king

protested that 10 percent wouldn't be enough money, the sage replied that he

should "decrease the tax, attract peopl-e to till the land, and invest in your

country."

"This means increase the revenueby decreasing it," the ancient economist

cOntinued. 'nVhen all people have enough, the government has enough'

When people do not have enough, how can the government have enough?

Too much ta:c is self-robbery in that it does not nurture the strength of the

people to pay the ta:<."

The notion that tal( rates affected the growth rate of the economy is

courmon sense, but I have heard many people, induding high-ranking state

officials and legislators, deny it. One observant Islanic scholar of the Abbasid

period wrote that '? ruler who brudens his taxPayers rmtil they cannot
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cultivate the land is like one who cuts off his own flesh and eats it when he is

hungry. He grows shonger in one part and weaker in another, and the pain

and weakness he brings on himself is greater than the ache of hunger which

he remedies."

Throughout history, rulers who were able to levy relatively fair, uniform,

and well-administered taxes have prospered. Those who have imposed high

rates (historically, anything over about 10 percent) and who have riddled

their tax system with loopholes and special immunities have sparked revolt

and the flight of productive citizens.

It's not simply the sheer weight of the tax burden but how it is applied that

matters. Today, both the U.S. and North Carolina tax income with variable

rates in a system misleadingly called "progressive" but might more accurately

be called "punitive." The ostensible goal is to equate the tax burden with a

citizen's ability to pay, but that is already accomplished by levying a percentage

rather than a dollar amount per person. A percentage rate adjusts the tax

burden according to a taxpaye/s stake in the community. If your neighbor

earns 50 times more than you do, he pays 50 times more in taxes.

Statesmen have long recognized the dangers inherent in a tar< system

designed more for redistribution of w6alth than for financing necessary

government. Benjamin Oliver, an early 19th century historian, noted that the

U.S. Constitution imposed specific limits on what kinds of taxation could be

imposed on citizens. "[Property rightsl rue not infringed by equal taxes for

public purposes, imposed by adequate legitimate authorttyi'he said. ',A

misapplication or misappropriation of funds in the public treasury, however,

must be considered as a violation of this right . . as it would be

r.rnconstitutional, therefore, to lay an unequal to<, as well as an act of

oppression upon those who were compelled to pay the larger proportion of

it." John Stuart Mill wrote that graduated income taxes were "a mild form of

robbery." |ames Madison zeroed in on the major problem that I still see today:
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unless you charge the sarne rate to everyone, there is no objective basis for

gaupng the fairness of the tax system. 'The moment you abandon the

cardinat principle of exacting from all individuals the same proportion of

their income or of their profits you are at a sea without a rudder or compass

and there is no amount of injustice and folly you may not commit."

Three Principles of Good Taxation

There are many constitutional and economic issues involved in taxation

at the state and local level, but today Id like to zero in on three important

principles. I'11 list them now, and then explain them in detail.

The first principle is that a tax is really a bill for government services. The

method by which we tax citizens should bear some logical relationship to the

services being provided to them. I'll call this the functional principle of good

taxation. though others refer to it, sometimes misleadingly, as equity.

The second principle is that the tax system should affect economic

decisions to the least degree possible. In other words, decisions made on the

basis of economic signals before taxation and decisions made after ta:<ation

shouldn t be dramatically different - br, at the very least, the difference

should be intended rather than accidental. Lefs call this the efficienqv

principle of eood taxation.

The third principle is that the tax system should be as simple and as

r.urderstandable as possible. Most citizens, after dl, have better things to do

than pay attention to governurent rules and regulations. The time they must

spend complying wittr the ta,r code is time they can't spend making a living

rearing their children, or watching a good mgvie on cable - all arguably

more important, and certainly more enjoyable, tasks than paying taxes. This is

the simpliciW principle of sood taxation.
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The Functional Principle

Sometimes we forget that the purpose of taxation is to pay for government

services. In some cases, the customer and the beneficiary of the service is

essentially the same person,.and he or she is easily identified. For these

services, the most direct way of billing them is simply to charge them a user

fee. We have a number of user fees at the state and local level, for such

services as processing applications, disposing of commercial waste in landfills,

or using recreational and cultural a:rrenities. In each case, it is easy and

appropriate to charge users close to the full cost of the services they consrune.

Such an accurate price encourages them to consume services efficiently. For

example, if a business generates a great deal of waste a:rd must pay by the bag

or the truckload to dispose of it, it has an incentive to find less expensive and

wasteful ways of doing business. If you significantly subsidize the tipping fee,

on the other hand, the business has less of an incentive to worry about waste

generation - and, well, you get more waste.

I^ -y opinion, we should employ user fees mudr more extensively to

fund government services that directly benefit the user. Cultural amenities

sudr as museusrs and arts groups should be funded solely or mostly by user

fees. So should state parks and historic sites. These user fees should represent

dedicated revenue, for use only where they are collected. This would prevent

those who enjoy state pilk, for exarnple, from be charged to subsidize the bill
for others who prefer the North Carolina Museum of Arf

Of course, there are many goverrrment services for whidr user fees are

unsuited. Law mforcement, for examplg is a core goverrrmental firnction

that involves protecting individual rights. One shouldn't have to pay a fee for

a policeman to stop a criminal from attacking you. Citizens have certain

righS, and they are entitled to the protection of those rights.

c-5



Similarly, true public goods cannot be paid for by user fees. The

Constitution of North Carolina guarantees, for example, that citizens will

have access to education. This guarantee was not offered simply to train

future workers, which could be done through fees and loans contingents on

future earnings. Rather, education was viewed as a core state firnction because

democracy required it. Without citizens who can communicate, who know

the political and c'.dtural history of their society, and especially in today's

world, who understand basic principles of science, democratic government

cannot succeed.

Well, to bring the discussion back to lax policy, what is an appropriate way

for taxpayers to pay for services such as law enforcement and education? In

the former case, the value of the promise of law enforcement, or fire

protection for that matter, is partly predicated on how mudt real property you

own. Think about it as if law enforcement were an insurance policy: the more

you want to insure, the higher a premium you will be charged; Similarly,

taxation of real properfy seems to me to be an appropriate way of paying for

local provision of police and fire protection. Of course, such protection also

extends to your body and those of your fanily,but at least properfy taxation

bears some functional. relationship to the services provided.

Property taxation makes less sense for funding education. One person who

rents a condo and travels around in taxicabs but who has high annual income

and participates significantly ir the local economy would seem to benefit

from the education of futtrre voters and workers no less thart another person

of otherwise modest means who owns a home and a two cars. For education,

levying a tax on one's stake in the overall economy - through income and

sales taxes at a flat rate - makes more sense to me.

What I'm saying is that, before we can begin to d,iscuss the economic

impact or complexity of the tax code, we should examine whether the mix of
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taxes we cturently use to pay for state and local services makes any sense. I
don't think it does.

The Efficiency Principle

Now, let's move on to something perhaps more basic. Does our ctrrrent
system minimize the econondc distortions of taxes? I think most people who
have looked at the system would agree it does not. For example, we tax goods

sold at retail but not services sold at retail. This strange consurnption tax is
patently unfair in that it imposes a disproportionately large tax on lower-
income people for whom goods purchases often oufweigh the purchase of
services. Broadening the base of the sales tax would mAke it more fair and

allow us to reduce the tax rate substantially, thus boosting after-tax earnings

and growth. Of course, if you extend,ed. the scope of the sales tax, you,d have to
have an enforceable provision for keeping the correspondiogly lower rate
low, or else you've accomplished little more than a tax increase.

Now I d like to discws one of the most poorly reported and. understood. tax
proposals of recent years, the flat tax. The most important thing about the flat
ta;< is not necessarily that it is flat - ttrough, as I argued earlier, I do think that
single rate is the only fair way to tax income. The key point is that the to< code

will no longer d.iscriminate among different types of income and different
consumption d,ecisions.

Today, both the state and federal income ta,r systems discourage savings

and investurent and encourage curent consumption. Some forms of income
are ta-xed once, while others are to<ed fwice, three tiures, fotu times, or more.
This causes our economy to grow more slowly than it otherwise would, and

causes many other social problems, from spiraling health care cosb to farnily
insecurity.
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Let me illustrate the current bias against investment with an example'

Suppose I earn $1,000 from the Locke Foundation - which' if I am lucky' is

not a hypothetical example. If there were no income tax, I would then have

$1,000 either to invest in a stock mutual fund or to buy that big-screen TV I've

always wanted. Further suPPose that that mutual fund will earn me 10

percent next year. I must decide whether I prefer to spend $1,000 now for the

TV or have $1,100 to spend next year, maybe for a TV with Dolby stereo'

Now suppose that North Carolina levies a 10 percent tax on income' I now

have only $900 to spend on the Tv or to invest' If I invest it' I witl earn only

$90 rather than $100 on my investment' so my reflrrn to investment has been

reduced by the tax rate of 10 percent. But remember,I will also pay income tax

on my mutual fund earnings. If I invested the $900 in the fund, the following

year I would actually have only $981 to spend. That doesn't represent a 10

percent tax on what I would have earned without the tax.Irtstead, it is an

effective rate of 11. percent, thafs $1,100 without tax vs' $981 with the tax' On

the other hand., the effective rate if I spent the money this year on the TV is

only 10 percent, $1,000 vs. $900. Obviously, in the real world, the combined

state and federal income tax is far higher than 10 percent, and the resulting

d.ifference between tax rates on constr:nption and investment is mudr greater'

Believe it or not, ifs even worse than that. Keep in mind that I've

invested in a stock mutual fund. That means I, in effect' own shares in

corporations that must first pay income tax on their net earnings before I get

my dividend. If I own 1 percent of a firsr with $1,000 of net earnings to

distribute and it must first pay a 10 percent income toc on those earnings'

then I will receive 1 percent of $900, or $9, rather than 1 percent of $1'000'

which is $10. Then my $9 dividend gets taxed when I receive it through the

mutual firnd. Since my original investment in the ftrnd, and thus my

expected earnings, was also ta:<ed, I,ve now been hit three times' If I died that

year and left ury mutual fund to my child, it would be taxed as inheritance
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income yet again. Obviously, this system is extremely punitive toward savers

and investors, and encourages all of us, on the margin, to buy those big-screen

TVs rather than plan for tomorrow. There is nothing wrong with big-screen

TVs, of course, but we shouldn't create an artificial incentive for people to buy

them through poor tax policy

You could fix this problem in at least two ways: Steve Forbes' way and my

way. Forbes would tax the ini.ial investment in the mutual fund but then not

tax the dividends you earn in subsequent years. I would rather let an investor

deduct the initial investment and then pay on investment earnings he

consrunes in future years. Ill explain why my system is better if you wish, but

the point is that rationalizing the tax code is crucial if we want to reduce the

distorting effects of the income tax on our economy and our lives.

Let me mention one other issue of economic efficiency, and that is

inflation. I understand that later this morning, you will discuss the

indexation of North Carolina's personal exemptions, standiud deductions,

and tax brackets. This is absolutely critical. Otherwise, every year North

Carolina families will get a tax increase as inflation erodes the value of their

exemptions and d.eductions and pushes some of them into higher brackets.

Indexation would. have cost about $50 mitfon this yee,I believe.

The Simplicity Prtnciple

Lastly, let me briefly discuss why one of your goals in tax reform should be

simplicity. Basically, it is an issue of public trust When the tax code is too

complo< for the ordinary citizen to understand, and contains all sorts of

loopholes and deductions that only the politically corurected or the fiscally

savvy can use, the public gets the idea that they're getting the boot They're

probably right.
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Right now, we collectively spend at least $300 bitlion a year complying

with individual and corporate income taxes. That is a staggering amount of

largely useless effort. Accountants and tax lawyers are wonderful people, but I
think their talents could be better employed creating wealth for their fellow

citizens rather than hiding it from the government. Furthermore, a simple

tax system makes it clear to everyone how much goverrunent costs. This is a

crucial first step to getting government costs under control.

Let me end my prepared remarks by saying that, from the perspective of

the Locke Foundation, the most important goal for tax reform should be

simply to lower the overall tax burden on North Carolina families and

businesses. We currently impose the highest tax rates on individual income,

colporate income, and sales in the Southeast. However we reform the code to

make it more efficient, more comprehensible, and. more'd.irectly related to the

government services it funds, we should make sure that the overall tax

burden follows a steady downward course. Lefs avoid what novelist Leo

Tolstoy wrote was the standard excuse of the bureaucrat for high taxes:

'1 sit on a man's back, choking him and making him carry me, and yet

assure myself and others that I am very sorry for him and wish to lighten his

load by all possible means - except bygetting off his back!'

Suggesteil Readings:

o Robert E. Hall and Alvin Rabushka, The FIat Tax, second Edition,

Stanford, California: Hoover Institudon Press, 1995.

o charles Ada:ns, For Good and EoiI: The Impact of Taxes on the course

of Cioilizafion, New York: Madison Books, I9gg.

' Bob McTeer, Rep. Dick Armey, and Rep. Bill Archer,'nfax Refornr: An
opportunify to Increase otu saving" (debate on ta:< reform) Economic

lnsights, Federal Reserve Bank of Dallas, Vol. 1, No. 2, 1,995.
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CONII\IONSENSE ABOUT TAXES: A STATE AND LOCAL PERSPECTIVE

Dr. Michael L. Walden
Professor

North Carolina State UniversitY

Presentation Before the Revenue Laws Study Commission of
the North Carolina General Assembly, March 18, 1996

Thank you for inviting me to speak before this very important group on the important topic

of taxes. In government, there are two broad functions: (1) deciding which activities, products, or

services to produce or support publicly, and (2) deciding how to finance those items which

govemment will produce or support. The second function is broadly called "taxes".

Citizens generally complain about taxes, and this is to be expected. Taxes are a cost, or

price, and consumers complain about prices and costs because they represent a transfer of

resources out of consumers' pockets into producers' pockets. Consumers will always think

producers are getting "too much".

The same goes for government. A large number of consumers will always think taxes are

too high for the govemment services they receive. Some of this is because it's often hard for

citizens to identify exactly what they receive for their tax dollar. There is frequently a

"disconnect" between tax payments and the receipt of government program benefits. More on this

later.

A look at statistics, however, does show some support for a citizen concern about a

growing tax burden. All taxes, federal, state, and local combined, today take about a third of total
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income, and this is up from 25% in 1950 and a mere L2% in 1930. The Tax Foundation estimates

that the average two-earner income family now pays about 40% of their income in taxes of all

kinds. Here in North carolina, state taxes as a percent of total state income (state gross income)

have also drifted upward.

But at the same time that the c,omplaints about taxes are becoming louder, the demands on

state and local governments may be getting greater for two reasons. First is the trend toward

budget balancing at the federal level which will likely result in pushing some programs and their

responsibilities "down" to the state and local levels. Second is the growth and development which

North Carolina is expected to experience in the coming years. As economic development occurs

and population densities increase, there will be a greater demand for highways and other

infrastructure, for state or local action to control pollution, noise, and for ways to address

conflicting and competing land uses.

In this context, there could be no better time to re-think and re-evaluate state and local

taxes in North Carolina. Of course, this can be done on several levels. You have had excellent

presentations from Don Liner, Dan Gerlach, and Rick Carlisle on the more technical aspects and

evaluation methods of state and local taxes. You have also had an excellent and more general, or

philosophical, presentation by John Hood. My presentation will be more in the spirit of John

Hood's. I will discuss preferred elements of state and local taxes from two perspectives: from the

perspective of the average citizen (as I interpret "average"), and from the perspective of economic

efficiency. Since there are at least two sides to every issue about taxes, I will present these

elements in the form of "clashes".
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CLASH ONE: SII\PLICITY YERSUS COMPLEXITY IN THE TAX CODE

Despite efforts at "tax simplification", our tax codes remain incredibly complex. Some of

this is by accident, as it is often easier to add to existing rules rather than make wholesale changes.

But some of the complexity is by design, as legislators use deductions, exemptions, credits, and

other devices in the tax code to favor or encourage certain kinds of spending by consumers and

businesses.

The issue is whether govemment should use the tax code to achieve ends other than raising

revenue. For example, consider the home mortgage interest deduction. This deduction obviously

benefits homeowners at the expense of renters. Taxes paid by renters must be higher to fund the

tax revenues lost by the mortgage interest deduction. Should govemment be tilting the scales in

favor of homeowners and away from renters? If so, why? Or, should government stay out of the

decision about how consumers spend their shelter dollars?

My own preference is for simplicity in the tax code for several reasons. Any preference or

"favor" in the tax code will immediately create suspicion among some taxPayers that others are

receiving the benefits. This creates distrust about the tax code and for government.

I also think the govenrment should generally refrain from attempting to direct consumer or

business spending with the tax code. The government shouldn't be in the business of picking

"good" and "bad" spending since this is so subjective. Individuals and businesses best know how

to spend their money.

However, there's one exception to my nrle. The exception exists when a "positive

externality" occurs with the consumer or business spending. A "positive externality" happens

when a major benefit occurs from the spending to society at large beyond the benefit received by
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the consumer or business. Furthermore, the consumer or business doesn't recognize. and take into

account the broader benefits of their spending. Here it can make sense to use tax policy to

encourage spending which has major positive externalities.

Trvo examples will illustrate this idea. First is charitable giving. Charitable giving has

large positive externalities in the community at large. Tax deductions for charitable giving

recognize these positive externalities and encourage this spending. Interestingly, there are calls

from some quarters to expand this deduction into a credit at the same time that welfare progfams

are shifted from government to the non-profit sector.

The second example is homeownership. Homeownership may provide community benefits

if it encourages community stability and pride. If such is the case, homeownership may deserve

special tax treatment.

Caution is in order here. The idea of positive externalities can be overused and misused.

Public decision makers will have to exercise caution in making positive externalities the exception

to the idea of a simple tax code.

CLASH TWO: USER FEES VS. GEMRAL FINAI\CE

A clash that will likely become increasingly important in the future is that between user fee

finance versus general finance. User fees identify the direct beneficiaries of a government project

or service and have the users pay the cost. Non-users aren't charged. General finance charges

everyone for the government project or service whether they use it or not.
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User fees often create complaints from users who argue they have been singled-out for

taxation. The path of least "political resistance" is usually to finance projects and services by

general taxation.

Despite the potential political fallout, my preference is for user fees whenever possible.

User fees promote economic efficiency because users are forced to pay the cost of the resources

they use. User fees are also ufairu because users pay and non-users don't.

Modern technology may make user fees more practical than in the past. Toll roads are a

good example. The premise of toll roads is that users pay for the road. Yet toll roads always had

the reputation of being costly to administer and implement. Travellers would have to come to a

complete halt in order to deposit payments at a manned station.

Sensor technology eliminates these drawbacks of toll roads. Sensors can be embedded in

roadway entry and exit points and be used to read license numbers or other identification of

entering and exiting autos. In this way, travellers can be charged for their use of the highway.

Charges can be levied for both construction and maintenance costs. The fee rate can also be

varied over the time of day to address congestion problems.

One argument against the whole idea of user fees, such as toll roads, is that they hurt the

poor. My opinion is that income redistribution issues should be handled outside of tax policy. In

other words, public policies to help the poor should be handled separately from tax policies. If

not, economic efficiency is hurt. For example, if the poor are exempt from paying for highways,

then the poor won't recognize the resource allocation to highways and will overuse them.
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CLASH THREE: EFFICMNCY VS. INCOME REDISTRIBUTION

There is a strong view held by some that the tax code should be used to redistribute

income. Income redistribution can be seen in the current tax code in at least two ways. First

is in progressive tax rates, which tax higher levels of income at higher rates. Second is in the

phaseout or reduction of certain tax exemptions at higher levels of income.

The idea of taxing higher incomes at higher rates is based on the "ability to pay" concept'

This concept says that richer taxpayers have a greater abilify to pay taxes; therefore, they should

be taxed at higher rates. It also implies that dollars have less intrinsic value to richer persons than

to poorer persons. Therefore, to equalize the "pain" of taxes, richer persons must be taxed at

higher rates.

However, these views are not universally accepted. For one, increasing the tax rate for

richer taxpayers deters those taxpayers from earning, investing, and contributing to additional

economic growth. Phasing out tax deductions and exemptions at certain levels of income creates

distortions at those levels. Last, even if we accept that the additional value of a dollar falls with

income, we don't know the speed of this fall, and so we can't set tax rates accordingly.

My preference is not to use the tax code for income redistribution purposes. Again, I

recommend that income redistribution efforts be handled overtly in other ways. In this sense, I

like a "flat tax" concept with a generous household (or standard of living) deduction which is

indexed to inflation.

CLASH FOUR: BUSINESS TA)GS VS. CONSI.JMER TA)(ES

A popular view is that businesses should be taxed, and taxed more, because they make big

profits. Many people think that businesses are rolling in money that's just waiting to be taxed.
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Besides the problem that the profit rate of the average business is not as high as people

think, there's another problem with this line of thought. Although a business may pay a tax

(i.e., they write the check for the tax), they frequently don't bear the incidence of the tax. They

will pass on some part of the tax to consumers in the form of higher prices, to workers in the form

of lorver wages, or to stockholders in the form of lower rates of rerurn.

My preference is to tax the net income of businesses that won't be taxed at another level,

and to tax that net income once. So taxing the net income of sole proprietorships and partnerships

is fine. Taxing corporate net income is another matter. Corporate net income which is paid to

stockholders in the form of dividends will be taxed again by the individual income tax. This

means corporate income can be taxed twice. Therefore, I would look closely at reducing or

eliminating the corporate income tax in North Carolina.

CLASH F[VE: WHAT SHO{.JLD BE TAXED, WEALTH, INCOME, OR CONSLIMPTION?

In North Carolina, as in most states, the tax base varies between wealth, income, and

consumption. The property tax taxes wealth, the income tax taxes income, and the sales tax taxes

consumption. Is this system logical?

The principle that should be used in answering this question is this: govenrment should tax

that tax base which best corresponds to the resource which benefits from the government program

or service financed by the tax. Take police and flre protection provided at the local government

level. The tax base which is most directly related to the protection provided by these services is

properfy wealth. The greater a citizen's property wealth, the greater the protection received from
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locally provided police and fue services. Therefore, it makes sense to fund local police and fire

protection rvith a property tax.

Most other government services will be most directly related to income. Education, which

consumes a dominant share of state and local spending, is a good example. The rationale for

funding education publicly is that everyone benefits from an educated labor force. Presumably, a

more educated workforce will be more productive, and this will lead to lower consumer prices and

higher investment rates of return. Therefore, citizens with higher income, who both spend and

invest more, will benefit more from an educated workforce. Taxing their income would be the tax

base mcst directly related to this benefit.

Wh.at about the sales tax? At one level, it doesn't matter if income is taxed or only

spending is taxed, if the difference between the two, which is savings, will eventually be converted

to spending. But taxing only spending has two problems, in my opinion. First, even assuming

that savings will be spent and taxed, there is the problem of timing. The conversion of savings to

spending may occur well in the future and therefore not be coordinated with the current

government service. Second is the problem of regressivity. Without some deduction or rebate,

sales taxes are regressive because lower income households spend a much higher percentage of

their incomes than do higher income households.

Therefore, my preference is for a greater reliance on the income tax for funding most local

and state govenrment programs and services, with the exception of using the properfy tax for

funding those services which are most directly related to property wealth. I would correspondingly

reduce or eliminate the reliance on the sales tax.
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CLASH SIX: DISCRETION VS. EART\{ARKING

Politicians generally prefer discretion in determining how tax revenues are spent. This is

not a criticism; it is simply a reflection of human nature to have control over activities. There's

also a practical element to such discretionary power. Having discretion over spending allows

politicians to quickly adjust spending to meet new priorities and needs.

But there is a cost to this discretion, and it's increasingly reflected in the public's

skepticism about govemment. With discretion comes an inabiliry for the public to know what tax

revenues are being spent on what government functions. With discretion comes an inability of the

public to know what "bang" they're getting for their "buck". Also., with most govemment

revenues lumped into one pot for distribution, it becomes easy for competing government functions

to lobby for a greater share of the pot without consideration of what happens to the shares of other

functions.

My preference is for greater earmarking and accountability of tax revenues. If a taxpayer

knows that a certain tax is used to fund a certain government project or seryice, then the taxpayer

can see a link between that tax and that govenrment project or service. If the govenrment project

or service requires more funds, the taxpayer can see the need for the particular tax rate to be

increased.

In essence, I would like us to move governrnent funding to more of an "automatic pilot"

system. For example, if residential growth of a certain amount requires an additional school

building, flre station, and police, why couldn't we establish a system which automatically taxes the

growth to provide the needed facilities? Something along the lines of "impact fees" would be an
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example. In this way the developers and new residents would know what is expected of them and

would be required to "pay their way" for the necessary new public infrastructure.

I respectively submit that these six clashes represent today's "cutting edge" issues in state

and local public finance. Our tax system needs a top to boffom examination with the goals of

increasing simplicity, efficiency, logic, and public acceptability and support.
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HISITORY OT TIIE SALES TAX ON FOOD
16-APR-95

Action
Effective

Year

1933

1935

t937

t94r

196r

l97l

19E3

1985

Norttr Carolina adopted a 3% sales tax. It exempted essential
food items, such as flour, corn meal, meat, lard, milk, molasses,
salt, sugar, 8nd ooffee, from the tax.

The exemption for essential food items was eliminated. Food
was subject to the State sales tax.

The exemption for essential food items was reinstated and
expanded to include br€ad products.

The legislature broadened the exemption for essential food items
to "food purchased for home consumption".

The exemption for food is eliminated. Food is subject to the
State sales'and use tax. In Governor Terry Sanfori's special
message to the 1961 General Assembly, he outlined the needs of
the State, particularly in the field of education. To meet those
needs, he'reoommenOed eliminating all exemptions from the
sales tax, effective July 1, 196f . Iie dfso recommended that a
state-wide vote be htild to determine whether the tax should
continue beyond July 1, 1953. The legislature did rcpeal
several exedptions to ttre sales tax, includiig the exemptioi of
fmd purchas-d for home consumption. The legislation did not
inclu<ie an earmarking of tax revdnues for edudtion, it did not
sunset the tax in nro yea$, and it did not subject the ax
revision to a Yote of the people.

A one-oent local sales tax is authorized, for a combined State
and local sales tax ntr- of 4%.

A half-oent local sales tax is authorized, for a oombined State
and local sales tax rate of 4.5%.

Food purctrased with food stamps is exempted from the sales
tax. A nonrefirndable tax q€dit for individuals with low or
moderate inoomes is enacted. Although the credit was a general
credit rangng in amount from $15 to $25, depending -oq the
taxpayer's net taxable inoome, the f989 Select Legislative
Committee on Tax Fairness forurd that the timing of those tax
credits and the reoord of legislative deliberations suggest that
one objective of the s€dit Sas to provide some otrSl for the
sales tax on food to low and moderate income p€rsons not
reoeiving Food Stamps.
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HISTORY OF TIIE SALES TAX ON FOOD
Page 2

Action
Effective

Year

1986

1989

r99r

An additional half-oent local sales tax is authorized, for a
combined State and local sales tax rete of 5%.

The credit was repealed in the Tax Fairness Act of 1989 because
the Act reduoed taxes for a large number of low and moderate
income tamavers. The 1989 Select Leqislative Committee on
Tax Fairneiss'recommended a proposal-to the 1989 G€neral
Assemblv tlrat would have cleated a refirndable income tax
cr€dit foi inCiviArat with lon'or moderate incomes. lhe stated
intent of the qedit was to provide some relief for these
individuals from the sales tax on food. This proposal did not
pass.

The State sales tax rate is increased to 4%, for a combined State
and local sales tax nte of 6%.
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Tax Preferences
Revenue Laws StudY Commission
March 18 & 19, 1996

CHANGE
CETEGORY

Sales & Use Tax

Farm & mfg. machinery
(parts and accessories)

lnterstate Telecom.

Amusement admission
Movie theaters
Pay for play
Cable TV

Print media
Newspapers & magazines
Newspapers inserts
Shoppers guides

Vending & coin laundries

CURRENT
LAW

Certain sales taxed at 1% with
maximum tax of $80.00

Exempt

$200 & $100 Annual License
Exempt
Exempt

Door to door sales exemPt
Advertising inserts are exemPt
Materials used to produce are exempt

Exempts 50% of vending sales Price
and 100% laundry gross receiPts

PROPOSAL

1%, $280limit
1%, $700 limit
1%, no limit
2%, $240limit
2%, no limit
3%, no limit
4o/o & 2%, no limit

6.50/o, Intrastate rate

67o, sales tax rate
6%, sales tax rate
4% State &2o/o localsales tax

4% State &2o/o localsales tax
47o State &2o/o local sales tax
4% State &2o/o localsales tax

4% State &2o/o local sales tax

EFFECT
9Q:97

$2m
$5m

$20m
$36m
$70m

$120m
$170m

$48.6m

$5.3m
$2.8m
$14.4m

$4.2m
$.8m

$1.0m

$2.2m

EFFECT
96-97

$104m

$2m
$1m

$7.2m

$2.1m
$.4m
$.5m

$1 .1m

r{
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CHANGE
CAIEGORY

Corporate lncome
Apportionment

Throwback rule

lnsurance Preferences
Guaranty Fund

Personal lncome Tax
Base Changes:

Excise Tax
Tobacco
Soft Drinks
Beer & wine

CURRENT
tAW

Allocate nationwide income to N.C.:
50olo sales
25o/o payroll
25o/o ptoPeftY

No provision

Annual payment taken over 5 Years

Fullexclusion for Social Security income

Retirement income exclusion of $4,000 for public

and $2,000 for Private

PROPOSAT

Allocate by pre-1988 formula:
33113o/o sales
33113o/o payroll
33113o/o proper$

Allocate certain sales to
N.C.

Repeal

Conform to federal law:
85% of benefits on incomes
greater than $34,000 ; ($44,OOO

married joint filings)

Federal rule
no exclusion

EFFECT
90-97

$60.0m

$ 31.7m

$85.3m

$60-80m

N
I

-)

4% of excise tax
4o/o of excise tax
4o/o of excise tax

Disallow discount
Disallow discount
Disallow discount

$1.9m
$2.6m
$3.4m



Revenue Laws Study Committee
March J-B and 79, 7996
III. Sales and Use Tax Preferences

A. One Percent Sa1ee and Uee Tax Claseification

Prior Eo 1951, Nort,h Carolina levied a sales Eax on the gross
receipEs of bot,h wholesale and reUail merchanEs. The wholesale
rate $ras L/20 of 1t and E,he rat,e on it.ems sold aE relail was 3t;
all items sold were limiEed Eo a maximum Eax of $15.00. fn 1955,
Ehe General Assenrlcly enacted several measures tso broaden the
retail sales Eax base. Thto of Ehe measures employed were: (1)
repeal of the $15.00 maximum tax limig on aII sales; and (21 Ehe

creaEion of a separate Eax classification for motor vehicles,
airplanes, and accompanying ParEs and accessories. The sales and
use Eax rat,e applied t,o this unewil classificaEion was 1t with a

maximum tsax of $80.00.

In 1951, Ehe General Assembly eliminat.ed the wholesale tax and
creaEed anoEher special classificaEion Eo trax farm machinery,
mill machinery, and t.heir accompanying parEs and accessories.
Prior t.o 1951, mill and farm machinery were taxed at tshe

wholesale raEe. Partss and accessories were exempt from sales tax
before 1957 when Ehe General Assenrlcly began Eaxing Ehem aE the
wholesale rate. Under Ehe new special classificaEion, all
machinery, parEs, and accessories became sg-bject Eo Ehe 1t ratse
with an $80.00 cap. IE is not clear why a rate of 1? !'rith an
98O.OO cap was chosen. The 1t classification may have been
created tso minimize the revenue impact from eliminaEing the
wholesale tsax. It could have been selectsed because Ehe same rage
had been imposed on motor vehicles and airplanes in 1955 when the
$15.00 per article limitation was repealed.

Salee SubJect to the lt SaLes or Use Tax Rate with no Cap

Aqricultural Grouo

* Horses and Mules (Effective 1961)

Prior t,o 1961, horses and mules were exempE from the sales Eax

due to Eheir use in agricultural production. AE the time,
dealers were charged a I'per headn Eax of $3.00 as part of Ehe

privilege license Eax. The Eax was paid by a dealer for every
horse or mule sold. In 1961, the exemption was repealed and
horses and mules were strbject' Eo a 1t sales Eax.
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1t C]assificaci.on
Continued

semen used in che
(Effective 1951)

Fuel, other Ehan
farmers for farm
I96L). In L949,
agribusiness.

artificial insemination of animals
Tn L949, Ehe sale of semen was exempE.

electriciry or piped natural gas, sold to
purposes other than household. (Effective
the General Assenrbly exempted fuel used in

Sa1es of conEainers, wrapping, packaging,
mat,erials to fanners Ehat do not go with
sale of Ehe producE. (Effective L982).

Commercial Group

and shipping
and become parE of the

Fuel, other than electsricity or piped natural gas, sold t'o
manufacEurers and dry cleaning plants for purposes other than
residential. (Effeccive 1961) .

LubricanEs used in lubricacing producEion machinery. (EffecCive
L9621 .

Sales t,o comercial printsers of phoEoengravings,
elecErot)apes, and liEhographs used by Che purchaser in
prinEing tangible personal propertsy for sale. (Effective
L962\ .

Materials such as fiIm, chemicals, proof paper, cameras,
trays, and similar items used in tshe manufacEuring or
fabricating of picEures for sale. (Effective 1952) '

Containers, wrapping, packaging, and shipping materials
consumed in the operations of freezer locker plants.
(Effective 1961).
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1t Classification
Continued

Sales SubJect to the 1t Salee or Use Tax Rate witb an $80.00 Cap
per Artl.cle

Aqricult,ure Group

Farm machinery, parEs, and accessories including bulk tobacco
barns, and similar tangible properEy used for curing and drying
farm producEs. (Effective 1951). In 1955, parts and
accessories were exempE if used in ehe production of Eobacco
and machinery was t,axed at a ratse of L/20 of L*. In 1957,
parEs and accessories were taxed at Ehe rate of L/2o of L*.

SEorage facilities and accessories sold Eo farmers for the
sEorage of grains, feeds, or soybean€t. (Effect,ive 1979). In
1981, the General AssernJcly expanded Ehe 1979 lewy include
storage equipment for all Eytrres of livestock.

Sa1es tso farmers of commercially manufactsured portable swine
equipmenE or facilities and accessories. (EffecEive 1979).

Bulk feed handling equipmenE which has been construct.ed Eo be
used in the production of livestsock. (Effective L9191.

The tot,al number of poulEry cages served by the aame autsomatic
feeder, water dispenser, or egg collecEor. (Effective iluly 1,
L9821 .

o Nurger)men and greenhouse operators are given the same
consideration as farmers and purchases of machinery, parEs,
and accessories for use in planting, cultivaEing, and
hanresting hort.iculEure producEs are Eaxed ats Ehe 1t rate.

Commercial Group

MiII machinery is defined as machinery, parts, and accessoriec
purchased by indust,rial processors which are used or consumed in
different product.ion phases of t.angible personal properEy.
(Effecuive 1951). In 1933, Ehis group of machinery was taxed aE

L/25 of 1t and in 1959, L/zO of lt.
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1t Classification
ConElnued

Specific indusEries for which Ehe classificaeion of rrmill
machinery" applies:

o Furniture Faceories
o Plants
. ElecEric Power Companies
o Mining and Quarrying
o sawmills, Lumber Mills, Ready Mixed concrete and Asphalt

PIanEs, Brick ManufacEurers, CotEon gins, eEc.
o Dairies and Creameries

Specif ic t)G)es of equipment classif ied as rrMill Machinery'r :

MoEors, pulIeys, moEor bases, gears, belts
SEeam engines, gasoline engines, diesel engines,
generaEors
Boiler room machinery
Conveyers, troist.s, and hoisE cables

Purchases of machinery, Parts, and accessories, by printers and
publishers, used direct.ly in Ehe production of newspapers,
magazines, and other prinEed matter for sale.

Sales to denLa1 laboratories of machinery, equipments, and
accessories for use direcEly in dental fabricating of false
Eeech. (Effective 1952) .

Machinery, parEs, and accessories used in the direct
performance of laundering and dry cleaningi services.
(Effective 1951).

Broadcasting equipment, including Eowersr parts, and
accessories sold Eo commercial radio and teLevision sEaEions.
(Ef fect,ive 1951) . In L951 , the General Assenibly exempt,ed Ehis
grouP.

o

o

a

a
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lt Classificat,ion
Continued

* eentral office egr:ipmenE, switchboard equipmenE, privat.e branch
exchangie equipmenE, and prewritEen comPuEer programs
purchased by Eelephone and telegraph companies for use in
providing Celephone services tso subscribers. (EffecUive 1953).
In 1959, Ehe latEer was t,axed aE Ehe wholesale raEe of l/20 of
13. compuE,er programs were included in 1983.

* Sales Eo Eire recappers of machinery, parts, and accessori-es
for the exclusive use in the recapping process.

Sales of machinery, parts, and accessories to machinist,
foundrymen or patEern makers for Ehe exclusive use in Ehe
fabricacion of Eangibte personal properEy. (EffecELve L977) -

* sales t,o freezer locker planEs of machinery, parts, and
accessories. (Effeccive 1951). fn 1957, machinery, wrapping
paper, and supplies rtere exemPE.

NaLghborlr'g ScaEea Poltciee
Trends: The majority of States allow an exempEion for

machinery and equipment used in manufacturing

STATE

Florida
Georgpia
Kentucky
SouEh Carolina
Tennessee
Virginia

gtatcg Taxtzg !/a'chtaery

gTATB

Alabama
California
Louisiana
Mississippi
Nebraska
New Mexico
SouEh Dakotra
Washingcon

SAIJES TA:C ON IIACEIIIBRY

RATE

1.5*
6
4
1.5
5
5
4

6 .5t

Exempt
Exempt
Exempt
ExempE
Exempf
ExempE

STATE
SAIJBS TAX RATE

4t
6
4
4.2
5
5
4

5.st
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B. Interetate TelecomunicaE,ions

There is a 5 X* sales Eax on che gross receipLs derived from
providing long dist,ance and private tselecommunicaEion services
Ehat originate and t,erminaEe wiEhin Ehe Stat.e. A sales tax of 3t
applies t,o Ehe gross receipEs from sales of loca1
Eelecommunication services. In addiEion Eo a sales Eax,
companies providing loca1 EelecorununicaEion services pay a
franchise Eax of 3.22* on Eheir gross Eaxable receipEs.
InEersEaEe telecommunicaEion services that. originaEe or terminaEe
inside Ehe SEaEe and are billed Eo a billing address in this
stsaEe are not Eaxed; neiEher a sales Eax nor a franchise tax is
levied by the StsaEe on these Eransactions.

O?.hcr Statcs Poltel,es
(RaEe) where available

Tvrent,y stsaEe tax interstaEe Eelecommunications: Arkansas,
Connect,icut (5t), DisEricts of Columbia, Florida, Hawaii (4*l ,

Illinois (5t), Kansas (4.9*), MassachusetE,s (5t), Minnesotsa
(5.5*), New Hampshire (6t), New rfersey (6t), New Mexico (4.25*'),
Ohio (5t), Oklahoma (4.5t), Pennsylvania (6t), Rhode Island(7*1,
Tennessee (5t), Texas(5.25*), Washington (6.5t), and
Wisconsin(5t).

C. Amuseuents/Entertainment and Groee Receipta Taxation

Businesses and other organizations that offer enEertainment or
amusemenE for which an admission fee is charged pay to trhe Stsatse

a gross receiptrs tax of 3?. In addit,ion tso a gross receipts tax,
mosE businesses and organizaEions are reqfuired Eo Pay a licensing
tsax of $5O.OO for each room, haII, tent, or place where admission
charges are made. The license Eax is an advance payment of Ehe
gross receipts t.ax. Some organizations because of tsheir
corporate income status are nots required tro Pay a license tax
except for the locaEions where t,hey hold sport,ing events and
charge an admission fee.

The general rule regarding cities' abiliEy t.o Ierry a licensing
Eax is that, Ehey have Ehe power to lerry a tsax on all Erades,
occupatsions, professions, businesses, and franchises carried on
within the city excepE where this authoritry is limit,ed by
sEatruEe.
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Arnusements
Continued

Counties, on the oEher hand, are prohibit.ed from ler4'ring license
Eaxes except where auEhorized to do so by sEaEute. In mosE cases
Ehe amounE of tax a local unit of governmenE can lewy on
amusemenLs is restricEed Eo a percentage amount of Ehe SEaEe tax.

The gross receipEs tax applies tso college and professional
sporEing events, circuses, EheaEer, concerEs, and all oEher
amusemenEs and enterEainmenE for which admission is charged.

Exclusion and reduced Eax rates from Ehe 38 gross receipts tax

r MoEion picture t,heaters do noE pay a gross receipEs tax.
InsEead, such businesses pay a license tax for each ha1l,
room, or tenE used to show motion pictures; the license tsax

is $100.00 per year for outsdoor movie Eheat,ers and $200.00 a
year for indoor Eheat,ers.

o MoEion picEure shows operatsing three days a week or less are
tsaxed aE one-half Ehe amount otsherwise charged.

Civic organizations and privatre and public schools are not
subjecE Eo t,he license Eax and may exclude the first $1,000
in gross receipEs from tshe tax if t.he entire proceeds are to
be used by the organization or school and not to defray Ehe
e:q)enses of conduct,ing Ehe amusemenE.

Exemptions from the 3t gross receipts t.ax

. Pay for play entsertairunent such as green fees, tennis courts
renEals, tsargets shooting, and swinuning is not subject Eo tshe

3t gross receipts tax. These Eypes of businesses may Pay a
general business license t,ax. However, if there is an
admission charge to view a sporting tournamenE, then tshe
gross receiptss from ttre ticket sales are subjects co Ehe 3t
t.ax.

Pay for view ent,ertainment such as cable and sat,elliEe
t,elevision services and oEher similar video services whictt
are broadcasc to subscribers in the SEaEe are nots subject to
a gfross receipts trax.
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Amusements
continued

The admission charge Co motion picEures shown by a gualified
corporation t,haE operatses a cenEer for the performing and
visual arEs is exempE if Ehe showing of motsion picEures is
noE Ehe primary purpose of the cenEer. (The admission Eo

dances is included in Ehis exemptrion. )

Admission fees to high school and elemenEary school atrhleEic
event,s are exempt,.

The admission charge to entsertsainment evenEs on Ehe Cherokee
Indian ReservaEion is exempt if a gross receipts Ie\ry is paid
to the tribal cor:ncil.

Athtetic conEest,s and dances for which an admission charge is
50 cenEs or less are exempE from Ehe tax.

Teen cenEers, exempE from StaEe income Eax, whose primary
purpose is to provide recreational activities and oEher
amusement, exclusively for teenagers are exempE from the gross
receipt,s Eax.

o The admission charge to aII amusemenEs exclusively produced
by local Ea1ent for the benefit of religious, chariEable,
benevolenE or educational purposes and where tshe talenE
receives no compensaEion is exempts from Ehe tsax.

Natgbborlag SctEea Poltetca
Trends: There are no identifiable trends

STATB

Florida

Georgia

POIJICIES

(5t) Admission charge if not exempt by
sEatute; exempt,s mosE Public and
privaEe school evenEst exemPts
NFL Championship games

(4t) Admission charge if not exemPE by
sEatuEe; exempts most Public and
privaEe school event.s

(6t) Admission charge; exempts charges
t,o hisEoric sites

Kentucky
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Amusements
Continued

South Carolina

Tennessee

(53) Admission t,o places of amusemenE
if admission is charged

Virginia

(5t) Count,ry club dues, (exempts counEry
club assessmenEs on capiEal
improvemenEs),' membership and
admission fees Eo public golf courses
sporLs and recreational clubs;
pay-for-play; tsheatrical and sporEing
eventst expanded cable

To Be Confirmed

D. Newapapers and Magazinee SoId Door to Door

The sale of newspapers by newspaper streeE vendors and by
newspaper carriers making door to door deliveries and sales of
magazines by magazine vendors making door Eo door sales are
exempE f rom the sales tax. Ne\rrspapers purctrased f rom t.tre
publisher and sold by a vendor, whose primary business is the
sale of newspapers, t,hrough newspaper boxes are noE subjects to
Ehe sales Eax. Newspapers published in Ehis SEaEe and delivered
Eo subscribers outside Ehe Statse are noE subject tso the sales
tax. Newspapers sold in sEores and subscription sales by the
publisher are taxable aE t,he sEat,e and local sales tax raEe of
5*. The retail sale of magazines sold in stsores is a taxable
exchange; subscription sales are not.

Newspapers r^rere exempt,ed from the sales tax in 1957. In 1961,
the General Assembly partially repealed the exempEion. Sa1es of
newspapers by newspapers street vendors and by rrnewsboys" making
house t,o house deliveries remained exempE. In 1974, magazines
sold door to door were added t,o the exempcion.

The newspaper exemption estsablished in 1957 and continued, as
amended, t.o the present was enacted to avoid or eliminate Ehe
administ,raEive problem of Erying Eo collect small amounEs of
sales Eax from hundreds of independenE contractors, many of whom

are lwere] children. The magazine exemption was enacted to
eliminate the problem of trying to col.lecE a use tax from
individual subscribers of magazines.
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D. Free Circulation Publicatione

In 1983, Ehe General Assembly exemPEed sales of advertising
supplement,s and any ot,her printed material t,haE is diseributed
$riEh a nerrrspaper from the sales and use tax. The supplies used
to produce free circulation publicaEions such as shoppers' guides
and sales by printers of free circulation publicaEions Eo Ehe
publishers of Ehese publications were exempt, from sales and use
EaxaEion in l-985.

NetgbborLag SEaEes Polieiee
Trends: There are no identifiable tsrends
yes - t,ax
no - exempt

Stsate Newspapers

Florida yes
Georgia yes
KenEucky yes
South Carolina no
Tennessee no
Virginia no

Irtaqazines Free Circulatlon

yes
yes
yes
yes

subscripEion
no

To be Confirmeo

no
yes
yes
no*

no
no

CirculaEions printed on newsprints are exempE
Tennessee exempEs directs mail advertsisements from ouEside state
Virginia taxes subscripEion sales of publicaEions

F. Sa1es Through Vending Machinee & Coin Operated L,anrndries

The sale of tangible personal property, other than soft drinks
and cigaretsEes, through vending machines is t,axed at. 50* of t'he
sales price while similar product.s sold across the counEer are
t,axed at. loot of Ehe sales price. The sales t,ax on sof E drinks
and cigaretEes is levied on 100t of Ehe sales price whether sold
through a vending machine or across tshe counter. The legislation
EhaE changed the definition of sales price on some products sold
Ehrough vending machines was passed in 1989.

The gross receipts from coin operated laundry machines are noE
subject Eo the sales tax. Ot,her services provided by laundries,
dry cleaners, and businesses leasing clean Linens, Eowels and
apparel are Laxed at. t,he 5t rate.
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vending
Continued

Nelgbbortag Steccs Poltclee
Trends: No identifiable Erends

STATE POLICTES

Florida Tax food and beverages sold Ehrough
vending machines. RaEe varies by
taxing unit but. greater Ehan state
ratse of 6t.

Georgia

KenEucky

SouEh Carolina

Tennessee ExempEs vendingr, coin operaEed
laundry machines, & amusemenE devices;
vending and amusements devices are
subject to a privilege license tax

Virginia TO Be Confirmed

IV. Corporate lrrcoDe Tax MultL-Statse ApportLoament

A. MultL-State ApportJ.onneut Fornula

ApportionmenE is trhe means by which mult,i-state corPorations
allocate their naEionwide income to each sEaEe in which Ehey
operaEe. An aPport,ionment formula is a raEio of a corporaEion's
business acEiviEy in a state Eo it,s t,oga1 business actsivity in
Ehe u.s.. The formula adopted in Ehe lat,e 1930's by most sEates
is a t,hree factor formula comparing the property, payroll, and
sales in each statse to the naEional total.

In t.he 1930's when North Carolina adopted an apPortionmentr
formula all the fact,ors \^tere "weightsedrr equally; (33ttt*l
property, (33r/r*) payro1l, and (33rZst) sales. In 1988, North
Carolina, following the pracEice of many ogher states, changed
the weight.ing to favor home-state industries by adopting the
"double-weighted sales fact,or" .

Taxes food sold through vending and
receipEs of coin operated laundries

Exemptss sales Ehrough coin operatsed
vending machines of 25 cenEs or less

No exemptions allowed
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Apportionment
continued

This change, provides tsax relief for corporations Ehat are
domiciled in Ehe St,ate because t,hose cor?oraEions Eend Eo have a
greaEer concentration of property and payroll in North Caro1ina,
but shipment,s all over Ehe United States. The majority of sEaces
that have modified t,heir formulas weight the saleg facEor by an
amountr greater Ehan the weight,s on propert,y and payroll.

lfeigbboriBg Sc.Eaa Poltctce
Trends: The majority of staues use a Ehree facEor apportionmenc
formula of properLy, payroll, and sales. As recently as 1994,
Arizona, California, Maine, Maryland, Michigan, New Hampshire,
and Oregon adopEed a double weighted sales factsor. MinnesoEa
weights property and payroll at 153 and sales aE 70*.

STATE

Florida
Georgia
KenEucky
NorEh Carolina
South Carolina
Tennessee
Virginia

APPORTXONUENT FACTORS

SAI,ES PROPER.rY PAYROII THROWBACK RIIJB

M. Tbe Throwback RuIe

Under an apportrionmenE formula Ehe income from sales is generally
assigmed tso a staEe based on Ehe ult,imate desEination of Ehe
goods. There is an exception when computing trhe sales factor.
Sales can be rrEhrown back" to Ehe state from which the goods are
shipped if the seller is noE taxable in the staEe of che
purchaser or the purchaser is the U.S. Government.

Sales tro t,he U.S. Government are allowed tro be Ehrown back
because iE is ofEen difficulE to deEermine Ehe true destination
of shipments. The taxability of a seller in the state of t'he
purchaser is based on wheEher the seller has employees, properEy,
or sufficienE activity in the state. If the stsate of Ehe
purchaser cannots Eax tshe selIer, sales Eo tshat sEale will escape
taxatsion unless Ehey are thrown back to the seller's sEatre.

s0*
33L/3
50
50
33L/3
33L/3
33L/3

25
33L/3
25
25
33L/3
33L/3
33L/3

25*
33L/3

25
25

33L/3
33L/3
33L/3

no
no
no
no
no
no
no
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Throwback
coniinued

Other gttges Policiee
Trends: TwenEy four staEes have
applies to sales. Four sEaEes
trax.

tshrowback rule thaE
a corporatse income

adopted a
do not have

Alabama
AIaska
Arizona
California
Colorado
District of Columbia
Idaho
Illinois
Indiana
Kansas

Mai-ne
MassachuseEEs
Michigan
Missouri
Montsana
Nebraska
New Hanpshire
New Mexico
North Dakota
oklahoma

Oregon
Texas
UEah
Vermont

V. Grose Pre-iuus Ta:c, Guaraaty Fund Credit

Insurers in Nortrh Carolina must pay an annual t,ax on the gross
premiums crediEed to policies written or processed in this stsatse

or derived from business wriEEen in this sEaEe. The Eax ratres
for various E)G)es of insurance are as follows:

Workers' Compensat,ion
AII Ot,her Insurance
Surcharge on Fire and Lightning
BIue Cross & BIue Shield

2.s*
1.9t
1 .33t

.s*

The Eax is paid in t,hree guarEerly payment.s htith Ehe balance due
March 15. Insurers are exempt from the franchise and income Eax.

In 1991, Ehe General Assembly enacEed a credit against trtre gross
premium tax for assessments paid Eo Ehe Nort,h Carolina Insurance
GuaranEy AssociaEion and trhe Nortstr Carolina Life and HealEh
Insurance Guarantsy Association. An insurer who pays an assesamenE
tso one of the AssociaEions receives a tax credit equal t'o the
assessmenE amounE. The insurer may take 20t of the credit in each
of the five tax years following Ehe year in which Ehe assessmenE
was paid. For example, insurers in 1991 paid 520,299,250 in
assessmenEs. Beginning in 1992, Ehe insurers claimed 20t of the
assessments or $4,059,850 as a crediE againsE t.heir gross premium
tax bill. On the insurers' L996 Eax reEurns, the fifch year of
the 1991 credit will be Uaken. Tbe total cogt of the Guaranty
Fund tax credlt ln 1995 ts 934,1L3,585.
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Guaranty Fund
Continued

Assessments are made against insurers Eo pay for Ehe covered
claims and all oEher expenses of insolvenE, insurers. AssessmenEs
are made by Ehe GuaranEy AssociaE,ions in proporcion Eo the amounE
of premiums written by an insurer for each ElPe of insurance. The
assessmenE cannoE exceed 2* of the net direcE wriEEen premiums
for Ehe preceding calendar year. The AssociaEions may exempE
insurers from the assessmenEs if Ehey endanger Ehe firms'
financial health.

Netghbortng SttFca Poll.etes

STATA

Florida
Georgia
KenEucky
SouEh Carolina
Tennessee
Virginia

Credit
# Yearg Allowable

r Credits are allowed as a percenEagre of t.ax liabilicy

VI. Indivl,dual Income fax

A. Conforu to Federal Law Regarding Social Securlty Iacome

In 1983, the Nat,ional Commission on Social SecuriEy Reform
("Greenspan Commissionfr )came out with a set of reconrnendations
desigmed to ensure the solvency of Ehe Socia1 Securitsy systsem
into the early years of the next cenEury. One of the
recomrnendaEions was Eo tax Ehe Social SecuriEy benefits of
high-income recipienEs. The approach adopCed by the Congress was
to tax up to 50t of benefits for recipienLs whose base income
exceeded $25,ooo ($32,000 for married couples filing joint'Iy).
Base income was defined as Ehe sum of adjusted gross income,
tax-exempE intserest, and one-half of Social Security benefiEs.

In 1993, Ehe Congress changed the system to Ierry a tax on uP to
85t of Social Security benefits for recipients whose base income
exceeded $34,ooo ($44,000 for married couple filing joinEly).

t Aeeeeement

Repealed
100t
100t
100t
100*
100t

5
5&
5

4&
*

10

10
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IndividuaL lncone Tax
Continued

In Nort,h Carolina, Ehe 1987-88 Tax Fairness Study Commission
adopE.ed a recommendation t,o convert Ehe sEate's free-sEanding
personal income Eax Eo one Ehat, E.ied int.o federal Caxable income
(income remaining after deductions and exemptions). This change
would pick up the federal rules on income subject to t,axaEion,
including Social SecuriEy benefiEs. However, concerns raised by
recipienEs during t,he 1989 legislaEive session led the chief
sponsor t,o decide Eo mainEain t,he fuII exempLion. This would
aIlow legislaEors Eo re-focus their at,tent,ion on Ehe overall
reform package.

B. Exclueioae for Private and Public Retirenreats Beuefitg

For decades the federal approach Eo Ehe taxaEion of pensions and
other ret,iremenE benefits has been Eo exempt the contributions
(and associat,ed investment earnings) of employers. When E,he
reEiree begins drawing benefit,s, Ehe federal Eax applies to any
cont,ribuEions that were shelEered on E,he front end.

Until 1989, NorEh Carolina allowed a fuII exempt,ion for Ehe
retirement benef it,s of sE,aE,e and local retirees. The exclusion
for st,at.e benefits goes back to Ehe early-1950's and was codified
in the retsirement sysEem law.

In the late-1960's and early-1970's t,he sEatse began allowing a
small exempt,ion for federal civil service and miliEary reEirees.
In 1988 ttrese exemptions \dere increased from $3,000 Eo $e,000.

In 1989 Ehe U.S. Supreme Court ruled in the Davis case Ehat it is
unconstiEutional for a state to allow more favorabLe tax E,reatment,
for its or*n employees (including retirees) than that allowed
federal workers. The 1989 General Assembly addressed t,his issue
by adopcing a $4,000 exempt,ion for all public sector reEirees. In
addit.ion, a $2,000 exclusion was provided for privaEe pensions.

VII. ExcLse Tax DiscounEa and Timely Palmeate

DistribuEors of Eobacco, soft drink,
the SEaEe are allowed a discor:nE for
tax if Ehe tax is paid when due.

Excise cax

beer, and wine product.s in
the paymenE of trhe excise
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continued

DistribuEors of tobacco, beer, and wine producEs are allowed a 4t
discount of Ehe excise tax due Ehe State. DistribuEors of sofE
drink products pay a reduced rate equal to X the excise Eax on
Ehe firsE 15,000 gross of ready t,o drink producE sold aE
wholesale,' afEer Ehis amounE Ehe discount is +t of the excise Eax
on bottled sofE drinks owed. The discount on Ehe sale of
powdered and liquid base producE is limited to 4t of the Eax due.
Reuailers of sofE drink producEs EhaE are required Eo remiE Ehe
excise Eax are allowed a 4t discount,.

Nclgbborlog gtetea Policlee
Trend: No identifiable E,rend

STATB

Florida

Georgia

KenEucky

South Carolina

Tennessee

Virginia

POIJfCY

1.9t distributors of
2.5t distsributsors of
1* discribuEors of

No discounEs

No discounts

wine
malt and beer
spirituous liquor

2* distributors of wine, beer e liquor

3t of beer

1t of tax due
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State Apportionment of Corporate Income

January 111996

ALABAMA i
ALASKA *

ARIZONA *

ARKANSAS *

CALIFORNIA *

COLORADO *

CONNECTICUT

DELAWARE
FLORIDA *

GEORGIA

HAWAII *

IDAHO *

ILLINOIS*

.[NDIAI\{A
VA

."-. NSAS +

KENTUCKY *

LOUISIANA
IvIAINE *

MARYLAND
MASSACHUSETTS*

MICHIGA}I
MINNESOTA

MISSNSIPPI
MISSOURI +

3 Factor MONTANA * 3 Factor

3 Factor NEBRASKA Sales

Double wtd. sales NEVADA No State Income Tax

Double wtd. sales NEW HAMPSHIRE Double wtd. sales

Double wtd. sales NEW JERSEY (l) 3 Factor

3 Factor/Sales & Property NEW MEXICO * 3 Factor

Double wd. sales NEW YORK Double wtd sales

3 Factor NORTH CAROLINA Double wtd. sales

Double wtd. sales NORTH DAKOTA * 3 Factor

Double wtd. sales OHIO Double wtd. sales

3 Factor OKLAHOMA 3 Factor

Double wtd. sales OREGON * Double wtd. sales

Double wtd. sales PENNSYLVANIA * Double wtd. sales

3 Factor RHODE ISLAND 3 Factor

Sales SOUTH CAROLINA Double wtd. sales

3 Factor/Sales & Property SOUTH DAKOTA No State lncome Tax

Double wtd. sales TENNESSEE * 3 Factor

3 Factor TEXAS No State Income Tax

Double wtd. sales UTAH * 3 Factor

Double wtd. sales VERMONT 3 Factor

Double wtd. sales VIRGINIA 3 Factor

Double wtd. sales WASHINGTON No State Income Tax

70olo Sales,l5olo Property, WEST VIRGIMA Double wtd. sales

and l5o/o Payroll WISCONSIN * Double wtd. sales

Accorurting/3 Factor WYOMING No State Income Ta:<

3 Factor/sales DIST. OF COLUMBIA i 3 Factor

Source : Compiled by FTA from various sources.
+ State has adopted substantial portions of the UDITPA.
(l) Will adopt a double weighted sales factor for tca years beginning arter 7/1/96.
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Tablc 18
State Income Tar Theatment of Social Security and Pcnsion Income Exemptions' 1993

AIabama. Ycs Nonc/Tull Full Full Full No No

Alaska No statc incomc ta
Arizona Ycs Nonc $2"500 sas00 sas00 No No

Arkansas. Ycs $6,000 36,0m t6,000 $,m No No

California' Yes Nonc Nonc Nonc Nonc n.& n.a

Colorado' No $z),000 tz),000 $20,000 sm,000 Yes No

Connecticut No None None None Nonc n.a n.a

Delarvare' Ycs 34000/
$3,000

32,000/
$3,000

$2,000/
$3,000

3X000/
$3,000

No Ycs

District of Columbia. Yes None $,0m $3,000 s3,0m Yes No

Florida No statc incomc tax

Gcorgia' Yes Sec statc notc

Hawaii. Yes Full Full Fuli Full No No

Idabo. Yes Nonc sl:1536 $13,536 None Yes No

Illinois. Yes Full Full Full Full No No

Indiana' Yes None $2,000 s2,000 Nonc Yes No

Iowar No Nonc Nonc Norie Nonc n.a |La

Kansas' No Nonc 3120 TC Full Full No No

Kentuclry Yes None Full Full Full No No

l.ouisiana. Yes $6,000 Full Full Full Ycs No

Maine. Ycs Nonc None Nonc Nonc lLa TLA.

Maryland' Yes Sec state note Ycs Ycs

Massachusetts' Yes Nonc None Full Full No No

Michigan. Yes $7500 Full Full Full No No

Minnesota. No see statc notc

Mississippi Yes t6,000 s6,000 $,m0 36,0m No No

Missouri. No Nonc $6,000 $6,000 36,0m No Yes

Montana' No t3,600 s3,6m $3,600 $r.600 No Yes

Nebraska No Nonc Nonc None None n.a n.a

Ncvada No state in@mc tax

Ncr Hampshirc Only dividends and intcrest subjcct to statc incomc tax

Nan Jcrsey' Yes $J00 t7,500 $75m r/J00 Ycs No

Nar Mexico' No S€c statc notc

New York. Yes r20.000 Full Full Full Yes No

North Carolina' Ycs $a000 t4,0m s4,000 s4,000 No No

North Dakota' No None s5,000 s5,000 s5,m0 Ycs No

Ohio' Yes Nonc None Nonc Nonc n,a n.a

Oklahoma Yes Nonc s5Jm s5,500 3s5m No No

Oregon. Yes Sec statc notc

Social
Security

Trr
Exempt

Amount of Ercmntions

Military Federal

Incomc
Qualiging

Rcstrictious for
Pcnsion Exclusions

Agc
Mininums

State
Statc/ for Pcnsion

Municipal Erclusions
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Table IE (cont.)

State Income Tax Trcatment of Social Security and Pension Income Exemptions' 1993

Social
Sccuri9

Tbr
Exempt Military Fedcral Municipal

Agc
Minimuns
for Pension
Exclusions

Incornc
Qualifying

Rcsuic-tions lor
Pcnsiou Exclusions

Statc

TC-tax crcdit
n,a-not applicable

I

I

I

i

I

'atc Notcs

-.-.rabama Only prinarc persions under a defined bcnefit Georgia
plan arc tax excmpl

Arkansas The total excmption ftom all retirement plans
may not qcced $5,ffi0 pcr pensioner. Persons
agc 65 and orrcr who do not claim thc 36,0fl)
deduction qualify for a 520 tu sediL

Califorria Californiaalsooffersanelderly(agc65orolder)
tax crcdit cqual to 5070 of thc federal elderly tax Harraii
crcdit, also availablc to ta:rpayen under age 65
and disablcd.

Colorado Fersbncrs mrst bc age 55 to daim an ercmptbn
Thc $Z),0fl) persion cxclusion also includes ldaho
Social Scctrity bcnefits (i.c., a togaycr whoec
Social Sccurity bcncfrts and pcnsion income
cxceed $20,000 is taxed on thc cxccss incomc)

Dela*are Persoru undcr agc 60 reccira a $2,000 pcrsion
oalusio$ pcnsons agc 60 and orrcr reccive a
$3,fiX1 pcrsion cxclusion. The total excmption
from all rctiremcnt plans cannot exceed thc
t2'0fl) or $3,0fi) cxcltsiors. Single taxpapn or
marricd tarpa)'€rs filing separatcly who are 60
or oldcr with an carncd incomc of lcss than
32,500 and a Dclawarc adjustcd grus incomc lllinois
(AGI)of $10,000orlcss arc cligible to rcceira an
additional t2,0fl) cxcmption Joint filcn who
arcage60ororrcrwith an earned incomc of less
than $5,fi)0 and a Delauarc AGI of $20,0(X) or
less arc cligible to rcceiv€ 

"n 
.oOitionai'lc,Om Indiana

excmption.

-4iral"t
of Columbia Pensioncrs must be age 62 to qualify for thc

$3,0$ cxcmption. Taxlayets agi eZ ind orcr
arc ctigiblc to rcceirc a property tax cr€diL

, 64 U.S. AcMsory Commissim on Intsrgdrernmental Relatims

Tixpayen must bc age 62 or oldcr or totally
disabled to claim this retircmcnt incomc cx-
cmption, which includes all unearncd income,
suih as pcnsion incomc, intcrest, and dividends,
and thi 6rst 34,000 of carned incomc for a
maximum mlusion of 810'fl)0 Pcr tspalcr.
With maricd couplcs, each can cxcludc up to
src,om.

Noncontribuory privatc pcnsion plats arc tq
cxcmpL With contributory PriEtc pcruion
plans, carningp arc taxcd and cmploytc conri-
butions arc ts cscmPt

Pensioners mut bc age 65 and orcr or hom
62.6/- 

^rfr 
disablcd to qualify for thc pcnsion

crclusion. Pcruion emption amounB atr
$13J36 (singlc filers) and $430a (manicd
couplcs) thcsc amounB ale adjusrcd annually
according to thc muirnum benefi t undcr Social
Scarrity and railroad pcrsion amounts rc-
ccived. Allouabb statcy'municipal pcruion cr'
clusiors includc pcruiors &om a city policc
retircmcnt fund or ftom thc state r€tiEmcnt
turd for firc 6ghtcn.

Privatc pcrsion inomc is fully crempt if
incomc is undcr Intcrnal Rcrenuc Codc scc'
tiors 402da} {n{c} 103(b} 406(a} t107, atd
ccrtain othcr distributions.

Fedcral pcrsbncrs rnut be agc 62 or oldsr to
claim tlic pcnsion stcmptiotl Thc arnount
fedcral retirccs may cxcludc is offsct by Social
Sectrity and railroad rctircmcnt bcttcfits Mili'
tary pcirsioncrs must bc agc 60 or oldcr to claim
the excmption. Umitcd tax crcdiB are atailablc
to pcnoris orcr agc 65.

Pennsylvania Ycs Full Full Full Full No No

Rhodc Island' No None Nonc None None n.a. n.a.

South Carolina' Ycs $3,flXy
s10,000

$,m0/
$10,000

s3,000/
$10,0m

s3,qxy
s10,000

No No

South Dakota No state income tax

Tenncsscc Income tax basc excludes pensiors and rctircmcnt incomc

Tcxas No statc income tax

Utsh' No Sec statc notc

Vcrmont' No Nonc None None Nonc n.a n.a.

Viryinia. Yes Sc€ statc notc

WcstViryinia' No Nonc t2,000 $e000 s2,000 No No

Wisconsin. No Nonc None/Full None/Full Nonc/Full No No

Wyoming No statc income tax



Thble 18 (cont.)

State Income Tax Treatment of Social Security and Pension Income Exemptions, 1993

s.
&'t'

rU

g1*
.n.

,i5.

a.
l:'

Kansas

Louisiana

Mainc

Maryland

Statc Notes (cont )

Iowa All peruion income is fully taxed, effcctirc tax

Ycar 199L

who qualify may subtract fnom any incomc
rcurce t8,0fl) (singlc filcn) or t10,000 (manicd
filing jointly) or $5,0fl) (marricd lilingscparatc-
ly) lcss nontaxablc Social Scority and rctirc-
ment benefits, and one-half of fcdcral adjustcd
gross income (AGI) owr $l}m0 (singlc filcn)
or $15,0fl) (marricd filing jointly) or f,/5fl)
(manied filing scparatcly) Sincc nontdable
scjd s,eority berafis arc arbtracrc4 tt|cc cnp
berrft ftom this ocltsion are usually mt
receiving Saial Seouity benc6ts, srdt r fcdcral
rctireces. As a rcsuh of tprl thc formula nodcs, to
qualiry for thc subtractiots, orrc must mect thc
following incomc requircmcnts (1)AGI mrstbe
lcss than $5.m and railroad rctiremcntbcrc6b
and rpntaable Social Security are hs than
Snm (manied filing i:intly) (2) AGI mrrst bc
less than t175m and raiboad rctircmcnt bcncfils
ard nontaablc Social Seanrity are lcss than
SS,(XI) (mrrird Elingse,paratcly) Q)AGI rmstbc
bss than SlZm and railroad rctircment benc6b
and nontaable Socid Seouity are lcss than
S10,m (manied orr sPorrsc urdcr 65, Eling
j<intly) (4) AGI mrst bc bss than $28pm and
hiboad rctircmcnt bcrp6s ard nontacrble Saial
Sqrrity arc lcss than $$ffi (single 6brs)

The t6,ffi *mptbn for state, fedcral' and mili-
tary pcnsionen is arailabb if ttc single Persioncr
cami tas than $25,ffi Pcr )€ar (Mlss$ri AGI
less fedcral teble Social Scclrity) or if thc pcn-
sioner who is manird ard 6lcs scparatcly carns
l6s than t16,ffi or 131ffi maimum 6lingom-
birpd (Misqui AGI hss fedcral tacablc Saial
Scodty) Thr cr€di6 with incomc restrictions ars
arailabii for taEapr age 65 or oldcr.

Thc cxcmption is rcduccd by 32 for cwry $1
that fedcral AGI recds t$,m0. Thc *mp
tion is cntircly phascd out whcn incomc cquals-

$Lgm (assriming a rctirtment incomc of
S3,6fi) or grcater)

Pcnsioners must bc agc 62 or older or disablcd
undcr Scial Searrity to quali$ for thc cxclu'
sion. Exclusion am'ounts arc 95il1 (single

filcn) $10,$0 (manied filing jointly) antl

$5,000 (manicd filing scParatclY)

Tapayen agc 65 or older might bc eligiblc. to
cxludc up to S8,fi)0 from any sourcc dcpenotng
on thcirincome leral and marital status

Nerr York Priratc pcnsioncn harrc to be at least 591/r ylan
otd o qluali$ for the $20,000 cremption'

North Carotina Thc lotal pcnsion cxcmption [tpl-{t pcnsion

incomc soirrccs may not erecd $4'0fl) pcr pen-

sioner. A tax crcdii is arailablc for pcrsioncrs
who did not r€ccit€ a tax refund for trcPald
on Public Pcrsions in 1988'

North Dakota For miliury pcruion cxclusions, pcnsioncn
must bc agi 50 or oldcr to qualify' Fensioncn
must lilc thc bng form to qualify for peruion-cx-

cluions All pcnsion cxclusions are rcducctl by

Social Scarriiy bcncfits rccciwd. Only highuay
patrol, city policc,and city lirc fightcn-qualify.to
reccrve thc t5,il)0 cxemptions undcr state'
municipal rctiGmcnt pcttsion plans
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Military pcnsions arc fully taxed, but military
pcrsioicn age 62 and or€r may claim a 3O0
beait agairst income tax liability. The April
19y2 U.S. Supreme Court ruling in Badut v.

i(znsar rcsultcd in thc statc cxcmpting military
pcnsioru cffectira tax year 1992 and rcpealing
thc $14 tax credit for military pcnsions.

Privatc persiones must bc agg 65 or or,er to
qua[ry. 

-Perslon 
ercluiors will be reduced for

fcdcril incornc tu attnbutable to mmpt incomc
for pcmioners receiving 315,0S or ocr in ecmpt
inomc including persion inome; interest in-
omc hom U.S. goremment obligatiors and
fedcral taablc Social S€$rity bcrrfis bccd on
rcportcd ocmpt inome orer S15,ffi.

Rctircmcnt contributions under Maine's retire-
ment system, which ncrc prcviously taxcd 

-by
Maine, arc not taxed as rctirement income for
pcruioners retiring in 1989, 1990, and 199L
Tixpayen qualifying for the federal eldcrly tax
crcdit may claim ?iVo of thc federal credit as a
Maine tax credir
All pensions arc fully taxcd o<cept for penors
age 

-65 
or orrcr and/or disabled' Pensioners who

are agc 65 or over and/or disabled must cxclude
thc lcsscr amount of net taxable pcnsion and
rctircment annuity includcd as incomc on the
federal rctum, or S13,1fi) mintrs Social Security
and fedcral railroad rctirement benclits rc-
ceircd. The cxemption amount changes annu-
ally according to the madmum Social ScotlttY
bc'ncfit rceirad Military pcnsioncrs arc eligi-
blc for an additional pcrsion cxclusion of uP to
32,500. To qualify, a pcnsioncrmust bc age 55 or
oldcr and bc an enlistcd mcmbcr of the military
at rctirement. Thc exclusion amount dcpcnds
on fcdcral adjustcd gross incomc, which mtst
bc under S22500 to qualifY.

Missouri

Montana

No Jcrscy

Nar Mexico

Massachusetts Most federal and stale'municipal pcruiors arc
contributory and, therefore, are fully tax C!(-

cmpt, whilimilitary and most priratc perxioru
arc noncontributory and, thcrcforc, fully taxcd.
Massachusctts does not tax incomc of Massa-
chusctts rcsidents from contributory public
pcnsions from other states that do not tax
formcr pensions of Massachusctts state cm-
ployecs.'In Fcbruary 1990, the Massachusctts
Commissioncr of Rcrcnuc dctcrmined thcsc
statcs to bc Alaska' Connecticut Floridq
Hawaii, Ilinois, Ncvada New Hampshirc'
Pcnnsylrania, South Dakota, Tcnncsscc, Ti:ras,
Wbshington, and WYoming

Michigan Private pensionen may orclgdg 
-IP 

to. q7{q0- (singb filcn), $10,000 (ganicd filing jointlv)
indJt0,m0-(manied filing scparatcly for a
combined total) To quali$ for thc cxemptiors'
pcrsion plans oi privatc persioncrs must dcfi nc
Ltigiuiliti' for rciircment and sct contribution
and benefit amounls in adrance'

Minnesota Although Minnesota docs not speclltcally-g-
cludc fnsion income, Persons agc 65 or older
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5tc Notes (conL)

Ohio Limited tax credis are arrailable to pcnsionen.
Somc of thcsc tax credits arc rcstricted to tax-
payenr age 65 or oldcr.

Oregon Starting in 1991, taxpayers over age 58 whce
houschold incomc is less than $45,000 (married
filing jointly) or 52,,500 (other liling staruses),
arc eligible for a retircment to( credit that can
bc as much as 9Vo of pensionjncomc depending
on the lerael of total i-ncome and Social Seorrit|
bencfis. Thc minimum cligibitity agc wilt grad-
ually increasc cach year until agc 62 for tax year
1999. Oregon also bffen an e'iderly tax credit
cqual to 40Vo of the fedcral ctderlj tax credit;
horrrar, tilpayers may apply foi either this
ercdit or the retircment iniomc tax crcdit, but
not both.

Rhodc Island lbxpaycn agc 65 and owr are eligiblc to rcceive
a prop€rty tax credjt.

South Carotina Bcginningin taxyear 1993, a taxpayer, under65
laars of age, receiving a qualiticd ritircment in-
@mc mrts! irrerocably elcct (1) to claim no rc-
tircment deduction until thc iixpaycr tums 65
at whichjime rhe taxpaycr uoulclb6 entitled up
to a $10,000 rctiremeht dcduction for life; or(2)
to clai-m a deduction up ro S3,0fi) cach ycar fbi
life. If age 65 yean or dHer in 1993, retirement
incomc uould automatically quaiify for the
t10,000 deduction. eualifiiO ietiriment in-
come includes thos€ plans detined in Intemal
Rarcnue Codesectioni4ol, 403, 40g, 457, and all
public rctirtment plans of thc fedcral, statc, and
local goraernmens.

ried filing.jointly) and S16,m (marricd 6ling
scparatclyl

T?xpayen age 65 or older are eligible for a non-
rcfu nd able ef derf y tan credi t c qtal to 28Vo of ttn,
fedcral clderly tax crediL
Tixpaycn agc 62 to 64 rccciw a $6,472cxchsion
frgm any incong rcurcc whilc thosc age 65 or
oldcr rcccirc a$V9A cxclsion frrom anv in-
@mc soutpe. Both crclusions are, ho$rrcridc-
creascd by Social Scodty and railroad rctir€-
mcnt bcnefits. Joint 6lcrs qualify for twicc thc
cxclusion amounts crcn if onc spousc earns lcss
than thc cxclusion amount of S6,0CI or $12,000
minus Social Searity and railroad rctircmcnt
benefits As of l!,ll2, cxclnsioru arc indcred bv
FICA wage basc pcrcentage increascs"

Pcruioncrs rcceirr up to a t2,0fl) pension cxclu-
sion (exccpt for privarc pcnsioncn and somc
small municipalitjcs that do not participatc in
thc state rctircment stlstcm) Somc oubtilsafcw
officials gct a fult cxcmptiori(ic., anystarc orlo-
cal police or 6rc- fighrcrs' rstircmint systcm)
Taraayers agc 65 or orcr and/or taxpayen df
any age who are pcrnancntly disablcd riray cx-
clude a total of up to S8,0fl) of incomc hom any
soutcc. Horrcrrr, any of thc persion cxclusion!
count tourard thc $8,0fl) cciling
Only military, fcdcrat, and ccrtain statc or mu-
nicipal pensioncrs who rctired prior to Ult&,
or*rrc mcmbcrs of lhc rctir€mcnt systcm prior
to VU64 8nd thcn rctir€d at a latcr datc, qualify
for a tax sremption on thcir pcnsion in-comi
floncver, for statc and local gonernment retir-
qs, only certain Milcaukcc city, Miluaukcc
County, and thc Wilsonsin tcachcrs'rctircmcnt
systcms qualify for crcmptioru, subjcct to thc
aforcmcntioncd onditiors. In addition to the
pcnsion cxemption, a$25 laxrcditis otkredio
tarpa)€rs agc 65 and orrr.

Vermont

Virginia

West Virginia

Wisconsin

Utah Pensjgnen under age 65 may exclude up to
94,8fi) on pension income and Sociat Securitv
benc-fits (taxable on federal form) pcnsioneri
agc 65 or over may cxcludc up to-gJfl) on all
ln@mc souroes. Since 198E, exclusions have
becn subjcct to $1 reduction forercry i2 of AGI
in exccss of S25,000 (singlc filen) $i!2,000 (mar-

Sourcc: David Bacr, Statc Tttation of Sociat Sccarity and Pasions (lvEhingron, DC: American Association of Rctircd pcrroru, 1993).
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