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TO THE GOVERNOR. PRESIDENT OF THE SENATE. AND SPEAKER
OF THE HOUSE OF REPRESENTATIVES:

Attached is the final report of the Select Legislative Commission on Fairness in

Taxation. The Commission has also issued two other final publications: a summary' of

the report and a reference manual containing fiscal data, background materials, and
other information compiled by the Commission during its two-year study.

The recommendations contained in this report are the result of the first comprehensive
review of the State tax system in 14 years and are far-reaching in scope. The
Commission's work is especially important in light of the historic 1986 overhaul of the

federal tax code and the subsequent changes made to the lax systems of most other

Slates, including our neighbors.

In order to help you benefit from the Commission's work, the Commission staff has

made an effort to make the report accessible and readable. The report is written in a

non-technical style and is well-organized. Tables and graphs are used to clarify key

points. More extensive data on State and local finance may be found in the reference

manual published separately.

We look forward to vour comments.

Marshall A. Rauch
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PREFACE

The Special Legislative Commission on Fairness in Taxation was established by
Pan XXX of Chapter 873 of the 1987 Session Laws. The Commission consisted of
fourteen members; four members of the Senate and three public members were
appointed by the President of the Senate, and four members of the House of
Representatives and three public members were appointed by the Speaker of the House.
Senator Marshall Rauch and Representative Richard Wright were appointed as

cochairmen of the Commission. Part XXX of Chapter 873 is set out in Appendix A to

this report. Appendix B contains a list of the membership and staff of the Commission.

Chapter 873 instructed the Commission to "comprehensively study and evaluate all

the revenue and tax laws of the State and any related questions". The Commission was
also directed to recommend any changes to the State revenue laws it deemed desirable.

The Commission filed an interim report to the 1988 Session of the General
Assembly entitled "Synopsis of State and Local Tax Material Presented to Tax Fairness

Study Commission". The Final Report is to be filed with the General Assembly upon
the convening of the 1989 Session. In addition to this Final Report, the Commission
published a Sunimary Report describing its findings and recommendations to the 1989
General Assembly, and a reference manual containing fiscal data, background
materials, and other information gathered by the Commission during the course of its

two-year study. Copies of this Final Report, the Summan. Report, the reference

manual, and a Commission notebook containing materials presented to the Commission
and minutes of the meetings are on file in the Legislative Library.





EXECUTIVE SUMMARY

The Tax Fairness Study Commission recommends 12 legislative proposals to the

1989 General Assembly. These proposals, described below, are designed to make the

North Carolina tax system more equitable for all citizens. Copies of each legislative

proposal along with explanations may be found in Appendices D through O of this

report.

Individual Income Tax Restructuiing

Recommendation:
The General Assembly should revise the State's personal income tax to conform

more closelv to the federal tax system. This should be done by adopting the federal

definition of taxable income as the basis for determining State income tax.

To maintain the independence of North Carolina's tax system, the State should
establish its own two-bracket rate schedule and adopt future changes in the federal tax

code on a case-by-case basis.

Rationale:

Major differences between North Carolina's personal income tax and the federal

income tax make filing far more complicated than it needs to be. Because North
Carolina has not revised its tax code in more than fifty years, many low-income
residents must pay State income taxes, contrary to the original intent of the tax.

Legislation:

Legislative Proposal One. A BILL TO BE ENTITLED AN ACT TO STRUCTURE
INDIVIDUAL INCOME TAX AS A PERCENTAGE OF FEDERAL TAXABLE
INCOME, may be found in Appendix D.

Tax Enforcement and Compliance Package

Recommendation:
The General Assembly should enact a comprehensive tax enforcement and

compliance package with three components: a tax amnesty program, stiffer penalties for

failing to pay taxes, and greater resources for the Department of Revenue's tax

enforcement and compliance efforts.

Rationale:

While the Sta'e collects more than 95 percent of taxes that are due under a

voluntary compliance system, uncollected taxes are needed to help fund vital public

services and to subsidize federally mandated spending. In addition, uncollected taxes

reduce the fairness of the tax system as a whole.

Legislation:

Legislative Proposal Two. A BILL TO BE ENTITLED AN ACT TO CREATE A
TAX AMNESTY PROGRAM AND INCREASE PENALTIES FOR WILLFUL
VIOLATION OF THE REVENUE LAWS, and Legislative Proposal Three. A BILL TO
BE ENTITLED AN ACT TO APPROPRIATE FUNDS TO THE DEPARTMENT OF
REVENUE TO ENHANCE THEIR ENFORCEMENT CAPABILITIES AND TO
INCREASE TAXPAYER COMPLIANCE, mav be found in Appendices E and F.
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Local Government Finance Study

Recommendation:
The General Assembly should create a special legislative study commission to

conduct a comprehensive review of the current condition of the fiscal partnership
between the State and local governments in North Carolina.

Rationale:

There is a close tie between State policy changes and the ability of local

governments to provide services mandated by the federal government and by the State.

The current division of funding responsibilities and revenue sources was established

more than 50 years ago. Since then, much has happened to warrant an in-depth look
at that relationship.

Legislation:

Ugislative Proposal Four, A BILL TO BE ENTITLED AN ACT TO CREATE
THE LOCAL GOVERNMENT FINANCE STUDY COMMISSION, may be found in

Appendix G.

Intangibles Tax Repeal

Recommendation:
The remaining portion of the tax on intangible property should be repealed and

the State should fully reimburse local units for the resulting revenue loss. Funding for

the reimbursement should come from taxpayers who will benefit the most from repeal

of the intangibles tax.

Rationale:

The intangibles tax. as a source of revenue for local governments, fails (he tests of

fairness, efficiency, and responsiveness. The tax is widely seen as undermining the

States efforts to attract venture capital and to enhance its image as a retirement haven.

Legislation:

Legislative Proposal Five. A BILL TO BE ENTITLED AN ACT TO REPEAL
THE TAX ON INTANGIBLE PERSONAL PROPERTY. TO REIMBURSE
COUNTIES AND CITIES FOR THE RESULTING REVENUE LOSS. AND TO
INCREASE INCOME TAXES TO PAY FOR THE REIMBURSEMENT, may be found
in Appendix H.

Dependent Care Expenses Credit

Recommendation:
The State personal income tax credit for child and dependent care expenses should

be raised from seven percent to ten percent.

Rationale:

Single-parent families and families in which both parents work are increasingly

burdened by the high cost of providing day care for their children. The State has an

economic and social interest in making child care more affordable.



Legislation:

Legislative Proposal Six. A BILL TO BE ENTITLF.D AN ACT TO INCREASE
THE INCOME TAX CREDIT FOR CHILD-CARE AND CERTAIN EMPLOYMENT-
RELATED EXPENSES, may be found in Appendix 1.

Elderly Parent Care Credit

Recommendation:
Families in which an adult stays home to care for an elderly parent who otherwise

would be confined to a nursing home should be eligible for a State income tax credit.

Rationale:

Existing State law provides tax relief for families that pay outside providers to care

for their dependents or elderly parents, but no tax relief for families in which a spouse
remains at home to care for an elderly parent.

Legislation:

Legislative Proposal Seven. A BILL TO BE ENTITLED AN ACT TO ALLOW
AN INCOME TAX CREDIT TO A HOUSEHOLD WHEN ONE SPOUSE PROVIDES
FULL-TIME CARE FOR A PARENT WHO WOULD OTHERWISE BE IN A
NURSING HOME, may be found in Appendix J.

Repeal Obsolete Tax Credits

Recommendation:
The General Assembly should repeal obsolete corporate franchise and corporate

income tax credits.

Rationale:

The Commission's review of State tax preferences found several corporate income
tax credits and two corporate franchise tax exemptions that either have fallen into disuse

or no longer apply.

Legislation:

Ugislative Proposal Eight. A BILL TO BE ENTITLED AN ACT TO REPEAL
OBSOLETE CORPORATE FRANCHISE TAX EXEMPTIONS, and Legislative

Proposal Nine. A BILL TO BE ENTITLED AN ACT TO REPEAL CERTAIN
UNUSED CORPORATE INCOME TAX CREDITS, may be found in Appendices K
and L.

Eliminate $300 Sales Tax Limit

Recommendation:
The General Assembly should eliminate the $.100 sales tax limit-and the effective

$15,000 taxable sales tax threshold-on sales of motor vehicles, boats, aircraft, and
railway locomotives and cars.

Rationale:

The sales tax limit of $300 discriminates in favor of individuals who can afford to

purchase motor vehicles and recreational boats and airplanes costing more than

$15,000.
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Legislation:

Legislntive Proposal Ten, A BILL TO BE ENTITLED AN ACT TO REMOVE
THE THREE HUNDRED-DOLLAR ($300,000) SALES AND USE TAX CAP ON
AIRCRAFT. RAILWAY LOCOMOTIVES. RAILWAY CARES. MOTOR VEHICLES,
AND BOATS, may be found in Appendix M.

Equalize Retirement Income Exclusion

Recommendation:
Income tax exclusions for different classes of retirees should be consolidated into a

single exclusion and applied uniformly to all retirees. The exclusion should be phased

out for high-income retirees.

Rationale:

The existing law allows some retirees a full income tax exclusion for retirement

pay. but other retirees receive no exclusion. This discrimination is not based on ability-

to-pay or any other standard of fairness.

Legislation:

Ugislative Proposal Eleven. A BILL TO BE ENTITLED AN ACT TO
ESTABLISH A GRADUATED EXCLUSION FOR RETIREMENT BENEFITS THAT
DECREASES AS INCOME EXCEEDS FIFTEEN THOUSAND DOLLARS ($15,000),

may be found in Appendix N.

Food Tax Credit for Low-Income Persons Not Receiving Food Stamps

Recommendation:
The General Assembly should give low-income residents who do not receive food

stamps a State income tax credit equal to the State and local sales 'axes paid on food

purchased for home consumption.

Rationale:

Food stamp purchases are exempt from State and local sales tax. yet many low-

income families eligible for food stamps do not receive them. These families are

entitled to the same tax relief as families that do use food stamps.

Legislation:

Ugislative Proposal Twelve. A BILL TO BE ENTITLED AN ACT TO ALLOW
AN INCOME TAX CREDIT FOR INDIVIDUALS WITH LOW OR MODERATE
INCOMES TO OFFSET THE SALES TAX ON FOOD, may be found in Appendix O.
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FINDINGS AND RECOMMENDATIONS

The Special Legislative Commission on Fairness in Taxation (Tax Fairness Study
Commission) recommends 12 legislative proposals to the 1989 General Assembly. The
Commission s findings and recommendations regarding these proposals are set out
below. Copies of each legislative proposal along with explanations may be found in

Appendices D through O of this report.

Individual Income Tax Restructuring

Recommendation
The General Assembly should revise the State's personal income tax to

conform more closely to the federal tax system. This should be done
by adopting the federal definition of taxable income as the basis for

determining State income tax.

To maintain the independence of North Carolina's tax system, the
State should establish its own two-bracket rate schedule and adopt
future changes in the federal tax code on a case-by-case basis.

Rationale

Major differences between North Carolina's personal income tax and
the federal income tax make filing far more complicated than it needs
to be. Because North Carolina has not revised its tax code in more
than fifty years, many low-income residents must pay State income
taxes, contrary to the original intent of the tax.

History'

Nonh Carolina first enacted an income tax in 1849. In 1921. the State adopted its

first broad-based income tax. based on model legislation developed by the National Tax
Association. Although the General Assembly modified the rate schedule several times
in the 1920s and i930s. by 1937 the existing structure, shown below, was essentially in

place.

Personal Exemptions: Spouse with larger income $2,000
Other spouse with income 1 .000
Head-of-household 2.000
Other 1.000
Dependents 200

Standard Deduction: Ten percent of adjusted gross income, up to a maximum of
$500

Rate Brackets (all taxpayers; no joint returns):

Net Taxable Income Tax Rate

$ 1 - $2,000 3%
2.001 - 4.000 4
4.001 - 6.000 5
6.001 - 10.000 6
10.001 and above 7
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In 1979. the General Assembly raised the maximum standard deduction and
personal exemptions by ten percent. The exemption for dependents rose from $300 in

1949 to $600 in 1968. and to $800 by 1979.

The 1983 General Assembly approved the low- and moderate-income tax credits

shown below:

Net Taxable Income Amount of Credit

$ 1 - $5,000 $25
5.001 - 10.000 20
10.00! - 15.000 15

Findings

Fairness:

A major objective of the income tax is to offset the regressive impact of the sales

tax and excise taxes on items such as gasoline, soft drinks, and cigarettes. The
personal income tax helps achieve that objective through a tax schedule in which

successive increases in income are taxed at higher rates. Thus, wealthy taxpayers pay

higher taxes than do lower-income residents and. as their incomes rise over time, their

share of the tax burden increases.

In the 19.10s. the General Assembly set personal exemptions, the standard

deduction, and tax rate brackets at levels that ensured that low- and middle-income

families would not have to pay State income tax. Indeed, the repon of the 1928 State

Tax Commission described the personal income tax as "a class tax . . . [falling] upon a

relatively small per cent of the population."

In 1937. for example, per capita personal income in North Carolina was $323. but

the ceiling for the lowest tax bracket was $2,000 of taxable income. By 1987 per

capita income was $13,314-41 times greater than in 1937-but the ceiling is still

$2,000.

During the 1930s, there was little need to adjust tax laws for inflation. In fact,

during the Great Depression, wage and price levels fell dramatically. Late in the

1960s, however, increases in wages and prices began to accelerate and have remained

at historically high levels. Because high inflation causes the income tax burden at all

income levels to increase compared with taxable income, taxpayers received sharp

increases in their tax burden despite little or no change in their standard of living.

While taxpayers at all income levels are affected by the "inflation tax," its impact

is greatest for taxpayers with incomes below the highest rate bracket (see Table 1 on

page 1 1).

During the late 1970s, the federal government and many states responded to the

prospect of permanently higher inflation by increasing personal exemptions, standard

deductions, and tax rate brackets. Seven states went a step further and began indexing

income taxes to adjust automatically for inflation.

In 1986. Congress enacted the most comprehensive overhaul of the federal income

tax since it was enacted in 1913. The revision called for the full or partial elimination

of most income exclusions, itemized deductions, and tax credits, and linked those



changes to sharply lower lax rates. Personal exemptions and the standard deduction
were raised to levels such that low-income taxpayers would not have to pay any lax.

Twenty-five of the 40 states levying a personal income tax adopted changes in

their tax codes similar to the recent federal changes (see Table 2 on page 12). Because
North Carolina's schedule has not been substantially revised for more than 50 years, its

minimum tax threshold for a family of four with two incomes is the fifth lowest in the

United States (see Table 3 on page 1.3). As a result of its low tax threshold. North
Carolina's tax burden for a family of four with $10,000 of income is the second highest

in the United States (see Table 4 on page 14).

Simplicity:

North Carolina's personal income tax code has its own special rules for identifying

sources of taxable income, expenses that qualify as itemized deductions, amounts of

personal exemptions, and the amount of the optional standard deduction. While some
of the States rules are similar to federal rules, many are not. As a result, taxpayers

must make separate calculations using different rules in order to file their federal and
State income tax returns. This often-confusing situation complicates tax filing for

taxpayers, tax preparers, and State tax officials.

For example, the absence of a provision for filing a joint return under State law is

a source of irritation to many married couples. While couples may file a combined
return showing tax liabilities for both spouses, the couple still has to decide how to

assign income from jointly held properly between them and how to divide itemized

deductions. If one spouse earns considerably more than the other spouse, there is a

incentive to allocate income in such a way as to minimize the couple's total tax

liability—regardless of how the income and deductions should be reported.

The Tax Fairness Study Commission sur\'eyed income tax laws in other states and
found that 34 of the 40 states with personal income taxes have resolved this issue by
conforming state tax laws to the federal tax code (see Table 5 on page 15). The
neighboring state of South Carolina adopted strong conformity rules in [985. and the

tax laws of Georgia and Virginia have been closely tied to the federal code for more
than a decade.

The Commission also found that North Carolina's standard deduction is so low
that many taxpayers who take the standard deduction on their federal returns itemize on
their State return. This greatly increases the record-keeping burden for taxpayers and
for the Department of Revenue.

The Tax Reform Act of 1986 simplified the federal tax schedule by collapsing the

number of rate brackets from 15 to two. The Commission believes that North
Carolina's schedule would benefit from a similar reduction in the number of rate

brackets.

Enforcement

:

Conforming North Carolina's tax laws to the federal tax code would increase the

effectiveness of the Commission's tax enforcement and compliance recommendations.
The Department of Revenue would find it easier to compare State returns with copies

of federal returns obtained through its information-sharing agreement with the Internal

Revenue Ser\ice. It would also be easier for the Department to provide State returns to

the IRS.
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Greater conformity between Nonh Carolina and federal tax laws would greatly
reduce errors on State returns. For example, when South Carolina began using the
federal definition of taxable income in 1985. the error rate on South Carolina returns
dropped from 20 percent to four percent.

Revenue Neutrality:

Since North Carolina has not been tied to the federal tax code, the State will

receive little windfall revenue from federal tax reform. This factor, coupled with the
State's pressing infrastructure and education improvement needs, and federally
mandated expenditures in Medicaid and prisons means that any income restructuring
proposal should not lead to a reduction in State tax revenues.

Summary of Proposal

Legislative Proposal One calls for restructuring the North Carolina personal
income tax by using federal taxable income as the basis for determining State taxable
income.

A handful of sources of income taxed by the State, but not by the federal
government, would be added to this amount. Likewise, the proposal would allow
deductions for the few sources of income taxable under federal rules but exempt in

North Carolina. This adjusted taxable income figure would then be applied to a tax

schedule with two brackets of five and eight percent. Married couples would be
permitted to file joint returns. Table 6 on page 16 shows a comparison of the cunent
tax structure and the Commission's recommendation.

Aside from a change in the tax filing procedures, conforming State tax laws to

federal laws would result in many changes in the current list of tax preferences used in

North Carolina. Major changes include:

* A large increase in personal exemptions, with the greatest impact on
exemptions for dependents and for single-income married couples.

* A large increase in the standard deduction which would reduce the number
of taxpayers filing itemized returns.

* An eariier effective date for the 1988 legislation which conformed State law
to the treatment of Subchapter S corporations under the federal tax code
(effective in the 1991 calendar year for most taxpayers).

* Replacement of low- and moderate-income tax credits with higher personal
exemptions and standard deductions (resulting in a higher tax threshold).

The proposal would retain some of the tax preferences unique to North Carolina,

such as full exclusion of retirement benefits for State and local government retirees, the

$4,000 exclusion for federal civil service and military pensions, the $1,500 exclusion
for National Guard pay. and the child-care credit. The $15,000 special deduction for

North Carolina dividends would be converted to a 6% credit with a ceiling of $300.

The bill would not violate the constitutional prohibition against a law that

automatically adopts future changes in the federal law. The bill adopts the current

federal definition of taxable income. Amendments to make the State law conform to



later changes in the federal law would have to be adopted on a case-by-case basis.

Thus, the State would not delegate its tax-writing authority to the federal government.

The recommendation would become effective beginning with the 1990 tax year. A
copy of Legislative Proposal One and a more detailed explanation may be found in

Appendix D.

Fiscal Impact

The Commission staff analyzed the impact of the proposal on a sample of different

household income and family size situations. The weighting used in the sample was
based on Census Bureau household survey data and historical income tax collection data

from the Department of Revenue. The fact the married couples have not been able to

file joint returns in North Carolina meant that the Departments numbers required a lot

of adjustment.

The staffs analysis indicates that the proposal is approximately revenue neutral.

As date become available from a tax simulation model being developed by the

Department of Revenue, the tax rate thresholds may require some fine tuning to ensure
that the Commission's goal of revenue neutrality is achieved.

The Commission's proposal would raise the total amount of personal exemptions
and the standard deduction for typical taxpayers as follows:

Current Proposed

Single

Head-of-Household. Two Dependents
Married. Two Earners, No Dependents
Married. One Earner. Two Dependents
Married. Two Earners. Two Dependents

The effect on various taxpayers at different income levels is shown in Tables 7 and 8 on
pages 17 and 18. The proposal would reduce the tax burden for most lamilies.

$2,750
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Table 2

SUMMARY OF MAJOR PERSONAL INCOME TAX
RELIEF IN 1987 AND 1988



STATE INCOME TAX THRESHOLDS FOR FAMILIES OF FOUR IN 1986 AND 1988



STATE INCOME TAX FOR TWO-PARENT FAMILIES OF FOUR
WITH WAGE INCOME OF 510.000 IN 1986 AND 1988



EXTENT OF CONFORMITY OF STATE PERSONAL INCOME
TAX TO FEDERAL INCOME TAX

States Tied to Percentage of Federal Tax Liability
Rhode Island
Ve rmont
North Dakota

States Tied to Federal Net Taxable Income
South Carolina
Idaho
Utah
Oregon
Colorado
Minnesota

States Tied to Federal Adjusted Gross Income
Plus Most of People Itemized Deductions

Maine
Delaware
Maryland
New York
Iowa
Kansas
Missouri
Georgia
Kentucky
Loui siana
Virginia
New Mexico
Ok! ahoma
Montana
Cali f ornia
Hawai i

Nebraska

States Tied to Federal Adjusted Gross Income
Massachusetts
Illinoi s

Indiana
Michigan
Ohio
Wi sconsin
Arizona
West Virginia

States With No Federal Starting Point
New Jersey
Pennsylvania
Alabama
Arkansas
Mi ssissippi
North Carolina

Page 15



STRUCTURE OF PERSONAL INCOME TAX UNDER
CURRENT LAW AND COMMISSION RECOMMENDATION

CURRENT LAW RECOMMENDATION

BASE
Unique rules for calculating
income and itemized deductions

Federal Taxable Income

EXEMPTIONS
$1,100 for single
$2,200 for married
($3,300 if both work)
$800 for dependents

STANDARD DEDUCTION
$550 for each taxpayer

RATES
All Taxpayers:*
$1 - $2,000
$2,001 - $4,000
$4,001 - $6,000
$6,001 - $10,000
$10,000 - over

*JOINT RETURNS
NOT ALLOWED

3%
4%
5%
6%
7%

TAX THRESHOLD (Family of Four)
$4,350 (one spouse working)
$6,000 (both spouses working)

LOW INCOME TAX CREDIT
Taxable Income Credit
$0 - $10,000 $25
$10,001 - $12,500 $20
$12,501 - $15,000 $15

$2,000 each for self,
spouse, & dependents

$5,000 for joint return/
surviving spouse

$4,000 for head of
household

$3,000 for single
individual

$2,500 for married filing
separate

Married filing jointly
and surviving spouse:
$1 - $20,000 5%
$20,000 - over 8%

Heads of households:
$1 - $16,000 5%
$20,000 - over 8%

Single individuals:
$1 - $12,000 5%
$12,000 - over 8%

Married filing separately;
$1 - $10,000 5%
$10,000 - over 8%

$13,000

None

Page 16
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Tax Enforcement and Compliance Package

Recommendation
The General Assembly should enact a comprehensive tax enforcement
and compliance package with three components: a tax amnesty
program, stiffer penalties for failing to pay taxes, and greater

resources for the Depanment of Revenue's tax enforcement and
compliance efforts.

Rationale

While the State collects more than 95 percent of taxes that are due
under a voluntar)' compliance system, uncollected taxes are needed to

help fund vital public services and to subsidize federally mandated
spending. In addition, uncollected taxes reduce the fairness of ihe tax

system as a whole.

Part I: Tax Amnesty Program

History

A number of other states have implemented tax amnesty programs (See Table 9 on
pages 24-25). In 1987. House Bill 1284 was introduced in the General Assembly and
would have provided a two-and-one-half month tax amnesty. During this time,

individuals and businesses would have been allowed to pay uncollected sales and
income taxes without fear of criminal prosecution.

Findings

The Commission believes tf at the first step toward improving voluntary tax

compliance is a tax amnesty program. Amnesty programs encourage people and
businesses with unpaid taxes to come forward without fear of criminal penalties. As a

result, the State receives tax revenues that otherwise would not have been collected.

As of 1988. tax amnesty programs had been successful in 28 states. The
Commission believes that drawing on the experiences of these states increases the

likelihood of success in North Carolina. For example, other states have found that the

state tax collection agency will need extra resources to publicize and administer the

amnesty program if the program is to reach its full potential.

States with successful tax enforcement and compliance efforts have combined the

three elements of an amnesty program, increased penalties, and enhanced enforcement

resources. The overall success of these efforts has been much greater than if any of

these elements had been implemented singly.

Summary of Proposal

Legislative Proposal Two calls for a tax amnesty program administered by the

Department of Revenue from September 15 to November 30. 1989. People or

businesses with unreported or unpaid taxes would be allowed to pay them without

criminal penalties. The amnesty program would include individual and corporate

income taxes. State and local sales taxes, inheritance and gift taxes, intangibles taxes,

motor fuel taxes, and franchise taxes.
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The proposal also calls for a one-time appropriation to the Department of Revenue
of $500,000 to cover the Depanments cost in publicizing and administering the

program.

A copy of Legislative Proposal Two may be found in Appendix E.

Fiscal Impact

With sufficient resources and publicity, and assuming that other elements of the

tax enforcement and compliance package are approved, the potential one-time windfall

in State and local tax revenue is $15 to 20 million. The success of the program would
depend greatly on the Department of Revenue's efforts to publicize the amnesty
program.

Besides the revenue windfall, an amnesty program should result in higher revenues
down the road, through better taxpayer idenlificalion and greater public awareness.
While no estimates are available, the Commission believes that the benefits will be
substantial.

The one-time cost of the amnesty program is $500,000.

Part II: Stiffer Penalties

History

In 1987. the General Assembly considered legislation to stiffen penalties for

violating State revenue laws. A comparison of the legislation as introduced and as

enacted is shown below:

Violation



Findings

Adopting stiffer penalties for lax evasion is the second step in implementing a

comprehensive tax enf(>rcement and compliance package. Publicity about the package
should emphasize that the tax amnesty will allow taxpayers to pay unreponed or unpaid
taxes before the stiffer penalties take effect.

The 1987 legislation increasing penalties for tax evasion was a major step forward.

The Commission believes, however, that these penalties still do not provide a sufficient

incentive to encourage tax law compliance.

Summary of Proposal

Legislative Proposal Two calls for adopting the penalties originally proposed in

1987. These penalties would cover violations that occur after November 30, 1989. A
copy of Legislative Proposal Two may be found in Appendix E.

Fiscal Impact

Stiffer penalties should result in higher revenues through specific actions of the

Department of Revenue and from improved voluntary compliance. While it is hard to

predict the exact amount of the increase, the fact remains that each year more than

$300 million in Slate and local taxes go uncollected and any improvement in the rate of

compliance would result in more revenues.

The Commission concluded that improvements in voluntary compliance brought
about by stiffer penalties are much more important to future compliance and the

fairness of the tax system than prosecuting current tax violators. Stiffer penalties would
also encourage the Department of Revenue to enforce the tax laws more rigorously.

Part III: Additional Enforcement and Compliance Resources

History

For a number of years prior to the 1987 Session of the General Assembly, the

Depanment of Revenue had routinely requested additional resources. State budget
cutbacks, however, had reduced the Department's staff by about two percent. Tliese

cutbacks came at a time when the number of returns being processed by the

Department was increasing, and the Department was forced to use enforcement and
compliance staff on routine processing and clerical work.

The 1987 General Assembly restored the Department's staffing to the level before

its budget cuts through increased funding for multi-state business audits, field service

support, individual income tax support, and departmental automation. In 1988. the

Secretary of Revenue submitted the Department s expansion budget request to the

Governor. This request contained several provisions that should improve the

Department's tax enforcement and compliance efforts.

Findings

.Although the action by the 1987 General Assembly should free up staff for tax

enforcement and compliance activities, growth in the number of tax returns filed each
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year may well diminish the Department's capacity to enforce State tax laws through
audits and other means.

A tax amnesty program and stiffer penalties will not be fully successful without
additional funding for the Department of Revenue. Many taxpayers know that few
State tax returns are audited each year, and the absence of adequate follow-up by State

tax collectors will undermine the effectiveness of the amnesty program and stiffer

penalties.

The Department of Revenue's expansion budget request for the 1989-91 biennium
includes several items that would greatly improve tax enforcement and compliance.
Since few resources are currently being used for enforcement and compliance, the

return on the State's investment would be substantial. The experiences of other states

and the federal government suggest that each additional dollar spent to modernize
enforcement and compliance efforts will result in $6 to $24 of new revenue in one or

two years.

The Commission fully expects this package to improve voluntary compliance over

time by increasing public awareness of taxes that are owed and by making the entire

State and local tax system fairer.

Additional resources also should improve the Department's ability to cross-

reference federal and Slate tax returns and other data that could be used to determine
whether a return had been filed and whether the amount paid is reasonable. This

approach should result in higher collections for a relatively small increase in spending.

Often data is available, but the Department lacks the ability to process it.

Although the Commission did not include all of the Department's expansion

budget requests in its recommendations, that does not mean that those requests are

unwarranted. Instead, the Commission has confined its review to items that relate

directly to improving tax enforcement and compliance.

Summary of Proposal

Legislative Proposal Three calls for the funding of the following items in the

Depanment of Revenue's expansion budget request:

Amount Requested
Description 1989-90 1990-91

Additional Field Auditors and $499,106 $297,545
Support Personnel

Additional Sales Tax Audit and 132.669 146.827

Compliance Personnel

Additional Remittance 396.963 464.260
Processing Personnel

Additional Clerical Personnel 46.369 122,939

to Free Audit Personnel

Upgrading Data Processing 3.720,236 3.047,331

Equipment to Enhance
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Information Processing

Acldilional Remillance and 508.614 76.003

Processing Equipment

A copy of Legislative Proposal Three may be found in Appendix F.

Fiscal Impact

The additional General Fund expenditure required by the proposal is $4.96 million

in 1989-90 and $4.83 million in 1990-91. The Commission believes that funding these

requests uill substantially increase State and local tax revenues. Other studies suggest a

benefit to cost ratio. of at least 6 to I. For some enforcement activities, the return

should be even greater.
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Local Government Finance Study

Recommendation
The General Assembly should create a special legislative study

commission to conduct a comprehensive review of the current

condition of the fiscal partnership between the State and local

governments in North Carolina.

Rationale

There is a close tie between State policy changes and the ability of

local governments to provide services mandated by the federal

government and by the State. The current division of funding

responsibilities and revenue sources was established more than 50
years ago. Since then, much has happened to warrant an in-depth

look at that relationship.

History

From 1921 to 1933, North Carolina completed a major overhaul of Stale and local

fiscal and lunctional responsibilities for non-federal services. At the same lime. North
Carolina was among the first states to modernize its Slate and local finance system.

With one exception, all of the tax study commission activity over the past 55 years

has focused on either the State tax system or specific aspects of local finances, such as

property taxes, school finance, and intangibles tax. The most significant changes in the

local taxing structure-the local option sales taxes and occupancy taxes-did not result

from legislative studies, but rather were enacted in response to immediate needs and
problems.

Findings

In recent years, several events have made a review of the current division of

responsibilities even more essential. These include:

* The elimination of the federal revenue-sharing program,

* The passage of new federal mandates expanding Medicaid programs.

* The elimination of parts of the local property tax base, with reimbursements
from the State,

* The onset of greater taxpayer dissatisfaction with the property tax.

* TTie increasing need for public schools as the Basic Education Program is

implemented, and

* The decline in the federal share of water and sewer financing.

Changes in State and local finance during the 1920s and 1930s led to centralized

decision-making. In North Carolina, the State provides or funds many public ser\'ices

that, in other states, are the responsibility of county and municipal governments. In
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addition, local governments in North Carolina must seek State approval for new sources
of local revenue.

TTie Commission believes the time is right for a special legislative study
commission to conduct a comprehensive review of State and local finance and funding
responsibilities. Such a commission should also address the adequacy of local sources
of funding.

Local governments need to have timely access to State tax and budgetary
information on matters that affect them. The special commission also should determine
whether a permanent State/local finance advisory commission, similar to commissions
in other states, is needed in North Carolina.

Summary of Proposal

Legislative Proposal Four would establish a special local government finance study
commission and set forth its goals and duties.

The study commission would consist of 14 members, including legislators and
public members, appointed by the President Pro Tempore of the Senate and the

Speaker of the House of Representatives.

The study commission would report to the 1991 Session of the General Assembly
and. to support its work, the Commission recommends that $50,000 be appropriated
for fiscal year 1989-90 and $25,000 for fiscal year 1990-91.

The proposal directs the special study commission to:

* Review State and local functional and funding responsibilities.

* Review sources of revenue for local governments in North Carolina,

* Study the mechanisms by which local governments must depend on State

approval for changes in local revenue sources.

* Assess the impact of federal legislation since 1981 and proposed federal

legislation on the fiscal outlook for State and local government,

* Review the mechanisms used to distribute State aid to local governments,
including reimbursements for changes in local taxes.

* Review the relationship between State and local budgetary cycles,

* Review the process by which the impact of State policy on local

governments is presented during the State budgetary process, and

* Assess the merits of establishing a permanent advisory commission
composed of State and local officials and private citizens that would
regulariy review State and local fiscal relationships.

A copy of Legislative Proposal Four may be found in Appendix G.
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Fiscal Impact

The recommendation calls for spending $75,000 in State funds over two years for
the study commission.
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Intangibles Tax Repeal

Recommendation
The remaining portion of the tax on intangible property should he
repealed and the State should fully reimburse local units for the

resulting revenue loss. Funding for the reimbursement should come
from taxpayers who will benefit the most from repeal of the

intangibles tax.

Rationale

The intangibles tax. as a source of revenue for local governments, fails

the tests of fairness, efficiency, and responsiveness. The tax is widely
seen as undermining the State's efforts to attract venture capital and to

enhance its image as a retirement haven.

History

Property taxes were the first State and local taxes levied in North Carolina. As the

State began the transition from a rural, agrarian economy to an industrial economy
during the 1800s. intangible personal property was added to the tax rolls to more fairly

distribute the tax burden. Equity and uniformity were often not achieved, however, due
to the difficulty of administering the tax and the ease with which intangible property

could be concealed.

During the 1930s, many states attempted to solve enforcement problems by
exempting intangibles from the regular property tax in lieu of a statewide intangibles

tax collected by the state and distributed to local governments. Over the next three

decades, all but a handful of states concluded that the tax was an outdated and unfair

way to raise revenue. The tax was repealed and local governments were provided with

other sources of revenue.

In recent years, although many proposals have been made in North Carolina to

eliminate all or part of the intangibles tax (see Table 10 on pages 32-34). relatively few-

changes have been made and those have been minor. In 1979. for example, the taxable

threshold for money on deposit was increased from $300 to $1,000. and in 1980. the

threshold for stocks, bonds, and accounts receivable was increased from $2,000 to

$6,000. In 1985. the General Assembly eliminated the tax on money on deposit, cash

on hand, and certain accounts receivable.

Findings

North Carolina is one of only eight states that still collect an intangibles tax (see

Table 1 1 on page 35). The Tax Fairness Study Commission believes that the

intangibles tax contributes to a negative image of the State among businesses and
retirees. This finding is underscored by recent studies finding a shortage of venture

capital in North Carolina. TTie Commission believes that State and local governments
are losing income, sales, and property tax revenue from retirees and new businesses and
their top managers who decide not to move to North Carolina because of the

intangibles tax.
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The intangibles tax fails the test of fairness because it taxes investors in bonds and
corporate slock but not those who invest in certificates of deposit or stock of North
Carolina corporations. In addition, because the intangibles tax applies to assets

representing a claim against real or personal property already subject to the regular
property tax. some double taxation does occur. Furthermore, the relatively high tax

rates on returns from intangibles property-dividends, interest, or capital gains-under
the North Carolina personal income tax decreases the need for a separate tax on the
assets.

The intangibles tax is not an efficient tax. Collection costs take as much as 2.4
percent of revenues collected, a much higher percentage than that of other taxes (see

Table 12 on page 36). For some taxpayers, it costs more to have returns prepared than
is actually paid in taxes.

Cutbacks in federal aid to local government make it imperative to couple any cut

in intangibles taxes with a full State reimbursement. State needs in financing school
refonns. complying with federal Medicaid mandates, and alleviating overcrowding In

prisons means that money for the reimbursement will have to come from an increase in

State revenues.

The State revenue increases to reimburse local governments should come from
taxpayers who benefit most from the elimination of the intangibles tax. In this case, a
revenue target for each taxpayer category should be established corresponding to its

share of the intangibles tax collected. Taxpayers who benefit within each category
should provide the bulk of the replacement funds.

Summary of Proposal

Legislative Proposal Five would eliminate the remaining portion of the intangibles

tax—stocks, bonds and other evidence of debt, and accounts receivable—effective
Januan,' 1. 1990. The bill calls for a State reimbursement to counties and
municipalities for the full amount of revenue losses. The reimbursement would be
based on the amount of tax distributed in the last year of the tax. indexed annually for

State personal income growth. The reimbursement would be funded by a corporate
income tax surtax of 3.5 percent on each company's current tax and by adding the two
rale brackets shown below to the current personal income tax:

Net Taxable Income Tax Rate

$10,001 - 30.000 7.0%
30.001 - 60.000 7.5%
60.001 & Over 8.0%

A copy of Legislative Proposal Five may be found Appendix H.

Fiscal Impact

Eliminating the intangibles tax completely would reduce tax revenue by an
estimated $80 million. Currently, individuals pay roughly two-thirds of the intangibles

taxes and corporations pay about one-third.

Tying reimbursement of the tax to classes of taxpayers benefitting from its repeal

would require $54 million of new revenue from personal income tax returns and $26
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million from coq^orate returns. Based on the forecast of corporate tax collections, this

would require a 3.5 percent surtax. Adopting higher personal income tax hiackels

corresponds to the concentration of intangible wealth in the hands of high income
taxpayers (see Table 13 on page 37).
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LEGISLATIVE HISTORY OF INTANGIBLES TAX
IN NORTH CAROLINA SINCE 1937

Year Action

1937 General Assembly excluded intangible personal property from
property tax base and established a separate uniform lax to be
collected by the State and distributed to cites and counties.

Tax rates:

Money on deposit .10 ($100 exempt)
Accounts rec. .25

Bonds .40 ($300 exempt)
Shares of stock .30

1939 Tax rate on bonds increased from 40 cents to 50 cents and $300
exemption removed

1947 Tax rate on bonds and shares of stock reduced to 25 cents and money
on deposit exemption increased to $300

1 969 Separate bills introduced to

(a) Phase-out tax

(b) Repeal lax and replace revenue loss

1970 Legislative tax study commission discussed repeal but made no
recommendations

1971 Separate bills introduced to

(a) Exempt persons 65 and over from tax

(b) Allow localities to repeal tax

1973 Separate bills introduced to

(a) Exempt persons 65 and over from tax

(b) Phase up income tax credit for intangibles tax paid

1974 Separate bills introduced to repeal tax
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1977 Separate bills introduced to

(a) Repeal tax

(b) Exempt persons 65 and over from tax

1978 Legislative study commission on intangibles tax discussed 14 different

major options without recommending a specific bill

1979 General Assembly increased taxable threshold for demand deposits

from $300 to $1,000

Specific bills introduced to

(a) Exempt persons aged 65 and over from tax

(b) Reduce tax rate on demand deposits to 5 cents in 1979
and allow full exemption in future

(c) Repeal intangibles tax and replace revenue with 80%
increase in franchise tax on corporations

1980 Legislative tax study commission recommended legislation to increase

filing threshold for non-deposit returns from $5 to $15

General Assembly increased filing threshold on non-deposit returns

from $5 to $15

1981 Separate bills introduced to

(a) Repeal tax

(b) Increase taxable threshold for money on deposit from

$1,000 to $5,000

(c) Increase taxable threshold for money on deposit from

$1,000 to $2,500

(d) Phase-out tax over a 10-year period

(e) Replace $15 threshold on money on deposit returns with

$15 tax credit (assures all taxpayers use of $15 tax

benefit)
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1982 Legislative tax study commission recommended legislation to

(a) Increase filing threshold on non-deposit returns from $15
to $20

(b) Increase taxable threshold for money on deposit from
$1,000 to $1,500

A bill adopting the Commission recommendations was introduced

1983 A bill introduced to increse money on deposit threshold from $1,000
to $1,200 and icnrease tax threshold on other returns from $15 to $18
($7,200 of assets)

1984 A bill introduced to repeal tax on money on deposit and money on
hand and to provide for replacement revenues to counties and cities

Bills introduced to repeal tax and replace revenue loss with sales tax

Bill introduced to phase-out current rate by 20% per year over 5 years

1985 Two separate bills introduced to repeal tax on money on hand and

money on deposit and to reimburse local governments for loss from
General Fund

Bill introduced to fully repeal tax

Bill introduced to set filing threshold at $25 ($10,000 of taxable

assets) for 1985 and $37.50 ($15,000 of taxable assets) for subsequent

years and then to convert threshold to credit

Legislation enacted to eliminate tax on money on deposit and money
on hand and to fully reimburse local government units

1986 Bill introduced to repeal tax

1987 Bill introduced to fully repeal intangibles and to reimburse local

governments for resulting revenue loss
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STATEWIDE TAXES ON INTANGIBLE PERSONAL PROPERTY
(lAX LIABILITY PER $L000 OF VALUAliON)

State

Florida

Georgia

Indiana

Kentucky

Michigan

North Carolina

Pennsylvania

West Virginia

Money
on

Deposit



NORTH CAROLINA DEPARTMENT OF REVENUE
COST OF COLLECTING MAJOR
STATE AND LOCAL TAXES

TAX

Personal Income

Sales & Use

Corporate Income
& Franchise

Motor Fuels

Alcoholic Beverage

Inheritance & Gift

Intangibles

1986-87
COLLECTIONS
($ MILLION)
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Dependent Care Expenses Credit

Recommendation
The Slate personal income tax credit for child and dependent care
expenses should be raised from seven percent to ten percent.

Rationale

Single-parent families and families in which both parents work are
increasingly burdened by the high cost of providing day care for their

children. The State has an economic and social interest in making
child care more affordable.

History

The first federal tax relief for child and dependent care expenses was enacted in

1954 as a tax deduction with an income threshold. In 1976. the deduction was changed
to a tax credit. Currently, the federal tax credit is 20 to 30 percent-depending on
family income--of $2,400 of annual expenses for one dependent and $4,800 for two or
more dependents.

In 1975. the North Carolina General Assembly enacted the State's first child and
dependent care tax deduction using the federal eligibility rules. Today, the State allows
a tax credit of seven percent of the expenses allowed on the federal return.

Findings

Many North Carolina communities have a shortage of child care providers, and the

cost of child caie has risen sharply, in many cases exceeding the tax credit expense
ceiling. Most states have responded to the need for adequate and affordable child care
by giving substantial income tax relief to families with those expenses (see Table 14 on
page 40).

North Carolina has one of the highest percentages of two-income families in the

United States, and adequate child care is essential to raising the standard of living of all

North Caiolinians.

Another aspect of dependent care is the aging of the Stales population. As the

median age continues to climb, the cost of caring for elderly dependents is increasing.

The State can help ease the burden on taxpayers with elderly dependents through tax

breaks similar to those for dependent child care.

Summary of Proposal

Legislative Proposal Six would increase the tax credit for dependent care from
seven percent to ten percent of the expenses allowed on the federal return, effective

January 1, 1989. A copy of Legislative Proposal Six may be found in Appendix I.

Fiscal Impact

The Commission's recommendation would reduce tax revenue by $12 million for

fiscal year 1989-90. Families whose dependent care expenses meet or exceed the
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expense ceiling would receive tax relief of $72 for one dependent and $144 for two or
more dependents.
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STATE INCOME TAX INCENTI^TS FOR DEPENDENT CARE EXPENSES

Siaie

Alaska

Arizona

Arkansas

California

Delaware

Hawaii

Idaho

Iowa

Kansas

Kentucky

Louisiana

Maine

Ma^^'land

Massachusetts

Minnesota

Montana

New Mexico

Credit (c) or Tied to

Deduction (d) Federal Code Amount

c





Elderly Parent Care Credit

Recommendation
Families in which an adult stays home to care for an elderly parent
who otherwise would be confined to a nursing home should be eligible

for a State income tax credit.

Rationale

Existing State law provides tax relief for families that pay outside
providers to care for their dependents or elderly parents, but no tax

relief for farrtilies in which a spouse remains at home to care for an
elderly parent.

History

Since 1975. North Carolina has given tax relief to working parents who pay
outside providers to care for a dependent child or an elderly parent. The law allows a

seven percent tax credit for up to $2,400 of expenses for one dependent and up to

$4,800 for two or more dependents.

Since 1984. taxpayers have also been able to deduct up to $3,000 of expenses for

maintaining a parent or the parent of a spouse at home, if the parent is 65 years of age
or older and has an annual disposable income of less than $9,000.

Findings

Caring for one or more dependents, a disabled spouse, or an elderly parent poses
a serious financial burden on many families. Currently, only single-parent families,

families in which the husband and wife both work, and families paying outside
providers to care for an elderly parent benefit from tax relief. The Commission
believes that families in which one spouse remains at home to care for an elderly parent
should be afforded similar relief.

Nursing home care represents a tremendous financial strain on families and State

and local governments. The Commission believes that tax relief for families caring for

elderly parents at home would be a worthwhile investment.

Summan. of Proposal

Legislative Proposal Seven would authorize a $300 credit for taxpayers whose
spouse is not employed and cares for the parent of the taxpayer or the parent of the

spouse living in the household. To be eligible for the credit, the parent would have to

be 65 or older and eligible for nursing home care.

The tax credit would take effect in 1989. A copy of Legislative Proposal Seven
may be found in Appendix J.

Fiscal Impact

The proposal would reduce revenues by an estimated $2 million in fiscal vear

1989-90.
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Repeal Obsolete Tax Credits

Recommendation
The General Assembly should repeal obsolete corporate franchise and
corporate income tax credits.

Rationale

The Commission's review of State tax preferences found several

corporate income tax credits and two corporate franchise tax

exemptions that either have fallen into disuse or no longer apply.

History

During the early 1980s, the General Assembly enacted several tax relief measures
to encourage the development of non-traditional energy sources and the conservation of
existing sources.

Findings

In the late 1970s and early 1980s, the federal government and many states adopted
energy tax credits in response to concerns about limited supplies of fossil fuels and the

nation's dependency on foreign oil. More recently, however, the outlook for energv
prices and supplies has improved greatly. Consumers and businesses alike have made
conservation a way of life, and the Congress and many states have eliminated incentives

to encourage conser\ation.

In addition, the tax credits have done little to stimulate the development of non-
traditional energy sources. Instead, energy price levels and borrowing costs seem to

ha\e had far greater impact on their development.

Summary of Proposal

Legislative Proposal Eight would repeal one corporate franchise tax exemption that

no longer is in use and one that no longer applies. Legislative Proposal Nine would
repeal the following obsolete income tax credits:

T> pe of Credit Credit Percentage

Construction of Peat Facilities 20% of costs

Construction of Photovalic 20% of costs

Equipment Facilities

Construction of Olivine Brick 20% of costs

Facilities

Construction of 10% of costs up
Methane Gas Facilities to $2,500 for

each facility

Installation of 10% of costs up
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Wind Energy Device to $ 1 .000 for

each installation

Allow Gleaning of Crops 10% of market
price

The recommendations would take effect in 1989. Copies of Legislative Proposals
Eight and Nine may be found in Appendices K and L.

Fiscal Impact

Repealing these lax credits and exemptions would have little, if any, effect on
revenues.
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Eliminate $300 Sales Tax Limit

Recommendation
The General Assembly should eliminate the $300 sales tax Iimit--and
the effective $15,000 taxable sales tax threshoki-on sales of motor
vehicles, boats, aircraft, and railway locomotives and cars.

Rationale

The sales tax limit of $300 discriminates in favor of individuals who
can afford to purchase motor vehicles and recreational boats and
airplanes costing more than $15,000.

History

A history of tax rates, tax limits, and price thresholds is shown below:

Year



Summan of Proposal

Legislative Proposal Ten would eliminate the $300 limit on sales lax for motor
vehicles, boats, aircraft, and railway locomotives. The change would apply to sales

occurring after June 30. 1989.

A copy of Legislative Proposal Ten may be found in Appendix M.

Fiscal Impact

Enacting this proposal would increase tax revenues in fiscal year 1989-90 by $28
million.
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STATE SALES TAX RATES ON MOTOR VEHICLES

State

Alabama
Arizona
Arkansas
California

Colorado
Connecticut
Florida

Georgia
Hawaii
Idaho
Illinois

Indiana

Iowa
Kansas
Kentucky
Lx)uisiana

Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi

Missouri

Nebraska
Nevada
New Jersey

New Mexico
New York
NORTH CAROLINA
North Dakota
Ohio
Oklahoma
Pennsylvania

Rhode Island

South Carolina

South Dakota
Tennessee
Texas
Utah
Vermont
Virginia

Washington
West Virginia

Wisconsin
Wyoming

Regular
Sales Tax

Rate

4%
5

4
4.75

3

7.5

6

3

4
5

5

5
4
4

5

4
5

5

5

4

6

6

4.225
4

5.75

6

4.75
4

3

3

5.5

4

6

6

5

4

5.5

6

5.1

4

3.5

6.5

6
5

3

75

Rale on
Motor

Vehicles

1.5%
5
4
4
3
7

6
3
4
5
5
5
4
4
5
4
5

5
5
4
6
3

4
4
5
6
3*

4
2 ($300 limit)

3

5.5
4
6
6
5 ($300 limit)

3*

4.5

6
5.1

4
2
6.5

Exempt
5

3

75

*Levied as a motor vehicles excise tax.
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Equalize Retirement Income Exclusion

Recommendation
Income tax exclusions for different classe"- of retirees should be
consolidated into a single exclusion and applied uniformly to all

retirees. The exclusion should be phased out for high-income retirees.

Rationale

The existing law allows some retirees a full income tax exclusion for

retirement pay, but other retirees receive no exclusion. This
discrimination is not based on ability-to-pay or any other standard of
fairness.

History

In 1941. the General Assembly granted public school teachers and State

employees a full State and local tax exemption for retirement benefits. As other Stale

and local retirement plans were adopted, similar exemptions were applied to them as

well.

The 1967 General Assembly adopted a $1,200 federal civil service retirement

exclusion. The amount was raised to $3,000 in 1969 and to $4,000 in 1988.

Similarly, the General Assembly in 1971 granted a $1,250 exclusion for military

retirement pav. This exclusion was increased to $3,000 in 1973 and to $4,000 in

1988.

Findings

Uniformity:

Under current law. the retirement pay of State and local employees in North
Carolina is exempt from State and local taxes. Although federal civil service and
military retirees have had a partial exclusion for retirement pay since the early 1970s,

retirees from private industrj' have none. Their benefits have been taxed based on
federal tax laws applying to all classes of retirement pay. Under the new federal rules,

retirees must pay income tax on pension benefits tied to the employers contributions.

For several years, the General Assembly has considered proposals to make the

North Carolina system for taxing retirement benefits more equitable Legislators have

been divided over the need to increase the exclusion for federal retirees and to grant

relief to private sector retirees for the first time. Generally, the sentiment has been to

take no action until the merits of a uniform exclusion for all retirees were studied.

TTie Commission believes there should be a uniform rule for taxing retirement

benefits that treats all categories of retirees equally. The federal tax system achieves

uniformity by allowing no special exclusions. The Commission did not recommend
eliminating all State retirement exclusions to achieve uniformity, however, because such

a change may be viewed as a retreat from the General Assembly's commitment to

groups that now have full or partial exclusions.

Another possible approach rejected by the Commission was to give all retirees the

same full tax exclusion that State and local retirees now have. The Commission found
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that the resulting loss of revenue would severely diminish the State's ability to comply
with federal mandates and to meet existing legislative commitments.

Instead, the Commission recommended a partial income exclusion for all

categories of retirees. This approach is used by many other states (see Table 16 on
pages 50-51).

Fairness:

The Commission also found that the annual retirement benefits of some federal

and State retirees exceed $70,000. far above the income of most retirees. The
Commission concluded that the tax exclusion should be reduced as retirement income
increases, and that above a specified income level no exclusion should be allowed.

The Commission also believes that the exclusion should be targeted at an amount
needed to provide an acceptable standard of living for retirees who rely exclusively on
their pension for income. As a practical matter, over 75 percent of all pensioners
receive Social Security benefits and many have other sources of income (see Table 17

on page 52).

Under federal law and tax laws in many states, the level of tax relief provided
depends on the taxpayer's total income. Thus, as income rises, the amount of the relief

falls until it reaches a point at which it no longer applies. Examples of this approach
include the federal tax credit for the elderly and food tax credits in other states.

Phasing-out the exclusion as income rises would ensure that relief benefits the most
needy retirees.

Economic Growth:
Increasing the exclusion for retired federal civil service and military employees and

granting new relief to private sector retirees should enhance the State's image as a

retirenjent haven and spur the State's economic, cultural, and intellectual growth.

Summary of Proposal

Legislative Proposal Eleven would establish the following retirement pay
exclusions under the State personal income tax:

Amount of Exclusion

Retirement Pay Percentage

First $6,000 100%
Next 1 .500 75
Next 1 .500 50
Above 9.000

Under this schedule, the maximum amount of retirement income that could be
excluded is $7,875, and no income above $9,000 could be excluded.

The exclusion would apply only to retirees whose income from all sources-or
"modified adjusted gross income"—did not exceed $30,000 for single or married

retirees. Those whose modified adjusted gross income was less than $15,000 would use

the schedule above. Retirees whose income fell between $15,000 and $30,000 would
reduce the amount of their excluded income as follows:

-48-



Income Percentage by Which Exclusion

Level Determined by Schedule is Reduced

$15,001 - 20.000 25%
20.001 - 25.000 50
25.001 - 30.000 75

30.001 & Over 100

This recommendation would take effect January I, 1990. A copy of Legislative

Proposal Eleven may be found in Appendix N.

Fiscal Impact

The estimated number of people receiving retirement pay in North Carolina and
the estimated annual benefits they will receive for 1989 are shown below:





STATE INCOME TAX EXCLUSIONS FOR PENSIONS



Notes:

" Exclusion limited to $2,000 if under age of 55.

^ Exclusion limited to $2,000 if under age of 60.

^ No exclusion if under age of 62.

'' The maximum exclusion is set at the maximum Social Security Benefit payable to a
person age 65 minus the amount of actual Social Security Benefit received.

* No exclusion if under age of 62. If this amount is included in federal AGI, Social

Security and Railroad Benefits must be subtracted.

* The amount of exclusion listed is for married couples filing jointly. For others filing

in Iowa, the amount is $5,627. For others filing in Michigan, the arnount is $7,500.

f No exclusion if under age of 65.

^. Exclusion is available to permanently and totally disabled persons and to persons
aged 65 or older. It applies to all sources of income, not just pension income. In

Minnesota, the initial exclusions before offsets are $10,000 tor married filing jointly.

$5,000 for married filing separately, and $8,000 for singles.

' The credit is equal to 50% of the federal retirement income credit available to

qualified senior citizens under § 22 of the Internal Revenue Code.

J Must be 65 years of age or older. The amount given is for married filing jointly. For
married filing separately the amount is $5,000 and for singles the amount is $7,500. Up
to $3,000 of other income maybe excluded if the limit for pension income is not
reached

.

•^ Must be 65 years of age or older. This exclusion applies to all income, not just

pension income. The amount varies by AGI class. The amount given is for married
filing jointly: for all others the amount is $3,000.

' No exclusion if under 59 1/2 years of age.

'" Reduced by any amount of Social Security received.

" In lieu of an exclusion, a tax credit ranging from $25 to $200 is allowed. The credit

amount varies according to the amount of retirement income.

" Exclusion limited to retirees with at least 20 years of service.

^ Exclusion limited to $4,800 if under age of 65.

'^ Credit equal to 5% of Social Security benefits reduced by the total benefits received
under the Social Security Act or the Railroad Retirement Act and further reduced by
twice the amount by which the taxpayer's federal adjusted gross income exceeds
$12,000.
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TABLE 17

SELECTED DATA ON SOURCES OF RETIREMENT INCOME

RETIREE
GROUP

% OF
TOTAL

RETIREES

ESTIMATED
ANNUAL
RETIREMENT
BENEFITS

ESTIMATED
ANNUAL
HOUSEHOLD
INCOME*

Federal Civil Service 6.8-
Military 8.0
State and Local 7.3
Other 77.8

$15,159
14,532
9,432
6,224

$34,635
48,337
34,478
28,130

Includes retirement income, Social Security and other income,
The average amount of Social Security for all classes except
federal civil service is slightly over $8,000.

SOURCE: Tax Fairness Commission Staff update of U. S. Census
Bureau household survey data for 1984 income year.
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Food Tax Credit for Low-Income Persons Not
Receiving Food Stamps

Recommendation
The General Assembly should give low-income residents who do not

receive food stamps a State income tax credit equal to the Slate and
local sales taxes paid on food purchased for home consumption.

Rationale

Food stamp purchases are exempt from State and local sales tax. yet

many low-income families eligible for food stamps do not receive

them. These families are entitled to the same tax relief as families

that do use food stamps.

History'

When the State first adopted a sales tax in 1933. it exempted essential food items.

Two years later, the State eliminated that exemption. In 1937. the exemption was
reinstated, and the list of exempted items expanded. Finally, in 1961. the exemption
was again eliminated.

In 1985. the General Assembly exempted food purchased with food stamps from
State and local sales tax. With that same tax package, the legislature adopted other
low- and moderate-income tax credits. The timing of those tax credits and the record

of legislative deliberations suggest that a major objective was to offset the food tax.

The structure of the credit schedule, however, is such that the amount of tax relief does
not match the amount of food tax liability.

Findings

The 1985 exemption for food stamp purchases was a major effort to reduce the tax

burden on low-income families. The best estimates available indicate, however, that as

many as one-half of eligible families do not receive food stamps. This happens for

several reasons-confusing eligibility requirements, difficulty in applying, administrative

paperwork, and the reluctance of some people to accept government aid. In fairness to

these families, the Commission recommends giving them the same tax relief that is

given to families that do use food stamps.

Twenty-eight states currently exempt all food from the sales tax (see Table 18 on
page 55). Of the remaining 17 states with sales taxes, six states give an income credit

that seems to be intended as food tax offset.

Summary of Proposal

Legislative Proposal Twelve would allow taxpayers who do not receive food stamps
and whose net taxable income is $15,000 or less (and whose gross income is less than

$30,000) an income tax credit based on the number of personal exemptions claimed on
their tax return. The credit schedule is as follows:
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Exemptions Claimed Credit Amount

1 $45
2 50
3 55
4 60
5 65
6 or more 75

If the credit exceeded the taxpayer's tax liability, he or she would get a refund.

Residents who are not required to file a tax return would be allowed to file an
information return in order to receive the credit refund.

The recommendation would take effect January 1, 1990. A copy of Legislative

Proposal Twelve may be found in Appendix O.

Fiscal Impact

The annual reduction in General Fund tax revenue would be less than $10 million.
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STATE TAX RELIEF FOR FOOD PURCHASES

SALES TAX TAX
EXEMPTION CREDIT *

Arizona X
California X
Colorado X
Connecticut X
Florida X
Hawaii X
Idaho X
Illinois X
Indiana X
Iowa X
Kansas X
Kentucky X
Louisiana X
Maine X
Mainland X
Massachusetts X
Michigan X
Minnesota X
Nebraska X
Nevada X
New Jersey X
New Mexico X
New York X
North Dakota X
Ohio X
Pennsylvania X
Rhode Island X
South Dakota X
Texas X
Vermont X
Washington X
West Virginia X
Wisconsin X
Wyoming X

* Income tax credit in Hawaii. Idaho. Kansas, New Mexico; special refund in

South Dakota and Wyoming. Details on these credits are contained in

following appendix.

Source: National Conference of State Legislatures: Commerce Clearing House. Inc.
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COMMISSION PROCEEDINGS

The Tax Fairness Study Commission met seven times to review the equity of North
Carolina's tax system. By consensus, the Commission decided to conduct an overall

study of State revenue laws including the individual income tax. corporate income and
franchise taxes, and sales and use tax. giving emphasis to the issues of tax burdens and
compliance. The Commission also studied issues that relate to local finance, such as

local sales and use taxes and the intangibles tax. In particular, the Commission agreed
to consider the following:

1. Sources of State revenue including exemptions and loopholes for each
source;

2. Major sources of local revenue:

3. Major changes in federal tax law and taxes in other states;

4. Effects of changes on future revenue sources.

The Commission spent its early meetings getting an overview of the current tax

system, the major State taxes, and the criteria for a sound tax system. Both the

Institute of Government and the Department of Revenue assisted in providing the

Commission helpful information in these areas. A compilation of the materials

presented to the Commission during its first four meetings was published as an interim

report in June 1988.

Among the major issues studied by the Commission, one of the most important
was the proposal by Senator Dennis Winner to structure the individual income tax as a

percentage of federal taxable income. After considerable discussion, the Commission
diMermined. among other things, that this proposal would provide significant tax relief

to low income families in North Carolina and voted to recommend its enactment by the

1989 General Assembly.

Another important issue addressed by the Commission was the need to increase the

Department of Revenue's enforcement capability. The Commission recommended two
pieces of legislation in this area. The first would appropriate additional funds to the

Department of Revenue for the purpose of expanding its staff and upgrading its

computer system. The second bill would establish a taxpayer amnesty program coupled
with an increase in criminal penalties for willful violation of the state revenue laws.

Other important issues studied by the Commission included (I) options for repeal

of the intangibles tax. (2) the need for a study commission to review local government
finance. (3) changing the rules for taxation of retirement benefits to provide uniform
treatment for all retirees, (4) providing increased or additional tax credits for child care,

elderly parent care, and the sales tax on food. (5) eliminating the sales tax limitations

on automobiles, and (6) eliminating a number of obsolete or little used corporate and
personal income tax preferences. The Commission recommended legislation on all the

issues listed above. The proposed legislation is contained in Appendices D through O
of this report.

The Tax Fairness Study Commission also proved to be an excellent forum for

taxpayers to propose changes in the tax laws. Major topics raised included the repeal

of the sales tax on food, the exemption of retirement benefits from taxation, and
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property taxes. Among the Commission's recommendations is proposed legislation that

addressed the issues of the food tax and the taxation of retirement benefits.

Appendix C lists the speakers at the Commission meetings. Not included in that

list are the personnel of the Department of Revenue who explained the the history and
workings of the major components of the State's tax system and frequently answered
questions raised by Commission members on various subjects. The Commission
expresses its appreciation for the assistance of Ms. Helen Powers. Secretary of
Revenue. Mr. Myron Banks, Deputy Secretary of Revenue, and the staff ol the

Department of Revenue.

At its last meeting, the Tax Fairness Study Commission voted unanimously to

adopt "The Rauch Commission" as the unofficial title of the Commission. The
members also adopted a motion that all the members of the Commission would work to

publicize the findings and recommendations in order to increase public awareness and
understanding of each of the legislative proposals.
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APPENDIX A

CHAPTER 873
HOUSE BILL 1

AN ACT TO AUTHORIZE STUDIES BY THE LEGISLATIVE RESEARCH
COMMISSION. TO CREATE AND CONTINUE VARIOUS COMMITTEES
AND COMMISSIONS. TO MAKE APPROPRIATIONS THEREFOR. AND
TO AMEND STATUTORY LAW.

PART I. TITLE
Section I. This act shall be known as "The Study Commissions and

Committees Act of 1987."

PART XXX.-—-TAX FAIRNESS STUDY COMMISSION
Sec. 30.1. Commission created. There is created the Special

Legislative Commission on Fairness in Taxation. The Commission shall

comprehensively study and evaluate all the revenue and tax laws of the State

and any related questions and shall recommend any changes to those laws it

may deem desirable.

Sec. 30.2. Appointment of members. The Commission shall

consist of 14 members appointed as follows:

( 1

)

Four members of the Senate appointed by the President of the

Senate, one of whom shall be designated as cochairman:

(2) Three public members appointed by the President of the

Senate;

(3) Four members of the House of Representatives appointed by

the Speaker of the House of Representatives, one of whom shall be designated

as cochairman:
(4) Three public members appointed by the Speaker of the House

of Representatives.

Sec. 30.3. Members of the Commission who are also members of

the General Assembly shall be paid subsistence and travel expenses at the rate

set forth in G.S. 120-3.1. Members of the Commission who are officials or

employees of the State shall receive tra\el allowances at the rate set forth in

G.S. l'38-6. All other members of the Commission shall be paid per diem and

allowances at the rates set forth in G.S. 138-5.

Sec. 30.4. Funding. There is appropriated from the General Fund

to the General Assemblv the sum of thirty thousand dollars ($30,000) for the

1987-88 fiscal year and the sum of fifty' thousand dollars ($50,000) for the

1988-89 fiscal year for the Special Legislative Commission on Fairness in

Taxation. Funds appropriated for the Commission for the 1987-88 fiscal year

but not expended for that purpose may be expended during the 1988-89 fiscal

year.

Sec. 30.5. Staffing. The Commission, with the prior approval of

the Legislative Services Commission, may use the staff of the Fiscal Research

Division of the Legislative Services Office. The Commission may also use the

staff of the Department of Revenue. The Commission may also employ

clerical staff and professional staff and hire consultants to assist it in its work.

Sec. 30.6. Reports. The Commission shall make a final report to

the Goveinor. the President of the Senate, and the Speaker of the House of

A-
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Representatives upon the convening of the 1989 General Assembly. The
Commission, in its discretion, may make interim reports.

Sec. 30.7. Termination of the Commission. The Commission shall

terminate upon filing its final report with the Governor, the President of the
Senate, and the Speaker of the House of Representatives.

PART XXXI. EFFECTIVE DATE
Sec. 31. This act is effective on July 1. 1987.
In the General Assembly read three times and ratified this the 14th

day of August. 1987.
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APPENDIX B

MEMBERSHIP OF THE TAX FAIRNESS STUDY COMMISSION

The Hon. Marshall Rauch. Cochair
P. O. Box 609
Gastonia. NC 28053-0609

The Hon. Dennis Winner
8 1 B Central Avenue
Asheville. NC 28801

The Hon. Richard Wright. Cochair
P. O. Box 457
Tabor City. NC 28463

The Hon. David H. Diamont
P. O. Box 784
Pilot Mountain. NC 27041

The Hon. R. P. Thomas
P. O. Drawer 220
Hendersonville. NC 28739

The Hon. Aaron Plyler

2 1 70 Concord Avenue
Monroe. NC 28110

The Hon. George Graham
P. O. Box 1082
Kinston. NC 28501

Mr. Cv Bahakel

P. O. Box 32488
Charlotte. NC 28232

Ms. Margaret Leinbach
Coopers and Lvbrand
1850 Charlotte' Plaza

Charlotte. NC 28244

The Hon. Bettv H. Wiser
P. O. Box 33361
Raleigh. NC 27606

Mr. Christopher Scott

President. NC AFL-CIO
P. O. Box 10805
Raleigh. NC 27605

The Hon. Ernest Wilkinson

Mavor. Town of Kenlv

P. O. Box 519
Kenly. NC 27542

Mr. Frank Beam
440 Countr\ Club Drive

Shelby. NC 28150

The Hon. Sharon Thompson
P. O. Box 2164
Durham. NC 27702

Staff:

Ms. Cynthia Avrette. Commission Counsel
Mr. David Crotts. Fiscal Analyst

Ms. Sue Floyd. Committee Clerk

Ms. Martha Harris, Commission Counsel

Ms. Barbara Riley. Commission Counsel

Ms. Ruth Sappie. Fiscal Analyst
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APPENDIX C

SPEAKERS WHO APPEARED BEFORE THE
STUDY COMMISSION ON TAX FAIRNESS

Secretar) Helen Powers
Department of Revenue

Ms. Fran Preston

N. C. Merchants' Association

Ms. Cynthia Cover
N. C. Citizens for

Business and Industr)'

Dr. C. D. Liner

Institute of Government

Dr. Paul Zipin

Office of State Budget
and Management

Mr. Bob Beck
Motor Fuels Division

Department of Revenue

Mr. Eric Gooch
Sales and Use Tax Division

Department of Revenue

Mr. Mike Hodges
Individual Income Tax Division

Department of Revenue

Mr. Larry Rogers
Franchise Tax and Corporate
Income Tax Division

Department of Revenue

Mr. Leonard Jones

N. C. Association of Certified

Public Accountants

The Honorable Harlan Boyles

State Treasurer

Mr. Ron Aycock
N. C. Association of

County Commissioners

Mr. Ellis Hankins
N. C. League of Municipalities

Mr. Bill Rustin

N. C. Retail Merchants Association

Mr. Dick Levis

N. C. Committee to Repeal
Intangibles Tax

Mr. Ray Graichen
N. C. Committee to Repeal

Intangibles Tax

Mr. John Morrisey

Office of the State Treasurer

Mr. Lee Paramore
N. C. Federation of Chapters of

National Association of Retired

Federal Einployees

Ms. June Horvitz

Private Citizen

Mr. George E. Burdick

Private Citizen





APPENDIX I)

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

H/S

Legislative Proposal 1 (TF-23)
(THIS IS A DRAFT AND NOT READY FOR INTRODIJCTION)

Short Title: Income Tax Based on Federal Law. (Public)

Sponsors:

Referred to:

1 A BILL TO BE ENTITLED

: AN ACT TO STRUCTURE INDIVIDUAL INCOME TAX AS A PERCENTAGE
3 OF FEDERAL TAXABLE INCOME.

4 The General AssemhK of North Carolina enacts:

5 Section 1. G.S. 105-133 reads as rewritten:

6 "§ 105-133. Short title.-This Division of the income tax Article shall be known

7 and moN bo cited as the Individual Income Tax Act."

8 Sec. 2. G.S. 105-134 reads as rewritten:

9 "§ 105-134. Purpose.-The general purpose of this Division is to impose a tax for

10 the use of the State government upon the net income in excess of the exemptions

11 herein allowed collectible annualls:

12 (1) Of ever\ resident of this State.

13 (2) Of e\er\ nonresident indnidual deriving income from North

14 • Carolina sources attributable to the ownership of an\ interest in

15 real or tangible personal property in this State or deriving income
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GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1989

1 from a business, trade, profession, or occupation carried on in this

2 State."

3 Sec. 3. G.S. 105-135 through G.S. 105-149 are repealed.

4 Sec. 4. Division II of Article 4 of Chapter 105 of the General Statutes is

5 amended by adding after G.S. 105-134 the following new sections to read:

6
"
§ 105-134.1 Defirtitions."The following definitions apply in this Division.

7 UJ Code. The Internal Revenue Code as enacted as of January 1.

8 1989. includmg anv provisions enacted as of that date which

9 become effective either before or after that date, but not including

10 sections 63(c)(4) and 15Hd)(3).

1

1

£2} Department. The Department of Revenue.

12 QX Fiscal year. Defined m section 441(e) of the Code.

13 (4j Gross income. Defined in section 61 of the Code.

14 {5} Head of household. Defined in >ection 2(b) of the Code.

15 (6) Individual. A natural person.

16 (7} Married individual. An individual who is married and is

17 considered married as provided in section 7703 of the Code.

18 (8} Nonresident individual. An indi\idual who is not a resident of this

19 State.

20 l9j North Carolina net income. Defined in G.S. 105-134.5.

21 (10) Person. .An indi\idual. a fiduciary, a partnership, or a corporation.

22 The term includes an officer or employee of a corporation or a

23 member or employee of a partnership who, as officer, employee, or

24 member, is under a duty to perform an act in meeting the

25 requirements of this Division.

26 d 1) Resident. An individual who is domiciled in this State at anv time

27 during the ta.xable year or who resides in this State during the

28 taxable year for other than a temporary or transitory purpose. In

29 the absence of con\incing proof to the contrary, an individual who

30 is present within the State for more than si.x months during the

31 taxable year is presumed to be a resident, but the absence of an

32 indi\iduai from the State for more than six months raises no

33 presumption that the indi\idual is not a resident. A resident who

34 removes from the State during a taxable year is considered a

35 resident until he has both established a definite domicile elsewhere
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1 and abandoned am domicile in this State. The fact ot marriage

2 does not raise any presumption as to domicile or residence.

3 U-2J S Corporation. Defined m G.S. 105-131(b).

4 (13) Secretary. The Secretary of Revenue.

5 (14) Ta.xable income. Defined in section 63 of the Code.

6 (15) Taxable year. Defined in section 441(b) of the Code.

7 (16) Ta.xpayer. An individual subject to the ta.x imposed by this

8 Diyision.

9 "§ 105-134.2. IndJYiduaJ income tax imposed.--A tax is imposed upon the North

10 Carolina net income of eyery individual. The tax shall be levied, collected, and paid

1

1

annualU and shall be computed at the following percentages of the taxpayer's North

12 Carolina net income.

13 (1) For married individuals who file a loint return under G.S. 105-152.1 and for

14 surviving spouses, as defined in section 2(a) of the Code:

15 On the .North Carolina net income up to twenty thousand dollars

16 ($20.000). five i

- ercent (5'c): and

17 On the e.xcess over twenty thousand dollars ($20.000). eight percent

18 (8^f ).

19 (2) For heads of households, as defined in section 2(b) of the Code:

20 On the North Carolina net income up to sixteen thousand dollars

21 ($16.000). five percent (5^^ ): and

22 On the excess over sixteen thousand dollars ($16.000). eight percent

2j {'i'-c ).

24 (3) For unmarried individuals other than surviving spouses and heads of

25 households:

26 On the North Carolina net income up to twelve thousand dollars

27 ($12.000). five percent (5^c): and

28 On the excess over twelve thousand dollars ($12.000). eight percent (S'^).

29 (4) For married individuals who do not file a joint return under G.S. 105-152.1:

30 On the .North Carolina net income up to ten thousand dollars ($10.000).

31 five percent (5^c): and

32 On the excess over ten thousand dollars ($10.000). eight percent (S^'c).
"

33 "§ lOS-134-3. Year of assessment.-The tax imposed by this Division shall be

34 assessed, collected, and paid in the taxable year following the taxable year for which
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1 the assessment is made, except as provided to the contrary in Article 4A of this

2 Chapter.

3 "§ 105-134.4. Taxable Year.--A taxpayer shall compute his North Carolina net

4 income on the basis of the taxable year used in computing his income tax liability

5 under the Code.

6 "§ 105-134.5 North Carolina net income defined.--(a) Residents. For residents of

7 this State, the term "North Carolina net income' means taxable income as calculated

8 under the Code, adjusted as proyided in G.S. 105-134.6 and G.S. 105-134.7.

9 (b) Nonresidents. For nonresident indiyiduals. the term 'North Carolina net

10 income' means taxable income as calculated under the Code, adjusted as proyided in

1

1

G.S. 105-134.6 and G.S. 105-134.7. multiplied by a fraction the denominator of which

12 is the taxpayer's gross income as calculated under the Code, adjusted as provided in

13 G.S. 105-134.6 and G.S. 105-134.". and the numerator of which is the amount of that

14 gross income, as adjusted, that is derived from North Carolina sources and is

15 attributable to the ownership of any interest in real or tangible personal property in

16 this State or is derived from a business, trade, profession, or occupation carried on in

17 this State.

18 (c) Part-vear residents. If an individual was a resident of this State for only part

19 of the taxable \ear. having moved into or removed from the State during the year.

20 the term "North Carolina net income" has the same meaning as in subsection (b)

21 except that the numerator shall include gross income, adjusted as provided in G.S.

22 105-134.6 and G.S. 105-134.7. derived from all sources during the period the

23 individual was a resident.

24 (d) S Corporations and Partnerships. In order to calculate the numerator of the

25 fraction provided in subsection (b). the amount of a shareholder's pro rata share of S

26 Corporation income that is includable in the numerator shall be the shareholder's pro

27 rata share of the S Corporation's income attributable to the State, as defined in G.S.

28 105-131(4). In order to calculate the numerator of the fraction provided in subsection

29 (b) for a member of a partnership or other unincorporated business with one or more

30 nonresident members that operates m one or more other states, the amount of the

31 member's distributive share of income of the business that is includable in the

32 numerator shall be determined bv multiplying the total net income of the business by

33 the ratio ascertained under the provisions of G.S. 105-130.4. As used in this

34 subsection, total net income means the entire gross income of the business less all
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1 expenses, taxes, interest, and other deductions allouabk under the Code which uere

2 incurred in the operation of the business.

3 "§ 105-134.6. Adjustments to taxable inconie.--(a) S Corporations. The pro rata

4 share of each shareholder in the income attributable to the State of an S Corporation

5 shall be adjusted as pro\ided in G.S. 105-130.5. The pro rata share of each resident

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

7 subject to the adjustments provided in subsections (b) and (c) of this section.

8 (b) Deductions. The following deductions from taxable income shall be made in

9 calculating North Carolina net income, to the extent each item is included in gross

Interest upon the obligations of the United States or its possessions-

Amounts received from retirement annuities or pensions paid

under the provisions of the Railroad Retirement .Act of 193"'.

Retirement, pension, and deferred compensation benefits that are

not subject to State taxation under the following provisions: G.S.

118-49. 120-4.29. 127A-40(e). 128-31. 135-9. 135-95. 143-166.30. and

147-9.4.

Amounts received from retirement and pension funds established

for firefighters and law enforcement officers by or under the

control of North Carolina cities or counties if the amounts would

have been exempt under G.S. 128-31 or 143-166.30 had the citv or

countv elected to provide the benefits pursuant to those statutes-

Retirement benefits paid to a member from voluntary pledges

made bv the North Carolina Highway Patrol or other association of

law enforcement officers employed bv the State or a county or citv.

if the benefits are paid from an assessment against the members.

Any amount not to exceed four thousand dollars (S4.000) received

bv the taxpayer during the taxable vear under a federal employee

retirement program to which the taxpavcr made contributions

durmg his working years.

Any amount not to exceed four thousand dollars ($4.000) received

bv the taxpaver during the taxable vear as retired or retainer pay as

a result of service in any of the armed forces of the United States.

-Any amount not to exceed one thousand five hundred dollars

($1.500) received by the taxpayer during the taxable vear as

Page D-5
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1 compensation for the performance of duties as a member of the

2 North Carolina organized militia, the national guard as defined in

3 G.S. 127A-3.

4 {9} Retirement and pension benefits received from another state by a

5 former teacher or state employee of the other state if the other

6 state levies no income tax on individuals or exempts or excludes

7 for income tax purposes retirement and pension benefits received

8 by retired members of the North Carolina Retirement System for

9 Teachers and State Employees.

10 (10) Refunds of State income taxes included in the taxpayer's gross

11 income. In addition, where the sum of (i) the amount of the

12 taxpayer's itemized deductions claimed m the previous taxable

13 year, (ii) plus the amount of the refund deducted under this

14 subdi\ision. (iii) minus the amount of any State income tax added

15 to taxable income under subdi\ision {c)(3) of this section in the

16 previous taxable vear is less than the amount of the standard

17 deduction that would have applied to the taxpayer in the previous

18 taxable year under section 63 of the Code, then the taxpayer may

19 deduct from taxable income an amount equal to the difference

20 between the sum and the standard deduction amount.

21 (c) Additions. The followmg additions to taxable mcome shall be made in

22 calculating North Carolina net income, to the extent each item is not included in

23 gross income:

24 iXX Interest upon the obligations of States, other than this State, and

25 their political subdivisions.

26 (2} Any amount allowed as a deduction from gross income under the

27 Code that is taxed under the Code by a separate tax other than the

28 tax imposed in section 1 of the Code. The Secretary shall report

29 to the 1991 General .Assembly all proxisions under the Code for

30 taxing certain amounts separately and shall recommend whether

31 such amounts should be taxed separately under this Division or

32 should be added to taxable mcome in calculating North Carolina

33 net income.

34 (3) An\ amount deducted from gross income under section 164 of the

35 Code as State income tax.
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1 (6} The transitional adju:>tments pro\ided in Di\ision 1-S of this

2 Article shall be made with respect to a shareholder's pro rata share

3 of S Corporation income.

•^ (b) The Secretary mav bv rule require other adjustments to be made to taxable

5 income as necessar\ to assure that the transition to the tax changes effecti\e Januar\

6 1. 1990. will not result in double taxation of income, exemption of otherwise taxable

7 income from taxation under this Division, or double allowance of deductions.

8 "§ 105-134.8. Effective dates of amendments.-- Except as otherwise provided in this

9 Chapter, the amendments to this Article made b\ Section -l of Chapter 13-10 of the

10 195~ Session Laws are effective for taxable \ears beginning on or after Januar\ 1.

11 1957.

12 "§ 105-134.9. Inventory.--\\'henever. in the opinion of the Secretary, it is necessar\

13 in order clearl\ to determine the income of an\ taxpa\er. inventories shall be taken

14 bv the taxpayer as prescribed b\ the Secretary, conforming as nearK as possible to

15 the best accounting practice in the tiade or business and most clearK reflecting the

16 income."

17 Sec. 5. G.S. 105-151 reads as rewritten:

18 "§ 105-151. Tax credits for income taxes paid to other states by individuals.--(a)

19 IndividuQlj who arc reiudont '

^ An individual who is a resident of this State hall bo

20 al lowed IS allowed a credit against the taxes imposed by this divi-ion Division for

21 income taxes imposed bv and paid to another state or countrv on income taxed under

22 this divJL^ion. Div ision. subiect to the following conditions:

23 (1) The credit shall be allowed onlv for taxes paid to 'Hich other

24 another state or countrv on income derived from sources within

25 such the state or countrv which that is taxed under fht^ ks laws

26 thereof irrespective of the residence or domicile of the recipient;

27 provided, that whenever a taxpayer who is deemed to be a resident

28 of this State under the provisions of this d i v i-jion D ivision and w ho

29 IS deemed also to be a resident of another state or countrv under

30 the laws of '-nioh other that state or countrv countrv. the Secretary

31 of RcHonuc mav. in his discretion, allow a credit against the taxes

32 imposed by this d i vision Division for such taxes imposed by and

33 paid to '"uch the other state or country on income taxed under this

34 d i v ision. Division.
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1 (2) The traction ot the gross inoomc lor North Curohnti income tax

2 purpoLie -
' vnh ioh income, as calculated under the Code and a(JlLl^ted

3 as provided in G.S. 105-134.6 and G.S. 105-134. "' ihai is subject to

4 income ta.\ in another state or country shall be asoertained

5 ascertamed. and the North Carolina net income ta.x before credit

6 under this section shall be multiplied by 'luoh that traction. The

7 credit allowed shall be either the product thus calculated or the

8 income ta.x actually paid the other state or oountr\ countr\,

9 whichever is smaller.

10 (3) Receipts showing the paxment of income taxes to another state or

1

1

countr\ and a true copy of a return or returns upon the basis of

12 which the taxes are assessed must shall be filed with the Secretar\

13 of Rex en tie at. or prior to. the time credit is claimed. It credit is

14 claimed on account of a deficiency assessment, a true cop\ ot the

15 notice assessing or proposing to assess the deficiency, as well as a

16 receipt showing the payment of the leficiency. shall be filed.

1" (b) If any taxes paid to another ^tate or countrv tor which a ta\pa>er has been

18 allowed a credit under this section arc at an\ time credited or refunded to the

19 taxpaxer. a tax equal to that portion of the credit allowed for such taxes so credited

20 or refunded shall be due and payable from the taxpayer within 30 days from after the

21 date of ^h^ receipt of the refund or notice of the credit. If the amount of tax is not

22 paid within 30 days ef after receipt or notioo notice, the ta.xpayer shall be subiect to

23 the penalties and interest on delinquent payments proxided fof in Subchapter 1 ot this

24 Chapter."

25 Sec. 6. G.S. 105-151.1 reads as rewritten:

26 "§ 105-15LL Tax credit for construction of dwelling units for handicapped

27 persons.--There shall be allowed to resident owners ot multifamiK rental units located

28 in .North Carolina as a credit against the ta.x imposed by this DiMsion. an amount

29 equal to five hundred fitt\ dollars (S550.00 for each dwelling unit constructed by

30 such resident owner which conforms to the recommendations of section tllx) ot the

31 North Carolina Building Code for the ta.xable >ear within which the construction of

32 such dwelling units is completed: provided, that credit will be allowed under this

33 section only for the number of such dwelling units completed during the taxable \ear

34 which were required to be built in compliance with section ( ll.x) ot the North

35 Carolina Building Code; proxided further, that if the credit allowed b\ this section

TF-23(DRAFT) Page D-9
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1 exceeds the tax imposed b> this Di\ision reduced b\ all other credits allov\ed b\ el^

2 proMjions of this Di\ision. rtn^h the excess shall be alloued as a credit against the tax

3 imposed by this Division for the next succeeding year; and pro\ided further, that in

4 order to secure the credit allowed by this section the taxpayer shall file with his

5 income tax return for the taxable year with respect to which such credit is to be

6 claimed, a cop\ of the occupancy permit on the face of which there shall be recorded

7 by the building inspector the number of units completed during the taxable year

8 which conform to section (llx) of the North Carolina Building Code. When he has

9 recorded the number of such units on the face of the occupancy permit, the building

10 inspector shall promptl\ mukc nnd forward a cop\ of the permit to the Special Office

11 for the Handicapped. Department of Insurance."

12 Sec. 7. G.S. 105-151,2 through G.S. 105-151.10 are repealed.

13 Sec. 8. G.S. 105-151.11 reads as rewritten:

14 "§ 105-151.11. Credit against personal income tax for child care and certain

15 employment-related expenses.-- ! u) Ain—pcr^-on who maintainLi a hou iichokl which

16 include.i u :^ a member one or more >.|Ualif\ing indi\ idual;-i L^hail be uHowcd a? a credit

17 against the tax imposed h\ thi> DiMMon an amount equal to 'ic\en percent ("^f) of

18 the omp lo>ment - reluted expenic^ aii defined in LHibdiMSion ( b)(2) herein.

19 (bi For the purpo^cj of thii Meotion ;

20 f-H The term "qualifying individual" mean s:

21 tf. A dependent ot the taxpa\er who la under the age of 15 and

-2 with respect to whom the taxpa\cr is entitled to a deduction

23 under G.S. 105 1 40(a)(5):

24 tv: .\ dependent of the taxpa\er who is phy i'^icQl l y or mentalK

25 inoapahle of earing for himself ; or

26 e: Thte

—

<pouje of the taxpaser. if the ''pourjC is phy-iieall\ or

27 mentalK incapable of caring for himaelf or horjclf.

28 f^-) The term "einplo\mcnt - related expen^' s" meanij amounts paid for

29 (.
' xpeM '^e^ to i

' hou-ehold—^erxiee and for the care of u qua li tv i ng

30 iiuiiMduul. hut o[\\\ if Hieh expen_-.e
'j are i neurred to enable the

taxpase i to be gainfully employed.—The term includes expenses31

32 i ncurred—k^—'^er v i ces—outL-ide—^^H::

—

taxpa\er' '

j
—hou-ehold—rf—t+h?

expen -e -

—

i neurred—ttft:—ftvf—t-ht;—ettte

—

of a—qualifying—indiv idua l33

34 de-eMbcd in i b)( 1 )a. or a qualifying indisidual do -ioribod in (b)(l)b.
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1 or 0. \sho iX' L'ulu i K—'ipond '

' at k' tft <.Mght hoi ii'- cttoh Jus—in iho

2 ^tt\pa^c l
"^ hou'uholiJ.

3 t^-* a-. For tho—purpo -'ca of (h i''» i<jonon.—a+i

—

iiul i \ kIuuI—4ttrH

—

ht^

4 treated aa maintaining u liouicho l d lor mn—perioJ onK—rf

5 over hti l f of the oo>t ot nuiinfaininL' ihu hoi i
-

'eho l d i.lunng

6 in ioh per iod i? furni '^heJ b\ '^iioh indivnJuul.

7 b-. In the ea '^e of a married per '^on l iving w i th In- or her - poii -e

8 and -iieh— »pou-e—is nitunta i ning the—liou-eho l d. the eredu

9 prox ided—hsf—herein—rhtrH—t»t;

—

allosned—vrt(-h

—

re-[^<-' et—ee>

10 emplo\ ment - reiated—expense-—m—et > nneei ion—vrt^h—tmv

1

1

qualifsing—ind i v idiials.—e\eept—tr-—

l

imned—herein.—c*4—t-hr

[2 -pOLi-e not mmntuinmg ihe hou-eho l d.

H-) tf a oh i ld Ui> defunjd i n G.S». It ' ^ -
1 » 0( a )i 5i ) ix !io i- under ihe age

^—15 or \\h o—f-

—

p in ^l ealh—or menialK—

i

neapaMe ot earing lor

himself reeei\e- O'^er half of hi- i i ppo i i during ihe eak-ndar \ear

from hi- parents k ho arc i.l ! KoieL'

i.i or -eparaivd vxilh the i n((,nt to

remain separate a i '.d a[Viit. and -ueh ehikl i
-

i n the eu-to<.K ot on^:

or both oi hi- parent- for more than one hail of the ea iendar sear,

in the oa-e of an\ taxab le \ea i beginn i ng i n -ueh eakndai sear

rtteh

—

eh I Id—4^a+l—K;

—

treated—^r^

—

l ->eing—a

—

qualif\ i ng—i ndiv idual

de-eribed in -ubparagraph a or b ot HibdiM-ion (b)(l > . a- the ea ^e

ma\ b(.'

. HMtii re-peet to that parent nho h,a« eu-tod\ lor a longer

period during -ueh eaiendar \ear than the other parent, and -hal l

not bL' treaiei.1 a- being a qualifying indiMduai sMth re-peet to -ueh

other parent,

(bl) The amount of empioNment related e.\pen-e- for sshieh a ered i t mas—bt;

27 c l a i med mas not e.xeccd mo thousand four hundred dollars (S2. -tt )<)> i f the ta.xpaser-

28 household include- one qualifying mdis i dual. and mas—not exceed tour thousand

29 e i trht hundred dollar- I'^n' .SOO) if the taxpaser"- hou-eho l d i nclude- mor<^' than o tMj

30 qualifying indis idual.

31 fei Hi If the taxpaser i s married and ii s i ng ssith h i
- ' pou-e for ans per iod

32 during—ehr;

—

taxab l e—vt.' ar.—t-htrtr

—

-MtM—l*c

—

taken—mfe

—

account

33 emp losment re l ated ex[>en -e- incl i ned du i ing ans month of -ueh

34 period only if ;
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1 »-. Both ?poLi '

-
''0 ''

« arc gainfulK emplo\cd on a !;ub ''tantiall\ full -

2 time—baMS.—©f—eite

—

jpou^c—t^—gainfull\—cmploxcd—ofi—

a

3 substantially—tuU -timc—ba ;^i-»—a+hd—eht;

—

other—iipouL^e—ks—

&

4 full ' iimc—student,—which—i*hdH

—

mean—etn—individual—vrho

5 during each of five calendar months during the taxable \car

6 i s a tull -iime student at an educational uTjtitution. or

7 b-. Th^—spouse—is

—

n—qualihing—individual—described—m
8 subdix ision (b)( 1 )c.

9 <-3-) No credit ;hall be allowed under this section vvith respect to any

1 amount paid b\.—the taxpayer to an indn idua l with rcvpect to

1

1

whom a deduction ui allowab l e under G.S. 105 - U0(a)(5) to the

1- taxpaser or hi> ^pou^e. or who i- a child of the tuxpa>er (within

13 the meaning of G.S. 105 1 40(a>(>)) who htf- not attaineil the age of

14 IQ at the close of the taxable \ear.

15 {^ In the caL-^e of cmplo\ ment - re!ated expense' incurred during any

16 taxable vear <oleK with respect to a qualif\ing ind i Mdual (other

17 than an individual vtho is al^o described in iiubdiMjion (b)(l)a).

I'S the amount of ^uch expenses which ma\ be taken into account for

19 purpose^ of thii section :

-.hall be reduced :

20 &-. If 'Hich mdiMdual ! - de-icribed in ubdiv i>ion (b>(l)b. bv the

2\ amount b\ which the 'Him of :

22 h Such—i ndividual's adjusted gross income for ?;uch taxable

23 sear, and

24 2-. The d^ab i iitN pasment- receixed b\—^uch indiMdual during

25 such sear, exceed one thou '^and dollars (SI .000). or

26 br tfi

—

iht:—east:—o^—a

—

qualifsing—ind i sidual—described—m
27 subdi'i ij-ion (

! •<)( 1 )c. bs—the amount of di-abilits—pasments

28 rece i ved bs ^uch indiMdual during the taxab l e sear.

2'J For purposes of thi> paragraph, the term "dr-abil i ts pavment" mean '

- a pasment

30 (other than a gift) s^h i ch i-j made on account of the phsnical or mental condition of

31 an ind i vidual and svhich i
''
< not i ncluded i n gro '-

:- income.

32 (d) If a hu 'iband and w i fe are l ising together at the end of the taxable scar, no

33 credit under thu '-ection -hall be al lowed un l cv^ thes file a combined return for the

34 sear.
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1 (a) A person who is allowed a ciclIii against teJcral income tax tor a percentage of

2 emplo\ ment-related expenses under section 21 of the Code shall he allow ed as a

3 credit against the tax imposed h\ this Di\ision an amount equal to seven ['>ercent

4 (7'^f ) of the employ ment-related expenses as defined in section 21(b)(2) of the Code.

5 (b) The amount of employ ment-related expenses for which a credit ma\ be

6 claimed mav not exceed two thousand tour hundred dollars (S2.4()()) if the taxpayer's

7 household includes one qualifxing indi\idual. as defmed in section 21(b|(:) ot the

8 Code, and may not exceed four thousand eight hundred dollars (S4.S()()) il the

9 taxpayer's household includes more than one qualif\ing indi\idual.

10 h^ ici No credit shall be alloyyed under this section unless the taxpayer completes

1

1

and attaches to his return the necessary form or forms, as may be required by the

12 Secretary

.

Secretury—ot Reyciu i e. nor " hull inn ^leduction be alloyyed under G.S.

13 H-)5 -
1 4

~
i

'. 1 ) lor amount '

" ohiimed unde i

" ihr.,'
' iibdiy I

'Mon. No credit shall be alloyyed

14 under this section for amounts dcLlucteLJ from gross income in calculating taxable

15 income under the Code.

16 Hi- Ldj The credit alloyyed by this section shall not exceed the amount of tax

17 imposed by this Diyision for the taxable year reduced by the sum of all credits

18 alloyyable under this Diyision. except for payments of tax made by or on behalf of the

19 taxpayer.

20 f^ le} No credit shall be alloyyed under this section yyith respect to employ ment-

21 related expenses paid by a nonresident of this State."

22 Sec. 9. G.S. 105-151.12 reads as revyritten:

23 "§ 105-15L12. Credit for certain real property donations.--(a| .\ny A person t+htrf-

24 yy ho makes a qualified donation of interests in real property located m North

25 Carolina during the taxable year that is useful for LlI public beach access or use. Qii

26 public access to public yyaters or trails, i in

)

fish and \yildlife conservation, or (ly

)

27 other similar land conservation purposes, shall be alloyyed as a credit against the taxes

28 imposed by this Division an amount equal to twenty-five percent (25'"f) of the fair

29 mai';et value of the donated property interest. To be eligible for this credit, the

30 interest in property must be donated to and accepted bv either the State, local

31 gci cmment government, or a bodv that is both organized to receive and administer

32 lands for conservation purposes and is qualified to receive charitable contributions

33 purjuunt to G.S. Itj5 -
i 4

"
( 15 ) or ( Ihc under the Code: provided, however, that lands

34 required to be dedicated pursuant to local governmental regulation or ordinance and

35 dedications made to increase i"'uilding density levels permitted under such regulations
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1 or ordinances shall are not lfH:^ eligible for this credit. The credit allowed under this

2 section may not exceed fi\e thousand dollars (S5.000). To support the credit allowed

3 by this section, the taxpayer shall file with the income tax return for the taxable year

4 in which the credit is olaimod. claimed a certification by the Department of Natural

5 Resources and Community Development that the property donated is suitable for one

6 or more of the valid public benefits set forth by this subsection.

7 (b) The credit allowed by this section ma\ not exceed the amount of tax imposed

8 by this Division for the taxable year reduced by the bum of all credits allowed under

9 this Division, except payments of tax made by or on behalf of the taxpayer.—

10 —ft?)- .-Xny unused portion of this credit ma\ be carried forward for the next

11 succeeding five years.

12 (d) The fair market \aluc. or any portion thereof, of a quaiifMng donation that ! <

13 not eligible for a credit pur:iuant to thiL' section ma\ he con 'jidered a- a ohuntahle

14 contribution pursuant to G.S. 105-
1 4"n5) or (16i.—That portion of the donation

15 allowed as a credit purjuant to thii section -hall—not he el i gible as a charitable

16 contribution.

17 (c) No credit shall be allowed under this '^ection tor amounts deducted from gross

IS income in calculating taxable income under the Code.

19 (-C-)- (jJ) In the case of propert\ ov\ned h\ the entiretx. where both spouses are

20 required to file North Carolina income tax returns, each -pouse ma\ claim one half

21 of the credit allowed b\—eh+?

—

section or one ^pou-e ma\—claim the entire credit

22 allowed bv th i s section by agreement with the other -pou-e. provided both pou '^cs

23 were l iving together at the end of the taxable sear and file their separate returns for

24 the laxahlc year on the combined form, the credit allowed hv this section ma\ l^e

25 claimed only if the spouses file a loint return under G.S. 105-152. 1. Where only one

26 spouse IS required to file a North Carolina income tax return, such that spouse may

27 claim the credit allowed by this section.

2S <4) (^ In the case of marshland for which a claim has been filed pursuant to G.S.

29 113-205, the offer of donation must be made before December 31, 1990, to qualify tor

30 the credit allowed h\ this section."

31 Sec. 10. G.S. 105-151.13 reads as rewritten:

32 "§ 105-15L13. Credit for conservation tillage equipnient.--(a) .Xny A person who

33 purchases conservation tillage equipment tor use in a farming business, including tree

34 farming, shall be allowed as a credit against the tax imposed b\ this Division an

35 amount equal to twent\-five percent (25^f ) of the cost of the equipment. This credit
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1 may not exceed two thousand fixe hundred dollars (S2.500) for any ineomc taxable

2 year. The credit may e^+y be claimed onls by the first purchaser of the equipment

3 and may not be claimed by a person v\ho purchases the equipment for resale or for

4 use outside this State. Thi> credit may not exceed the amount of tax imposed b\ this

5 DiNision for the taxable year reduced b\ the sum of all credits allowable under this

6 Di\ision. except tax payments made by or on behalf of the taxpayer. If the credit

7 allowed by this section exceeds the tax imposed under this Division, the excess ma\

8 be carried forward and applied to the tax imposed under this Division for the next

9 succeeding five years. The basis in any equipment for v^hich a credit is allowed

10 under this section shall be reduced by the amount of the credit allowable.

11 (b) .As used in this section, "conserxation tillage equipment' means:

12 (1) A planter such as a planter commonly known as a 'no-till" planter

13 designed to minimize disturbance of the soil in ["ilanting crop» or

14. trees, including equipment that may be attached to equipment

15 already owned by the taxpa\er; m^ or

16 (2) Equipment designed to minimize disturbance of the soil m
17 reforestation site preparation, including equipment that ma\ be

IS attached to equipment already owned by the taxpayer: proMdcd.

19 howe\er. this shall include only those items of equipment generaih

20 known as a 'KG-Blade'. a "drum-chopper", or a A -Blade'.

21 (c) In the case of conservation tillage equipment owned jointly by a husband and

22 wife, where both spouses are required to file North Carolina income tax returns, etioh

23 spou 'C mu\ o i uim one halt ol the c i od i t al lowed bs. ihi- section or one ipou-ic mn\

24 c l aim the ent i re orodtt a l lowed by ihr '. eotion by agreement w i th ihe other pou?e.

25 provided both ''pou -e '

' vnore liv i ng together at the vm} of the taxable \eur and fi l e

26 their ''eparate return- lor the taxab l e veu i on the comb i ned form, the credit allowed

27 b\ this section ma\ be claimed only if the spouses file a joint return under G.S.

28 105-152.1. Where onlv one spouse is required to file a North Carolina income tax

29 return, that spouse max claim the credit allowed bv this section.
"

30 Sec. II. G.S. 105-151.14 reads as rewritten:

31 "§ 105-151.14, Credit for gleaned crop.--(a) .-\itv A person who grows a crop and

32 permits the gleaning of the crop shall be allowed as a credit against the tax imposed

33 by this Division an amount equal to ten percent (10'~r) of the market price of the

34 quantity of the gleaned crop. This credit may not exceed the amount of tax imposed

35 by this Division for the taxable year reduced by the sum of all credits allowable
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1 under this Di\ision. except tax payments made h\ or on behalf of the taxpayer. rV&

- deduction is allo^^' od under G.S.105 -
1 4 7( 15) or (16) for the itoiTTj for which a credit is

3 olQimed under this section. No credit is allowed under this section for amounts that

^ were deducted from gross income in calculating taxable income under the Code.

5 Any unused portion of the credit ma> be carried forward for the next succeeding five

6 years.

7 (b) The following definitions appl\ to this section:

8 (1) "Gleaning" means the harvesting of a crop that has been donated

9 by the grower to a nonprofit organization which will distribute the

10 crop to individuals or other nonprofit organizations it considers

11 appropriate recipients of the food

:

food.

12 (2) "Market price" means the season average price of the crop as

13 determined by the North Carolina Crop and Livestock Reporting

14 Service in the Department of Agriculture, or the average price of

15 the crop in the nearest local market for the month in v\hich the

16 crop IS gleaned if the Crop and Li\estock Reporting Service does

17 " not determine the season average price for that crop : and crop.

18 (3) "Nonprofit organisation" means an organization ft>e- to which

19 charitable contributions are deductible from gross income under

20 G.S. 105 130.0 or G.S. 105 ! 4 ~( 15) or 1 16). the Code.
"

21 Sec. 12. G.S. 105-151.15 reads as rewritten:

22 "§ 105-151.15. Credit for distributing North Carolina wine. -(a) Credit. A person

23 who is required by .Article 2C of this Chapter to pav the excise tax levied on

24 unfortified or fortified wine is allowed as a credit against the tax imposed b> this

25 Division an amount equal to the product of twentv cents (20c) and the number ot

26 liters of qualifying native wine on which the person paid excise tax during the taxable

27 year. To obtain this credit a person who is a wine wholesaler or an importer mu 'jt

28 shall attach the following to the tax return on which the credit is claimed:

29 ( 1 ) .A cops of the sales invoice between the manufacturer of the wine

30 for which the credit is claimcLl and the grower from whom the

31 fruits or berries of which the wine is composed was purchased;

32 (2) .A statement signed b\ the manufacturer of the wine certifying that

33 the wine for which the credit is claimed is qualifying native wine

34 and giving the names of anv other v\ine v\holesalers or importers in
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1 North Caiolma who iect;i\ed part ot the same quaht\ing nati\e

2 wine.

3 It the person claiming the credit is an unfortified uiner\ or a fortified \Mner\. the

4 person must attach to his return a signed statement certifying that the wine for which

5 the credit is claimed is qualifying nati\e wine. This credit may not exceed the

6 amount of ta.x imposed by this Division for the ta.xable year reduced h\ the sum of all

7 credits allowable under this Dixision. except tax payments made by or on behalf of

8 the taxpayer.

9 (b) Definitions. The follow mg definitions apply m this section:

1() (1) Native Wine. Unfortified or fortified wine at least sixty percent

11 (60'"c) of which is composed of fruits or berries grown in North

12 Carolina.

13 (2) Qualifying Nati\e Wine. Native wmc that is part oi the first 950

14 liters of wine produced by a manufacturer from a ton of fruits or

15 berries grown in North Carolina.

16 Sec. 13. G.S. 105-151.16 IS repealed.

1' Sec. 14. G.S. 105-151.1'" reads as rewritten:

IS "§ 105-151.17. Credit for creatuig jobs in severely distressed county, (a) Credit -

19 A person who (i) for at least 4tj weeks during the year has at least nine employees.

20 (111 whose business is located, for part or all of his taxable year, in a se\erel\

21 distressed county, and (iii) who is eligible as provided in subsection (b) may quality

22 for a credit against the tax imposed by this Division by creating new full-time lobs

23 with the business in the severely distressed county during that year. .A person who

24 hires an additional full-time employee during that year to fill a position located in a

25 severely distressed county is allowed a credit of two thousand eight hundred dollars

26 (S2.S00) for the additional employee. .A position is located m a county if (i) at least

27 fifty percent (50'^f ) of the emploveeN duties are performed in the county, or (ii) the

28 employee is a resident of the county. The credit may not be taken in the moome

29 ta.xable vear in which the additional employee is hired. Instead, the credit shall be

30 taken in equal installments over the tour years following the i ncome taxable year in

31 which the additional employee was hired and shall be conditioned on the continued

32 employment by the taxpayer of the number of full-time employees the taxpayer had

33 upon hiring the employee that caused the ta.xpayer to qualify for the credit. If. in one

34 of the four years in which the installment of a credit accrues, the number of the

35 taxpayer's full-time employees falls below the number oi full-time employees the
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1 taxpaxer had in the year in uhich the taxpayer qualified for the credit or the position

2 filled by the emplo\ee is moved to another county, the credit expires and the

3 taxpayer may not take an\ remaining installment of the credit. The taxpayer may.

4 howe\er, take the portion of an installment that accrued in a previous year and was

5 carried forward to the extent permitted under subsection (e) of this section.

6 The North Carolina Empio\ment Se'^urity Commission shall determine the

7 number of new full-time jobs eligible for the credit allowed by this section by

8 comparing the a\erage number of full-time emploNees reported by the taxpa\er on

9 the quarterly wage reports submitted to the Commission during the year with the

10 number reported the previous \ear. and shall provide that information to the

1

1

Secretary of Re\enue annually for each emploser eligible under subsection (b) of this

12 section.

13 For the purposes of this section, a full-time lob i> a position that requires at least

14 1.600 hours of v\ork per year and is intended to be held b\ one emplo\ee during the

15 entire year. A full-time emplo\ee is an emplo\ee who holds a full-time job.

16 (bl Eligibility. - .A taxpayer is eligible for the credit allowed by this subsection

17 only if he owns a business that engages in manufacturing, agribusiness, processing.

18 warehousing, wholesaling, retailing, research and de\elopment. or a ser\ ice-related

19 industr\. as determined b\ the Emplo\ment Securit\ Commission.

20 (c) County Designation. - .A se\erely distressed count\ is a county designated as

21 such b\ the Secretary of the Department of Commerce. Each year, on or before

22 December 31, the Secretary of the Department of Commerce shall designate which

23 counties are considered se\erel> distressed, and shall pro\ide that information to the

24 Secretary of Revenue. .A count\ is considered se\erel\ distressed if its distress factor

25 is one of the twenty highest in the State and it has an unemployment rate of se\en

26 percent (7<"f ) or more. The Secretary of Commerce shall assign to each count\ in the

27 State a distress factor which is the sum of (1) the countv"s rank in a ranking of

28 counties by rate of unemplo\ment from lowest to highest and (2) the county's rank in

29 a ranking of counties by per capita income from highest to lowest. In measuring rates

30 of unemployment and per capita income, the Secretarv oi Commerce shall use data

31 from the .North Carolina Emplosment Securit\ Commission and the United States

32 Department of Commerce for the most recent thirt\-six month period for v\hich data

3?) is available. .-X designation as a se\erel\ distressed county is effective only for the

34 calendar year following the designation.
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1 (d) Planned ExpanMon. -- A pci->on who. during the \ear in ^^hKh a coun[\ i.s

2 designated as a ^e\erel\ distressed coiint\. signs a letter oi commitment with the

3 Department ot Commerce to create at least tuenty new tuil-time jobs in that

4 distressed county within two years ef after the date the letter is signed qualities for

5 the credit allowed bv this section e\en though the empio\ees are not hired that \ear.

6 The credit shall be available in the inoomc taxable \ear after at least twent\

7 employees ha\e been hired if such hirings are within the two->ear commitment

S period. The conditions outlined in subsection (a) apply to a credit taken under this

9 subsection, except that if the county is no longer designated a severeK distressed

10 count\ after the \ear the letter o\ commitment was signed, the credit is still a\viilable.

11 If the taxpa\er does not hire the employees within the two-\ear period, he doe^ not

12 qualify for the credit. However, if the taxpa\er qualifies for a credit under Nuliscxtion

13 (a) in the \ear an\ new emplo\ees are hired, he ma\ take the credit under that

14 subsection.

15 (e) Limitations. -- The sale, merger, acquisition, or bankruptcx of a business, or

16 any other transaction b> which an existing business reformulates itself as another

17 business, does not create new eligibilitv in a succeeding business with respect to jobs

18 for which the predecessor was not eligible under this section. .A taxpayer ina\.

19 howe\er. take an\ installment of or carried-o\er portion of a credit that his

20 predecessor could ha\e taken if he had taxable income. Jobs transferred from one

21 count\ in the State to another countv in the State shall not be considered new jobs

22 for purposes of this section. .A credit taken under this section ma\ not exceed tift\

23 percent (SC^f I of the tax imposed b> this DiMsion for the taxable \ear. reduced b\

24 the sum of all other credits allowed under this Di\ision. except tax pa\ment^ made b>

25 or on behalf ot the taxpa\er. .An\ unused portion of the credit ma\ be carried

26 forward for the next succeeding fi\e \ears."

27 Sec. 15. DiMsion II of .Article 4 of Chapter 105 of the General Statutes is

28 amended by adding after G S. 105-151.17 two new sections to read:

29 " § 105-15L18. Credit for the disabled.-- A person who (i) is retired on disabiitv.

30 (11) at the time o\ retirement, u is perinanentK and toialK diNabled as defined in

31 section 22 of the Code, and (lii) claims a federal income tax credit under section 22

32 of the Code for the taxable \ear. is allowed as a credit against the tax imposed b\ this

33 DiMsion an amount equal to one-third (
'. >) of the amount of the tederal income tax

34 credit for which he is eligible under section 22 of the Code. The credit allowed

35 under this section mas not ':;xceed the amount of tax imposed b\ ihis DiMsion for the
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1 taxable \ear reduced b\ the sum of all credits allov^eJ under this DiMsion. except

2 payments of tax made b\ or on behalf of the taxpa\er.

3
"
§ 105-151.19. Credit for North Carolina diyidcnds.-There is allowed as a credit

4 agamst the tax imposed b\ this Di\ision an amount equal to six percent (6^^^) of the

5 amount of dividends received b\ the taxpayer during the taxable vear from stock

6 issued b\ a qualified corporation, up to a maximum credit of three hundred dollars

7 (S300.00) per taxpayer for the taxable vear. A corporation is a qualified corporation

S if the proportion of its entire net income or loss allocable to this State for the taxable

9 year under G.S. 105-130.4 exceeds fifty percent (50'^r). except that no credit shall be

10 allowed for dividends issued with respect to a taxable period >.luring which the

1

1

corporation is an S Corporation subiect to the provisions of Division l-S of this

12 .Article. This credit ma\ not exceed the amount of tax imposed bv this Division for

13 the taxable \ear reduced li\ the sum of all credits allowed under this Division, except

14 payments of tax made bv or on behalf of the taxpa\er.
"

15 Sec. 16. G.S. 105-152 re;:ds as rewritten:

16 "§ 105-152. Retums.--(a) The fallowing persons shall file with the Secretary e^

17 Revenue an income tax return under affirmation, showing therein specifically the

18 itemLi of gro>5 taxable income and die deduction,'

' allowed adjustments required b\

19 this Division, and such other facts as the Secretary mav require for the purpose of

20 making any computation required by this Division:

21 (1) Every resident required to file an income tax return for the taxable

22 vear under the Code and evcrv t^n^ nonresident who (i) derived

23 gross income from North Carolina sources during the taxable vear

24 attributable to the ownership of an\ interest in real or tangible

25 personal property in this State or derived from a business, trade.

26 profession, or occupation carried on in this State and (ii) is

27 required to file an income tax return for the taxable year under the

28 Code. ha '

.i u grO '

.vj income during the income yeur which i:i in

29 excc 'v of the per '-onu l exempt i on to which he or he i
'" ent i tled

30 under the provi '-MonL" of G.S. 105 '

1 49(a). without the mclu 'Mon of

31 the exemptions for dependent;; prov ided under aubdiviaion (5). un\

32 part of wh i ch i
-

i 'Ubieet to taxat i on in thi '̂. State.

33 f-3-) Everv—re s ident or nonrciident requ i red under the provi '^ion^—t^

34 G-rSr

—

105 -
1 49(b) to |-» i orQte hi- exempt ion and who ha ''

, a gross

35 i ncome during the—

i

ncome—year from—

^

ourcc ; both—w i th i n—nftti
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1 sMt luHit til l- Sl -Mv in cxoe --
' ol the p i o i tHcO exempt i on, iins pun el

2 v'ih i oh II Hib
i c

' Ct (o tttxut ion in th i- Sdilc.

3 f^l_2jiE\er\ partnership doing buj)iness in this State as proMdcJ in G.S.

4 105-154.

5 f-H lD "^ny person whom the Secretary helie\es to be liable tor a tax under this

6 DiMsion. when so notified by the Secretary of ReHcniio and requested to file a return.

7 (b) If the ta.xpayer is.unable to make his own return, the return shall be made by

8 a duly authorized agent or b\ a guardian or other person charged with the care of the

9 person or propert\ of hioh the ta.\pa\er.

10 (c) The return of an i nd i McU i ul. who. wh i le l i xing. reCeiMng income i n c\lV- '

- of

1

1

(he exemption during the i ncome \ear. individual who was required to file a return

12 for the taxable \ear while li\ing and who has died before making the return, shall be

13 made in his name and behalf b\ the tidmini ''< trator. administrator or executor of the

14 estate, and the tax shall be le\ied upon and collected from h-t^ die estate.

15 (d> When the Secretary of Revenue has reason to believe that an\ taxpaver so

16 conducts t-he a trade or business a> cither directK or mdirectb to distort his true net

17 taxable income and the net inoomo properly attributable to the State, or hi^ \oith

18 Carolina net income whether b\ the arbitrary shitting of income, through price fixing.

19 charges for service, or otherwise, w hereby the net income is arbitrarily assigned to

20 one or another unit in a group of taxpayers carrying on business under a substantially

21 common control, he may require such facts as he deems necessary for the proper

22 computation of the ent i re net taxable income and the North Carolina net i ncome

23 properly attributable to the State, income, and in determining t_he same the Secretary

24 oi Revenue shall have regard to the fair profit w hioh tiiat would normally arise from

25 the conduct of the trade or business.

26 (e) A
l
O i nt return muv not bo file<.l bv u hu '» l''und and wite: how(.' V (..

'

i . a hu> |-*und

27 and wife mav. at their o leotion. fi le the i r -lopurate income tux return? on a—ong l o

28 form, and a hu-^band and wife -o filing jhall be deemed to have expre^vjK agreed that ;

29 ("H It the urn ot the pavment '- bv e i ther p > >U ''e. i nc l ud i ng w i thhe l d

30 and e 'ltimated tuxev exeee^. !- the amount o\ ihe tux to i w i ^ i e l i " ucii

31 'jpou '^e—^s

—

<epa i atelv—liable.—elnr

—

exce 'vi—mtrv

—

'\*t:
—app lied—by—eht?

32 Department oi Revenue to the cred i t of the other -pou -e i f the um

33 of the payments bv nioh other pou Ne. including w ithho l d i ng and

34 C 'jtimated tu.xe -'
. i- k-vi than the amount of the tax tor wh i ch -uoh

35 other ipou '^e i'3 '-'eparateiv liable.
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1 (-3-) If the -Him of the paxmcntj made b\ both Lipou 'jO 'j vtith respect to

2 the taxc '

ji for which thov are scparatoh liable, inoluding vMthhcld

3 and estimated taxes. excccdB the total of the taxea due. refund of

4 the excess may be made pas able to both spouses or if either is

5 deceased, to the sur\i\or.

6 A joint return may be filed by a husband and wife as provided in G.S. 105-152.1. A
7 husband and wife filing lointh are jointly and severally liable for the tax imposed by

8 this Division reduced b\ the sum of all credits allov\able under this Di\ision

9 including tax pa\ments made by or on behalf of the husband and wife. A husband

10 and wife filing jointly shall he deemed to ha\e expressK agreed that if the amount of

1

1

the payments made b\ them with respect to the taxes for which they are liable.

12 including withheld and estimated taxes, exceeds the total of the taxes due, refund of

13 the excels ina\ be made payable to both spouses lOintK or. if either is deceased, to

14 the sur\iyor alone.

15 (f) The Secretary may require some or all persons required to file a return under

16 this section to attach to the return ;. copy of their federal income tax return for the

17 taxable vear. The Secretary may re>.:uire a taxpayer to provide the Department with

18 copies of any other return the taxpayer has filed with the Internal Revenue Seryice

19 and to yerify any information in the return.
"

20 Sec. 17. Diyision 11 of .Article 4 of Chapter 105 of the General Statutes is

21 amended by adding after G.S. 105-152 a neyy section to read:

22 " § 105-152.1. Joint rctums.--A husband and yyjfe shall make a single return jointly

Their federal taxable income is determined on a loint federal

return: and

Both spouses are residents of this State or both spouses have North

27 Carolina net income.
"

28 Sec. 18. G.S. 105-154 reads as reyvritten:

29 "§ 105-154. Information at the source.--! a) Eyery individual, partnership.

30 corporation, joint-stock company or association, or insurance company, being a

31 resident or haying a place of business or having one or more employees, agents, or

32 other representatives in this State, in whateyer capacity acting, including lessors or

33 mortgagors of real or personal property, fiduciaries, employers, and all officers and

34 employees of the State or of any political subdivision of the State and all otficers and

35 employees of the Inited States ot America or of any political subdivision or agency
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1 thereof ha\ing the control, receipt. CLi>tO(-l\. di^pONal. or pa\ment ot interest (other

2 than interest coupons pa\able to hearer), rent, salaries, wages, dividends, premiums.

3 annuities, compensations, remunerations, emolumcnt 'i emoluments, or other fixed or

4 determinable annual or periodical gains, profits, and incomes paid or payable during

5 an\ sear to anv taxpayer, shall make complete return thereof to the Secretary €4

6 Roenue under such regulations and in such form and manner and to such extent as

7 may be prescribed b\ him. The filing of any report in compliance with the proMsions

8 of this section by a foreign corporation shall not constitute an act in e\idence of and

9 shall not be deemed to be evidence that such corporation is doing business in this

10 State.

11 (b) Ever\ partnership doing business in the State shall make a return, return

12 stating specificalK the items of its gross income and the deductions allowed under the

13 Code and the ad|ustments required b\ this Division, and shall include in the return

14 the names and addresses of the individuals who would be entitled to share in the nc-t

15 income if distributable, and the amount of the distributive share of each individual.

16 together with the distributive shares of corporation dividends. The return shall be

17 signed bv one of the partners under affirmation in the form prescribed in G.S.

18 105-155 of this Division, and the same [lenaltics prescribed m G.S. 105-236 shall

19 apply in the event of a willful misstatement. If a business established in this State is

20 owned bv a nonresident individual or by a partnership having one or more

21 nonresident members, the manager oi the business shall report the earnings ot the

22 business in this State and the distributive share of the income of each nonresident

23 owner or partner, and shall pav the tax as levied on individuals under G.S.

24 105-134.2(3) tor each nonresident owner or partner. The business mav LJeduct the

25 payment for each nonresident owner or partner from 'he owner or partner's

26 distributive share of the profits of the business in this State.
"

27 Sec. 19. G.S. 105-155 reads as rewritten:

28 "§ 105-155. Time and place of filing returns.- Ret urns shall be in such forms as the

29 Secretary of Revenue ma\ from time to time prescribe, and shall be filed with the

30 Secretary at his main office, or at anv branch office which he mav establish. The

31 return of every pcr 'jon taxpaver reporting on a calendar year basis shall be tiled on or

32 before the fifteenth day of .April in each year, and the return of every person taxpaver

33 reporting on a fiscal year basis shall be filed on or before the fifteenth day of the

34 fourth month following the close of the fiscal vear. In case of sickness, absence, or
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1 other disability or whenever in his judgment good cause exists, the Secretar\ ma\

2 allow further time tor filing returns.

3 There shall be annexed to the return the affirmation of the taxpayer making the

4 return in the following form: "Under penalties prescribed by law, I hereby affirm that

5 to the best of my knowledge and belief this return, including any accompanying

6 schedules and statements, is true and complete. (If prepared by a person other than

7 the taxpayer, his affirmation is based on all information of which he has any

8 knowledge.)* The Secretary shall oau^c to be prepared prepare blank forms for the

9 sfttd- returns, and ';hall oqu -jo them to be distributed distribute them throughout the

10 State, and to be furnished furnish them upon application; but failure to receive or

11 secure the form shall not relieve any taxpaver from the obligation of mukmg any

12 filing a return herein required, required b\ this Division.
"

13 Sec. 20. G.S. 105-156 reads as rewritten:

14 "§ 105-156. Failure to file returns; supplementary returns.-- If the Secretary &f

15 Revenue shall be of the opinion that any taxpaver has failed to file a return or to

16 include in a return filed, either intentionally or through error, iteni 'i of taxable

17 income, he may require from such the taxpaver a return or supplementarv return.

18 under oath, in such form as he shall prescribe, of all the items of gross income which

19 the taxpayer received during the vear for which the return is made, whether or not

20 taxable under the provi^sions of this Division. If from a supplementarv return or

21 otherwise the Secretary finds that anv item? oi income, taxable under th i s Division.

22 have taxable income has been omitted from the original return, or an\ items returned

23 a s taxable that are not taxable, or any item as taxable income overi '.tated. he may

24 require the items taxable income so omitted to be disclosed to him under oath of the

25 taxpayer, and to be added to or deducted from the original return. Such The

26 supplementarv return and the correction of the original return shall not relieve the

27 taxpayer from any of the penalties to which he may be liable under G.S. 105-236.

28 The Secretary may proceed under the provisions of G.S. 105 - 24 1.1. 105-241.1 whether

29 or not he requires a return or a supplementarv return under this section."

30 Sec. 21. G.S. 105-156.1 is repealed.

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

32 '§ 105-157. Time and place of payment of tax.--(a) Except as otherwise provided

33 in this section and in Article 4.\ of this Chapter, the full amount of the tax payable as

34 shown on the face of the return shall be paid to the Secretary of Revenue at the

35 office where the return is filed at the time fixed bv law for filing the return, return:
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1 [^ l OMdod. thut whun i\ i ut-ha iKl u ih I \\\\v hu\c c l ijL
' tcil i i ndc i G.^. ! ' ).> 152 | l:i to t i k

2 (hctr -opu i atc i noo inc lux n-' Ui i n - on i\ i intzk' torm und the nmouni toi Hsh i ch o ^ ^^:

3 irpouac iL^ jcpu i tuolv liublo has h<jcn l oduccd by o i cdit tor ONcrpuvmont of tu.\ h\ tho

^ o(hor jpoii '

.^e ul' pios idcd i n that l ubsootion. onl\ the amount in c.'.ol' vi ot l uo l i o ix'd i i

5 yhull be piiuibic: p i o\ ivk'd. that if l_t the amount shown to be due ultc i ni l orcd i t
'

^ is

6 less than one dollar (Si.00 1, no [lavment need be made.

7 (b) The tax ma> be paid with uncertified check during such time and under such

8 regulations as the Secretar\ of Ro\onuo shall mav prescribe; but if a check so

9 recei\ed is not paid b\ the bank on which it is drawn, the ta.\pa>er b\ whom stn^ the

10 check ^r was tendered shall remain liable for the [>a\ment o)^ the tax and for all legal

1 1 penalties the same as if -uch the check had not been tendered."

12 Sec. 23. G.S. 105-I.^S reads as rewritten:

13 "§ 105-158. Abatement of income taxes of certain members of the armed forces

14 upon death.--In the case of an> indi\idual

15 (1) Who dies

16 a. On or after Januar\ 1. 1064 ; 1964.

P b. While m acti\e serMce as a member of the armed forces of

18 the United States, and

19 c. V\hile ser\ing in a combat zone: zone [j.^ determined under

:0 G.S. 105 ! 4 :(b)(i:): or

:i (2) Who dies

:: a. On or after January 1. 4^64; !964. and

23 b. .As a result of wounds, discujo disease, or iniur\ incurred

24 v\hile in active service as a member of the armed forces of

25 the United States, and while serving in a combat zone on or

26 ,
alter Januar\ 1. 1964.

2" No individual income tax imposed b\ the State of North Carolina this Division shall

28 apply with respect to the taxable year in which falls the date of his death, or with

29 respect to anv prioi taxable vear ending on or atter the first dav he so served in a

30 combat zone: and an\ tax under this Division and under the corresponding provisions

31 of prior revenue laws for taxable years preceding those above specified which is

32 unpaid at the date of his death (including interest, additions to the tax. and additional

33 amounts I shall not be assessed and if assessed the assessment shall be abated, and if

34 collected shall be credited or refunded as an overpayment. .As used in this section.

35 the term "combat zone" means an area which the President of the liiiieel States !n
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1 execiiti\e order designates as an area in which the Armed Forces of the United States

2 are or have been engaged in combat.
"

3 Sec. 24. G.S. 105-159 reads as rewritten:

4 "§ 105-159. Corrections and changes.--If the amount of the m?f taxable income for

5 any year of any taxpayer under this Division, as reported or as reportable to the

6 United States Treasury Department, is changed, corrected, or otherwise determined

7 by the Commissioner of Internal Revenue or other officer of the United States of

8 competent authority, juoh the taxpayer, within two years after receipt of the internal

9 revenue agent's report or supplemental report reflecting the corrected or determined

10 ft^t taxable income shall make return under oath or affirmation to tlie Secretary eH-

1

1

Revenue of auoh the corrected, changed changed, or determined ttcrt- taxable income.

12 In making am- an assessment or refund under this section, the Secretarv shall

13 consider all faotLi or evidence brought to his attention, whether or not the >amc were

14 it was considered or taken into account m the federal assessment or correction. If the

15 taxpaver fails to notify the Secretarv of Revenue of aj/iOLv.^ment of additional tax bv

16 the Commiaiiioner of Internal Rcve.iue. that the taxpayer's taxable income for anv

17 year as reported or as reportable to the L.nited States Treasurv Department, is

18 changed, corrected, or otherwise Lletermmed for federal income tax purposes, the

19 statute of limitations shall not upplv. applv to assessments under this section. The

20 Secretarv of Revenue shall thereupon proceed to determine, determine from such

21 evidence as he may have been brought to his attention or hal l otherwi '-e acquire, the

22 correct North Carolina net income of juch the taxpaver for the fu'^cal or calendar

23 taxable year, and if there AvaU be is anv additional tax due from such taxpaver ehe

24 same u shall be assessed and collected; and if there -rhttH

—

have has been an

25 overpayment of the tax the -*tti- Secretarv shall, within 30 days after the final

26 determination of the North Carolina net income of such the taxpayer, refund the

27 amount of srtteh- the excess: Provided, that anv taxpaver who fails to complv with this

28 section a '

^ to making report of I'uch change a.^^ made bv the federal government within

29 the time specified shall be subiect to all penalties as [M'ovided in G.S. 105-236. in case

30 of additional tax due. and shall forfeit his rights to anv refund due bv reason of such

31 change.

32 When the taxpaver makes the return reflecting the corrected m?^ taxable income as

33 required by this section, the Secretary of Revenue shall make assessments or refunds

34 based thereon within three vears from after the date (he return required by this

35 section is filed and not thereafter. When the taxpaver does not make the return
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1 retlccting the corrected mn- taxable income as required b\ thiN section hut the

2 Department of Rcxcnue recei\es from the United States government or on^ of its

3 agents a report reflecting such corrected' mrt- taxable income, the Secretary e^

4 Ro\onue shall make assessments for taxes due based on such the corrected m^

5 taxable income within five years from after the date the report from the United States

6 government or its agent is actually received and not thereafter.

7 Nothing m this section shall be construed as preventing the Secretary of Revenue

S from making an assessment immediately following the receipt from an\ source o\

9 information concerning the correction, change in. or determination of m^ taxablc

10 incc ne of a taxpa\er b\ the United States government. The assessment of tax or

11 additional tax under this section ^hall not be subject to an\ statute of limitations

12 except as provided in this section."

13 Sec. 25. G.S. 105-159.1 reads as rewritten:

14 "§ 105-159.L Designation of tax by individual to political party.--! a) Every

15 individual whose income tax liabilitv for the taxable vear is one dollar (Si. 00) or

16 more inav designate on his or her income tax return that one dollar (SI. 00) ot the

17 amount of tax paid bv him or her to the Department ot Revenue shall theretitter be

IS paid b\ the Secretarv oi Revenue, in the munncr hereinulter Lle -or i bed. to the State

19 Treasurer for the use of all political parties uj defined herein upon a pro rata basis

20 according to their respective party voter registrations according to the most recent

21 certification of the State Board of Elections: Provided, however, that no political

22 partv with less than one percent ( Ki- ) of the total number of registered voters in the

23 State shall receive anv LHich of these funds, and the registration of such part i es- a panv

24 shall not be included in calculating the pro rata distribution. For purpo '^e^- of As

25 used in this section, politieul partv the term 'political partv' -hull mean means a

26 political partv which at the last preceding general State election received at least ten

27 percent (lO'^c) of the entire vote cast in the State for Governor. Governor or for

28 presidential electors, or a group of voters who bv July 1 of the preceding calendar

29 vear. bv virtue of a petition as a new political party, had dulv qualified as a new

30 political partv within the meaning of Chapter 163 of the General Statute ' ot North

31 Carolina. Statutes.

32 (b) For each quarterly period beginning on or after Januarv 1. 1978. and lor each

33 quarterly period thereafter, on or before the last day of the month following the close

34 of each the quarterlv period, the Secretary of Revenue shall remit all funds ^-o

35 designated above pursuant to this section collected during the preceding quarter to
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1 the State Treasurer \\ ho shall thercattcr deposit them in an interest-bearing account

2 to be known as the North Carohna Election Campaign Political Parties Financing

3 Fund. Any interest earned on funds so deposited shall be credited to the political

4 party fet^ to which smti- the funds were designated, allocated. A report to the State

5 Treasurer, State Board of E l ections Elections, and each State party chairman shall

6 accompany each such remittance, and shall detail the amount of funds forwarded, the

7 cumulative total of funds forwarded to date for the year, and an estimate of the

8 probable total amount to be collected and forwarded for that calendar year.

9 (d) The Secretary of Revenue shall amend the income tax return in order that all

10 ta.xpavers desiring to make the political contributions authorized herein .hall in this

1

1

section mav do so by designating "-ame on the front face of the ta.x return. The line

12 of authorization for such the designation shall be color contrasted with the color

13 scheme of the remainder o\ the income tax return. Such return. The return or Us

14 accompanying explanator\ in.u ruction, inviruction shall readiK indicate that any such

15 designations neither increase nor decrease an indixidual'^ tax liability."

16 Sec. 26. Section 6 of Chapter 1089 of the 198"^ Session Laws reads as

17 rewritten:

18 "Sec. 6. This act is effective for taxable \ears beginning on or after JuK 1. IQQO.

19 January I. 1990.

20 Sec. 27. Sections 3 and 4 of Chapter 1089 of the 1987 Session Laws are

21 repealed.

22 Sec. 28. Division I-S of .Article 4 of Chapter 105 of the General Statutes

23 reads as rewritten:

24 "DIVISION I-S. S CORPOR.ATION INCO.ME T.\X.

25 "§105-131. Title; definitions; interpretation.

26 (a) This Division of the income tax .Article shall be known and may be cited as

27 the S Corporation Income Tax Act.

28 (b) For the purpose of this Division, unless otherwise required by the context:

29 (-H
"

B us i nesi income' meuns i tem '

' of i ncome. l0 '>9. deduction or

30 credit arising tiom trunsaotion i unJ act i Mt\ i n the regular cour-^e of

31 the S Corporiinon' i trade or bu '''iness, and inc l udes income from

32 tangible and intangib l e property—if the acquisition, management.

33 and or dispo ^ii t ion of the property constitute i ntegral pans of the S

34 Corporation

"

1 regu l ar trade or husineas operations.

35 (1 )fj^ "Code" means the Internal Revenue Code of 1986,
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1 as enacted a> of January 1. 108S . 19SQ. and includes any provisions

2 enacted as of that date v\hich become effective either before or

3 after that date.

4 (2)f»4 "C Corporation" means a corporation that is not

5 an S Corporation and is subject to the tax levied under Division [

6 of this Article.

7 (3)f44 'Department" means the Department of Revenue.

8 (_4_) 'Income attributable to the State' means items of income, loss.

9 deduction, or credit of the S Corporation apporiioned and

10 allocated to this State pursuant to G S. 105-130.4.

1

1

(5) "Net income" o i

"

iK'

i lov .

"

. hull he the amc as

12 the S Corporat ion" :- taxtib l c income, a -

^ defined m ihv Code.

13 i2l "Income not attributable to the State' means all itcm^ of income.

14 loss, deduction, or credit of the S Corporation other than income

15 attributable to the State.

16 (-6-1 'NonbuMneiLi income" mean '

- nil item:- of income, lo -vv deduct i on.

17 or credit of the S Corporation other than business income.

18 (6)fh 'Post-terinination transition period" means that

19 period defined in section 13'^"r(b)( I ) of the Code.

20 IZlW "Pro rata share" means the share determined with

21 respect to an S Corporation shareholder for a ta.xable period in the

22 manner provided in section 1377(a) of the Code.

(S)f94 "S Corporation" means a corporation for which a

valid election under section 1362(a) of the Code is in effect.

(9)H-Q^ 'Secretarv" means the Secretary of Revenue.

( 10)H+>"Taxable period" means any taxable >ear

or portion of a taxable >ear during which a corporation is an S

Corporation,

(c) Except as otherwise expresslv provided or clearly appearing from the context.

30 an\ term used in this Division shall have the same meaning as when used in a

31 comparable context in the Code, or in any statute relating to federal income taxes, in

32 effect during the taxable period. Due consideration shall be given in the

33 interpretation of this Division to applicable sections of the Code in effect and to

34 federal rulings and regulations interpreting such sections, except v\here the Code.

35 ruling, or regulation conflicts with the provisions of this Division.
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1 "§ 105-131.1. Taxation of an S Corporation and its shareholders.

2 (a) An S Corporation shall not be subject to the tax levied under G.S. 105-130.3.

3 (b) Each shareholder's pro rata share of an S Corporation's income attributable to

4 the State and each resident shareholder's pro rata share of income not attributable to

5 the State, net income or net Ioslv io the extent apportioned and allocated to thia State

6 pursuant to G.S. 105 ' 130. 4 . shall be taken into account by the shareholder in the

7 manner and subject to the adjustments provided in G.S. IPS- 131.2 Division II of this

8 Article and section 1366 of the Code and shall be subject to the tax levied under

9 Division II of this .Article.

10 "§ 105-131.2. Apportionment,—allocation;

—

adjustment,— Adjustment and

1

1

characterization of income.

12 fa-)

—

.\llooation of Net Income.—The not income of an S Corporation shall be

13 allocated and apportioned to thi> State a '

" proKidcJ in G.S. 105 - 130. 4 .

14 (a) .Adjustment. The pro rata share of each shareholder in the income attributable

15 to the State of an S Corporation shall be subject to the adjustments pro\ided in G.S.

16 105-130.5. Th-, pro rata share of each resident shareholder in the income not

17 attributable to the State of an S Corporation shall he subiect to the adjustments

18 provided in G.S. 105-134. b(b) and (c).

19 (b) .Allocation of Shareholdor'L- Pro Rata Share.

20 H-) The pro rata hare of each reL'ident and nonresident -hareholdcr in

21 the busmos !.

'. income of the S Corporation apportioned to this State

22 under subsection (a) of this—section shall, for purposes of G.S.

23 105 - 131.1(b). be taken into account b> the shareholder :;ubjoct to

24 the adjustments in determining State net income a? proMded in

25 G.S. 105 130.5.

26 {-^ The pro rata share of each re^Mdent shareho lder in (i) the business

27 income of the S Corporation not apportioned to this State under

28 subsection (ai abose. and ( ii) the entire nonbusiness income of the

29 S Corporat i on, -ihall. tor [Uirposcs of G.S. 105 131. Ub). be taken

30 into account—K—t+H::

—

shareho l der - ubject—to the adjustments in

31 determining State net income for items exempt from taxation in

32 the State under G.S. 105 1 4 1(b).

33 ^ T+k;—fH^—ft«t»

—

ihare—t^f—eat^h

—

nonresident—shareholder—m—t+n?

34 nonbu;iness mcome of the S Corporation allocated to this State

35 under—subsection—hH—abose.—4iull.—fef

—

purposes—ef—G-rSr
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1 105 - 131. KbK bu itikon into iiocoiint l >\ (he i ht tix-ho l dcr '
i. i b

i
cot to

2 t lio iKljii '''imc i'H' in determining Sttuu net i noomc U '

/- p i OMJeJ in

3 G.S. 105 130.5.

4 (o) Characterization of Income. S Corporation items of income, loss, deduction.

5 and credit taken into account by a shareholder pursuant to G.S. lU5-131.1(b) shall be

6 characterized for purpo^c^ oi tht i D i vision as though received or incurred by the S

7 Corporation and not its shareholder.

8 "§ 105-131.3. Basis and adjustments, (a) The initial basis of a resident

9 shareholder in the stock of an S Corporation and m an\ indebtedness oi the

•10 corporation owed to that Nhareholder shall be determined, as of the later of the date

11 the stock is acquired, the effective date of the S Corporation election, or the date the

12 shareholder became a resident of this State, as provided under the Code.

13 (b) The basis of a resident shareholder in the stock and indebtedness of an S

14 Corporation shall be adjusted in the manner and to the e.xtent required I\\ section

15 101 1 of the Code e.xcept that:

16 (1) .Any adjustments made (other than for income e.xempt from federal

17 or State income taxes

i

to the S Corporation'^ bu '^mes^ income and

18 nonbuiM iK'' - meome pursuant to G.S. 105-131.2 shall be taken into

19 account; and

20 (2) .An\ adiustments made pursuant to section 136~ of the Code for a

21 taxable perioil during which this State did not measure S

22 Corporation shareholder income b\ reference to the corporation's

23 income shall be disregarded.

24 (c) The initial basis of a nonresident shareholder in the stock of an S Corporation

25 and in anv indebtedness of the corporation to that shareholder shall be zero.

26 (d) The basis of a nonresident shareholder in the stock and indebtedness of an S

27 Corporation shall be adjusted as provided in section 136" of the Code, except that

28 adjustments to basis shall be limited to the business income and nonbusiness income

29 taken into account bv the shareholder pursuant to G.S. 105-131. Kb).

30 (e) The basis of a shareholder m the stock of an S Corporation shall be reduced

31 bv the amount allowed as a loss or deduction pursuant to G.S. 105-131. 4(c).

32 (f) The basis of a resident shareholder in the stock of an S Corporation shall be

33 reduced by the amount of anv cash distribution that is not taxable to the shareholder

34 as a result of the application oi G.S. 105- 131.6(b).
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1 (g) For purpose^ of this section, a shareholder shall be considered to ha\e

2 acquired stock or indebtedness received b\ gift at the time the donor acquired the

3 stock or indebtedness, if the donor was a resident of this State at the time of the gift.

4 "§ 105-13L4. Canyforwards; carrybacks; loss limitation.

5 (a) Carrv forwards and carrybacks to and from an S Corporation shall be restricted

6 in the manner provided in section 1371(b) of the Code.

7 (b) The aggregate amount of losses or deductions of an S Corporation taken into

8 account bv a shareholder pursuant to G.S. 105-131. 1(b) may not e.xceed the combined

9 adjusted bases, determined in accordance with G.S. 105-131.3, of the shareholder in

10 the stock and indebtedness of the S Corporation.

11 (c) .Any loss or deduction that is disallowed for a ta.xable period pursuant to

12 subsection (b) of this section shall be treated as incurred b\ the corporation in the

13 succeeding taxable period with respect to that shareholder.

14 (d) (1) An\ loss or deduction that is disallowed pursuant to subsection (b)

15 of this section for the corporation's last taxable period as an S

16 Corporation shall oe treated a^ incurred b\ the shareholder on the

17 last day of any pONt-termination transition period.

IS (2) The aggregate amount of losses and deductions taken into account

19 b\ a shareholder pursuant to subdivision (1) of this subsection ma\

20 not exceed the adjusted basis of the shareholder in the stock of the

21 corporation (determined in accordance with G.S. 105-131.3 at the

22 close of the last day of any post-termination transition period and

23 without regard to this subsection).

24 "§ 105-131.5. Part-year resident shareholder. If a shareholder of an S Corporation

25 IS both a resident and nonresident of this State during any taxable period, the

26 shareholder's pro rata share of the S Corporation's income attributable to the State

27 and income not attributable to the State for the taxable period busine -

jia income and

28 nonbu '-ino 'j s income determined pursuant to G.S. 105 131.2 shall be further prorated

29 between the shareholders periods of residence and nonresidence. in accordance with

30 the number of days in each period, period, as provided in G.S. 105-134.5.

31 § 105-131.6. Distributions.

32 (a) Subject to the provisions of subsection (c) of this section, a distribution made

33 by an S Corporation with respect to its stock to a resident shareholder shall be

34 taxable to the shareholder twtk^^ as provided in Division II of this Article &«+y to the
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1 extent that the distribLition is chaiacteii/ed as a diMdciul or as gain trom the sale or

2 exchange ot property pursuant to section 1368 of the Code.

3 (h) Subject to the provisions ot subsection (c) ot this section. an\ distribution of

4 mone_\ made by a corporation with respect to its stock to a resident shareholder

5 during a post-termination transition period shall not be taxable to the shareholder

6 tw^^f- as proNJded in Division II of this Article to the extent the distribution is

7 applied against and reduces the adjusted basis of the stock of the shareholder in

8 accordance with section 1371(e) of the Code.

9 (c) In applying sections 1368 and 1371(e) of the Code to any distribution referred

10 to in this section:

11 (1) The term "adjusted basis of the stock" means the adiusted basis of

12 the shareholder's stock as determined under G.S. 105-131.3: and

13 (2) The accumulated adjustments account maintained for each resident

14 shareholder shall be equal to. and shall be adjusted m the same

15 manner as. the corporation's accumulated adiustments account

16 defined in section 1368(e)( 1 )(.A) of the Code, except that:

P a. The accumulated adjustments account shall be modified in

18 the manner provided in G.S. 105-131.3(b)( 1 ): and

19 b. The amount of the corporation's federal accumulated

20 adjustments account that existed on the day this State began

21 to measure the S Corporation shareholders' income b\

22 reference to the income of the S Corporation shall be

23 ignored and shall be treated for purposes of Divisions I and

24 II of this .Article as additional accumulated earnings and

25 profits of the corporation.

26 "§ 105-13L7. Returns; shareholder agreements; mandatory withholding.

27 (a) An S Corporation incorporated or doing busmess m the State shall file with

28 the Department an annual return, on a form prescribed by the Secretary, on or

29 before the due date prescribed for the filing of C Corporation returns i.i G.S.

30 105-130.1". The return shall show the name, address, and social security or tederal

31 identification number of each shareholder, income attributable to the State and the

32 income not attributable the uilocutions and apportionments of income to th i? to the

33 State with respect to each shareholder as determ i ned under G.S. 105 - 131.-. defined in

34 G.S. 105-131(4) and (5). and such other information as the Secretary may require.
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1 (b) The Department shall permit S Corporations to file composite returns and to

2 make composite payments of tax on behalf of some or all nonresident shareholders.

3 The Department may permit S Corporations to file composite returns and make

4 composite payments of tax on behalf of some or all resident shareholders.

5 (c) An S Corporation shall file with the Department, on a form prescribed by the

6 Secretary, the agreement of each nonresident shareholder of the corporation (i) to file

7 a return and make timely payment of all taxes imposed by this State on the

8 shareholder with respect to the income of the S Corporation, and (ii) to be subject to

9 personal jurisdiction in this State for purposes of the collection of any unpaid income

10 tax, together with related interest and penalties, owed b\ the nonresident shareholder.

11 If the corporation fails to timeK tile an agreement required by this subsection on

12 behalf of any of its nonresident shareholders, then the corporation shall at the time

13 specified in subsection (d) of this section pa\ to the Department on behalf ot each

14 nonresident shareholder with respect to whom an agreement has not been timelv

15 filed, who faiL^ to execute 'juoh an agi cement an amount equal to se\en percent {^^c)

16 of the shareholder's pro rata share ct the S Corporation's mH- income attributable to

17 the State reflected on the corporation's return for the taxable period. .An S

18 Corporation may recover a payment made pursuant to the preceding sentence from

19 the shareholder on v\hose behalf the pa\ment v\as made, upporiionod and allocated

20 to this State pursuant to G.S. 105 - 130. 4 and ad
i
ui'-ted pursuant to G.S. 105 - 131.2.

21 (d) The agreements required to be filed pursuant to subsection (c) of this section

22 shall be filed at the following times:

23 (1) At the time the annual return is required to be filed for the first

24 taxable period for which the S Corporation becomes subject to the

25 provisions of this Di\ision; and

26 (2) At the time the annual return is required to be filed for any

27 taxable period in which the corporation has a nonresident

28 shareholder on whose behalf such an agreement has not been

29 previously filed.

30 (e) .Amounts paid to the Department on account ot the corporation's shareholders

31 under subsections (b) and (c) shall constitute payments on their behalf of the income

32 tax imposed on them under Division II of this .Article for the taxable period.

33 "§ 105-131.8. Tax credits, (a) For purposes of G.S. 105-151. each resident

34 shareholder shall be considered to have paid a tax imposed on the shareholder in an

35 amount equal to the shareholder's pro rata share of anv net income tax paid b\ [he S
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1 Corporation to a stale which docs not measure the income ot S Corporation

2 shareholJers b\ the income of the S Corporation. For purposes o\ tlie preceding

3 sentence, the term "net income tax" means an\ tax imposed on or measured b\ a

4 corporation's net income.

5 t*+ Ltl) Each shareholder of an S Corporation shall he allowed as a credit against

6 the tax imposed b\ Di\ision II of this .Article in an amount equal to the shareholder's

7 pro fi.ta share of the tax credits described in G.S. 105-130.22 through G.S. 105-130.39

8 for which the S Corporation is eligible."

9 Sec. 29. G.S. 53.A-15(i) reads as rewritten:

10 "(i) The securities. e\idences of indebtedness and shares o\ the capital stock issued

11 by the corporation established under the provisions of this .Article, the i r trun ^' ft^
'

r. and

12 income therefrom, and deposits of financial institutions invested therein, shall at all

13 times be free from taxation within the State. Gain from the disposition of. and

14 income from, such securities, evidences oi indebiei-lness. and shares of stock, shall be

15 taxable under Article -i- of Chapter Hi5 of the General Statutes to the same extent as

16 it is taxable under the Internal Revenue Code.
"

P Sec. 30. G.S. 115E-21 reads as rewritten:

18 "§ 115E-21. Tax exemption.--The exercise of the powers granted bv this Chapter

19 will be in all respects for the benefit of the people of the State and will promote their

20 health and welfare, and no tax or assessment shall be levied upon dn\ proicct

21 undertaken bv the agency prior to the retirement or provision for the retirement of

22 all bonds or notes issued and obligations incurred bv the agencv in connection with

23 such protect.

24 .Anv bonds or notes issued by the agency under the provisions of this Chapter.

25 their tranL-for and the moomo therefrom (including anv—profit made on the—'tt+e

26 thereof) Chapter shall at all times be free from taxation bv the State or any local unit

2" or political subdivision or other instrumentality ot the State, excepting inheritance or

28 gift taxes. Gain from the disposition of. and income from, such bonds and notes shall

29 be taxable under Article 4 of Chapter 105 ol the Genera: Statutes to the same extent

30 as It IS taxable under the Internal Revenue Code. '

31 Sec. 31. G.S. 1 16-183 reads as rewritten:

32 '§ 116-183. Acceptance of grants; exemption from taxation.-The Board is hereby

33 authorized, subiect to the approval of the Director ot the Budget, to accept grants of

34 money or materials or property of anv kind for any project from a federal agency.

35 private agency, corporation or individual, upon such terms and conditions as such
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1 federal agenc\. private agency, corporation or indi\idual may impose. The bonds

2 issued under the provisions of this Article and the inoomo therefrom shall at all

3 times be free from taxation within the State. Gain from the disposition of. and

4 mcome from, such bonds shall be ta.xable under Article 4 of Chapter 105 of the

5 General Statutes to the same extent as it is taxable under the Internal Re\enue

6 Code. "

7 Sec. 32. G.S. 1 16-196 reads as rev\ritten:

8 "§ 116-196. Exemption from taxation; bonds eligible for investment or deposit.--An\

9 bonds issued under this .Article, including any of such bonds constituting a part of the

10 surplus of any bank, trust compan\ or other corporation, and the tran^^ifer ' of and the

1

1

inoomo from Qn\ 'juoh bond ''
> (including an\ profit made on the jalc thereof and all

12 principal. intorc?t and redemption premiunrj. if any > corporation shall at all times be

13 exempt from all taxes or assessment, direct or indirect, general or special, whether

14 imposed for the purpose of general re\enue or otherwise, which are le\ied or

15 assessed by the State or b\ an\ count\. political subdivision, agency or other

16 instrumentalit\ of the State. Gain rom the disposition of. and income from, such

17 bonds shall be taxable under Article 4 of Chapter l(>5 ot the General Statutes to the

IS same extent as it is taxable under the Internal Revenue Code. Bonds issued b\ the

19 Board under the provisions of this Article are hereb\ made securities in which all

20 public officers and public bodies of the State and its political subdivisions, all

21 insurance companies, trust companies, banking associations, investment companies.

22 executors, administrators, trustees and other fiduciaries mav properlv and legallv

23 invest funds, including capital in their control or belonging to them. Such bonds are

24 herebv made securities which mav properlv and legallv be deposited with and

25 received by any State or municipal officer or any agency or political subdivision of

26 the State for an> purpose for which the deposit of bonds or obligations of the State is

27 now or may hereafter be authorized by law."

28 Sec. 33. G.S. 122.A-19 reads as rewritten:

29 "§ 122A-19. Tax exemption.--The exercise of the powers granted bv this Chapter

30 will be in all respects for the benefit oi the people ot the State, for their well-being

31 and prosperity and for the improvement of their social and economic conditions, and

32 the .Agency shall not be required to pay any tax or assessment on any property owned

33 by the Agency under the provisions of this Chapter or upon the income therefrom.

34 Any obligations issued bv the Agency under the provisions of this Chapter, thoir

35 transfer and the inoomo therefrom i including unv profit made on the '^qIo thereof).
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1 Chapter shall at all times be free from taxation by the State or an\ local unit or

2 political subdi\i^ion or other instrumentalit\ of the State, excepting inheritance or gift

3 taxes. Gain from the disposition of. and income from, such obligations shall be

J taxable under Article 4 of Chapter 105 of the General Statutes to he same extent as

5 it is taxable under the Internal Re\enue Code. "

6 Sec. 34. G.S. 122D-14 reads as rewritten:

7 "§ 122D-14. Exemption from taxes.--The exercise of the povvers granted by this

8 Chapter will be in all respects for the benefit of the people of the State, for their

9 well-being and prosperit\ and for the impro\ement of their social and economic

10 conditions, and the ,Authorit\ shall not be required to pa\ an\ tax or assessment on

11 anv propertv owned b\ the .Authorits under the proMsions of this Chapter or upon

12 the income therefrom.

13 .Anv obligations issued b\ the .Authority under the provisions of this Chapter, their

14 transfer and the income therefrom i including ans profit made on the " ulc thereot).

15 Chapter shall at all times be free from taxation b\ the State or an\ local unit or

16 political subdivision or other instrumentalitx of the State, excepting inheritance or gift

17 taxes. Gain from the disposition of. and income from, ^uch obligation^ shall be

IS taxable under Article 4 of Chapter 105 of the General Statute^ to the Name extent aN

19 It IS taxable under the Internal Revenue Code.
"

20 Sec. 35. G.S. 131A-21 reads as rewritten:

21 "§ 131A-21. Tax exemption.--The exercise of the powers granted by this Chapter

22 will be in all respects for the benefit of the people of the State and will promote their

23 health and welfare, and no tax or assessment shall be levied upon any health care

24 facilities undertaken bv the Commission prior to the retirement or provision for the

25 retirement of all bonds or notes issued and obligations incurred by the Commission in

26 connection with such health care facilities.

27 Anv bonds or notes issued by the Commission under the provisions of this

28 Chapter, their tronjlcr and the i ncome therefrom ( i nc l uding anv protit made on the

29 sale thereof) Chapter shall at all times be free from taxation bv the State or anv local

30 unit or political subdivision or other instrumentality of the State, excepting

31 inheritance or 21ft taxes. Gain from the disposition of. and income from, such bonds

32 and notes shall be taxable under Article 4 of Chapter 105 of the General Statutes to

33 the '^ame extent as it is taxable under the Internal Revenue Code.
"

34 Sec. 36. G.S. 131E-28(c) reads as rewritten:
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1 "(c) Bonds, notes, debentures, or other evidences of indebtedness of a hospital

2 authority issued under the Local Government Revenue Bond Act. Chapter 159 of the

3 General Statutes. Article 5, or issued pursuant to the bond and revenue anticipation

4 provisions of Chapter 159 of the General Statutes. Article 9. or issued pursuant to

5 G.S. 131E-26(b) or contracted pursuant to G.S. 131E-32 and the transfer of and

6 income from such instrumental, including profits on lioIo ij. shall at all times be free

7 from taxation by the State or any of its subdivisions, except for inheritance or gift

8 taxes. Gain from the disposition of. and income from, such bonds, notes, debentures.

9 or other evidences of indebtedness shall be taxable under Article 4 of Chapter 105 of

10 the General Statutes to the same extent as it is taxable under the Internal Revenue

11 Code. "

12 Sec. 3". G.S. 143B-456(g) reads as rewritten:

13 "(g) .Anv obligations issued bv the .Authoritv under the provi!^lons of this Part, their

14 tranL-fcr and the income therefrom (including anv profit made on the sale thereof).

15 Part shall at all times be free from taxation bv the State or anv local unit or political

16 subdivision or other instrumentalitv of the State, excepting inheritance or gift taxes.

17 Gain from the disposition of. and ncome from. >uch obligations shall be taxable

18 under Article 4 of Chapter 105 of the General Statutes to the same extent as it is

19 taxable under the Internal Revenue Code.
"

20 Sec. 38. G.S. 15~-26 reads as rewritten:

21 "§ 157-26. Tax exemptions.--The authoritv shall be exempt from the payment of

22 anv taxes or fees to the State or anv subdiv ision thereof, or to any officer or employee

23 of the State or anv subdivision thereof. The property of an authority used for public

24 purposes shall be exempt from all local and municipal taxes and for the purposes of

25 such tax exemption, it is hereby declared as a matter of legislative determination that

26 an authority is and shall be deemed to be a municipal corporation. Bonds, notes.

27 debentures and other evidences of indebtedness of an authority (including any

28 corporate agent thereof authorized by this .Article to exercise the powers of the

29 authoritv ) heretofore or hereafter issued are declared to be issued for a public

30 purpose and to be public instrumentalities uni.\. together w i th the interest thereon.

31 and shall be exempt from taxes. Gain from the disposition of. and income from, such

32 bonds, notes, debentures, and other evidences of indebtedness, and shares of stock.

33 shall l''e taxable under Article 4 (^f Chapter 105 of the General Statutes to the same

34 extent as it is taxable under the Internal Revenue Code. "

35 Sec. 39. G.S. 159B-26 reads as rewritten:
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1 "§ 159B-26. Tax exemption.—Bo iul v—thou—ir ti M > tc t—tmrl—i4te

—

iik'omk'—
i lnj i ctroni

2 (i nokiding am p t oln Mitulc on tho -m I c ihc i oot). Boiuls sIkiII ai all times he lice trom

3 taxation b> the State or any political subdrvision or anv agency of eitiier thereof,

4 excepting inheritance or gift taxes. Gain from the Ji'^position of. and income from.

5 such bonds shall be taxable under Article 4 of Chapter 10:"> of the General Statutes to

6 the same extent as it is taxable under the Internal Revenue Code.
"

7 Sec. 40. G.S..159C-14 reads as rewritten:

8 "§ 159C-14. Tax exemption.--The authority shall not be required to pay any taxes

9 on any proiect or on any other property ovsned by the authority under the provisions

10 of this Chapter or upon the income {herefrom.

11 The interest on bonds issued by the authority shall be exempt from *lf income

12 taxes uithin the State to the same extent as it is exempt from income taxes under the

13 Internal Revenue Code .

14 All projects and all transactions therefor shall be subject to taxation to the extent

15 such projects and transactions wouk: be subject to taxation if no public body \v.ere

16 in\olved therewith."

17 Sec. 41. G.S. 105-160 re.ids as rewritten:

18 "§ 105-160. Short title.--This DiMSion shall be known and mu\ be c i ted as the

19 Income Tax .Act for Estates and Trusts."

:0 Sec. 42. G.S. 105-161. 105-162. and 105-163 are repealed.

21 Sec. 43. Division 111 of .Article 4 of Chapter 105 oi the General Statutes

22 is amended by adding after G.S. 105-160 a new section to read:

23 " § 105-160.1. Estates and trusts.--ia) imposition of the Tax. The tax imposed bv

24 this DiMsion shall appl\ to the taxable income of estates and trusts as determined

25 under the provisions of the Code except as otherwise provided in this DiMsion.

26 (b> Computation and Payment. The taxable income of an estate or trust shall be

27 the same as taxable income for such an estate or trust under the provisions of the

28 Code, adjusted as provided in G.S. 105-134.6 and G.S. 105-134.". except that the

29 adjustments prc v ided in G.S. 105-134.6 and G.S. !')5-134.~ >hall be apportioned

30 between the estate and the beneficiaries based on the distributions made during the

31 taxable vear. The tax shall be computed at the following percentages of an amount

32 equal to the taxable income multiplied bv a fraction, the numerator ot which is the

33 estate or trust's gross income trom North Carolina sources, plus the gross income

34 from sources outside of the State and from intangible sources which is for the benefit

35 of a resident of this State, and the denominator of which is the estate or trust's gross
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1 income as calculated under the Code. For purposes of the preceding sentence, the

2 words "taxable income" and 'gross income' shall be computed subject to the

3 adjustments provided in G.S. 105-134.6 and G.S. 105-134.7. The tax shall be at five

4 percent (5'^c) on the first twelve thousand dollars ($12.000) of the amount computed

5 above: and at eight percent jH'^'c) on the excess of the amount computed above over

6 twelve thousand dollars (S12.000). The tax computed under the provisions of this

7 Division shall be paid bv the fiduciary responsible for administering the estate or

8 trust.

9 (c) Definitions. For the purpose of this Division, the words and phrases defined

10 in Division II of this .Article shall ha\e the same meanings prescribed to them in that

1

1

Division, except m those instances where the context clearlv indicates a different

12 meaning.

13 (d) Tax Credits for Income Taxes Paid to Other States.

14 ^J If a fiduciary is required to pav income tax to this State for an

15 estate or a trust for which he acts, he shall be allowed a credit

16 against the taxes imposed hv this section for income raxes imposed

17 by and paid to another state or country on income derived from

18 sources within that other state or country in accordance with the

19 formula contained in subdivision (2) of this subsection and the

20 requirements of subdivision (3) of this subsection.

21 Ql The fraction of the gross income for North Carolina income tax

22 purposes which is derived from sources within and subject to

23 income tax in another state or country shall be ascertained and the

24 North Carolina net income tax before credit under this subsection

25 shall be multiplied bv that fraction. The credit allowed shall be

26 either the product thus calculated or the income tax actually paid

27 the other state or country, whichever is smaller.

28 Ql Receipts showing the payment of income taxes to another state or

29 country and a true copy of a return or returns upon the I'^asis of

30 which the taxes are assessed shall be tiled with the Secretary of

31 Revenue at or prior to the time credit is claimed. If credit is

32 claimed on account of a deficiency assessment, a true copv of the

33 notice assessing or proposing to assess the deficiency, as vvell as a

34 receijM showing the payment of the deficiency, shall be filed.
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1 1_4_) It an\ taxes paKl to anoihcc suiic or couinr\ lor which a tidiiciarv

2 has been allowed a credit under this section are at anv time

3 credited or refunded to the fiduciary, a tax equal to that portion of

4 the credit allowed tor the taxes so credited or refunded shall be

5 due and pa\ablc from the fiduciar\ withm 30 da\s after the date ot

6 the receipt of the refund or the notice of the credit. If the amount

7 of tax due is not paid within 30 dass after receipt or notice, the

8 fiduciary shall be subiect to the penalties and interest on

9 delinquent payments pro\ided in G.S. 105-236 and G S. 105-241.1.

10 i2l .\ resident beneficiary of an esiate or trust who is taxed under (he

1

1

prpyisions of DiMsion II oi this .Article on income from an estate

12 or trust determined to be includable m his jross income shall be

13 allowed a credit against the tax imposed tor income taxes paid by

14 the fiduciary to another state or country on the income in

15 accordance with tl'e formula contained in subsection (d)(2) of this

16 section and the r-quirements of subsection (d)(3) of this section:

17 proyided. that if any taxes paid to another state or country for

18 yvhich a beneficial y has been allowed credit under this section are

19 at any time credited or refunded to the beneficiary, a ta.x equal to

20 that portion of the credit allowed for the taxes sq credited or

21 refunded shall be due and payable trom the beneticiary within 30

22 davs after the date of receipt oi the retund or notice of the credit.

23' If the amount of tax due is not paid within 30 days after receipt or

24 notice, the beneficiary shall be subiecr to the penalties and interest

25 on delinquent payments proyided in G.S. 105-236 and G.S.

26 105-241.1.

27 fe) Returns. The fiduciary of an estate or trust shall file an income tax return for

28 the folloyying trusts or estates under affirmation, showing therein speciticalK the

29 ta.xable income and the adiustments required by this Diyision. and such o ther tacts as

30 the Secretary may require tor the purpose of making any computation req uired by

31 this DiMsion:

32 (Jj Eyery estate or trust which has taxable income under this Diyision

33 during the taxable year and is required to lile an income tax return

34 for the taxable year under the Code.
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1 iZl E\erv estate or trust which the Secrerar\ believes to be liable for a

- tax under this Division, when so notified by the Secretary of

3 Revenue and requested to file a return.

-^ (f) Time and Place of Filing Returns. Returns required under the provisions of

5 subsection (e) of this section shall be in such form as the Secretary of Revenue mav

6 prescribe, and shall be filed with the Secretary at his main office, or at anv branch

7 office which he may establish. The return of every fiduciary reporting on a calendar-

8 year basis shall be filed on or before the fifteenth da\ o f .April in each \ear. and the

9 return of every fiduciary reporting on a fiscal year basis shall be filed on or before

10 the fifteenth dav of the fourth month following the close of the fiscal \ear. In the

1

1

case of sickness, absence, or other disability or whenever in his judgment good cause

12 exists, the Secretary mav allow further time for filing these returns.

13 (g) Time and Place of Pa\ment of Tax.

14 U_i The full amount of the tax payable as shown on the face of the

15 return shall be paid to the Secretary of Revenue at the office

16 where the return is filed at the time fixed bv law for filing the

17 return: provided, that if the amount shown to be due after all

18 credits is less than one dollar (SI. 00). no payment need be made.

19 12} The tax may be paid with uncertified check, but if a check so

-0 received is not paid b\ the bank on which it is drawn, the fiduciary

21 bv whom the check is tendered shall remain liable for the payment

22 of the tax and for all penalties lawfully imposed.

23 (h) Corrections and Changes. For purposes of this section, the provisions of G.S.

24 li),S-159 requiring an individual to report changes, corrections, or the determination

25 of net income b\ the Internal Revenue Service shall apply also to fiduciaries required

26 to file returns for estates and trusts.
"

27 Sec. 44. G.S. 105-163.02(11) reads as rewritten:

28 "(11) 'Taxable year" shall have the meaning ascribed to such term in G.S.

29 105 13.>(9) 105-134.1(14) and G.S. 1(J5-130.2(5). as appropriate. In addition, "taxable

30 year" shall be that taxable year for which a manufacturer files an income tax return

31 upon which the tax credit provided for under this Divii.ion is claimed."

32 Sec. 45. G.S. 105-163.1(3) reads as rewritten:

33 "(3) "Dependent" means a dependent with respect to whom an income tax

34 exemption is allowed under the provi ijions of G.S. 105—1 40(a)(5) the Code ."

35 Sec. 46. G.S. 105-163. 2(a) and (b) read as rewritten:
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1 "(a) E\ery employer making pa\mc'nt of wages on or after Januar\ 1. 1960. shall

2 deduct and withhold with respect to the wages of each emplo\ee for each pa\roll

3 period an amount determined a> follows:

4 Such amount which, if an equal amount was collected for cch similar pa\roll

5 period with respect to a similar amount of wages for each paNroll period during an

6 entire calendar year, would aggregate or approximate the income tax liability of such

7 employee under .-Xrticle 4 of thi> Chapter after making allowance for the personal

8 exemptions to v\hich such em[ilo\ee would be entitled on the baMs of his status

9 during such payroll period and alter making allowance for withholding purposes for a

10 dedu-ction from wages of the amount of the standard deduction allowed under G.S.

1

1

105 -
1 4"(22) the Code and without making allowance for an\ other deductions.

12 (b) The Secretary of Re\enue shall cause to be prepared and shall promulgate

13 tables for computing amounts to be withheld with respect to different rates ot wages

14 for different payroll periods applicable to the \anous combinations of exemptions to

15 which an employee ma> be entitled and taking into account the l imited ton percent

16 ( \0'~i ) standard deduction abo\e reterred to. Such tables ma\ provide for the same

17 amount to be withheld within reasonable salar\ brackets or ranges so designed as to

IS result in the withholding during a \ear of approximateK the amount of an emplo\ee"s

19 indicated income tax liability with respect to said \ear. The withholding oi wages

20 pursuant to and in accordance with such tables shall be deemed as a matter of law to

21 constitute compliance vMth tiie provisions of subsection (a) of this section.

22 notwithstanding an\ other provisions of this Article."

23 Sec. 4''. G.S. 10,^-163.3 reads as rewritten:

24 "§ 105-163.3. Withholding in accordance with regiilations.—The manner of

25 withholding and the amount to be deducted and withheld under G.S. 105-163.2 shall

26 be determined in accordance with tables, rules and regulations promulgated by the

27 Secretary. The withholding exemption allowed by such tables, rules and regulations

2S shall, as nearly as possible, approximate the exemptions to which an emplovee would

29 be entitled under G.S. 105 -
1 4 iIk- Code ."

30 Sec. 48. G.S. 105-lb3.5(b) reads as rewritten:

31 "(b) Ever\ emplovee shall, on or before January 1. 1960. or at the time of

32 commencing emploxment. whichever is later, furnish his emplover with a signed

33 withholding exemption certificate informing the emplover of the exemptions which

34 the employee claims, which in no event shall exceed the amount of exemptions to

35 which the employee is entitled under G.S. 105 -
1 49: the Code: but. in the event that
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1 the emplovee fails to tile the exemption certificate required herein, the employer, in

2 computing amounts to be withheld from said employee's wages, shall allov\ the

3 employee the exemption accorded a single person with no dependents."

4 Sec. 49. G.S. 105-163.10 reads as rewritten:

5 "§ 105-163.10. Withheld amounts credited to individual for calendar year. The

6 amount deducted and v\ithheld under G.S. 105-163.2 during any calendar year from

7 the wages of any individual shall be allowed as a credit to such indi\idual against the

8 tax imposed bv G.S. 105 - 136. 105-134.2. for taxable years beginning in such calendar

9 year. If more than one taxable year begins in such calendar \ear such amount shall

10 be allowed as a credit against the tax for the last taxable year so beginning. .As a

11 prerequisite to obtaining the credit allowed herein, the indi\idual taxpayer must file

12 with the Secretary one copy, and such other copies and information as ma\ be

13 required by regulation, of the withholding statement pro\ided for b\ G.S. 105-163.7.

14 and such withholding statement must accompany the annual income tax return

15 required by G.S. 105-152." Sec. 50. G.S. 105-163. 16(d). (e). and (f)

16 read as rewritten:

17 "(d) When a husband and wife have elected under G.S. 105 - 152(c) G.S. 105-152.1

18 to file their aoparate income tax return^ on a inglc form a joint return and a refund

19 for overpayment of tax is made payable to both spouses as pro\ided m that

20 subsection, the pro\isions of this section shall appl\ to such refund.

21 (e) .Any taxpayer who shall be entitled to a refund of taxes withheld or estimated

22 taxes paid as provided by this section may elect to contribute all or an\ part of 'uoh

23 the refund to the Wildlife Fund for the support of wildlife management and

24 protection programs primarily for nongame wildlife species and wildlife species which

25 are or ma\ hereafter be designated as endangered or threatened. The Secretary shall

26 provide appropriate language and space on the individual income tax form m which

27 to make such election the election, and ?hall note the .»amo in hvj instructions u^ a

28 contribution qualit\ing -d -i a deduction under G.S. i05 -
1 4 7(16) . .Any such election

29 shall become irrevocable upon filing the taxpa\er"s income tax return for the taxable

30 \ear. .All of such the contributions made pursuant to this subsection ^hall be

31 transmitted to the State Treasurer for credit to the Wildlife Fund which shall be

32 made available to the Wildlife Resources Commission for the support of management

33 and protection programs primarily for nongame wildlife and endangered and

34 threatened .species and to match federal funds which may become available for such

35 purposes.
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1 (f) An\ ta\pa\cr who shall be entitled to a refund of taxes withheld or estimated

2 taxes paid as provided hy this section ma\ elect to contrihute all or an\ part of >uoh

3 the refund to the North Carolina Candidates Financing Fund for the use of political

4 campaigns as provided in Article 22C of Chapter 163 of the General Statutes. The

5 Secretary shall provide appropriate language and space on the individual income tax

6 form in which to make 'Hioh e l ect i on the election. i\ni.\ 'ihuU note the --ame i n h i~.

7 in ;itruotion:'. a -
- a contribution qualifying a s u deduction under G.S. i05 -

1 4 "( 16). Anv

8 such election shall become irrevocable upon filing the taxpayer's income tax return

9 for the taxable year. The Secretary shall, on a quarterly basis, transmit the remainder

10 of such the contributions made pursuant to this subsection to the State Treasurer for

11 deposit in the .North Carolina Candidates Financing Fund. .Anv interest earned on

12 funds so deposited shall be credited to that Fund."

13 Sec. 51. G.S. 105-203 reads as rewritten:

14 "§ 105-203. Shares of stock.—.All shares of stock (including shares and units o\

15 ov\nership of mutual funds, investment trust -i trusts, and investment funds) owned bv

16 residents of this State or having a b.isiness. commercial commercial, or taxable situs

17 in this State on December 31 of each vear. with the exception herein provided, shall

18 be subject to an annual tax. which is herebv levied, of twentv-five cents (25c) on

19 everv one hundred dollars (SIOO.OO) of the total fair market value of such stock on

20 December 31 of each year less such proportion o\ such value as is equal to the

21 proportion—ef—ehe

—

div idend -
»
—upon—T«eh—

-

iock—deductible—l^^y—rtteli

—

ta.\ paver—m-

22 computing—h^—moome—Ht*t

—

l t a )
> il n\—under—f-ltc

—

proviaions—e+

—

G.S.—!>)5 - i30.~—cntd-

23 1051 4~(7) without regard to the fifteen ' thousand—do l lar i S15.000) l i m i tation under

24 L^ubdiviL'iion ("i of G.S. 105 -
1 4 ^ and 105 - 130.^. to:

25 (1) In the case of a taxpayer that is a corporation, the proportion ot the

26 dividends upon such stock deductible bv such taxpayer in computing Us ini^ome tax

27 liability under G.S. 105-130.^ without regard to the fifteen-thousand-dollar (S15.000)

28 limitation under G.S. 105-130.^: and

29 (2) In the case of a taxpayer that is not a corporation, the proportion oi

30 the di\idends upon such stock that would be deductible In sucii taxpayer, if the

31 taxpayer were a corporation, in computing its income tax liability under the

32 provisions of G.S. 105-1.^^0. ~( 1 ).(2).(3). and (3a). with out regard to the fifteen-

I>3 thousand-dollar (SlS.OOi")) limiiaMon under G.S. 105-130. ~.

34 The tax herein levied shall not apply to shares of stock in building and loan

35 associations or savings and loan associations which pay a tax as levied under .Article
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1 SD of Chapter 105 of the General Statures, nor to shares of stock owned by any

2 corporation which has its commercial domicile in North Carolina, where such

3 corporation owns more than fifty percent {50'^'c) of the outstandmg voting stock.

4 The tax herein levied shall not apply to units of ownership in an investment trust.

5 the corpus of which is composed (i) entirely of obligations of this State or (ii) entirely

6 of obligations of the United States and of this State, at least eightv percent (SO'^c) of

7 the fair market value of which represents obligations of this State. For the purpose of

8 this paragraph, "State" includes the State of North Carolina, political subdivisions of

9 this State, and agencies of such governmental units: "United States" includes the

10 United States and its possessions, and the District of Columbia: "obligations" includes

11 bonds, notes and other evidences of debt. In order for the exemption provided for in

12 this paragraph to applv. it shall be the dutv o[ the trustees of an investment tru^t to

13 provide to the Secretary of Revenue, in form satisfactory to him and not later than

14 December 31 of the vear with respect to which the exemption applies, information

15 sufficient to establish the applicabilitv of this exemption.

16 Indebtedness incurred directly for -he purchase of shares of stock mav be deducted

17 from the total value of such shaies: provided, the specific shares of stock so

18 purchased are pledged as collateral to secure said indebtedness: provided further, that

19 only so much of said indebtedness may be deducted as is in the same proportion as

20 the taxable value of said shares of stock is to the total value of said shares of stock."

21 Sec. 52. G.S. 105-259 reads as rewritten:

22 '§ 105-259. Secrecy required of officials; penalty for violation.-With respect to any

23 one of the following persons: (i) the Secretary of Revenue and all other officers or

24 emplovees. and former officers and emplovees. of the Department of Revenue: (ii)

25 local tax officials, as defined m G.S. 105-273. and former local tax officials: (lii)

26 member^, and former members of the Property Tax Commission; (iv) an\ other

27 person authorized in this section to receive information concerning any item

28 contained in any report or return, or authorized to inspect any report or return: and

29 (\) the Comml^sioner of Insurance and all other officers or emplovees and former

30 officers and emplovees of the Department of Insurance with respect to State and

31 federal income tax returns filed with the Commissioner of Insurance by domestic

32 insurance companies: and except in accordance with proper judicial order or as

33 otherwise provided bv law. it shall be unlawful for any of said persons to divulge or

34 make known in anv manner the amount of income, income tax or other taxes of any

35 taxpayer, or information relating thereto or from which the amount of income.
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1 income tax or other taxes or ain part thereof might be determined, deduced or

2 estimated, whether the same be set forth or disclosed in or b\ means of an\ report or

3 return required to be filed or furnished under this Subchapter, or in or by means of

4 any audit, assessment, application, correspondence, schedule or other document

5 relating to such taxpa\er. notwithstanding the provisions of Chapter 132 of the

6 General Statutes or of any other law or laws relating to public records. It shall

7 likewise be unlawful to re\eal v\hether or not an\ taxpayer has filed a return, and to

S abstract, compile or furnish to any person, firm or corporation not otherwise entitled

9 to information relating to the amount of income, income tax or other taxes of a

10 taxpayer. an\ list of names, addresses, social security numbers or other personal

11 information concerning such taxpayer, whether or not such list discloses a taxpayer's

12 income, income tax or other taxes, or any part thereof, except that when an election

13 is made by a husband and wife under G.S. .05 - 152(e) to file their epurate return ''

- on

14 a

—

single—form.—ef—m

—

tXv te i—en

—

determine—ttft

—

c\emption—allow uh i e—under—G.S.

15 105 -
1 49(a)(2) under G.S. 105-152.1 tt^ file a loint return , any information gnen to one

16 spouse concerning the income or income tax o\ the other spous,e reported or

IT reportable on suoh single the |Oint return or on separate return '

? shall not be a

IS \iolation of the pro\isions oi this section.

19 .\othing in this section shall be construed to prohibit the publication of statistics.

20 so classified as to present the identification of particular reports or returns, and the

21 items thereof: the inspection of such reports or returns by the Go\ernor. .Attorney

22 General, or their duly authorized representative: or the inspection by a legal

23 representative of the State of the report or return of any taxpayer who shall bring an

24 action to set aside or re\iew the tax based thereon, or against whom an action or

25 proceeding has been instituted to recover any tax or penalty imposed by this

26 Subchapter: nor shall the pro\isions of this section prohibit the Department oi

27 Revenue furnishing information to other goxernmental agencies of persons and firms

28 properly licensed under Schedule B. G.S. 105-33 to 105-113. The Department of

29 Revenue mav exchange information with the officers of organized asscciations of

30 taxpayers under Schedule B. G.S. 105-33 to 105-113. with respect to parties liable for

31 such taxes and as to parties who have paid such license taxes.

32 When any record of the Department of Revenue shall ha\e been photographed.

33 photocopied or microphotocopied pursuant to the authority contained in G.S. S-45.3.

34 the original of said record may thereafter be destroyed at any time upon the order of

35 the Secretary of Revenue, notwithstanding the provisions of G.S. 121-5. G.S. 132-3 or
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1 an\ other law or laws relating to the preservation of public records. Any record

2 which shall not have been so photographed, photocopied or microphotocopied shall

3 be preserved for three years, and thereafter until the Secretary of Revenue shall order

4 the same to be destroved.

5 Any person, officer, agent, clerk, employee, local tax official or former officer.

6 employee or local tax official violating the provisions of this section shall be guilty of

7 a misdemeanor and fined not less than two hundred dollars (S200.00) nor more than

8 one thousand dollars (Sl.OOO) and or imprisoned, in the discretion of the court; and if

9 such offending person be a public officer or em.ployee. he shall be dismissed from

10 such office or emplovmcnt. and shall not hold any public office or emplo>ment in

1

1

this State for a period of five years thereafter.

12 Notwithstanding the provisions of this section, the Secretary of Revenue max

13 permit the Commissioner of Internal Revenue of the I'nited States, or the revenue

14 officer of any other state imposing any of the taxes imposed in this Subchapter, or the

15 duly authorized representative of either, to inspect the report or return of any

16 taxpayer; or may furnish such officer or his authorized agent an abstract of the report

17 or return of any taxpayer: or suppA such officer with information concerning any

IS item contained in any report or return, or disclosed b\ the report of an\ investigation

19 of such report or return of any taxpaver. Such permission, however, shall be granted

20 or such information furnished to ^uch officer, or his duly authorized representatives.

21 only if the statutes of the United States or of such other state grants substantialh

22 similar privilege to the Secretarv of Revenue of this State or his duly authorized

23 representative. Notwithstanding contrary provisions of this section, the Secretary may

24 also furnish to the Employment Security Commission account and identification

25 numbers, and names and addresses, of taxpayers when said Commission requires such

26 information for the purpose of administering Chapter 96 of the General Statutes.

27 Neither this section nor anv other law prevents the exchange of information between

28 the Department of Revenue and the Department of Transportation's Division of

29 Motor Vehicles when the information is needed by either to administer the laws with

30 which they are charged. Notwithstanding any other provision of law. State officers

31 and employees who perform computerized data processing functions pursuant to G.S.

32 143-341(9) for the Department of Revenue are authorized to receive and process for

33 the Department of Revenue information in reports and returns and are subject to the

34 criminal provisions of this section.
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1 Notuith^tanding the proMsioiis ot thib section, the SecretaiA of Re\enue ma\

2 contract with an\ person, tirni or corporation to receive and address, sort. bag. or

3 deliver to the United Stales Postal Service any bulk mailing originated b\ the

4 Department ot Revenue, and mav deliver the mail to the contractor pursuant to the

5 contract. To ensure performance of the contract, the contractor shall furnish a bond

6 in a form and amount acceptable to the Secretary."

7 S'.ic. 53. G.S.. 105-266 reads as rewritten:

S "§ 105-266. Overpayment of taxes to be refunded with interest.--If the Secretary of

9 Revenue discovers from the examination of an\ return, or otherwise, that anv

10 taxpaver has overpaid the correct amount of tax (including penalties, interest and

11 costs if anv). such overpavment it the amount of three dollars (S3.00) or more, shall

12 be refunded to the taxpaver within 60 days after it is ascertained together with

13 interest thereon at the rate established in G.S. 105-241.1(1) for assessments: provided.

14 that interest on any such refund shall be computed from a date 90 davs alter the date

15 the tax was originally paid by the taxpaver: except that there shall be no refund to the

16 taxpaver of any sum set off under tiie provisions of Chapter 1()5A. the Set-off Debt

1" Collection Act. If said overpay :nent is less than three dollars (S3. 00) said

IS overpavment shall be refundeil as aforesaid but onlv upon receipt b\ the Secretarv of

19 Revenue of a written demand for such refund from the taxpaver. Provided, however.

20 that no overpavment shall be refunded irrespective of whether upon discovery or

21 receipt of written demand if such discovery is not made or such demand is not

22 received within three vears from the date set by the statute for the filing of the return

23 or within six months of the payment of the tax alleged to be an overpavment.

24 whichever date is the later. The provisions of this paragraph shall not applv to

25 interest required under G.S. 105-26". When a husband and wife have elected under

26 G.S. 105 152(e) to file their -eparato income tax leturn -i on u -ingle form under G.S.

27 105-152.1 to file a joint return and a refund for overpayment of tax is made pavable

28 to both spouses as provided in that subsection, the provisions of this section shall

29 apply to such refund."

30 Sec. 54. This act does not affect the rights or liabilities of the State, a

31 taxpaver, or other person arising under a statute amended or repealed by this act

32 before its amendment or repeal: nor does it affect the right to any refund or credit of

33 a tax that would otherwise have been available under the amended or repealed

34 statute before its amendment or repeal.
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1 Sec. 55. This act is effective for taxable \ears beginning on or after

2 January 1. 1990.
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EXPLANATION OF LEGISLATIVE PROPOSAL 1

SummatA'

Legislative Proposal 1 is entitled A BILL TO BE ENTITLED AN ACT TO
STRUCTURE INDIVIDUAL INCOME TAX AS A PERCENTAGE OF FEDERAL
TAXABLE INCOME. The suhstantixe portion of the bill, sections 1-4.1. revises the

Individual Income Tax Act to tax at the rates of fne percent (5%) and eight percent

{2>%) each taxpayers"s net income, which is calculated as the individual s federal taxable

income attributable to North Carolina, minus amounts that are exempt from State

income tax. and plus amounts that are taxed by the State but not by the federal

government. The bill also authorizes married couples to file joint returns, makes
conforming changes to the income tax provisions applicable to Subchapter S

Corporations and estates and trusts, deletes current deductions and exemptions that will

be replaced with federal deductions and exemptions, eliminates some tax credits

allowed under current law. and provides that certain bonds will be taxed by the State to

the same extent as by the federal government.

The remainder of the bill (pages 44-51) makes changes to conform other parts of the

law to the substantive changes made by the bill, pnnides a savings clause, and makes
the bill effective for taxable years beginning on or after January I. 1990.

Section by Section Analysis .

Sections I and 2 of the bill make minor changes regarding the title and purpose of the

Individual Income Tax Act. Division II of Article 4 of Chapter 105 of the General

Statutes. Section 3 repeals 23 statutes from current law that relate to definitions, tax

rates, year of assessment, calculation of gross income and net income, deductions, and
exemptions.

Section 4 adds nine new statutes to replace those deleted by Section 3. New §

105-134. 1. Definitions , modifies or deletes existing definitions and adds new definitions

as necessary for the new law. The Internal Revenue Code referenced is as enacted as

of January I. 1989. but does nor include provisions to aulomaticaII\ increase

exemptions and standard deductions to keep up with inflation . Definitions from the

Code are adopted by cross-reference.

New § 105-134.2 imposes the individual income tax as a percentage of each

individual's North Carolina Net Income, which is federal taxable income adjusted as

provided below. As in the federal law. there are separate brackets for married

individuals filing joint returns and suniving spouses, heads of households, single

individuals, and married individuals filing separate returns.

New § 105-134.3. providing that the tax is paid in the year following the taxable year,

is the same as current G.S. 105-137. repealed by Section 3 above. New § 105-134.4

requires taxpayers to use the same taxable year for State tax purposes as for federal tax

purposes.

New § 105-134.5 defines North Carolina Net Income as federal taxable income
adjusted as provided in new §§ 105-134.6 and 105-134.7. below. For nonresidents and

part-year residents the amount is further adjusted to exclude income that is not

attributable to North Carolina sources. For S Corporations and partnerships, corporate
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income apportionment formulas from the Corporation Income Tax Act are used to

determine the amount of income that is attributable to North Carolina.

New § 105-134.6 provides for adjustments to federal taxable income in calculating

North Carolina Net Income, in subsection (a), certain S corporation income is adjusted
in the same way as corporate income under the Corporation Income Tax Act. In

subsection (b). amounts are deducted if they are to be exempt from State income tax

(interest on U.S. obligations; retirement benefits under the Railroad Retirement Act:
retirement benefits, currently exempt from State income tax. for firefighters, legislators,

members of the national guard, public officials, teachers, state employees, and law-
enforcement officers: up to $4,000 in retirement pay for civil service and military

retirees, and up to $1,500 in compensation received by members of the national guard).

In subsection (c). amounts are added if they are exempt from federal income tax but

not State income tax (interest on obligations of other states, income taxed under federal

law separately from taxable income. State taxes, and automatic increases in federal

exemptions and deductions).

New § 105-134.7 provides for adjustments to federal taxable income necessary to effect

the transition from current law to the new State tax law proposed by the bill. These
adjustments relate to calculating the basis of property when it is transferred,

recognizing gain that was previously unrecognized, and carrybacks and carryfoi^vards of
net losses. The section also authorizes the Secretary of Revenue to require other

adjustments as necessary to avoid double taxation or unintended exemptions due to the

transition from old to new law.

New §§ 105-134.8 and 105-134.9 are essentially the same as current G.S. 105-156.1
and 105-146. These statutes provide for the effective dates of some earlier changes and
authorize the Secretary of Revenue to take inventories, respectively.

Sections 5. 6. 8-12. and 14 carry forward the following tax credits with conforming
changes:

§ 105-151 Tax credits for income taxes paid to other states by individuals.

§ 105-151.1 Tax credit for construction of dwelling units for handicapped
persons.

§ 105-151.11 Credit against personal income tax for child care and certain

employment-related expenses. (Changed to track the federal

credit).

Credit for certain real property donations.

Credit for consenation tillage equipment.
Credit for gleaned crop.

Credit for distributing North Carolina wine.

Credit for creating jobs in severely distressed county.

Sections 7 and 13 of the bill repeal the following individual income tax credits:

G.S. 105-151.2. Credit against personal income tax for solar hot water.

heating and cooling.

G.S. 1 05- 1 5 1. 4. Credit against personal income tax for construction of

cogenerating power plants.

G.S. 105-151.5. Credit against personal income tax for conversion of industrial

boiler to wood fuel.

G.S. 105-151.6. Credit against personal income tax for construction of a fuel

ethanol distillery.
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gen?:rai. assembly of north Carolina

SESSION 1989

SVH D

Leeislative Propc^al 2 (TFC-6)
THIS IS A DRAJT lO-JAN-89 15:08:45

Short Title: Tax Amnest\ Proeram. (Public)

Sponsor'^:

Referred to:

1 A BILL TO BE ENTITLED

2 AN ACT TO CREATE A TAX AMNESTY PROGRAM AND INCREASE

3 PENALTIES FOR WILLFUL VIOLATION OF THE RE\ ENLE LAWS.

4 The General Assemhl_\ ot" North Carolina enacts:

5 PART I: AMNESTY PROGRAM
6 Section 1. AmncNi> Piogram established: scope. The Department oi

7 Re\enue shall adminiNter a t.i.\ amne>t\ program to be conducted during the period

8 September 15. 1989. through No\ ember 30. 1989. During the tax amnest\ period, the

9 Department of Revenue ina\ not initiate a criminal prosecution tor failure to report

10 or pa> ta.xes uithin the ^copc oi the Program and shall \\ai\e all penalties assessed for

1

1

such failure.

12 The taxes within the scope of the tax amnesty program are:

13 (1) inheritance taxes levied under Article 1 oi Chapter

14 105 of the General Statutes;

15 (2) license taxes, levied under Articles 2. 2A. 23. and

16 2C ot Chapter 105 of the General Statutes;

17 (3) franchise taxes levied under .Article 3 of Chapter

18 105 of the General Statutes;

TFC-6(DRAFT) Page E-



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1989

1 (4) income taxes le\ied under Articles 4. 4A. 4B. and

2 4C of Chapter 105 of the General Statutes;

3 (5) sales and use taxes levied under Articles 5. 39. 40.

4 41. and 42 of Chapter 105 of the General Statutes.

5 and under Chapter 1096 of the 1967 Session Laws;

6 (6) gift taxes levied under Article 6 of Chapter 105 of

7 the General Statutes;

S (7) intangibles taxes levied under Article 7 of Chapter

9 105 of the General Statutes; and

10 (8) motor fuels taxes levied under Articles 36. 36A. and

1

1

36B of Chapter 105 of the General Statutes.

12 The program shall apply to inheritance tax liabilities, license tax liabilities, gift tax

13 liabilities, sales and use tax liabilities, and motor fuels tax liabilities for taxable \ears

14 ending on or before June 30. 1989. and to income tax liabilities, franchise tax

15 liabilities, and intangibles tax liabilities for taxable \ears ending on or before

16 December 31. 1988. The program does not apph to an> matter that is the subject of

17 a pending court proceeding.

18 Sec. 2. Effect of paviiient under program. A taxpaser who pa\s

19 unreported, underreported. or assessed but unpaid taxes as part of the program is not

20 subject to criminal prosecution for not reporting, underreporting, or not paving the

21 taxes, but must pav interest on the amount due at the rate established under G.S.

22 105-241.1(1).

23 Sec. 3. Requirements for participation. To participate in the program, a

24 taxpayer shall:

25 (1) File an application to participate prior to the end of the amnesty

26 period;

27 (2) File a return for all reporting periods for which the taxpaver has not

28 previously filed a return but was required to file a return;

29 (3) File an amended tax return for all reporting periods for which the

30 taxpayer underreported tax liabilitv; and

31 (4) Pay the taxpaver's previouslv assessed taxes or unreported or

^2 underreported taxes for all reporting periods m full plus an\ interest

33 due.

34 Sec. 4. Deficiencies. For deficiency assessments brought bv the Secretary

35 of Revenue on a return filed pursuant to this act. a criminal action may be brought
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1 onl\ after the enJ of the amne^t) period and ma\ he ha^cd onl\ on the diftcrcncc

2 between the amount shown on the return and the correct amount.

3 Sec. 5. .Admmistration. Tlit- Secretar\ oi Revenue shall issue forms and

4 instructions to implement the amnest\ program and shall publicize the tax amncst\

5 period to ma.ximize public awareness of and participation in the program.

6 Sec. 6. Appropriation. There is appropriated from the General Fund to

7 the Department of Revenue the sum of fi\e hundred thousand dollars (S500.000) for

8 the 1989-90 fiscal year to be used to implement Sections 1 through 5 of this act.

9 PART 11: INCREASED PENALTIES

10 Sec. 7. G.S. 105-236(7) reads as rewritten:

11 "(~) Attempt to E\ade or Defeat Ta.x. - .An\ i->erson who willfulK attempts, or an\

12 person who aids or abets an\ person to attempt m an\ manner to e\ade oi' defeat an\

13 ta.x imposed b> this Subchapter of the General Statutes, or the payment thereof, shall.

14 in addition to other penalties proxided b\ law. be guilt> of a mi '^demeanor. Class J

15 felon\.
"

16 Sec. 8. G.S. 105-236(S) reads as rewritten:

17 "(8) Willful Failure to Collect. Wi'hhold. or Pa\ 0\er Tax. - .Any person required

18 under this Subchapter to collect, wit hold, account for. and pas ONer an\ ta.x imposed

19 b\ this Subchapter who willfulh faiN to collect or truthfulK account for and pa\ o\cr

20 such ta.x shall, in addition to other penalties pro\idcd b\ law. be guilts of a

21 mi 'jdomeanor Class J felon\ and shall be punished by up to three sears impriscMimeni

22 or a fine not to exceed one thousand dollars (Si.000). or b> imprisonment not to

23 exceed tvi o sear ^

^. or bs both such fine and imprisonment."

24 Sec. 9. G.S. 105-236(9) reads as rewritten:

25 "(9) Willful Failure to File Return. Supply Information, or Pas Tax. -- .Ans person

26 required under this Subchapter to pas any tax. to make a return, to keep ans records.

27 or to supply any information, who willfuUs fails to pay such tax. make such return.

28 keep such records, or suppls such information, at the time or times required bs lass.

29 or regulations issued pursuant thereto, shall, in addition to other penalties prosided

30 by lasv. be guilty of a m isdemeanor. Class J felons.
"

31 Sec. 10. G.S. 105-236(9a) reads as rewritten:

32 "(9a) .Aid or Assistance. - Any person, pursuant to or in connection ssith the

33 revenue laws, svho willfully aids, assists in. procures, counsels, or adsises the

34 preparation, presentation, or filing of a return, affidavit, claim, or any other document

35 that he knosvs is fraudulent or false as to ans material matter, sshether or not the
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1 falbit\ or fraud is v\ith the knowledge or consent of the person authorized or required

2 to present or file the return. affida\it. claim, or other document, shall be guilty ot a

3 miademeunor. Class J felony.
"

4 PART 111: EFFECTIVE DATES
5 Sec. 11. Sections I through 6 of this act shall become effective July 1.

6 1989: Sections 7 through 10 shall become effective December 1. 1989, and shall appl\

7 to violations occurring on or after that date: Section 11 is effective upon ratification.
.
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EXPLANATION OF LEGISLATIVE PROPOSAL 2

Legislative Proposal 2 is entitled A BILL TO BE ENTITLED AN ACT TO
CREATE A TAX AMNESTY PROGRAM AND INCREASE PENALTIES FOR
WILLFUL VIOLATION OF THE REVENUE LAWS.

Part ! of the hill estahlishes a tax amnesty program. The program will run from
September 15. 1989. through November 30. 1989. Persons who ha\e failed to file or

who have undeireported income or underpaid taxes will be able to file and pa\ during

this period and not be subject to criminal prosecution for their failure to comply with

the law. They will, however, be required to pay interest on the amount of taxes due.

The program does not apply to any matter that is the subject of a pending couii

proceeding.

The amnesty program will apply to inheritance taxes, license taxes, franchise

taxes, personal and corporate income iaxes. sales and use taxes, gift taxes, intangibles

taxes, and motor fuels taxes. The bill provides an appropriation of $.500,000 to the

Department of Revenue to be used to publicize and administer the amnest\ program.

Part II of the bill increases penalties for violation of the State tax laws from a

misdemeanor to a Class J felony. A Class J felony carries a sentence of up to three

years imprisonment upon conviction. The increase in penalties is included in the bill in

order to provide an incentive for participation in the tax amnesty program.

Part III of the bill establishes the effecti\e dates of the act. Part I is effective July

I. 1989: Part II is effective December 1. 1989. and applies to violations occuring on or

after that date.
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

S\H D

Legislati\e Proposal 3 (TFC-S)
TraS IS A DRAFT lO-JAN-89 15:08:34

Short Title: Tax Enforcement Compliance Funds. (Public)

Sponsors

Referred to:

1 A BILL TO BE ENTITLED

2 AN ACT TO APPROPRLATE FL NDS TO THE DEPARTMENT OF RE\ENUE
3 TO ENHANCE THEIR ENFORCEMENT CAPABILITIES AND TO INCREASE

4 TAXPAYER COMPLIANCE.

5 The General Assemhh of North Carolina enacts:

6 Section 1. There is appropriated from the General Fund to the

7 Department of Revenue sLim o\ four million nine hundred fift\-se\en thousand fi\e

8 hundred fort\-t\\o dollars (S-.')5".542) for the I^W9-90 fiscal \ear and the sum of tour

9 million eight hundred tuent\-se\en thousand ten (.lollars (S4.S2^.iM0) for the 1990-91

10 fiscal year to be allocated as follows:

11 (1) The sum of three million seven hundred t\\ent\ thousand tuo

12 hundred thirt\-six dollars (S3. "20.236) for the 19S9-90 fiscal year

13 and the sum of three million fort\-se\en thousand three hundred

14 thirt\-one dollars (S3.04".33I) for the 1990-91 fiscai \ear shall be

15 used to upgrade data processmg equipment to enhance information

16 processing;
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1 (2) The sum of four hundred ninet\-nine thousand one hundred six

2 dollars (S499.106) for the 1989-90 fiscal \ear and the sum of two

3 hundred ninetv- seven thousand five hundred forty-fi\e dollars

4 (S297.545) for the 1990-91 fiscal \ear ^hM be used to increase the

5 number of field auditors and clerical personnel to keep up with the

6 increase in the number of returns filed;

7 (3) The sum of fi\e hundred eight thousand six hundred fourteen

8 dollars (S508.614) for the 1989-90 fiscal year and the sum of

9 seventy-six thousand three dollars (S76,003) for the 1990-91 fiscal

10 \ear shall be used for additional equipment to enhance timeh

1

1

remittance and processing of tax returns:

12 (4) The sum of three hundred ninet\-six thousand nine hundred si.\t\

13 three dollars (S396.963) for the 1989-90 fiscal year and the ^um of

14 four hundred sixt\-four thousand two hundred sixt\ dollars

15 (S464,260) for the 1990-91 fiscal \ear shall be used for additional

16 personnel to meet remittance processing needs caused by the

17 increase in the number of tax returns:

18 (5) The sum of fort\-six thousand three hundred sixt\- nine dollars

19 (S46.369) for the 989-90 fiscal \ear and the sum of one hundred

20 twent\-two thousand nine hundred thirty -nine dollars (S 122.939)

21 for the 1990-91 fiscal >ear shall be used for additional clerical

22 personnel to tree audit personnel from clerical duties;

23 (6) The sum of one hundred thirt\-two thousand six hundred sixt\-

24 nine dollars (S132.669) for the 1989-90 fiscal year and the sum of

25 one hundred fort\-six thousand eight hundred twent\-se\en dollars

26 (S146,827) for the 1990-91 fiscal \ear shall be used for additional

27 audit and clerical personnel to enhance sales tax compliance.

28 Sec. 2. This act shall become effective July 1. 1989.
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EXPLANATION OF LEGISLATIVE PROPOSAL 3

Legislative Proposal 3 is entitled A BILL TO BE ENTITLED AN ACT TO
APPROPRIATE FUNDS TO THE DEPARTMENT OF REVENUE TO ENHANCE
THEIR ENFORCEMENT CAPABILITIES AND TO INCREASE TAXPAYER
COMPLIANCE. The bill appropriates $4,957,542 for fiscal vear 1989-90. and
$4,827,010 for fiscal vear 1990 91. The funds would be allocated as follows:

AMOUNT

PURPOSE 1989-1990 1990-1991

I. Update data processing $3,720,236 $3,047,331

2. Increase field auditors and
clerical personnel to keep up
with increased number oi returns 499.106 297.545

3. Additional equipment to enhance
timelv remittance and processing

of returns 508.614 76.003

4. Additional personnel for

remittance processing needs

due to increased number of returns 396.963 464.260

5. Additional clerical personnel

to free-up auditors 46.369 122.939

6. Additional audit and clerical

personnel to enhance sales tax

compliance 132.669 146.827

The effective date of the bill is Juh 1 . 1989.
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APPENDIX G

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

Leeislati\e Proposal 4 (TFC-2)
THIS IS A DRAFT lO-JAN-89 15:08:24

Short Title: Local Government Finance Study. (Public)

Sponsors:

Referred to:

1 A BILL TO BE ENTITLED

: AN ACT TO CREATE THE LOCAL GOVERNMENT FLNANCE STLD^

3 COMMISSION.

4 W'hereav. the elimination of the federal re\enue-Nharing program has

5 resulted in the loss by counties and cities in North Carolina of o\er one hundred

6 million dollars per year: and

7. \\herea>>. recent federal legislation will Mgnificantly increase the local

8 government cost of the Medicaid program: and

9 Whereas, the General .Assembly has responded to taxpaver concerns

10 about the property ta.\ b\ eliminating portions of the property ta.x base and

11 authorizing alternatne local revenue sources: and

12 Whereas, local government units in North Carolina must seek State

13 approval for nevv sources of levenue to mfeet pressing needs: and

14 Whereas, the State and local units are jointiv involved in funding

15 numerous programs and the relationship between State and local funding for manv of

16 these programs has not been reviewed in a number of vears: Now. therefore.

17 The General .Assemblv of North Carolina enacts:
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1 Section 1. The Local Go\ernment Finance Study Commission is created.

2 The Commission shaU:

3 (1) Undertake a comprehensi\e review of State and local functional and

4 funding responsibilities for ser\ices provided b> State and local government units in

5 North Carolina;

6 (2) Make a comprehensive re\ie\\ of sources of funding local government

7 units in North Carolina:

8 (3) Study the system under which local units are dependent on the State

9 for authorization of changes in local revenue sources;

10 (4) Anal\ze the impact of federal legislation since 1981 and potential

11 federal legislation on the fiscal outlook of the State and local government units;

12 (5) Analyze the methods and formulas used in providing State financial

13 assistance to local government units, including reimbursement for local tax changes;

14 (6) Analyze the relationship between the State and local budget c\clcs;

15 (7) Review the process b\ which local fiscal impact information is

16 presented during the State budget process; and

17 (8) Discuss the merits of establishing a permanent advisors commission

18 comprised of State and local elected officials and private citizens that would

19 continuallv review State and local fiscal relationships.

20 Sec. 2. The Commission shall consist of 14 members to be appointed as

21 follows:

22 (I) Four members of the Senate appointed bv the President Pro Tempore

23 of the Senate, one of whom shall be designated cochairman:

24 (2) Three public members appointed bv the President Pro Tempore of

25 the Senate, two of whom shall be local government officials and one of whom shall

26 be a citizen representing the public at large.

27 (3) Four members of the House of Representatives appointed by the

28 Speaker of the House of Representatives, one of whom shall be designated

29 cochairman;

30 (4) Three public members appointed by the Speaker of the House of

31 Representatives, two of whom shall be local government officials and one of whom

32 shall be a citizen representing the public at large.

33 Sec. 3. Members appointed to the Commission shall serve until the

34 Commission makes its final report. Vacancies on the Commission shall be filled in

35 the same manner as the original appointments were made.
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1 Sec. 4. L pon request ot the Commission or us sutt. all Slate departments

2 and agencies and all local government agencies shall furnish to the Commission or its

3 staff an) information in their possession or available to them.

i Sec. 5. The Commission shall submit a final report of its findings and

5 recommendations to the General Assembly on or before the first da> of the 1991

6 Session of the General AssembK. b\ filing the report uith the Speaker of the House

7 of Representatives and President Pro Tempore of the Senate. The Commission shall

8 terminate upon filing its final report.

9 Sec. 6. The Commission shall have its initial meeting on or before

10 October 1. 1989. The Commission shall meet upon the call of the cochairmen.

11 Sec. 7. Upon approval of the Legislative Services Commission, the

12 Legislative Services Officer shall assign professional and clerical staff to assist in the

13 work of the Commission. Clerical staff shall be furnished to the Commission through

14 the offices of House and Senate su[ierv isors of clerks. The expenses of emplovment

15 of the clerical staff shall be borne b\ tlie Commission. The Commission ma\ meet in

16 the Legislative Building or the Legislative Office Building upon the approval ot the

1" Legislative Services Commission.

18 Sec. 8. Members of the Commission shall be paid subsistence and travel

19 allowances as follows:

20 (1) Commission members who are also General .Assembh members, at

21 the rate established in G.S. 120-3.1:

22 (2) Commission meml">ers who are officials or emplovees of the State or

23 local government agencies, at the rate established in G.S. 138-6;

24 (3) .All other Commission members at the rate established in G.S. 138-5.

25 Sec. 9. There is appropriated from the General Fund to the General

26 .Assemblv the sum of tittv thousand dollars (S50.000) for the 1989-90 fiscal >ear. and

2" the sum of twent\-five thousand dollars (S25.000) for the 1990-91 fiscal >ear to fund

28 the Commission created bv this act. Funds appropriated for the Commission for the

29 1989-90 fiscal vear but not e.xpended for that purpose mav be e.xpended during the

30 1990-91 fiscal vear.

31 Sec. 10. This act shall become effective Julv 1. 1989.

32
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EXPLANATION OF LEGISLATIVE PROPOSAL 4

Legislative Proposal 4 is enlilleci A &ILL TO BE ENTITLED AN ACT TO
CREATE THE LOCAL GOVERNMENT FINANCE STUDY COMMISSION.

In Section I of the bill the Commission is charged to:

(1) Undertake a comprehensive review of State and local functional and
funding responsibilities for services provided by State and local government
units in North Carolina:

(2) Make a comprehensive review of sources of funding local government units

in North Carolina:

(3) Study the system under which local units are dependent on the State for

authorization of changes in local revenue sources:

(4) Analyze the impact of federal legislation since 1981 and potential federal

legislation on the fiscal outlook of the State and local go\emment units:

(5) Analyze the methods and formulas used in providing State financial

assistance to local government units, including reimbursement for local tax

changes;

(6) Analyze the relationship between the State and local budget cycles:

(7) Review the process by which local fiscal impact information is presented

during the State budget process: and

(8) Discuss the merits of establishing a permanent ad\isory commission
comprised of State and local officials and private citizens that would
continually review State and local fiscal relationships.

Section 2 of the bill details the Commissions membership. The Commission
would consist of fourteen members. Eight members would be legislators and six would
be public members. Four of the six public members would be local go\emment
officials.

Under Section 5 of the bill the Commission would be required to report to the

1991 General Assembly.

Section 9 of the bill appropriates from the General Fund the sum of $50,000 for

fiscal year 1989-90 and $25,000 for fiscal year 1990-91.

The effective date of the bill is Julv 1 . 1989.
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APPENDIX H

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

SfH

Legislati\e Proposal 5 (TF-35)

(THIS IS A DRAFT AND NOT READY FOR INTRODUCTION)

Short Title: Repeal Intangibles Tax. (Public)

Sponsors:

Referred to:

1 A BILL TO BE ENTITLED

: AN ACT TO REPEAL THE TAX ON INTANGIBLE PERSONAL PROPERTY'.

3 TO REIMBURSE COUNTIES AND CITIES FOR THE RESULTING REVENUE

4 LOSS. AND TO INCREASE INCOME TAXES TO PAY FOR THE

5 REIMBURSEMENT.

6 The General AssembU of North Carolina enacts:

7 Section 1. Effective January 1. 1990. G.S. 105-213.1 is transferred to

8

"

Article 12 of Chapter 105 of the General Statutes and is redesignated as G.S.

9 105-275.1.

10 Sec. 2. Effective January 1. 1990. G.S. 105-2^5.1. as designated by this

1

1

act, reads as rewritten:

12 "§ 105-275.1. Additional—distribution—to

—

counties—and

—

municipalities .

13 Reimbursement for exclusion of intangible personal property, (a) Distribution. As

14 soon as practicable after Jul> 1 of 19S6. the Secretar\ of Revenue shall allocate for

15 distribution to each county and the municipalities located m the count) the amount

16 allocated to that county from ta.xes levied under G.S. 105-199. 105-200. and 105-205

17 for the last ta.xable year in uhich these taxes were levied, plus or minus a sum that

18 equals the product of this amount and the percentage b> which State disposable
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1 personal income has increased or decreased during the most recent 12-month period

2 for which State personal income data has been compiled b\ the Bureau of Economic

3 Analvsis of the United States Department of Commerce.

4 Thereafter, as soon as practicable after July 1 of each year, the Secretar\ shall

5 allocate to each count\ the amount of funds allocated to the county under this

6 subsection the preceding year, plus or minus a sum that equals the product of this

7 amount and the percentage by which State disposable personal income has increased

8 or decreased during the most recent 12 month period for which State personal

9 income data has been compiled b\ the Bureau of Economic AnaKsis of the United

10 States Department of Commerce.

11 Amounts allocated to a countv under this section shall in turn be divided and

12 distributed between the count\ and the municipalities located in the count\ m
13 acoorduncc with tho method of allocating intangible tax revenue hctwocn a oount\

14 and the municipalities located in the oount\ provided m G.S. 105 - 213. in proportion

15 to the total amount of ad valorem raxes levied b\ each during the fiscal \ear

16 preceding the distribution. For the purpose oi computing the distribution to an\

17 countv and the municipalities located in the countv for anv vear with respect to

IS which the property valuation of a public service company is the subject of an appeal

19 and the Department of Revenue is restrained bv law from certifying the valuation to

20 the appropriate counties and municipalities, the Department shall use the last

21 property valuation of that public service company that has been certified.

22 The governing body of each countv and municipality shall report to the Secretary

23 of Revenue such information as he inav request for his guidance in makinc the

24 distribution under this subsection. If a county or municipality fails to make a

25 requested report within the time prescribed, the Secretary mav disregard that countv

26 or municipality in making the distribution.

2^ (al) Supplemental Distribution. .As soon as practicable after Julv 1 of 1991. the

2S Secretary of Revenue shall allocate for distribution to each countv the amount

29 allocated to that countv from ta.xes levied under G.S. 105-201. 105-202. 105-203. and

30 105-204. for the last taxable year in which these taxes were levied, including the

31 amount by which the allocation was increased under G.S. 105-213. plus or minus an

32 amount that equals the product ot this amount and the percentage by which State

33 personal income has increased or decreased during the most recent 12-month period

34 for -Ahich State personal income data has been compiled by the Bureau of Economic

35 Analysis of the I nited States Deparimenr ot Commerce .
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1 Thereafter, as soon as practioahlc after JuK 1 of each \ear. the Secretarx sliall

2 ;:\llocate to each couni\ the amount of funds allocated to the coi.int\ unJer this

3 subsection the preceding \ear. plus or minus a sum that equals the product o\ this

4 amount and the percentage In which State personal income has increased or

5 decreased during the most recent 12-month period for 'Ahich State personal income

6 data has been compiled b\ the Bureau of Economic AnaKsis of the Lnited States

7 Department of Commerce .

8 Amounts allocated to a count\ under this subsection shall in turn be divided and

9 distributed between the' count\ and the municipalities located in the count\ in

10 accordance with the method In which funds are distributed under subsection (a) of

1

1

this section .

12 (b) Restrictions on I se. Amounts distributed to a count\ or a municipalit\ uiuler

13 this section are subieoi to thv mmo rc ^tnctionj as umount-^ distributed uni.ior G.S.

14 105 - 21 J. shall be used I'^x the count\ or municipalitx in proportion to other propeit\

15 ta.x le\ les made b\ it tor \ain.H!s iLinJs and actniiics.

16 (0) Ntunicipuiitx Detined A - u -cd in thi^ 'cot i on. the term "mun i oipn l its " ha-'

17 (-ho bmo moaning qj in G.S. U)5 - 2! j

18 (d) Source. Amounts distributed under this section shall be charged to indi\idual

19 income tax collections."

20 Sec. 3. .Article ~ of Clia|ner 105 of the General Statutes, as amended b\

21 this act. and G.S. 105-276 are repealed. .An\ ta.xes collected pursuant to .Article " of

22 Chapter 105 of the General Statutes on or after July 1. 1900. shall remain in fhe

23 General Fund and an\ retunJs made on or after Jul\ 1. 1990. of ta.xes collected

24 pursuant to Article " of Chapter 105 of the General Statutes shall be charged to the

25 General Fund.

26 Sec. 4. G.S. 105-2~.s is amended b\ adding a nev\ subdivision to rea(.l:

27 " (38) .Accounts receivable, evidences of debt, stocks, bonds, and beneficial

28 interests in trusts held bv foreign fiduciai les.
"

29 Sec. 5. G.S. 105-2S5(b) reads as rewritten:

30 "(b) Personal Propert\; General Rule. - E.xcept as provided in subsection ic)

31 below, the value, ownership, and place o\ taxation o\ tangible personal property

32 pcrjonul property, both tang i ble end intup.gibk'

. shall be determined annuallv as ot

33 January I."

34 Sec. 6. G.S. 105-288 reads as rewritten:
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1 "§ 105-288. Functions of Department and Property Tax Commission; oath;

2 expenses, (a) Duties of the Department of Revenue:

3 (1) The Department shall exercise general and specific supervision

4 o\er the valuation and taxation of propert\ b\ counties and

5 municipalities throughout the State.

6 (2) The Department is responsible for appraising the property of

7 public service companies as defined in G.S. 105-333.

8 (b) Duties of the Property Tax Commission:

9 (1) The Commission is constituted as the State board of equalization

10 and review for the valuation and taxation of propert\ in the State.

11 (2) The Commission shall hear appeals from the appraisal and

12 assessment of the property of public '>er\ice companies as defined

13 in G.S. 105-333.

14 (c) Each member of the Commission, the Secretary of Revenue, and the emplovee^

15 of the Department assigned duties and responsibilities enumerated m this Chapter

16 shall take and subscribe the oath •5et up below and file it with the Secretarv of State:

17 I. do ^olemnlv swear, or affirm, that 1 will support and maintain the

18 Constitution and laws of the Lnited States, and the Constitution and laws of .North

19 Carolina not inconsistent therewith, and that 1 will faithfully discharge the duties of

20 my office and that 1 will not allow m\ actions in such office to be influenced b\

21 personal or political friendships or obligations, so help me. God.

23 Signature

24 (d) .All expenses of the Commission, and the Department ot Revenue in

25 performing the duties enumerated in this .Article shall be paid from funds

26 appropriated out ot revenue derived from the local ^ales and use taxes levied

27 pursuant to .Article 42 of this Chapter. tax on intangible por 'jonal property tis

28 proMded by G.S. 105 213.
"

29 Sec. 7. G.S. 105-501 reads as rewritten:

30 "§ 105-501. Distribution of additional taxes. The Secretary shall, on a quarterly

31 basib. allocate the net proceeds oi the additional one-half percent (1 2'' c ) sales and

32 use taxes levied under this Article to the taxing counties on a per capita basis

33 according to the most recent annual population estimates certified to the Secretarv by

34 the Stale Budget Officer. The Secretary shall then adjust the amount allocated to

35 each county as provided in G.S. 105-486(b). The amount allocated to each taxing
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1 count> -^hall then he Ji\iJed among the coLint> and the municipalities located in the

2 count\ in accordance with the method In which the one percent (Ko >ales and u^e

3 taxes levied in that coiinis pursuant to Article 39 ot this Chapter or Chapter 1096 of

4 the 1967 Session Laws are distributed.

5 If any faxes levied under this Article b>" a countv have not been collected in that

6 countv for a full quarter because of the le\y or repeal of the taxes, the Secretarv shall

7 distribute a pro rata share to that count\ for that quarter based on the number of

8 months the taxes were collected in that county during the quarter.

9 In determining the amount to be distributed, the Secretarv shall deduct from the

10 net proceeds collected under this .Article (he cost to the State for the preceding

1

1

quarter to:

I- Lii Perform the ekities imposed upon the Department of Revenue b\

13 Article !5 ot this Chapter:

14 Lli Operate the Piopert\ Tax Commission: and

15 L3i Operate a training program in properi\ ia.\ appraisal and

16 assessment administration b\ the Institute of Government. "

P Sec. S. G.S. 105-333(3) reads as rewritten:

IS "(3) "Distributable s\stem property" means all real propert> and tangible ttfh4

19 i ntang i ble personal propert\ owned or used b\ a railroad compan\ other than

20 nondistributable system propertv."

21 Sec. 9. G.S. 105-333( 1") reads as rewritten:

22 "(P) "Svstem propertv" means the real propertv and tangible wfh^

—

intangib l e

23 personal propert_\ used In a pi'.blic service companv in its public service activities. It

24 also means public service companv propertv under construction on the dav as of

25 which propertv is assessed which when completed will be used bv the owner in it>

26 public service activities."

2" Sec. 10. G.S. I05-305(a) reads as rewritten:

28 "(a) Listing Instructions. This section ^httll apply applies to all taxable intangible

29 personal propertv that has a tax situs in this State. State and that is not required t»y

30 this Subchapter to be appraised originallv by the Department of Revenue. Revenue.

31 and that r- not aubject (o tuxat ion under the provi ' ion^ ol Schedu l e H . (_t.S. iO.> - i9X

32 through 105 - -P. The place in this State at which such propertv is taxable shall lie

33 determined according to the rules prescribed in subsections (b) through (e). below.

34 The person whose dutv it is to list propertv shall list it m the countv in which the

35 place of taxation is located, indicating on the abstract the information required bv
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1 G.S. 105-309(d). If the plact of taxation lies witfiin a city or town that requires

2 separate listing under G.S. 105-326(a). the person who^e duty it is to list shall also list

3 the propertN for taxation in the city or town."

4 Sec. 11. G.S. 105-1 15(2) reads as rewritten:

5 "(2) The \alue upon which the tax herein levied shall be assessed by the Secretary

6 of Revenue and the measure of the extent to which every such railroad company is

7 carrying on intrastate commerce within the State of North Carolina shall be fifty-five

8 percent (55^c) of the appraised \alue of the total property, tangible and intangible.

9 tangible property in this State, for each such railroad company, as determined for ad

10 valorem taxation during the calendar year in which such report is due."

11 Sec. 12. Effective for taxable years beginning on or after January 1. 1991,

12 G.S. 105-I20.2(b)(2) reads as rewritten:

13 "(2) Notwithstanding the provisions of subdivision ( 1 1 of this subsection, if the tax

14 produced pursuant to application of this paragraph (2) exceeds the tax produced

15 pursuant to application of subdivision (1). then the tax shall be levied at the rate oi

16 one dollar and fifty cents (Si. 50) per one thousand dollars (Sl.OOO) on the greater of

17 the amounts of

IS a. Fifty-five percent {55'^c) of the appraised value as determined for

19 ad valorem taxation of all the real and tangible personal property

20 in this State of each such corporation: or corporation plur^ the total

21 appraised value of intangible—propcrtv—returned—for taxation ot

22 intangible personal propcrtv a^ computed under G.S. 105 - 122(d) :

23 Of

24 b. The total actual investment in tangible propertv in this State of

25 such corporation as computed under G.S. 105- 122(d)."

26 Sec. 13. Effective for taxable vears beginning on or after January 1. 1991,

27 G.S. 105- 122(d) reads as rewritten:

28 "(d) After determining the proportion of its total capital stock, surplus and

29 undivided profits as set out in subsection (c) of this section, which amount so

30 determined shall in no case be less than fifty-five percent (55'^c) of the appraised

31 value as determined lor ad valorem taxation of all the real and tangible personal

32 property in this State of each such corporation plu '

3 the total uppraiaed value ot

33 intang i ble property returned for taxation of i ntangible per sonal property as herein

34 spec i f ied nor less than its total actual investment in tangible property in this State,

35 every corporation taxed under this section shall annually pay to the Secretary of
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1 Revenue, at the time the report and statement aie due. a tranchibe or privilege tax.

2 which is hereb\ levied at the rate of one dollar and titt\ cents (Si. 50) per one

3 thou!>and dollars (Si.000) ot the total amount ot capital stock, surplus and undivided

4 profits as herein provided. The tax imposed in this section shall in no case be less

5 than twentv-five dollars (S25.00) and shall be for the privilege of carrving on. doing

6 business, and or the continuance of articles of incorporation or domestication of each

7 such corporation in this State. .Appraised value of tangible [iropertv including real

S estate shall be the ad valorem valuation for the calendar vear next preceding the lIuc

9 date of the franchise tax. return. .Xpprui '^od vukK' of i ntang tbk- p i opcnv -hull h<- the

10 tota l gro 'js va l uat ion required to be reported for i ntiingible tux pui po -c-' on Apr i l 15

1

1

coincident with or next piooeding the due dote of the franehise tax return. The term

12 "total actual investment m tangible property" as used in this section vhall be construed

13 to mean the total original purchase price or consideration to the reporting taxpaver ot

14 its tangible properties, including real estate, in this State plus additions and

15 improvements thereto less re><erve for depreciation as permitted tor income lax

16 purposes, and also less anv indebtedness incurred and existing bv virtue of ihe

17 purchase of any real estate and anv permanent improvements made thereon. In

18 computing "total actual investment in tangible personal propertv' there shall aKo be

19 deducted reserves for the entire cost of anv air-cleaning device or sewage or waste

20 treatment plant, including waste lagoons, and pollution abatement equipment

21 purchased or constructed and installed which reduces the amount of air or water

22 pollution resulting from the emission of air contaminants or the discharge of sewage

23 and industrial wastes or other polluting materials or substances into the outdoor

24 atmosphere or into streams, lake^. or rivers, upon condition that the corporation

25 claiming ^uch deduction shall furnish to the Secretarv a certificate from the

26 Department of Natural Resources and Communitv Development ccrtifving that said

27 Department has found as a fact that the air-cleaning device, waste treatment [)lant or

2S pollution abatement equipment purchased or constructed and installed as above

29 described has actuallv been constructed and installed and that such device, plant or

30 equipment complies with the requirements of said Environmental Management

31 Commission with respect to such devices, plans or equipment, that such device, plant

32 or equipment is being effectivelv operated in accordance with the terms and

33 conditions set forth in the permit, certificate of approval, or other document of

34 approval issued bv the Environmental Management Commission and that the primary

35 purpose thereof is to reduce air or water pollution resulting trom the emission oi air
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1 contaminants or the discharge of sewage and waste and not merely incidental to other

2 purposes and functionN. The cost of constructing facilities of an\ private or public

3 utility built for the purpose of providing sewer service to residential and outKing

4 areas shall be treated as deductible for the purposes of this section; the deductible

5 liability allowed by this section shall apply onl\ with respect to such pollution

6 abatement plants or equipment constructed or installed on or after January 1. 1955.

7 In determining the total tax payable by any corporation under this section, there

S shall be allowed as a credit n such tax the amount of the credit authorized by

9 Division V of Article 4 of this Chapter."

10 Sec. 14. Effecti\e JuK 1. 1991. G.S. 108.A-93 reads as rewritten:

11 "§ 108A-93. Withholding of State moneys from counties failing to pay public

12 assistance costs.--The Director of the Budget is authorized to withhold from any

13 count\ that doe^ not pa\ its full share of public assistance costs to the State and has

14 not arranged for payment pursuant to G.S. 108-54. 1 or G.S. 10S.A-S9. an\ State

15 moness appropriated from the General Fund for [niblic as^lstance and related

16 administrative costs, or to direct the Secretary of Re\enue and State Treasurer to

17 withhold any funds to he distributed to a count\ under G.S. I05-2~5.1 or an\ tax

18 owed to a countv under .Article 7 of Chapter 105 of the Gonertil Statute;. G.S.

19 105-113.82. Article 39 of Chapter 105 of the General Statutes or Chapter 1096 of the

20 Session Laws of 1967. The Director of the Budget shall notify the chairman of the

21 board of county commissioners of the proposed action prior to the withholding of

22 funds."

23 Sec. 15. Division 1 of Article 4 of Chapter 105 is amended b\ adding

24 after G.S. 105-130.3 a new section to read:

25 " § 105-130.3A. Income tax surtax. In addition to the income tax imposed b\ G.S.

26 105-130.3. each corporation required to file a return uniler this DiMsion shall pav an

27 income tax surtax equal to three and one-half percent (3.5^c) of the amount of

28 income tax pa\able l^\ the corporation to the State for the taxable \ear. This tax is

29 due on or before the fifteenth da\ of the third month following the close of the

30 corporation's taxable vear.
"

31 Sec. 16. G.S. 105-136 reads as rewritten:

32 "§ 105-136. Individuals.- -.A tax is hereb\ imposed upon e\ery resident of this State

33 which shall be levied, collected, and paid annualK. with respect to the net income of

34 the taxpayer as herein defined, and upon the net income derived from North

35 Carolina sources of e\erv nonresident indi\idual v\hich is attributable to the
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1 ownership of an\ interest in real or tangible personal property in this State or which

2 is from a business, trade, profession, or occupation carried on in this State, computed

3 at the following rates, after deducting the exemptions provided m this Division.

4 On the e.\cess o\er the amount legally e.xempted. up to two thousand dollars

5 (S:.000). three percent (3^r).

6 On the e.xcess above two thousand dollars ($2,000). and up to four thousand

7 dollars (S4.000). four percent (4^c).

8 On the excess abo\e four thousand dollars (S4.000). and up to six thousand

9 dollars (S6.000). five percent (5'^c).

10 On the excess o\er six thousand dollars (S6.000). and up to ten thousand dollars

11 (SIO.OOO). si.x percent (6^f ).

12 On the excess o\er ten thousand dollars (SIO.OOO). and up to ihi[i\ thousand

13 dollars (S30.000). se\en percent {~-r ).

14 On the excess oxer ihirt\ thousand dollars 'S30.000i. and u}'' to si\t\ thousand

15 dollars (ShO.ijOl)). sc\en and one-half percent (".5-^ ).

16 On the excess o\er sjxiN thousand dollars (S60.000). eight percent (^^r i.

"

17 Sec. 17. This act does rot affect the rights or liabilities oi the State, a

IS taxpa>er. or other person arising ui Jer a statute amended or repealed b\ this act

19 before its amendment or repeal; nor loes it affect the right to an\ refund or credit of

20 a tax that would otherwise ha\e been a\ailable under the amended or repealed

21 statute before its amendment or repeal.

22 Sec. IS. Sections I and 2 of this act shall become effective Januar\ I.

23 1990. Section " oi this act shall i-'ecome effective Januarv I. 1990. and applies to

24 sales and use taxes collected on sales made on or after that date. Sections 12 and 13

25 of this act are effective tor taxable vears beginning on or after Januarv 1. 1991.

26 Section 14 of this act shall become effective July 1. 1991. The remainder oi this act is

27 effective for ta.xable years beginning on or after January 1. 1990.
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EXPLANATION OF LEGISLATIVE PROPOSAL 5

Legislative Proposal 5 is entitled A BILL TO BE ENTITLED AN ACT TO REPEAL
THE TAX ON INTANGIBLE PERSONAL PROPERTY. TO REIMBURSE
COUNTIES AND CITIES FOR THE RESLiLFING REVENUE LOSS. AND TO
INCREASE INCOME TAXES TO PA> FOR-IHE REIMBURSEMENT. Section I of

the bill transfers from the Intangible Personal Properly anicle of Chapter 105 to the

Machinery Act the statute pro\iding for reimhursement of local governments for

revenue lost due to the partial repeal of the intangibles tax in 1985. Section 2 of the

bill amends that statute to provide for additional reimbursement of local governments.
effective July I. 1991. for the losses due to the repeals provided in the bill. 1 he
Secretary of Revenue will allocate to each counts an amount equal to the amount of

intangibles tax levied in that county prior to the repeal of the tax. adjusted for inflation.

Amounts allocated to each county uill then be divided and distributed between the

county and its cities in proportion to their ad valorem tax levy. Each year, the

reimbursement amount will be adjusted for inflation and allocated and distributed in the

same way.

Section 3 of the bill repeals the remainder of the Intangible Personal Property article of

Chapter 105. Section 4 amends the Machinery Act to provide that accounts recei\abie.

evidences of debt, stocks, bonds, and beneficial interests in trusts held by foreign

fiduciaries shall be exempt from property taxes. Section 5 makes a conforming change
to a provision of the Machinery Act relating to taxation of personal propert\

.

Sections 6 and 7 of the bill pro\ide thai the expenses of the Property Tax Commission.
of the Department of Re\enue in super\ising local property taxation, and of the

Institute of Government in training property tax administrators, shall be drawn from
local sales tax revenues. Those expenses are currently drawn from intangible tax

revenues.

Sections 8. 9. and 10 of the bill delete references to intangible personal property in the

Machinery Act. Sections 11. 12. and 1.1 amend franchise tax statutes to delete

calculations of the taxed based on the appraised \alue of taxable intangible property.

Section 14 of the bill amends G.S. I08A-9,1. relating to withholding of funds from
counties that fail to pay public assistance costs, to pro\ide that the intangible tax

reimbursements may be withheld in the same wa\ that intangibles tax proceeds ma\ be

withheld under current law.

Section 15 of the hill amends the Corporation Income Tax Act to levy an income tax

surtax equal to 3.5% of each corporations income tax liability. Section 16 increases

individual income taxes by adding two new brackets to the existing rate structure: at the

rate of 7.5% for net taxable income over $30,000. up to $60,000: and at the rate of

8% for net taxable income over $60,000. If Legislative Proposal I is enacted by the

General Assembly, this bill will be amended to add the two brackets to the new rate

stru' ture contained in Legislative Proposal I

.

Section 17 of the bill, the sasings clause, provides that the changes made by the bill do
not affect any rights or liabilities that arose under the law before the changes went into

effect. Section 18 of the bill provides the effecti\e dates of the bill. The intangibles

tax repeal and the income tax increases will become effective for taxable years

beginning on or after January 1. 1990. The provisions for reimbursement will become
effective in 1991.
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APPENPrX I

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

WS D

Lee!»^lati\e Proposal 6 (TF-33)
(XraS IS A DRAFT AND NOT READY FOR INTRODUCTION)

Short Title: Increase Dependent Care Credit. (Public)

Sponsor'

Reterred to:

1 A BILL TO BE ENTITLED

2 AN ACT TO INCREASE THE INCOME TAX CREDIT FOR CHILD-CARE AND
3 CERTAIN EMPLOYMENT-RELATED EXPENSES.

4 The General AssembK of North Carolina enacts:

5 Section 1. G.S. 105-151.1 1(a) reads as rewritten:

6 "(a) An\ person who malntaIn>^ a household which includes as a member one or

7 more qualihing indi\iduals shall be allowed as a credit against the tax imposed b\

8- this Division an amount equal to 'Cvcn percent (7^ '

) ten percent (lO^r) of the

9 emplovmcnt-related expenses as defined m subdi\ision (b)(2) herein."

10 Sec. 2. This act is effecti\e for taxable \ears beginning on or after

11 Januarv I. 1989.
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EXPLANATION OF LEGISLATI\ E PROPOSAL 6

Legislative Proposal 6 is entilled A BILL TO BE ENTITLED AN ACT TO INCREASE
THE INCOME TAX CREDIT FOR CHILD-CARE AND CERTAIN EMPLOY MENT-
RELATED EXPENSES.

G.S. 105-151.11 allows an income tax credit equal to seven percent (I'^r) of a

taxpayer's expenses for household senices and other care of a qualifying individual if

the expenses are incurred to enable the taxpayer to he gainfully empk)\ed. The credit

is allowed for expenses up to $2,400 per year for one qualifying individual and up to

$4,800 per year for more than one qualifying individual. A qualifying individual is a

dependent who is under the age of 15 or a dependent or spouse who is physically or

mentally incapable of caring for himself or herself.

Legislative Proposal 6 would increase the se\en percent (7%) measure of the credit to

ten percent (10%). so that taxpayers could take as a credit ten percent (10%) of the

amount of their expenses during the year for dependent care, up to $2,400 of expenses
for one dependent and $4,800 of expenses for two or more dependents. This bill is to

become effective for taxable years beginning on or after January 1. 1989.
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APPKNPrX J

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

H/S D

Leeislati\e PropO'^al 7 (TF-3~)
(TfflS IS A DRAFT AND NOT READY FOR INTRODLCTION)

Short Title: Elderlv Care Tax Credit. (Public)

Sponsors:

Referred to:

I A BILL TO BE ENTITLED

: AN ACT TO ALLOW AN INCOME TAX CREDIT TO A HOUSEHOLD WHEN
3 ONE SPOUSE PROVIDES Fl LL-TIME CARE FOR A PARENT WHO
4 WOULD OTHERW ISE BE IN A NURSING HOME.
5 The General Assembly of North Carolina enacts:

6 Section 1. DiMsion II of Article 4 of Chapter 105 of the General Statutes

7 IS amended b\ adding utter G.S. 104- 15 LP a new section to read:

8
"
§ 105-15L18. Credit for care for the elderly, (a) A taxpa\er uho is married and

9 li\ing with his spouse during the entire taxable \ear. whose spouse is noi jjainfulK

10 emplo\ed or a student at an educational institution at anv time during ihe taxable

1

1

\ear. and v\hose spouse provides care for a qualifying parent of the spouse or of the

12 taxpa\er. is allowed as a credit against the tax imposed l\\ this DiMsion three

13 hundred dollars (S300.00) for each taxable \ear. The amount of the credit allowed

14 b\ this section shall be reduced H\ an amount equal to se\en percent t^'"r\ pt the

15 total \alue oi all gifts of property, hoih tangible and intangible, recencd 'n ihe

16 taxpa\er or the taxpayer's spouse during the taxable >ear from the qualify ing parent

17 or the qualifxing parent's spouse.
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1 (b) The term •qiialif\mg parent' means a parent of the taxpiuer or the taxpayer's

2 spouse who (i) lives with the taxpayer and the taxpayer's spouse during the entire

3 taxable vear. (ii) is 65 vears of age or older, and (iii) is eligible for nursmg home care.

4 (c) To be eligible for the credit allowed bv this section, the taxpa\er and the

5 taxpayer's spouse must file a combined return for the taxable \ear and must attach to

6 the tax return a ph\sician's order or other statement from a ph\sician certifying that

7 the qualif\ing parent is eligible for nursing home care. A taxpayer who takes a

8 deduction under G.S. 105-14^(28) for amounts paid for the maintenance and care of

9 a qualifying parent mav not claim a credit under this section vvith respect to the

10 qualif\ing parent.

1

1

(d) The credit allowed bv this section mav not exceed the amount of tax imposed

12 b\ thl:^ DiM^ion for the taxable \ear reduced b\ the sum of all credits allowable

13 under this DiMsion. except for payments of tax made b\- or on behalf of the

14 taxpayer.
"

15 Sec. 2. G.S. 105-147(28) reads as rewritten:

16 "(28) Amounts paid, not to exceed three thousand dollars (S3.000), for the

17 maintenance and care of the individual's parent or parents. The deduction

18 allowed b\ this subdi\ision shall be reduced by the amount by which the

19 total value of all gifts of property, both tangible and intangible, received

20 during the taxable \ear from the parent or parents for whom this

21 deduction is claimed exceeds one hundred dollars (S 100.00).

22 If the indiMdual makes payments for the maintenance and care of one

23 parent, the indi\idual ma\ take this deduction only if:

24 a. The indi\idual does not take an exemption for the parent under G.S.

25 105 .
1 40(a)(5): 105- 149(a)(5) or a credit with respect to the parent

26 under G.S. 105-151.18:

27 b. The parent is not in a public or private institution;

28 c. The parent's disposable income, as defined in G.S. 105- 277.1(b)(2),

29 does not exceed nine thousand dollars (S9.000);

30 d. The parent is aged 65 or older; and

31 e. The parent is a North Carolina resident.

32 . If the individual makes payments for the maintenance and care of both

33 parents, the individual may take this deduction only if:
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1 a. The inJiMdiial lJocn not take an exemption tor either parent under G.S.

2 105 1 40(u)(5): 105-149(a )(5) or a credit uiih rt-spect to cither parent

3 under G.S. 105- 151 .IS:

4 b. Neither parent is in a public or pri\ate institution:

5 c. The parents" combined disposable income, as defined in G.S.

6 105-277. UblC). does not e.xceed nine thousand dollars (S9.000);

7 d. At least one parent is aged 65 or o\er; and

8 e. Both parents are North Carolina residents."

9 Sec. 3. This act is effecti\e for ta.xable years beginning on or after

10 Januarv 1. 1989.
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EXPLANATION OF LEGISLATIVE PROPOSAL 7

Legislative Proposal 7 is entitled A BILL TO BE ENTITLED AN ACT TO ALLOW
AN INCOME TAX CREDIT TO A HOUSEHOLD WHEN ONE SPOUSE PROVIDES
FULL-TIME CARE FOR A PARENT WHO WOULD OTHERWISE BE IN A
NURSING HOME.

Legislative Proposal 7 provides a new tax credit for a family in which one spouse does

not work and stays home in order to care for an elderly parent who would othervvise be

in a nursing home. The amount of the tax credit proposed is $300. which is equivalent

to 1% of $4,286. The credit would he available to a taxpayer whose spouse is not

employed and cares for the taxpayer's or spouses parent or parents who live in the

household, are 65 years of age or older, and are ceiiified as eligible for nursing home
care (under existing standards). In order to be eligible for the credit, the taxpayer and

the spouse must be living together and must file a combined tax return.

The amount of the credit for which a taxpayer is eligible must be reduced by an

amount equal to 1% of the total value of ali gifts received by the taxpayer or the

taxpayer's spouse from the parent or the parent s spouse. A taxpayer who claims the

tax credit may not also take a deduction for amounts paid to a third party to care tor

the parent or parents for whom the credit is claimed. This bill is to become effecti\e

for taxable years beginning on or after January 1. 1989.
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APPKNDIX K

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

S/H D
Leeislati\e Proposal 8 (TFC-1)

THIS IS A DRAFT lO-JAN-89 15:07:43

Short Title: Repeal Obsolete Tax Exemptions. (Public)

Sponsors:

Referred to:

1 A BILL TO BE ENTITLED

: AN ACT TO REPEAL OBSOLETE CORPORATE FRANCHISE TAX
3 EXEMPTIONS.

4 The General .Assembl> of North Carolina enacts:

5 Section 1. G.S. 105-129.1 is repealed.

6 Sec. 2. G.S. 105-120(b) reads as rewritten:

7 "(bl .An annual franchise or privilege ta.x of three and tv\ent\-tuo hundredths

8 percent (3.22*^!:). pa\able quarterK. on the gross receipts of buch business entit>. is

9 herein imposed for the privilege of engaging in such business uithin this State.

10 Provided, however, .i i o- ''—rui-'eipt '

' troin—iocul—telephone—

^

erx ice—4vttfl—mtf

—

mc l udc

1

1

te lecommunication '

^ aocc-L- oharg<. 'v Such gro 'v'
- lece i pt '- ^ hall include all rontu i j und

12 other ;imiiar charge:?:—PiOMd<.' d. whtjre an\ cit\ or town m (he State hi! '
- heretofore

13 'jo l d at pub l ic auction to the h.ighe"' t bidder the r i ght. l i cen '^'O undor privilege of

14 engaging in '
.̂luoh bujmoj in ';uch citv or town, based upon a percentage of gro <i!i

15 revenue of—'tue+i

—

b- i '-i ne '- '- entit\. and—t-'—ttmv

—

co ll ect i ng nnd—rece i v i ng—therefor a

16 revenue tux not e.xceed i ng on^j [KTcent ot '-uch i cvijnucv t ile ununim -o pniu bv "»ueh

17 busmc '

jij' entitv. upon be i ng certified bv—the treasurer of 'luch inun i c i pu li tv—to the

18 Sccrctarv—of Revenue.—'httti—be' from time to time credited bv—the Secretarv—of
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1 RescniKj to 'juoh birjinojLi ontit\ upon the tax impONcJ h\ the Stuto under thi!? Lioetion

2 oi ^h\^ Chapter.—Teleoommunioationj aece i^j charge? are thoL̂ e ehaigej paid to a

3 provider of local telephone ?or\iec for aeoc -jj to an intcreonneotion with the local

4 telephone exchange.
"

5 Sec. 3. This act does not affect the rights or liabilities of the State, a

6 ta.xpa>er. or other person arising under a statute amended or repealed by this act

7 before its amendment or repeal: nor does it affect the right to any refund or credit of

S a ta.x that would otherwise have been available under the amended or repealed

9 statute before its amendment or repeal.

10 Sec. 4. This act is effective for ta.xable years beginning on or after

11 Januar\ 1. 1989.
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EXPLANATION OF LEGISLATIVE PROPOSAL 8

Legislative Proposal 8 is entitled A BILL TO BE ENTITLED AN ACT TO
REPEAL OBSOLETE CORPORATE FRANCHISE TAX EXEMPTIONS.

Section I of the hill repeals G.S. 105-129.1 which provides a refund to a

manufacturer on franchise taxes paid on natural gas used as an ingredient or component
of a manufactured product. The provision has not been used in several years.

Section 2 of the bill repeals the lax credit provisions of G.S. I05-I20(h). which
apply where a city or town sold at public auction the right of engaging in a telephone
business in the town for a percentage of the receipts and is now collecting revenue not

exceeding one percent of such receipts. This credit provision was enacted in 1931 but

there is no known use for the provision at this time.

Sections 3 and 4 of the bill provide the savings clause and an effective date of

Januarv I. 1989.
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APPKNDIX L

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

S/H D

Letrislati\e Proposal 9 (TFC-5)
THIS IS A DRAFT lO-JAN-89 15:07:30

Short Title: Repeal Unused Tax Credits.

(Public)

Sponsor>:

Referred to:

1 A BILL TO BE ENTITLED

: AN ACT TO REPEAL CERTAIN UNUSED CORPORATE INCOME TAX
3 CREDITS.

J The General Assembls of Noith Carolina enacts:

5 Section 1. G.S. !U5-i3i).2S is repealed.

6 Sec.:, G.S. 105-130. 29 IS repealed.

7 Sec. 3. G.S. 105-130.30 is repealed.

8 Sec. 4. G.S. 105-130.31 is repealed.

9 Sec. 5. G.S. 105- 130.:"A is repealed.

10 Sec. 6. G.S. 105-130.3^ IS repealed.

11 Sec. ". This act does not attect the rights or liabilities of the State, a

12 taxpayer, or other person arising under a statute repealed by this act before its repeal:

13 nor does it affect the right to an\ refund or credit of a ta.x that uould otherwise ha\e

14 been available under the repealed statute before its repeal.

15 Sec. 8. This act is effecti\e for taxable \ears beginning on or after

16 January 1. 1989.
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EXPLANATION OF LEGISLATIVE PROPOSAL 9

Legislative Proposal 9 is enlicled A BILL TO BE ENTITLED AN ACT TO
REPEAL CERTAIN UNUSED CORPORATE INCOME TAX CREDITS.

Section 1 repeals G.S. 105-130.28 which provides a tax credit for the constniction

of a photovoltaic equipment facility.

Section 2 repeals G.S. 105-130.29 which provides a tax credit for construction of

an olivine brick facility.

Section 3 repeals G.S. 105-130.30 which provides a tax credit for construction of

a methane gas facility.

Section 4 repeals G.S. 105-130.31 which provides a tax credit for the installation

of a wind energy device.

Section 5 repeals G.S. 105-130.33 uhich provides a tax credit for installation of a

hydroelectric generator.

Section 6 repeals G.S. 105-1 30. 27A which pro\ides a tax credit for the

construction of a peat facility.

Section 7 repeals G.S. 105-130.37. This statute allows a tax credit for a

corporation that grows a crop and allows it to be har\csted and donated to a non-profit

organization for distribution as food.

The act would be effective for taxable years beginning on or after January 1 . 1989.
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APPKNDIX M

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

S/H D

Letrislative Proposal 10 (TFC-3)
THIS IS A DRAFT lO-JAN-89 15:07:04

Short Title: Remo\e Auto Sales and Lse Tax Cap. (Public)

Sponsors:

Referred to:

1 A BILL TO BE ENTITLED

2 AN ACT TO REMOVE THE THREE HUNDRED-DOLLAR ($300.00) SALES

3 AND LSE T.\X CAP ON AIRCRAFT. R.AILW A^ LOCO.MOTIVES. RAILWAY
4 CARS. MOTOR VEHICLES. AND BO.ATS.

5 The General Assembly ot North Carolina enacts:

6 Section 1. G.S. 1U5- 164. 4( 1 ) reads as rewritten:

7 "(1) At the rate ot three percent iVc) of the sales price of each item or article of

8 tangible propertx when >old at retail in this State, the ta.x to be computed on total net

9 taxable sales as defined herein but for the purpose of computing the amount due the

10 State each and e\ery taxable retail sale, or retail sales upon which the tax ha> been

11 collected, or the amount of tax actually collected, whichever be greater and whether

12 or not erroneously collected, shall be included m the computation of tax due the

13 State. Provided however, that m tlic case oi the sale of anv aircraft, ailwav

14 locomotive, railway car or the sale of any motor vehicle or boat, the tax shall be only

15 at the rate of two percent {2^"^ ) of the sales price, but at no time ihn l l the maximum

16 tax with rojpcet to any one juch a i rcraft, ruilwav loeomoti 'ie. raiNsuv oar or motor
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1 xchiolo or bout, including all aooo !3joricA attached thereto at the time ot deli\or\

2 thoroot to the purohascd. he in oxcclvj of three hundred dollars (S30Q.00). price.

3 The separate sale of a neu motor vehicle chassis and a new motor \ehicle bod\ to

4 be installed thereon. ^Ahether b\ the same retailer or b\ different retailers shall be

5 subject only to the tax herein prescribed with respect to a single motor \ehicle. No

6 ta.x shall be imposed upon a body mounted on the chassis of a motor vehicle which

7 temporariK enters the State for the purpose of having such body mounted thereon bv

8 the manufacturer thereof.

9 Notwithstanding G.S. 105-164.3(16) and regardless whether the seller is a retailer

10 of motor vehicles, the sale^ price of a motor \ehicle is the gross sales price of the

11 motor \ehicle less any allowance given for a motoi vehicle taken in trade as part of

12 the consideration for the purchased motor vehicle.

13 The ta.x levied under this section apftlies to all retail sales of motor vehicles

14 regardless whether the seller is engaged m business as a retailer of motor vehicles or

15 whether a tax on the sale of the vehicle has previouslv been paid under this .Article.

16 A purchaser of a motor vehicle from a retailer shall pav the tax imposed under this

17 .Article to the retailer, who is liable for collecting and remitting the tax to the

18 Secretarv. A purchaser of a motor vehicle is liable for pavment of the tax imposed bv

19 this .Article if the seller is not a retailer. The purchaser shall pav the tax to the

20 Commissioner of Motor Vehicles when applving for a certificate of title for the

21 vehicle. When property is transferred bv an individual to a partnership or

22 corporation, and no gain or loss arises as provided bv Section 351 or Section "21 of

23 the Code, such transfer is not a sale for the purpose of this subdivision if the transfer

24 is incident to the organization of the partnership or corporation.

25 When applving for a certificate of title, a purchaser of a motor vehicle from a

26 seller who is not a retailer shall certifv in writing the sales price of the purchased

27 motor vehicle. A purchaser who knowingly makes a false certification of the sales

28 price is guilty of a misdemeanor.

29 The Commissioner of Motor Vehicles may not issue a certificate of title for a

30 motor vehicle sold by a seller who is not a retailer unless the tax imposed by this

31 section is paid when the purchaser of the vehicle applies for a certificate of title. The

32 Commissioner shall remit taxes collected bv him under this subsection to the

33 Secretarv.
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1 Persons who lease or rent motor xchicles bhall collect and remit the tax imposed

2 h\ this Article on the separate retail sale of a motor \ehicle in addition to the tax

5 imposed on the proceeds from the lease or rental of the motor \ehicle.

4 Pro\ided further, the tax shall be onU at the rate of one percent ( Kr ) of the sales

5 price on the following items:

6 a. Horses or mules by whom:>oe\er sold.

7 b. Semen to be used in the artificial insemination of animals.

8 c. Sales of fuel, other than electricit\ or piped natural gas. to farmers to be used

9 by them for any fafrt purposes other than preparing food, heating dwellings and

10 other household purposes. The quantit\ of fuel purchased or used at ans one time

11 shall not in an\ manner be a i.leterininati\e factor as to whether an\ sale or use of

12 fuel is or is not subicct to the one percent il'^'c) rate of tax imposed herein.

13 d. Sales of fuel, other than electricit\ or piped natural gas. to manufacturing

14 industries and manufacturing piantv for use in connection with the operation of such

15 industries and plants other than sales of fuels to be used for residential heating

16 purposes. The quantity of fuel purchased used at an\ on^^ time shall not in dn\

I" manner be a determinatne factor a^ to whether an\ ^ale or use of fuel is or is not

IS subject to the ont percent ( KV i rate of tax imposed herein.

19 e. Sales of fuel, other than electricitv or piped natural gas. to commercial

20 laundries or to pressing and dr\ -cleaning establishments for use in machinery used in

21 the direct performance of the laundering or the pressing and cleaning ser\ice.

22 f. Sales to freezer locker jMants oi wrapping paper, cartons and supplies consumed

23 directly in the operation of vuch plant.

24 Pro\- led further, the tax 'hall be onK at the rate of one percent (l''f ) of the sales

25 price. lect to a maxmuim tax of eightv dollars (S.SO.OO) f^er article, on the

26 following items:

2"
g. Sales of machines and machinery, whether animal or motor drawn or operated.

28 and parts and accessories for such machines and machinery to farmers for use b\

29 them in the planting. culti\ating. har\esting or curing of farm crops, and sales of

30 machines and machinery and parts and accessories for such machine:* and machinery

31 to dair\ operators, poultry farmers, egg producers, and i^estock farmers for use by

32 them in the production oi dair\ products. poultr\. eggs or Inestock. except such

33 machines, machiners. equipment, parts, and accessories that come wuhin the

34 provisions of G.S. 105-164. 13(4c).
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1 The term "machine!* and machmery' as used m this subdiMSion is defined as

2 follows:

3 The term shall include all \ehicular implements, designed and sold for any use

4 defined in this subdivision, which are operated. drav\n or propelled b\ motor or

5 animal power, but shall not include vehicular implements which are operated wholly

6 by hand, and shall not include any motor vehicles required to be registered under

7 Chapter 20 of the General Statutes.

8 The term shall include all non\ehicular implements and mechanical devices

9 designed and sold for any use defined in this subdi\ision. which have moving parts.

10 or which require the use of any motor or animal power, fuel, or electricity in their

11 operation but shall not include nonvehicular implements which have no moving parts

12 and are operated wholK b> hand.

13 The term shall also include metal flues sold for use in curing tobacco, whether

14 such flues are attached to handfired furnaces or u>ed m connection with mechanical

15 burner^.

16 h. Sales of mill machinery or mill machinerv parts and accessories to

17 manufacturing industries and plants, and sales to contractors and subcontractors

IS purchasing mill machinery or mill machinerv parts and accessories for use by them in

19 the performance of contracts with manufacturing industries and plants, and sales to

20 subcontractors purchasing mill machinerv or mill machincrv parts and accessories for

21 use by them in the performance of contracts with general contractors who have

22 contracts with manufacturing industries and plants. As used in this paragraph, the

23 term "manufacturing i idustries and plants" does not include delicatessens, cafes.

24 cafeterias, restaurants, and other similar retailers that are principallv engaged in the

25 retail sale of foods prepared bv them for consumption on or off their premises.

26 1. Sales of central office equipment and switchboard and private branch exchange

27 equipment to telephone companies regularlv engaged in providing telephone service

28 to subscribers on a commercial basis, and sales to these companies of prewritten

29 computer programs used in providing telephone service to their subscribers.

30
J.

Sales to commercial laundries or to pres;>ing and dr\ cleaning establishments of

31 machinerv used in the direct performance of the laundering or the pressing and

32 cleaning service and of parts and accessories thereto.

33 k. Sales to freezer locker plants of machinerv used in the direct operation of said

34 freezer locker plant and of parts and accessories thereto.
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1 I. Sale^ of broadcasting equipment and parts and accessories thereto and toners to

2 commercial radio and teleMsion companies which are under the regulation and

3 supcr\ision ot the Federal Communications Commission.

4 m. Sales to farmers of bulk tobacco barns and racks and all parts and accessories

5 thereto and similar apparatus used for the curing and dr\ing of anv farm produce.

6 o. Sales to farmers of grain, feed or so>bean storage facilities and accessories

7 thereto, whether or not dr\ers are attached, and all similar apparatLis and accessories

8 thereto for the storage of grain, feed or so\beans.

9 q. Sales of containers to farmers or producers for use in the planting, producing,

10 harvesting, curing, marketing, packaging, sale, or transporting or deli\er\ of their

11 products when such containers i.\o not go vsith and become part of the sale ot their

12 products at w holesale or retail."

13 Sec. 2. G.S. 105-164.6(3a) reads as rewritten:

14 "(3a) E\er\ person, firm, or corporation that purchases or acquires a motor \ chicle

15 shall pa\ a ta.\ at the rate of two percent (2''^
) of the sales price oi tlie tch i c l '-

'

. iu>t to

16 o.'ioeC'd throe hundred dollar^ (S300.QO> per schicle \ehicle. This tax Nhall be (Xiid to

17 the Commissioner of Motor Vehicles when appKing for a certificate of title or

IH registration plate for the vehicle. .A purchaser who furnishes to the Commissioner of

19 .\totor Vehicles a certificate from a retailer of motor vehicles engaged in ('usineNs in

20 this State stating that the purchaser has paid the tax levied on the vehicle bv this

21 .Article to the retailer is relieved of liability for the tax. No certificate ot title, or

22 registration and license plate or plates shall be issued for anv motor vehicle

23 purchased or acquired for use on the streets and highwavs of this State unless and

24 until the tax provided for under this Article on motor vehicles has been paid.

25 Nothing herein is intended to relieve anv retailer of motor vehicles engaged in

26 business in this State from his liabilitv for collecting and remitting sales or use tax on

27 his sales of motor vehicles for use bv the purchasers thereof in this State and no

28 retailer shall be absolved of this liabilitv for his failure to collect the tax from such

29 purchasers. The Commissioner of .Motor Vehicles shall remit use taxes collected bv

30 him under this subdivision to the Secretary.

31 The tax levied under this sec ion applies to all owners of motor vehicles.

32 regardless whether the owner purchased or acquired the vehicle from a retailer of

33 motor vehicles and regardless whether a tax has previously been paid under this

34 .Article with respect to the vehicle.
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1 An owner of a motor \ehicle acquired from a seller who ib not a retailer shall

2 certify the sales price of the vehicle as provided in G.S. 105-164.4(1).

3 Persons v\ho lease or rent motor vehicles shall collect and remit the ta.x imposed

4 by this Article on the separate retail sale of a motor vehicle in addition to the ta.x

5 imposed on the proceeds from the lease or rental of the motor vehicle."

6 Sec. 3. This act shall become effective July 1. 1989, and shall apply to sales

7 made on or after that date.
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EXPLANATION OF LEGISLATIVE PROPOSAL 10

Legislative Proposal 10 is entitled A BILL TO BE ENTITLED AN ACT TO
REMOVE THE THREE HUNDRED-DOLLAR ($300.00) SALES AND USE TAX CAP
ON AIRCRAFT. RAILWAY LOCOMOTIVES. RAILWAY CARS. MOTOR
VEHICLES. AND BOATS.

Section I of the bill repeals the language in G.S. lO.'S- 164.4( I ) pro\icling that the

sales tax on aircraft, railway locomotives, railway cars, motor vehicles, and boats shall

not exceed $300.00. These vehicles will remain subject to a 2'r Stale sales tax.

Section 2 of the bill amends G.S. 105-164.6. imposition of the use tax. removing

the $300 cap on the use tax. As with the sales tax. the use tax rate on these goods will

remain at 2*^.

Section 3 of the bill establishes the effective date of the act. The act would be

effective as of July 1 . 1989. and would apply to sales made on or after that date.
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APPKNDIX N

GENfERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

S/H D

Legislative Proposal 11 (TF-11)
THIS IS A DRAFT AND NOT READY FOR INTRODUCTION

Short Title: Sliding Retirement Exclusion. (Public)

Sponsors:

Referred to:

1 A BILL TO BE ENTITLED

2 AN" ACT TO ESTABLISH A GRADLATED EXCLLSION FOR RETIREMENT
3 BENEFITS THAT DECREASES AS INCOME EXCEEDS FIFTEEN

4 THOLSAND DOLLARS (Si 5.000).

5 The General .Assemblv of North Carolina enacts:

6 Section 1. G.S. 105-!-ll(b) is amended b\ adding a nev\ subdi\ision to

7 read:

S "(31

)

x Amounts received m lump sum or monthK pa\ments ot ictiremcnt

9 benefits b\ retiree^ whose modified adjusted gross income does not

10 e.xceed fifteen thousand dollars (Si 5.000) as follows:

1

1

L. One hunt.lred percent (!()(3'~r) of ihe first six thousand

12 dollars (S6.f-i00) received:

13 2^ Se\ent\-fi\e percent (""^^'l oi llie amount received abo\e

14 SIX thousand dollars (Sh.QdO) and up to ^even thousand fi\e

15 hundred dollars (S^.500): and

TF-I1(5)(DRAFT)
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1 3^ Fit"i\ percent (5Q'~c) of the amount recei\ed above seven

2 thousand fi\e hundreJ dollars (S"'.500) and up to nine

3 thousand dollars ($9.000).

4 Ix Amounts received in lump sum or monthly payments of retirement

5 benefits bv retirees whose modified adjusted gross income exceeds

6 fifteen thousand dollars (S I 5 .000) but does not exceed thirty

7 thousand dollars (S30.000) as follows:

8 L If modified adjusted gross income exceeds bety\een fifteen

9 thousand dollars (S15.000) and does not exceed tyventy

10 thousand dollars ($20.000). the amount of the exclusion as

1

1

would be determined under the schedule above is reduced

12 t\yenty-fi\e percent (25'"^ ):

2^ If modified adjusted gross income exceeds twenty thousand

dollars ($20.000) and does not exceed twent\-fi\e thousand

dollars ($25.000). the amount of the exclusion as would be

determined under the schedule abo\e is reduced fifts

percent (50' r ); and

3. If modified adiusted gross income exceeds twent\-fi\e

thousand collars (S25.0 0) and does not exceed thirty

thousand dollars ($30.000). the amount of the exclusion as

would be determined under the schedule above is reduced

se\ent\-fiye percent ("5^^
).

c, For purposes ot this subdivision, the term "modified adjusted gross

income" means adjusted gross income:

i^ Determined without regard to this subdivision:

2. Increased l^v the amount of social sccuritv benefits received

by the taxpaver during the taxable vear;

3. Increased bv the amount of interest received or accrued bv

the taxpayer during the taxable vear which is exempt from

tax: and.

4. Increased bv the amount of retirement benefits received bv

the taxpayer during the taxable vear.
"

Sec. 2. G.S. 105-141(b)(8), (13). (14). and (18) are repealed.

Sec. 3. G.S. 118-49 reads a;* rewritten:
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1 "§ 118-49. Excmptioiu of pensions from attachment; rights nonassignahlc. Except

2 for the application^ ot the piOMbion^ ot G.S. 110-136. .iiid in connection \Mth a

3 court-ordered equitable distribution under G.S. 50-20. the pensions pro\ided are not

-i subject to attachment, garnishments or ludgments against the tireman or rescue squad

5 worker entitled to them, nor are an\ rights m the fund or the pensions or benefits

6 ajaignab l o nor are the ponsiona jubjcot to an\ State or municipul ta.\. assignable.
"

7 Sec. 4. G.S. 120-4.29 reads as rewritten:

8 "§ 120-4.29. Exemption from taxes , garnishment, attachment. Except tor the

9 applications of the pro\isions of G. S. 110-136. and in connection v\ith a

10 court-ordered equitable distribution under G.S. 50-20. the right of a person to a

11 pension, annuit\. or retirement allowance, to the return of contributions, or to the

12 receipt of the pension. annuit\ or retirement allowance itself. an\ optional benefit or

13 an\ other right accrued or accruing to any person under the pro\isions of this Article.

14 and the mone>s in the sarious funds created by this .Article, are e\cm[M rrom an\

15 SiQto or municipul—ta.\. and are exempt from le\\ and sale, garnishment, attachment.

16 or an> other process whatsoe\er. and shall be unassignable except as this .Article

17 specificallv pro\ides. Notwithstanding an\ pro\isions to the contrar\. an\

18 overpayment of benefits to a member in a State-administered retirement s\stem or

19 Disabilits Salary Continuation Plan ma\ be offset against an\ retirement allowance.

20 return of contributions or an\ other right accruing under this Chapter to the same

21 person, the person's estate, or designated beneficiar\."

22 Sec. 5. G.S. 12".A-40(e) is repealed.

23 Sec. 6. G.S. 128-31 reads as rewritten:

24 "§ 128-31. Exemptions from execution. Except for the applications of the proMsions

25 of G.S. 110- 136. and in connection with a court-ordered equitable distribution under

26 G.S. 50-20, the right o\ a person to a pension, an annuit\. or a retirement allowance.

2" to the return of contributions, the pension, annuitv or retirement allowance itself, any

28 optional benefit or an\ other right accrued or accruing to any person under the

29 provisions of this .Article, and the mone\s in the various funds created b\ this .Article,

30 arc hereby exempt from any Mate or munioipul tax, and are exempt from levy and

31 sale, garnishment, attachment, or anv other process whatsoever, and shall be

32 unassignable except as in this .Article specificallv otherwise provided. Notwithstanding

33 any provisions to the contrary, any overpayment of benefits to a member in a State-

34 administered retirement svstem or Disability Salary Continuation Plan mav be offset

35 against any retirement allovKance. return of contributions or anv other right accruing
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1 under this Chapter to the same person, the person's estate, or designated

2 beneficiar\."

3 Sec. 7. G.S. 135-9 reads as rewritten:

4 "§ 135-9. Exemption from taxes , garnishment, attachment, etc. Except for the

5 applications of the pro\isions of G.S. 1 10-136. and in connection v\ith a court-ordered

6 equitable distribution under G.S. 50-20. the right of a person to a pension, or annuit\.

7 or a retirement allowance, to the return of contributions, the pension, annuity or

8 retirement allowance itself, any optional benefit or any other right accrued or

9 accruing to any person under the provisions of this Chapter, and the mone\s in the

10 various funds created by this Chapter, afe

—

hcrobv—exempt—from—atn

—

State—et

11 municipal ta.K. and are exempt from levv and sale, garnishment, attachment, or any

12 other process whatsoever, and shall be unassignable except as in this Chapter

13 specificallv otherwise provided. N'otv\ ithstanding any provisions to the contrarv. any

14 overpavment of benefits to a member m a State-administered retirement bV^tem or

15 the former Disabilitv Salary Continuation Plan or the Disabilitv Income Plan of North

16 Carolina may be offset against any retirement allowance, return of contributions or

17 any other right accruing under this Chapter to the same person, the person's estate.

IS or designated beneficiarv."

19 Sec. 8. G.S. 135-95 reads as rewritten:

20 "§ 135-95. Exemption from taxes , gamishment, attachment. Except for the

21 applications of the provisions of G.S. 110- 136. and in connection with a

22 court-ordered equitable distribution under G.S. 50-20. the right of a member in the

23 Supplemental Retirement Income Plan to the benefits provided under this Article is

24 nonforfeitable and exempt from levy. sale, garnishment, and the bonofitL'

< pavabio

25 under thi '

i .\rtick' are herebs exempt from un\ State and local government laxe 'v and

26 garnishment.
"

27 Sec. 9. G.S. 143-166.30(g) reads as rewritten:

28 "(g) Exemption from Taxej. Garnishment and .Attachment. - The right of a

29 participant in the Supplemental Retirement Income Plan to the benefits provided

30 under this .Article is nonforfeitable and exempt from levy. sale, garniijhment. and the

31 benefit î pavable under thu Article are hereb\—exempt from an\—State and local

32 government toxe'j. and garnishment.
"

33 Sec. 10. G.S. 147-9.4 reads as rewritten:

34 "§ 147-9.4. Deferred Compensation Plan. Notwithstanding the provisions of G.S.

35 147-62. and notwithstanding anv provision of law relating to salaries or salary
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1 schedules ot State emplo\ee>. the chief e\eculi\e officer of an emplo\er. on hehalf of

2 the emplo\er. max from tune to time enter into a contract with an emplov.ee under

3 which the emplo\ee irre\ocal"«l\ electa to defer receipt of a portion of his scheduled

4 salar\ in the future, but onlv if. as a result of such contract, the income so deferred is

5 deferred pursuant to the Plan provided for in G.S. 143B- 426.24 or pursuant to some

6 other plan established l^efore 1 January 1983. and is not consiructi\el> received by

7 the employee in the year in \Ahich it \vas earned, for State and federal income tax

8 purposes. In addition, the income so deferred shall be invested in the manner

9 provided in the applicable Plan; hovve\er. the employee may revoke his election to

10 participate and ma> amend the amount of compensation to be deferred bv signing

11 and fihng with the Board a written revocation or amendment on a form and in the

12 manner approved by the Board. Any such revocation or amendment shall be effective

13 prospectively only and shall cause no change in the allocation of amounts invested

14 prior to the filing date oi such revocation or amendment.

15 .An employee v\ho has agreed to the deferral of income pursuant to th.e Plan shall

16 have the right to receive the income so deferred onlv in accordance with the

17 provisions of the Plan. Funds so deferred shall not be in lieu of anv amount earned

18 by the employee before his election to defer compensation became effective. The

19 agreement to defer income referred to herein shall be effective under such necessary

20 regulations and procedures as are adopted bv the Board, and on forms prepared or

21 approved bv it. Notwithstanding any other provisions of law. the amount bv which

22 the salary of an emplovee is deferred pursuant to the Plan shall not be e.xcluded. but

23 shall be included, in computmg and making payroll deductions for social securitv and

24 retirement system purposes, if anv. and in computing and providing matching funds

25 for retirement system purposes, if anv.

26 Except for the applications of the provisions of G.S. 110-136. and in connection

27 with a court-ordered equitable distribution under G.S. 50-20, the right of an

28 employee, who elects to defer income pursuant to the North Carolina Public

29 Employee Deferred Compensation Plan under G.S. 143B-426.24. to benefits that have

30 vested under the Plan, is nonforfeitable. These benefits are exempt from lew. sale.

31 and garnishment, except as provided b\ this ''cetion. und exempt from all State and

32 local tQ.xQtion. section.
"

33 Sec. 11. G.S. I61-50.5(e) is repealed.

34 Sec. 12. This act is effective for taxable years beginning on or after

35 Januarv 1. 1990.
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EXPLANATION OF LEGISLATIVE PROPOSAL II

Summar>

Legislative Proposal I I is entitled A BILL TO BE ENTITLED AN ACT TO
ESTABLISH A GRADUATED EXCLUSION FOR RETIREMENT BENEFITS THAI-
DECREASES AS INCOME EXCEEDS FIFTEEN THOUSAND DOLLARS ($L'>.000).

The hill allows a maximum exclusion ol seven thousand eight hundred se\eniy-rive

dollars ($7,875) with no retiree receiving relief on retirement pay exceeding nine

thousand dollars ($9,000). The maximum exclusion amount begins to decrease when
the retirees income from all sources exceeds fifteen thousand dollars ($13,000). The
exclusion will not appiv to retirees whose income from all sources exceeds thirty

thousand dollars ($30,000).

Under the current law. military and federal civil service retirees receive an

exclusion of four thousand dollars ($4,000). Also, scattered throughout the General

Statutes are full retirement pay exclusions for various State and local employees. There

is currently no exclusion for private retirement benefits.

Section by Section Analysis

Section I amends G.S. 105- 14 Kb) by adding a new subdivision creating a sliding

retirement exclusion that begins to vanish as the retiree's modified adjusted gross

income exceeds fifteen thousand dollars ($15,000). Modified adjusted gross income is

defined as adjusted gross income increased by the amount of social security benefits

recei\ed during the taxable year, the amount of tax exempt interest received i^r accrued

during the taxable year, and the amount of retirement benefits received during the

taxable year.

The bill allows all classes of retirement pay to receive a State income tax exclusion

according to the following schedule:

Exclusion Percentage Amount of Retirement Pa\

[m% First $6,000 ^

75% Next 1.500

50% Next 1.500

0% Above 9.000

The maximum amount of exclusion a retiree could receive under this schedule is seven

thousand eight hundred seventy-five dollars ($7,875). The maximum exclusion amount
begins to vanish as the retiree's modified adjusted gross income exceeds fifteen

thousand dollars ($15,000) according to the following schedule:

Income Proportion by Which Exclusion

Level Determined by Schedule is Reduced

$I5.(5DT10.000 ""25^

20.001-25.000 50%
25.001-30.000 75%

30.001 and Over 100%

N-6



Section 2 repeals the retirement pay exclusions for former teachers and State

employees of other states, for firemen or law-enforcement officers receiving pension
funds established by local cities and counties, and for military and federal civil senice
retirees.

Sections 3 through 1 1 repeal the various retirement exclusions provided in the

General Statutes for State and local employees.

Section 12 contains an effective date for taxable years beginning on or after

January 1. 1990.
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1989

S/H D

Proposal i: (TF-12)
THIS IS A DRAPT AND NOT READY FOR INTRODUCTION

Short Title: Food Tax Credit. (Public;

Sponsors:

Referred to:

1 A BILL TO BE ENTITLED

2 AN ACT TO ALLOW AN INCOME TAX CREDIT FOR INDIVIDUALS WITH
3 LOW OR MODERATE INCOMES TO OFFSET THE SALES TAX ON FOOD.
4 The General .Assembly of North Carolina enacts:

5 Section 1. Chapter 105 of the General Statutes, as amended h\ Chapter

6 o\ the 19S9 Session Laws, is amended h\ adding a new section to read:

" " § I05-15L16. Food 'ax credit for individuals with low or moderate incomes, (j)

8 Credit. In order to [UO\ide relief to indiMduals wuh low or moderate incomes from

9 a portion of the State and local sales tax paid on food, a ta\pa\er. except as pro\ided

10 in subsection (c). with a net taxable income for the taxable \ear equal lo or below

1

1

fifteen thousand dollars (S15.000) is allowed as a credit against the tax imposed by

12 this DiMSion an amount equal to the appropriate fi^'ure shown in the table below

13 based on the number of exemptions claimed b\ the taxpa\er for the taxable \ear. If

14 the tax credit exceeds the amount of tax imposed on the taxpa\er b\ this DiMsion for

15 the taxable vear. the excess credit shall be refunded to the taxpa\er. except that no
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1 refund or payment on account of the tax credit allowed b\ this section shall be made

2 for an amount less than one dollar ($1.00).

3 Number of .Amount of

4 Exemptions Claimed Credit

5 1 $45

6 2 50

7 3 55

8 4 60

9 5 65

10 6 or more 75

1

1

(b) Definitions. The following definitions applv in this section:

12 ijj The term 'taxpa\er' means an individual who is not married, an

13 individual who is married but is not li\ing with his spouse, or a

14 husband and wife who are married and living together and who

15 file a joint return. The marital status of the taxpayer shall be

16 determined as of the end of the taxable vear. If either the husband

17 or wife is ineligible for the credit because the restriction in either

18 subdivision (c)(2) or (c)(5) applies, then the other spouse is also

19 ineligible.

20 Qi The term 'net taxable income' means net income less the amount

21 of an\ personal exemptions allowed the taxpayer.

22 (c) Restrictions. The following taxpayers mav not claim the credit allowed b\ this

23 section:

24 yj .An individual who was not a resident of this State and who did not

25 live in this State for at least half the taxable vear.

26 [2} An individual who received assistance under the Food Stamp

27 Program. ~ L.S.C. J^ 51. for the entire taxable vear.

28 (3} An individual who was an inpatient at a hospital facility, as

29 defined in G.S. 131E-16, for at least half the taxable vear.

30 (_4j An individual who was m jail or in other official detention for at

31 least half the taxable vear.
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An inJiMcJual who ma\ be claimed a> a dcpendcin In another

under G.S. 105-149(a)(5l.

An indJMdual who is married, is living with his spouse, and does

not file a joint return as pro\ided in G.S. 105-152.1.

A ta.xpaver whose gross income for the ta.xahle sear exceeds thirty

thousand dollars (S30.000).
"

I. This act is effective for taxable \ears beginning on or after

I





EXPLANATION OF LEGISLATIVE PROPOSAL 12

Summar>

Ugislative Proposal 12 is entitled A BILL TO BE ENTITLED AN ACT TO
ALLOW AN INCOME TAX CREDIT FOR INDIVIDUALS WITH LOW OR
MODERATE INCOMES TO OFFSET THE SALES TAX ON FOOD. The bill

provides a refundable tax credit for qualifying individuals that varies in amount
depending on the number of exemptions claimed by the individual.

The tax credit provided by this proposal is written as an amendment to Legislative

Proposal I. Under Legislative Proposal I. G.S. 105-151.16. the general credit for

individuals with low or moderate incomes, is repealed. The repealed credit is based
upon the amount of income an individual earns. The proposed credit, although it

contains income limitations, is based upon the number of exemptions the individual

claims on his or her income tax return. The purpose of the credit is to offset the

amount of sales tax paid by the individual on food.

Section by Section Analysis

Section I creates an income tax credit for individuals with low or moderate
incomes who do not receive Food Stamps. The income eligibility for the credit is a net

taxable income of $15,000 or less and a gross income of $.^0,000 or less. The amount
of the credit varies from $45 to $75 depending on the number of exemptions claimed
by the taxpayer.

Under this proposal, if the credit amount exceeds the amount of tax payment due
from the taxpayer, the excess credit will be refunded to the taxpayer. However, the

refund will not be sent to the taxpayer if the amount of the excess is less than $1.00.

Section 2 provides that the bill will become effective for tax vears beginning on or

after January 1. 1990.
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