GENERAL ASSEMBLY OF NORTH CAROLINA

Session 2015
FiscAL ANALYSIS MEMORANDUM

[This confidential fiscal memorandum is a fiscal analysis of a draft bill, amendment, committee substitute, or
conference committee report that has not been formally introduced or adopted on the chamber floor or in
committee. This is not an official fiscal note. If upon introduction of the bill you determine that a formal fiscal
note is needed, please make a fiscal note request to the Fiscal Research Division, and one will be provided under
the rules of the House and the Senate.]

DATE: 2/9/2015
TO: Sen. Rabon

FROM: Amna Cameron, Jonathan Tart
Fiscal Research Division

RE: PSC S20-CSSV-x-1 Revised

FISCAL IMPACT
($ in millions)

¥ Yes ~ No ™ No Estimate Available

FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19
State Impact
General Fund Revenues: ($1.0)
General Fund Expenditures:

Highway Fund Revenues: (%$24.8) $177.4 $195.7 $260.6 $264.3
Highway Trust Fund Revenues (%8.3) $59.1 $65.2 $86.9 $88.1
Highway Fund Expenditures: ($24.8)
Highway Trust Fund Expenditur (%8.3)

State Positions: -550.0

NET STATE IMPACT ($1.0) $236.5 $260.9 $347.5 $352.4

PRINCIPAL DEPARTMENT(S) & PROGRAM(S) AFFECTED: Dept. of Transportation, Dept. of Revenue

EFFECTIVE DATE: Various

TECHNICAL CONSIDERATIONS:
None

BILL SUMMARY:

Part | would update from December 31, 2013, to January 1, 2015, the reference to the Internal
Revenue Code, thereby conforming to various federal provisions, including a deduction for
teachers’ classroom expenses of up to $250 for the 2014 tax year. The Bill would decouple from
the following provisions:

o Enhanced Section 179 expensing limits



Qualified tuition and expenses deduction

Mortgage insurance premium as interest deduction

Income exclusion for discharge of residence indebtedness

Income exclusion for IRA distributions to charity by a person who has reached age
70.5.

Part Il sets the motor fuels tax rate at 35 cents per gallon from March 1, 2015 to December 31,
2015, it eliminates the July 1 adjustment of the motor fuels tax rate so that the motor fuel tax rate
is set once a year on January 1, and it changes the variable component of the motor fuels tax
formula from a rate of 7% of the average wholesale price of motor fuel over a six-month period to
a rate of 9.9% of the average wholesale price of motor fuel over a twelve-month period.
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ASSUMPTIONS AND METHODOLOGY:
Part I. Internal Revenue Code Update

The fiscal impact to the General Fund from updating the reference to the Internal Revenue Code is
a result of conformity to the deduction for teachers’ classroom expenses of up to $250. The
estimate is based on the US Joint Committee on Taxation (JCT) estimates on changes to federal
taxes. The methodology used begins with these JCT estimates, which are calculated by federal
fiscal year. Since the federal fiscal year ends 9/30 and the state’s fiscal year ends 6/30, Fiscal
Research adjusts these numbers to an approximate state fiscal year tax impact. Then, the next step
is to prorate the national numbers to the state impact. This adjustment involved two steps:
accounting for the relative size of the state based on federal tax collections and then adjusting for
the difference in federal marginal tax rates and the state tax rate. Once North Carolina’s share of
the JCT estimates were determined, state tax liability changes were estimated and allocated to the
appropriate fiscal year.

Part Il. Motor Fuel Tax Changes

This bill sets the motor fuels tax rate at 35 cents per gallon from March 1, 2015 to December 31,
2015. The rate is currently set at 37.5 cents per gallon until June 30, 2015. Adjusting the motor
fuels tax rate reduces revenues to the Highway Fund and Highway Trust Fund by $33.1 million in
the current fiscal year.

Distribution of Motor Fuels Tax:

Seventy-five percent (75%) of motor fuels tax revenue is deposited in the Highway Fund and the
remaining twenty-five percent (25%) is deposited in the Highway Trust Fund. Three formulaic
allocations of revenues from the Highway Fund are impacted by this bill. Powell Bill aid to
municipalities is derived from ten and four tenths percent (10.4%) of motor fuel tax revenues and
both the Wildlife Resources Fund and the Shallow Draft Navigational Channel and Lake Dredging
Fund receive one sixth of one percent (0.167%) of Highway Fund motor fuels tax revenues.

FY 2014-15 budgetary impacts:
The specified reductions shown in Table 1 are taken in the Highway Fund. The line-item cuts are
included in Appendix 1. Funds excluded from the 2.175% cut, identified in Sec. 4(e), are found in



Appendix 2. Cuts to the Highway Trust Fund are made to the Strategic Transportation Investments
fund by the statutory formula, as shown in Table 2.

Table 1: FY 2014-15 Highway Fund Adjustments
1 | Sec. 4(e) 2.175% Across-the-board (with exceptions) ($9,092,616)
1% Reductions to Primary and Secondary
2 | Sec. 4(f) Maintenance and to Pavement Preservation (54,687,630)
3 | Sec. 4(g)(1) | Powell Bill (52,575,560)
4 | Sec. 4(g)(2) | Wildlife Resources (541,275)
Shallow Draft Navigational Channel and Lake
5 | Sec. 4(g)(3) | Dredging Fund (541,275)
6 | Sec. 4(h) Elimination of 500 filled positions ($6,250,000)
Elimination of 50 vacant positions (plus use of
7 | Sec. 4(j) lapsed salaries) (52,076,644)
TOTAL HIGHWAY FUND ADJUSTMENTS ($24,765,000)
Table 2: FY 2014-15 Highway Trust Fund Adjustments
1 | Sec. 4(a) Statewide Strategic Mobility tier (40%) $3,302,000
2 | Sec. 4(a) Regional Impact tier (30%) $2,476,500
3 | Sec. 4(a) Division Needs tier (30%) $2,476,500
TOTAL HIGHWAY TRUST FUND ADJUSTMENTS $8,255,000

Changes to statutory earmarks in FY 2015-16 through FY 2018-19:

The consensus 2015-17 forecast and NCDOT 10-year forecast project increased remittances to the
Powell Bill, the Wildlife Resources Fund, and the Shallow Draft Navigational Channel and Lake
Dredging Fund, as shown below in Table 3.

Table 3: Statutory Adjustments - FY 2015-16 to FY 2018-19
FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19
Powell Bill S 18,443,880 | S 20,349,420 | S 27,105,780 | S 27,491,100
Wildlife Resources | S 295,575 | S 326,113 | S 434,388 | S 440,563
Dredging S 295,575 | $§ 326,113 | $§ 434,388 | S 440,563

SOURCES OF DATA: Consensus Revenue Forecast for FY 2015-16 and 2016-17 and DOT’s
10-year forecast for FY 2017-18 and FY 2018-19.

TECHNICAL CONSIDERATIONS: None



APPENDIX 1: FY 2014-15 LINE ITEM REDUCTIONS

FUND CODE UNIT CERTIFIED FY 2014-15 [ADJUSTMENTS % ADJ.
0001 Board of Transportation S 66,834 | $ (1,454) 2.175%
0002 Communications S 1,410,983 | S (30,689) 2.175%
0006 Legal - Attorney General Staff S 1,453,611 | S (31,616) 2.175%
0007 Administration - Secretary S 2,669,545 | $ (58,063) 2.175%
0035 Bicycle Program S 721,023 | $ (15,682) 2.175%
0036 Public Transportation S 293,254 | $ (6,378) 2.175%
0037 Rail Division $ 587,336 | $ (12,775) 2.175%
0041 Aeronautics S 2,030,274 | $ (44,158) 2.175%
0042 Governor's Highway Safety Program S 279,233 | $ (6,073) 2.175%
0049 Driver Licensing S 49,004,096 | $ (1,065,839) 2.175%
0054 Motor Vehicle Exhaust Emissions S 11,916,959 | S (259,194) 2.175%
0055 Chief Engineer S 729,646 | S (15,870) 2.175%
0056 Deputy Chief Engineer of Operations S 799,216 | S (17,383) 2.175%
0179 PDE Engineer Trainee Program S 9,264 | $ (201) 2.175%
0869 Reserve - Global TransPark S 750,000 | $ (16,313) 2.175%
1069 Roadside Environmental Unit S 2,254,990 | S (49,046) 2.175%
1096 Strategic Planning - Office of Transportation - Administration S 193,949 | $ (4,218) 2.175%
1104 Governance Office - Administration S 72,106 | S (1,568) 2.175%
1130 Office of Equal Opportunity and Workforce Services S 444,461 | $ (9,667) 2.175%
7011 Inspector General S 1,779,911 | $ (38,713) 2.175%
7015 Human Resources S 4,310,165 | $ (93,746) 2.175%
7020 Financial S 5,342,868 | $ (116,207) 2.175%
7025 Information Technology S 61,943,014 | $ (1,347,261) 2.175%
7030 Facilities Managementand Support Services S 19,624,610 | $ (426,835) 2.175%
7050 DMV - Commissioner's Office S 8,432,247 | $ (183,401) 2.175%
7055 Vehicle Registration S 35,252,180 | $ (766,735) 2.175%
7060 License and Theft Bureau S 13,068,281 | $ (284,235) 2.175%
7080 Division 1 $ 1,483,836 | $ (32,273) 2.175%
7085 Division 2 S 1,805,954 | $ (39,279) 2.175%
7090 Division 3 S 1,740,706 | S (37,860) 2.175%
7095 Division 4 $ 1,615,471 | S (35,136) 2.175%
7100 Division 5 S 1,974,559 | S (42,947) 2.175%
7105 Division 6 $ 1,755,064 | $ (38,173) 2.175%
7110 Division 7 S 1,876,987 | $ (40,824) 2.175%
7115 Division 8 $ 1,567,087 | S (34,084) 2.175%
7120 Division 9 $ 1,672,505 | S (36,377) 2.175%
7125 Division 10 S 2,128,430 | $ (46,293) 2.175%
7130 Division 11 $ 1,569,679 | $ (34,141) 2.175%
7135 Division 12 S 1,578,171 | $ (34,325) 2.175%
7140 Division 13 $ 1,475,135 | S (32,084) 2.175%
7145 Division 14 S 1,837,722 | S (39,970) 2.175%
7153 Technical Services - Administration S 679,848 | S (14,787) 2.175%
7175 Field Operations Support S 3,019,343 | $ (65,671) 2.175%
7185 Safety S 2,522,090 | $§ (54,855) 2.175%
7812 Construction - Secondary S 12,000,000 | S (261,000) 2.175%
7814 Construction - Public Service Roads S 1,723,707 | $ (37,491) 2.175%
7817 Spot Safety $ 12,100,000 | $ (263,175) 2.175%
7821 Maintenance - Primary S 140,845,060 | $ (1,408,451) 1.0%
7822 Maintenance - Secondary S 262,872,935 | $ (2,628,729) 1.0%
7829 Railroad Program S 23,047,805 | $ (501,290) 2.175%
7830 Airports Program S 19,200,000 | $ (417,600) 2.175%
7831 Public Transportation - Highway Fund S 84,843,069 | S (1,845,337) 2.175%
7832 OSHA Program S 358,030 | $ (7,787) 2.175%
7837 Division of Small Urban Construction S 5,000,000 | S (108,750) 2.175%
7838 Economic Development S 4,036,171 | S (87,787) 2.175%
7841 Pavement Preservation S 65,045,024 | $ (650,450) 1.0%
Grand Total S 886,814,444 | $ (13,780,246)




Appendix 2: Fund Codes Exempt from 2.175% Reductions

84210-0852 DOR — International Registration Plan
84210-0862 Agriculture — Gasoline Inspection Fee
84210-0864 DOR — Gasoline Tax Collections
84210-0865 DHHS — Chemical Testing
84210-0867 DPI — Driver Training Program
84210-0868 Transfer to General Fund
84210-0871 Employer’s Contribution — Retirement
84210-0873 Legislative — Salary Increases
84210-0877 Stormwater Management
84210-0878 State Fire Protection Grant Fund
84210-0881 Consolidated Call Center
84210-0882 Reserve — Visitor Center
84210-0885 State Employee Reserve
84210-0889 OSBM - Civil Penalty

84210-0892 Garvee Bond Redemption
84210-0893 OSC — Best Shared Services
84210-0933 Reserve — Minority Contractor Dev.
84210-0934 Reserve — General Maintenance
84210-0935 Reserve for SEIBP

84210-0937 Reserve — Administration Reduction
84210-1165 Transfer to General Fund — SHP
84210-1260 State Ethics Commission
84210-7040 Ferry Administration

84210-7615 Ferry

84210-7818 Construction - Contingency
84210-7821 Maintenance — Primary

84210-7822 Maintenance — Secondary
84210-7824 Contract Resurfacing

84210-7825 Ferry Operations

84210-7826 Capital Improvements

84210-7827 FHWA Construction

84210-7828 Governor’s Highway Safety Program
84210-7834 Motor Carrier Safety

84210-7836 State Aid — Highway Fund for WBS
84210-7839 Bridge Program

84210-7841

Pavement Preservation




