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SENATE FINANCE COMMITTEE
(Joint Meeting with Senate Appropriations)

WEDNESDAY, FEBRUARY 5, 1997
9 AM. - ROOM 643 LOB

The Senate Finance Committee met jointly with the Senate Appropriations Committee on
Wednesday, February 5, 1997 at 9 o’clock in Room 643. Senator Plyler presided over the
meeting and both he and Senator Kerr made opening remarks.

Robert Powell, State Budget Office, was recognized for remarks concerning the projected
budget. At the conclusion of his presentation Mr. Powell answered several questions
from the members of both committees. Included with the minutes is a copy of Budget
Estimates from 1997 - 2001 prepared by the Office of State Budget and Management.

David Crotts, Fiscal Research, gave an overview of Selected Economic, Revenue, and
Budget Data and a copy of his report is included with the minutes.

Senator Plyler concluded the meeting with a projected timetable for preparing the budget.

Meeting adjourned.

@4/ W k' s
av1dW Hoyle, :‘ﬁb ofn H. Kerr, III, Co-Chair
enate Finance Co ttee nate Finance Committee

—Penny N. Wéﬂllams Clerk Evelyn S/Hartsell, Clerk
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ANNUAL DEBT SERVICE REQUIREMENTS

$1.8 BILLION SCHOOL BOND ISSUE
($ MILLION)

Fiscal
Year
1997-1998
1998-1999
1999-2000
2000-2001
2001-2002
2002-2003
2003-2004
2004-2005
2005-2006
2006-2007
2007-2008
2008-2009
2009-2010
2010-2011
2011-2012
2012-2013
2013-2014
2014-2015
2015-2016
2016-2017
2017-2018
2018-2019
Total

Principal

$8.0
240
42.5
62.5
65.0
79.5
79.5
80.0
80.0
80.0
84.5
91.0
98.5
98.5
98.5
106.0
126.5
126.5
132.5
140.5
82.5
13.5
$1,800.0

Interest

$24.8
55.8
85.8
114.4
110.2
105.8
100.6
95.5
90.2
85.1
79.9
74.4
68.5
62.1
55.7
49.3
42.4
34.0
256
16.6
6.7
1.0
$1,384.2

Total
Debt
Service

$32.8
79.8
128.3
176.9
175.2
185.3
180.1
175.5
170.2
165.1
164.4
165.4
167.0
160.6
154.2
155.3
168.9
160.5
158.1
157.1
89.2
14.5
$3,184.2

Note: Analysis assumes $450 million of bonds are sold on

March 1 of each year, beginning in 1997 and that the

average interest rate is 7% (5.5% on 1997 bonds

Fiscal a=arch Division 02/05/97
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BUDGET AVAILABILITY CONCLUSIONS

V. REVENUE ESTIMATES: CONSENSUS BETWEEN STATE BUDGET
OFFICE AND FISCAL RESEARCH ON CURRENT-YEAR
ESTIMATES AND NEXT 4 YEARS (ROUGHLY 6% REVENUE
GROWTH, PRIOR TO IMPACT OF TAX CUTS)

v, BOTH OFFICES AGREE THAT STARTING POINT IN ANALYZING
1997-98 RECURRING BUDGET AVAILABILITY IS $125 - $225
MILLION. GUBERNATORIAL RECOMMENDATIONS MADE PUBLIC
HAVE PUSHED NUMBER UP TO $464 MILLION. ADDITIONAL
ADJUSTMENTS WILL BE NEEDED IF GOVERNOR IS TO FUND HIS
INITIATIVES

v.  NONRECURRING AVAILABILITY (CAPITAL PROJECTS, ONE-TIME

BONUSES, ETC.) IS $135 - $225 MILLION, DEPENDING ON HOW
1996-97 BUDGET ITEMS ARE TREATED

(asmrd) (6>



SENATE FINANCE COMMITTEE
(Joint Meeting with Senate Appropriations and House Finance and Appropriations)

WEDNESDAY, FEBRUARY 12, 1997

8:30 AM. - ROOM 643 LOB

The Senate Finance Committee met jointly with the Senate Appropriations, the House
Finance and House Appropriations on Wednesday, February 12, 1997, at 8:30 A.M. in
Room 643. Representative Holmes, House Appropriations Chairman, presided over the
meeting and introduced his Co-Chairs: Representative Crawford, Representative Creech
and Representative Esposito. Senator Plyler, Chairman of Senate Appropriations, was
recognized and introduced Senator Odom and Senator Perdue, Representative Holmes
also introduced Senator Kerr and Senator Hoyle as Senate Finance Chairs and introduced
Representative Gray, Representative Dickson, Representative Brawley and
Representative Wilson as House Finance Chairs.

Dave Crotts, Fiscal Research, was recognized and give a General Fund Revenue Estimate
Summary. Copy included with the minutes. He told the committees that while North
Carolina is not achieving the growth rate in the 90’s that it did in the 80’s that it is very
stable and the population growth is exceeding expectations.

Marvin Dorman, State Budget Officer in the Office of Budget and Management, was
recognized for remarks. Included in the minutes is the information he furnished the
committee members concerning the budget recommendations. At the conclusion of his
presentation, Mr. Dorman answered questions from the members. There was not enough
time to answer all the questions and at the request of Representative Esposito, Mr.
Dorman agreed to return 15 minutes after session to answer additional questions from the
committee members.

Meeting adjourned.

David W. Hoyle, Co-Chair John H. Kerr, III, Co-Chair
Senate Finance Committee Senate Finance Committee
Penny N. Williams, Clerk Evelyn S. Hartsell, Clerk
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‘ SENATE FINANCE COMMITTEE
WEDNESDAY, FEBRUARY 12, 1997

12 NOON - ROOM 544 LOB

The Senate Finance Committee met on Wednesday, February 12, 1997, for the first
regular meeting of the session. There were 21 committee members present. Senator Kerr
presided and introduced Senator Hoyle as the new co-chair. Senator Kerr and Senator
Hoyle welcomed the members and thanked them for agreeing to serve on the Finance
Committee. Senator Kerr introduced his clerk, Evelyn Hartsell, and Senator Hoyle
introduced Penny Williams, his clerk. List of committee members is included in the
minutes.

Senator Kerr asked the committee members to introduce themselves and give brief
remarks. Upon the completion of these introductions, Senator Kerr introduced the
following staff members:

David Crotts - Fiscal Research
Richard Bostic - Fiscal Research
Warren Plonk - Fiscal Research
‘ Sabra Faires - Fiscal Research
Cindy Avrette - Research
Martha Harris - Bill Drafting

Senator Hoyle introduced intern, Kristin Crosson, who will be working with the Finance
Committee and Senator Bob Shaw introduced his intern, Kelly Gruber. Representative
Gray, House Finance Chairman, was also recognized

Sabra Faires was recognized to give an overview of some of the issues that the Finance
Committee would be handling this year and copies of the information furnished to the
committee are included in the minutes. At the conclusion of her presentation, Ms. Faires
answered questions from the committee.

-

) [Zu./

J H. Kerr, III, Co-Chair
enate Finance Committee

Meeting adjourned.

Senate Finance Committée

. Penny N{ Williams, Clerk Evelyn S/Hartsell, Clerk

NOTE:

Visitors’ Sign Up Sheet is Attachment # 1



SENATE FINANCE COMMITTEE MEMBERS

John H. Kerr, III, Chair
David W. Hoyle, Chair

J. Richard Conder, Vice Chair
Roy A. Cooper, III, Vice Chair
Robert G. Shaw, Vice Chair
R. C. Soles, Jr., Vice Chair

Austin M. Allran, Ranking Minority Member

Charles W. Albertson
Patrick J. Ballantine
John M. Blust

John H. Carrington
Betsy Cochrane
Walter H. Dalton
Charlie S. Dannelly
Virginia Foxx

Wib Gulley
Fletcher L. Hartsell, Jr.
Howard N. Lee

J. Mark McDaniel
Beverly M. Perdue
Jim W. Phillips, Sr.
Anthony E. Rand
Eric Miller Reeves
Larry Shaw

Hugh Webster
David F. Weinstein
Allen H. Wellsons
Leslie Winner



Intangibles Tax Lawsuit -- Fulton

On February 10, 1997, the North Carolina Supreme Court ruled that the part
of the intangibles tax statute that the United States Supreme Court held
unconstitutional on February 21, 1996, should be severed and that the severance
applies retroactively. The Court's opinion makes it possible for holders of North
Carolina stock to be assessed by the Department of Revenue for tax due on the
value of stock that was excluded from tax because of the unconstitutional deduction.
Taxes can be assessed for three back tax years for those who filed a return and for
an indefinite period for those who did not file.

No taxpayer who took the invalid deduction is liable for any back tax until the
tax is assessed. If the Governor decides to assess the tax, the General Assembly
can enact a law that forgives the payment of the tax. The case therefore requires no
action by the General Assembly. If the executive branch assesses the back taxes,
the General Assembly can forgive the payment of the assessed taxes.

The Fulton court case is not over. It has been remanded to the Court of
Appeals. From that decision, it will likely be appealed further.

Prior to 1995, North Carolina levied an intangibles tax of 25¢ per $100 market
value of stock and shares in mutual funds. The stock tax statute exempted a
proportion of corporate stock equal to the percentage of the corporation's business
that was conducted in North Carolina. Thus, stock of a corporation that did 55% of its
business in North Carolina was 55% exempt from the intangibles tax. This
exemption was known as the "taxable percentage" deduction.

The North Carolina Court of Appeals ruled in June 1993 that the taxable
percentage deduction violated the Commerce Clause of the federal constitution.
The North Carolina Supreme Court overturned this ruling on December 9, 1994,
holding that the taxable percentage deduction was not unconstitutional. The United
States Supreme Court reversed the North Carolina Supreme Court on February 21,
1996, when it held the tax unconstitutional on the basis of the taxable percentage
deduction.

The General Assembly repealed the intangibles tax on stock, bonds, mutual
funds, and accounts receivable effective for the 1995 tax year. Since the repeal was
not retroactive, it did not affect the 1991 through 1994 tax years. The United States
Supreme Court returned the case to the North Carolina Supreme Court to determine
the proper remedy. The United States Supreme Court noted that the State might
refund the additional taxes imposed upon the taxpayers who did not receive the
benefit of the taxable percentage deduction or it could retroactively impose equal
burdens on the tax's former beneficiaries.



The State argued that the intangibles tax statute should be declared .
unconstitutional and that full refunds, including interest, should be made in

accordance with G.S. 105-267 to all taxpayers who filed a timely protest or demand

for refund within 30 days after paying the tax. This course of action would have cost

about $155 million in General Fund revenue. The Court, however, eliminated only

the taxable percentage deduction, thus expanding the scope of the tax to include all

stock in North Carolina companies. This expansion applies to publicly traded shares

of stock as well as shares of stock in closely held corporations that have never

before been subject to the intangibles tax on stock.

2/13/97
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IN THE SUPREME COURT OF NORTH CAROLINA
No. 305A93-2
Filed: 10 February 1997
FULTON CORPORATION
V.
JANICE H. FAULKNER, SECRETARY OF REVENUE

On remand from the Supreme Court of the United States. Heard in the Supreme Court 9 September
1996.

In this action, the plaintiff has challenged the intangibles tax formerly imposed by N.C.G.S. § 105-203
on the ground it violates the Commerce Clause of the Constitution of the United States. N.C.G.S. §
105-203 provided for an annual tax of $0.25 on each $100.00 of the fair market value of all shares of stock

.on 31 December of each year. The section provided for a reduction of this tax in proportion to the issuing
company's income taxed in North Carolina. It is this reduction which the plaintiff says violates the
Commerce Clause.

The superior court allowed a motion for summary judgment by the defendant, upholding the tax. The
Court of Appeals reversed. Fulton Corp. v. Justus, 110 N.C. App. 493, 430 S.E.2d 494 (1993). It did not
order a refund, however, but severed the offending part of N.C.G.S. § 105-203 and ordered that the
intangibles tax be paid without any reduction for income taxes paid to the State.

This Court reversed the Court of Appeals. Fulton Corp. v. Justus, 338 N.C. 472,450 S.E.2d 728 (1994).
We held that the reduction in the intangibles tax did not offend the Commerce Clause. On 18 April 1995,
the General Assembly repealed the intangibles tax in its entirety effective 1 January 1995. Act of April 18,
1995, ch. 41, sec. 1(b), 1995 N.C. Sess. Laws 84. The legislation also provided that the repeal

does not affect the rights or liabilities of the State, a taxpayer, or another person arising under a statute
amended or repealed by this act before its amendment or repeal; nor does it affect the right to any refund or
credit of a tax that would otherwise have been available under the amended or repealed statute before its
amendment or repeal.

Id. sec. 11, 1995 N.C. Sess. Laws at 88.
The Supreme Court of the United States reversed this Court. Fulton Corp. v. Faulkner, __U.S. __,
‘ 133 L. Ed. 2d 796 (1996). It held that the reduction violated the Commerce Clause and remanded the case

to this Court to fashion a remedy.

We ordered that the parties "brief the question of why, in light of the decision of the Supreme Court of
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the United States in this case, this Court should not affirm the decision of the North Carolina Court of .

Appeals.”
Womble Carlyle Sandridge & Rice, PLLC, by Jasper L. Cummings, Jr., for plaintiff-appellee. '

Michael F. Easley, Attorney General, by Andrew A. Vanore, Jr., Chief Deputy Attorney General, Edwin
M. Speas, Jr., Senior Deputy Attorney General, Thomas F. Moffitt, Special Deputy Attorney General, and
Marilyn R. Mudge, Assistant Attorney General, for defendant-appellant.

Womble Carlyle Sandridge & Rice, PLLC, by G. Eugene Boyce, of counsel, amicus curiae.
WEBB, Justice.

This case brings to the Court the question of the remedy to be applied after a portion of the intangibles
tax statute has been declared unconstitutional. The Court of Appeals held that the part of the statute which
was unconstitutional should be severed and that the balance of the statute should be enforced. This would
leave the intangibles tax to be enforced without any reduction for income taxes paid to this State. We
believe the Court of Appeals was correct in this holding.

In determining whether an unconstitutional part of a statute should be severed and the rest of the statute
enforced, we look first at the intention of the General Assembly. If the legislature intended that the
constitutional part of the statute be enforced after the other part has been declared unconstitutional, and if
the separate parts of the statute are not so interrelated and mutually dependent that one part cannot be
enforced without reference to another, the offending part must be severed and the rest of the statute
enforced. Flippin v. Jarrell, 301 N.C. 108, 117,270 S.E.2d 482, 488 (1980); Constantian v. Anson County
244 N.C. 221, 228,93 S.E.2d 163, 168 (1956). .

The General Assembly has stated its intention. N.C.G.S. § 105-215 provided in part:

If any clause, sentence, paragraph, or part of this Article or schedule shall for any reason be adjudged
by any court of competent jurisdiction to be invalid, such judgment shall not affect, impair, or invalidate
the remainder of this Article or schedule, but shall be confined in its operation to the clause, sentence,
paragraph, or part thereof directly involved in the controversy in which such judgment shall have been
rendered.

N.C.G.S. § 105-215 (1992) (repealed 1995). We believe this section shows clearly that the General
Assembly intended that if any part of the statute providing for an intangibles tax was declared
unconstitutional, that part should be severed from the statute, and the balance of the statute should be
enforced.

In this case, the offending portion of the intangibles tax statute and the other parts of the statute were not
so interrelated or mutually dependent that the imposition of the tax could not be done without reference to
the offending part. The valid part is complete in itself and capable of enforcement.

The plaintiff argues that the United States Supreme Court in this case declared the entire intangibles tax
unconstitutional. We do not agree with this interpretation. The Supreme Court noted that the Court of
Appeals had addressed the issue of severability and decided that the clause required severance of the
taxable percentage deduction. Fulton v. Faulkner, ___U.S.at ___ n.12, 133 L. Ed. 2d at 815 n.12. The ‘
Court gave no indication that applying the severability clause in that manner would contravene its holding
or that a tax on corporate stock is per se unconstitutional. To the contrary, the Court's language and
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) reasoning revealed the intangibles tax violated the Commerce Clause because of the discriminatory portion
-- the taxable percentage deduction. It gave no reason to believe that absent the discriminatory deduction,

.the tax would violate the Commerce Clause.

The defendant asserts and the plaintiff agrees that it was the intention of the General Assembly that if
the taxable percentage reduction were to be held unconstitutional, it should not be severed from N.C.G.S.
§ 105-203, and the whole section must fail. They concede that N.C.G.S. § 105-215 provides for the
severance of any part of the statute which is declared unconstitutional. They say, relying on State ex rel.
Andrews v. Chateau X, Inc., 296 N.C. 251, 259-60, 250 S.E.2d 603, 609 (1979), judgment vacated on
other grounds, 445 U.S. 947, 63 L. Ed. 2d 782 (1980), and Sheffield v. Consolidated Foods Corp., 302
N.C. 403, 421-22, 276 S.E.2d 422, 434-35 (1981), that the "presence of a severability clause is not
conclusive but provides some guidance to the courts as to legislative intent.” They say we must look at all
relevant parts of the statute to discern legislative intent.

The plaintiff and defendant contend that the General Assembly, since the inception of the intangibles
tax, has never intended to tax all stocks and that by severing the unconstitutional part of N.C.G.S. §
105-203, the Court of Appeals has broadened the tax contrary to the legislative will. They argue that the
taxable percentage deduction has always been an essential element of the tax and an expression of the
legislative intent not to tax all shares of corporate stock. They argue that we should hold all of N.C.G.S. §
105-203 unconstitutional.

We do not agree with the parties' interpretation of Andrews and Sheffield. Andrews involved an action to
abate a nuisance. We held that assuming one of the remedies provided in the statute was unconstitutional,
it could be severed from the statute and the other remedies enforced. We said that severability depended on
the will of the General Assembly. Andrews, 296 N.C. at 259-60, 250 S.E.2d at 608-09. We did not say how
that will was to be discovered, but simply referred to the portion of the statute which provided for
severability. Sheffield dealt with disclosures required by the North Carolina Tender Offer Disclosure Act,
N.C.G.S. ch. 78B (1977). In that case we held that the Act did not apply to purchases of stock in the open
market. The plaintiff argued that because of a severability clause in the statute, the disclosure requirement
nevertheless applied. It contended that partial application of the statute was mandated by the severability
clause. We held that this was not the intention of the General Assembly. We do not believe Sheffield or
Andrews is authority for the proposition that a severability clause is not conclusive as to the intention of
the General Assembly.

Even assuming arguendo that the parties are correct, looking beyond the severability clause and at the
entire act to determine the will of the General Assembly does not help the plaintiff. The General Assembly
has said by the severability clause that the unconstitutional part of the statute should be severed. The
parties have made good arguments as to why it should not be severed, but they do not overcome the plain
meaning of the statute. We affirm that part of the opinion of the Court of Appeals which holds that the
unconstitutional part of N.C.G.S. § 105-203 be severed. Fulton Corp. v. Justus, 110 N.C. App. at 504, 430
S.E.2d at 501.

We reverse that part of the opinion of the Court of Appeals which holds that the rule of this case should
not be applied retroactively. Id. at 504-05, 430 S.E.2d at 501-02. In reaching this result, the Court of
Appeals relied on our opinion in Swanson v. North Carolina, 329 N.C. 576, 407 S.E.2d 791, on reh'g, 330
N.C. 390, 410 S.E.2d 490 (1991). On 18 June 1993, three days after the Court of Appeals decided this
case, the United States Supreme Court handed down Harper v. Virginia Dep't of Educ., __U.S. ___, 125

. L. Ed. 2d 74 (1993). Ten days later, the Supreme Court issued an order vacating our opinion in Swanson in
light of Harper. Swanson v. North Carolina, 509 U.S. 916, 125 L. Ed. 2d 713 (1993). The United States
Supreme Court held in Harper that its application of a rule of federal law requires every court to give

3 of 7 02/10/97 11:09:45



Converted WP file 305-93-2 http://www.aoc.state.nc....ls/sc/ops97/305-93-2 . htn
retroactive effect to that decision. We are thus required by Harper to apply the law retroactively in this .
case. Whether to enforce the tax as to all shareholders is within the province of the General Assembly.

The General Assembly may forgive this tax if it so chooses. We do not have the authority to do so. .
We affirm that part of the decision of the Court of Appeals which holds that the unconstitutional part of
N.C.G.S. § 105-203 must be severed and the balance of the section enforced. We reverse that part of the

decision which holds that the rule of this case should not be enforced retroactively.

AFFIRMED IN PART, REVERSED IN PART, AND REMANDED.

No. 305A93-2 - Fulton Corp. v. Faulkner

Justice ORR dissenting.

The majority applies a plain-meaning analysis to the statute in question and concludes that the taxable
percentage deduction contained in N.C.G.S. § 105-203 should be severed and the remainder of the statute
upheld as applied. The opinion states that "[t]he General Assembly has said by the severability clause that
the unconstitutional part of the statute should be severed.” However, this Court has rejected such a
plain-meaning analysis in determining whether an unconstitutional provision may be severed and the
remainder of the statute upheld. In State ex rel. Andrews v. Chateau X, Inc., 296 N.C. 251, 250 S.E.2d 603
(1979), judgment vacated on other grounds, 445 U.S. 947, 63 L. Ed. 2d 782 (1980), this Court prescribed
the utilization of a two-part test for deciding the issue of severability:

To determine whether the portions are in fact divisible, the courts first see if the portions remaining are
capable of being enforced on their own. They also look to legislative intent, particularly to determine
whether that body would have enacted the valid provisions if the invalid ones were omitted.

Id. at 259, 250 S.E.2d at 608. Because I believe that the majority's holding in this case is contrary to the
intent of the North Carolina legislature, I respectfully dissent.

In State v. Waddell, 282 N.C. 431, 194 S.E.2d 19 (1973), this Court also addressed the issue of
severability and enunciated the following principle:

"If the objectionable parts of a statute are severable from the rest in such a way that the legislature
would be presumed to have enacted the valid portion without the invalid, the failure of the latter will not
necessarily render the entire statute invalid, but the statute may be enforced as to those portions of it which
are constitutional. If, however, the constitutional and the unconstitutional portions are so dependent on
each other as to warrant the belief that the legislature intended them to take effect in their entirety, it
follows that if the whole cannot be carried into effect, it will be presumed that the legislature would not
have passed the residue independently, and accordingly, the entire statute is invalid."

Id. at 442, 194 S.E.2d at 27 (quoting 16 Am. Jur. 2d Constitutional Law § 186 (1964)). In support of our

position in the present case, the Court in Waddell went on to note that "'[w]hen exceptions, exemptions, or
provisos in a statute are found to be invalid, the entire act may be void on the theory that by striking out the
invalid exception the act has been widened in its scope and therefore cannot properly represent the .
legislative intent." Id. at 443, 194 S.E.2d at 27 (quoting J.G. Sutherland, Statutes and Statutory

Construction § 2412 (Frank E. Horack, Jr., ed., 3d ed. 1943)).
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In this case, as the remaining intangibles tax on stock is clearly capable of standing on its own, it is an

.examination of the legislative intent which compels the conclusion that the taxable percentage deduction is

not severable. Although the presence of a severability clause provides some guidance as to legislative
intent, State ex rel. Andrews v. Chateau X, Inc., 296 N.C. at 260, 250 S.E.2d at 609, it is not conclusive. In
Sheffield v. Consolidated Foods Corp., 302 N.C. 403, 276 S.E.2d 422 (1981), this Court discussed the

presence of a severability clause and commented that

[p]laintiffs' reliance on the severability clause is misplaced. While the severability clause obviously
protects other provisions of the Act from invalidity due to a finding that one or more provisions are
invalid, a severability [clause] is relevant to a decision only when the validity of a particular provision of
the Act is at issue. Here, the inapplicable provisions of G.S. 78B-3 remain relevant to our consideration in

determining legislative intent with respect to the application of the Act as a whole to open market
purchases. Clearly in interpreting the legislative intent, we cannot ignore all the provisions of the Act

simply because it contains a severability clause common to most statutes enacted by our Legislature.

Id. at 421,276 S.E.2d at 434.

In determining that the severability clause could not be applied in Sheffield, the Court applied the
following well-established canon of statutory construction:

"In order to discover and give effect to the legislative intent we must consider the act as a whole, having
due regard to each of its expressed provisions; for there is no presumption that any provision is useless or
redundant. That the act consists of several sections is altogether immaterial on the question of its unity.

sections or titles. A statute [is] passed as a whole and not in parts or sections and is animated by one

.'The construction of a statute can ordinarily be in no wise affected by the fact that it is subdivided into

general purpose or intent. Consequently the several parts or sections of an act are to be construed in
connection with every other part or section and all are to be considered as parts of a connected whole and

harmonized, if possible, so as to aid in giving effect to the intention of the lawmakers.

Id. at 421-22, 276 S.E.2d at 434 (quoting Jones v. Board of Educ., 185 N.C. 303, 307, 117 S.E. 37, 39
(1923) (citation omitted)). The Court concluded that "[w]e will not apply the severability clause to vary
and to contradict the express terms of a statute, for we cannot believe the Legislature intended such a
result." Id. at 422, 276 S.E.2d at 434.

In the present case, the taxable percentage deduction is contained in the provision of the intangibles tax
which applies to stocks. N.C.G.S. § 105-203 provides in pertinent part:

All shares of stock . . . owned by residents of this State or having a business, commercial, or taxable
situs in this State on December 31 of each year, with the exception herein provided, shall be subject to an
annual tax, which is hereby levied, of twenty-five cents (25¢) on every one hundred dollars ($100.00) of

the total fair market value of the stock on December 31 of each year less the proportion of the value that is
equal to:

(1) In the case of a taxpayer that is a corporation, the proportion of the dividends upon the stock
deductible by the taxpayer in computing its income tax liability under G.S. 105-130.7 . . ..

(2) In the case of a taxpayer that is not a corporation, the proportion of the dividends upon the stock

‘ that would be deductible by the taxpayer, if the taxpayer were a corporation, in computing its income tax
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N.C.G.S. § 105-203 (1992) (repealed 1995). In Fulton Corp. v. Justus, 338 N.C. 472,450 S.E.2d 728
(1994), this Court explained the procedure involved in calculating the intangibles tax on stock as follows'

Thus, the intangibles tax on stock is computed in the following manner: the greater the percentage of
the issuing corporation's total income which is allocated to and taxed in this state the more dividend
income from that corporation a corporate shareholder is allowed to deduct and the less intangibles tax the
shareholder pays. The amount by which the intangibles tax against the shareholder is reduced, therefore, is
directly related to the amount of the issuing corporation’'s income which is allocated to and taxed in this
state. If 70% of the issuing corporation's income is allocated to North Carolina, then 70% of the dividends
on that corporation's stock are deductible by the corporate shareholder as income, the stock's value for
intangibles tax purposes is reduced by 70%, and the intangibles tax thereby decreased by 70%.

Id. at 475, 450 S.E.2d at 730. For a more detailed discussion of the application of the intangibles tax on
stock, see Fulton v. Justus, 338 N.C. 472, 450 S.E.2d 728. Because of the process involved in calculating
the intangibles tax on stock, the elimination of the taxable percentage deduction would subject all stock in
North Carolina companies to a full tax burden under N.C.G.S. § 105-203.

Further, because plaintiff in this case is a corporate taxpayer, the majority addresses only N.C.G.S. §
105-203(1), the taxable percentage deduction for stock owned by corporations. However, as the Secretary
of Revenue's brief notes, the constitutional infirmity in N.C.G.S. § 105-203(1) is also present in N.C.G.S.
§ 105-203(2), the taxable percentage deduction for stock owned by individuals. Thus, if the taxable ’
percentage deduction which applies to corporations must be severed, it follows that the taxable percentage
deduction which applies to stock owned by individuals must also be severed. Under the logic of the
majority's decision, excising the discriminatory deduction would eliminate the only unconstitutional
feature of N.C.G.S. § 105-203. This would result in the remainder of N.C.G.S. § 105-203 becoming a
constitutional tax on all shares of stock owned by corporations and individual taxpayers of North Carolina.
Thus, the tax would apply not only to stock in publicly traded companies from around the world, but also
to every small, incorporated business in our state. The full tax would also apply to corporate shareholders
and individual stockholders. To contend that the legislature would have "passed the residue independently”
is to defy the practical and political reality of the impact of such a tax.

When the General Assembly enacted the intangibles tax on stock in 1937, the shares of all corporations
that paid taxes in North Carolina were excluded. Act of Jan. 6, 1937, ch. 127, sec. 706, 1937 N.C. Public
Laws 170, 331 (an act to raise revenue). It was in 1939 that the General Assembly narrowed the exclusion
to the proportion of tax the corporation paid in North Carolina. Act of Mar. 24, 1939, ch. 158, sec. 705,
1939 N.C. Public Laws 176, 359 (an act to raise revenue). In the portion of N.C.G.S. § 105-203 that levies
the tax, the 1939 General Assembly stated that "[a]ll shares of stock . . . owned by residents of this State
..., with the exceptions herein provided, shall be subject to an annual tax." Id. (emphasis added). The
remainder of the statute then listed the exceptions, including the taxable percentage deduction on all shares
of stock owned by corporations and individual taxpayers in North Carolina. Thus, the General Assembly
has always manifested its intent that the scope of the intangibles tax on shares of stock be narrowed by
these exceptions.

Severing the taxable percentage deduction as the majority opinion has done contravenes the intent of the
legislature because it expands the scope of N.C.G.S. § 105-203. By severing the deduction, not only
publicly traded shares of stock but also shares of stock in closely held corporations which have never
before been subject to the intangibles tax on stock are now subject to such taxation. ‘

Further evidence that the majority's decision contravenes the intent of the legislature can be found in the
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y repeal of the intangibles tax in its entirety -- including N.C.G.S. § 105-203 -- which became effective on
1 January 1995. Act of Jan. 25, 1995, ch. 41, sec. 1(b), 1995 N.C. Sess. Laws 59, 60 (an act to repeal the

.intangibles tax and to reimburse local governments for their resulting revenue loss). In the Legislative
Research Commission's Report to the General Assembly, the Commission expressed three reasons for
repealing the intangibles tax:

First, many consider it an unfair tax because, unlike tangible property, intangible property does not
require local government services and thus should not be subject to tax. Second, many also believe the tax
has a negative effect on economic development, causing corporate executives, retirees, and wealthy
individuals to leave the State or to decide against moving into the State. Third, if the United States
Supreme Court overturns the North Carolina Supreme Court's decision and agrees with the court of
appeals that the taxable percentage deduction is invalid, the result would be a tax increase for many
taxpayers, particularly individuals who own small, in-State businesses.

Legislative Research Comm'n, Revenue Laws, Report to the 1995 Gen. Assembly of N.C., at 97 (1995)
(emphasis added). Because of the repeal of North Carolina's intangibles tax, N.C.G.S. § 105-203, the
legislature also amended N.C.G.S. § 105-275, which classifies property that is excluded from the tax base
and includes, inter alia, "[s]hares of stock, including shares and units of ownership of mutual funds,
investment trusts, and investment funds." N.C.G.S. § 105-275(31c) (1995). The explicit exemption of
stock from taxation in the General Statutes clearly illustrates the intent of the legislature.

Thus, although a severability clause is contained in the statute, that alone does not determine that the
constitutional portion should remain. Clearly, the legislature did not intend that the scope of N.C.G.S. §
105-203 be broadened. As this Court has recognized, invalidation of some exceptions or exemptions may

B require an entire statute to fail if severing the invalid provisions would widen the scope of the statute
beyond the legislature's intended coverage. State v. Waddell, 282 N.C. at 443, 194 S.E.2d at 27. This is
exactly what severing the taxable percentage deduction and upholding the residue of the tax would do in
the present case. Therefore, I conclude that the majority is in error and would agree with both the Secretary
of Revenue and the corporate plaintiff that the entire tax must fail and that plaintiff is therefore entitled to
a refund.

Justices FRYE and LAKE join in this dissenting opinion.
**x* End of Document ****
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FISCAL IMPACT OF INTANGIBLES TAX REFUNDS BY TAX YEAR

($MILLION)
ALL TAXPAYERS
1991 1992 1993 1994 Al 4
Tax Year Tax Year Tax Year- Tax Year Years
Refunds Only $78.22 $87.34 $94.83 $93.40 $353.79
Interest* 34.35 31.62 27.70 20.47 114.14
Refunds Plus Interest $112.57 $118.96 $122.53 $113.87 $467.93
Number of Taxpayers 221,850 231,513 246,117 249,456
PROTESTORS ONLY
1991 1992 1993 1994 All 4
_ Tax Year Tax Year Tax Year Tax Year Years
Refunds Only $1.00 $1.00 $70.00 $51.00 $123.00
Interest* 0.44 0.36 20.45 11.18 32.42
Refunds Plus Interest $1.44 $1.36 $90.45 $62.18 $155.42
Number of Taxpayers (Est.) 500 500 142,000 90,000
COST OF ADDING NONPROTESTORS
1991 1992 1993 1994 Al 4
Tax Year Tax Year Tax Year Tax Year Years
Refunds Only $77.22 $86.34 $24.83 $42.40 $230.79
Interest* 33.91 31.26 7.25 9.29 81.72
Refunds Plus Interest $111.13  $117.60 $32.08 $51.69 $312.51
Number of Taxpayers (Est.) 221,350 231,013 104,117 159,456

*Interest calculated through September 30, 1997 at rate in effect for assessments and
refunds (assumes 9% rate that will be in place through June 30, 1997 continues to be

the rate in effect through September 30).

Source: Fiscal Research Division tabulation based on data supplied by N.C. Dept. of

Revenue

,: INEK \’)’B



BAILEY CASE (ASSUMING AN ADVERSE RULING IN PENDING LITIGATION

ON STATE/LOCAL RETIREE ISSUE): [ONE-TIME -ANNUAL
COST  COST
RESTORE FULL TAX EXEMPTION (1) $102.0

GRANT REFUNDS FOR 1989-95 TAX YEARS (1):

REFUNDS ' $575.1
INTEREST 100.3
TOTAL $675.4

(1) COST IS HIGH BECAUSE FULL EXEMPTION FOR STATE AND LOCAL
RETIREES WILL REQUIRE SAME EXEMPTION FOR FEDERAL
CIVIL SERVICE AND MILITARY RETIREES (DAVIS DECISION)




TAX LEGISLATION SINCE 1979

This document includes tax and fee changes since 1979 that have an estimated fiscal
impact of $100,000 or greater. Fiscal staff updated the fiscal estimates of all major tax
legislation. Many of the bills with a fiscal estimate of less than $1 million in revenue
have not been revised.

|. TAXINCREASES
($Million)
Estimated
1996-97
Item Year Impact
Sales Tax Increase sales tax registration fee from $1 to $5 1979 $.13
Approve 1/2 cent local sales tax. 1983 333.5
Restructure sales tax on motor vehicles (1). 1983 92.3
Approve 1/2 cent local sales tax. 1986 333.5
Increase sales tax on leased motor vehicles. 1989 7.4
Repeal exemption for ice. 1989 4
. Increase state sales tax 1 cent. 1991 667.0
Increase tax on boats and aircraft from 2% to 3%
with $1500 limit. 1991 2.4
Highway Convert sales tax on motor vehicles to highway
Use Tax use tax with broader base, higher rate,
higher limit (1). 1989 158.7
Vehicle Fees Increase various fees. 1979 3.1
increase motor vehicle registration, titling fees. 1981 48.0
Increase titling fees. 1989 62.9

Repeal the credit allowed against the road

tax for the amount of a temporary road tax

permit. 1991 275
Increase fees for learners’ permits, 1D cards,

duplicate drivers license, single trip permits,

and oversize/overweight permit fees. 1991 9.4
Increase tax on out of state vehicles registering

in NC. 1991 1.1
Raise temporary motor carrier permit fee and

lack of registration penality. 1992 .65
Make changes in the dealer plate law. 1994 15
Increase tracking of fuel shipments 1994 9.0

(1) Rough guess (no data available to break out impact)



|. TAX INCREASES (continued)

(SMillions)

Estimated
1996-97

Gas Tax Increase gas tax 3 cents.
Increase gas tax 3.5 cents.
Increase gas tax 5.2 cents.

ind. Income Tax Repeal income tax exclusion for $1,500 of National
Guard pay.
Raise income tax on high-income
taxpayers (7.75% tax rate).
Conform state income tax to 1990 federal changes.
Repeal the $300 tax credit for dividends received
from North Carolina companies.

Corp. Income Require multistate corporations to add back to
Tax income any credit taken on property taxes paid

on inventories.

Increase corporate income tax from 6% to 7% (2).

Require corporations to include in state taxable
income the amount of credits claimed against
the income tax.

Limit jobs credit to manufacturing & industrial
activities

Lower threshold from $5000 of tax due to $500
for determining whether corporation must
estimate and pay tax during income year.

Increase corporate income tax rate to 7.75%.

Repeal the $15,000 tax deduction for dividends
received from North Carolina companies

Liquor Tax Increase liquor excise tax rate 5.5%.
Increase liquor tax on mixed drinks and permit fees.

Cigarette Tax Increase cigarette tax from 2 cents per pack to
5 cents and levy tax on other tobacco products.
Eliminate cigarette tax stamps, require monthly
reports and change merchant discount.
Real Estate Tax Double real estate transfer tax and close loophole.

Franchise Tax Increase minimum tax on corporations.

1986

1087

1987

1989

1990

1991

1996

1987
1991

1991

1993

1991

1986

(2) Dedicated to school facilities assistance, inventory tax reimbursement

2

14.9

11.5

128:9

1.1
3.9
96.7
2.0

14.8
7.0

28.2

1.1

254




I. TAX INCREASES (continued)

. (SMillions)

Estimated
1996-97
Item Year Impact
Privilege License Require flea market vendors to have $25 license. 1987 A
Modernize privilege license tax system. 1989 4.8
Require real estate appraisers to have a privilege
license. 1992 A5
Soft Drink Tax Change method of payment of tax and change
exemption of tax on juice drinks. 1991 .8
Ins. Premiums  Increase tax on gross premiums. 1991 50
Tax Create 6.5% charge against gross premium tax
liability to finance operations of Dept. of Insurance. 1991 20.1
Beer & Wine Increase beer and wine license fees. 1979 3
' ll. TAX CUTS
Inventory Tax Repeal inventory tax (1) 1980 $244.7
1985
1987
Ind. Income Tax Increase personal exemptions and standard
deduction by 10%. 1979 51.1
Increase dependent care tax credit. 1979 22.0
1981
1985
1989
Exclude $1,500 of National Guard pay. 1979 1.0
Allow non-residents a prorated share of itemized
deductions. 1981 1.2
Require property owned under a “tenancy by the
entirety” to be reported one-half by each spouse. 1981 2.2
Allow low-income tax credit (later repealed). 1985 46.0
Allow the use of net economic loss carryforwards
lost due to Tax Fairness Act. 1989 8.1

(over 3 years)

(1) Rough guess (no data available to break out impact)
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ll. TAX CUTS (continued) .
($Million)
Estimated
1996-97
Item Year Impact

Allow taxpayers receiving federal tax credits to

deduct full mortgage costs on state income tax. 1989 2
Replace special disability exemption with a uniform

credit for disabled dependents. 1989 4.0
Allow a credit for income tax paid for 1988 tax year

on federal pensions. 1989 21.0

(over 3 years)
Expand child care credit based on age of child

and income level. 1993 4.0
Create historic preservation tax credit. 1993 V4
Provide tax credit for photovoltaic equipment 1994 2
Increase personal exemptions by 25% and allow 1995 244 1

credit of $60 per dependent child.

Approve non-itemizer charitable contribution 1996 5.0
tax credit.

Exclude up to $35,000 in severance pay from
income tax. 1996 4.0

Allow federal retirees income tax credits and
partial refunds for state taxes paid on federal

retirement benefits in 1985, 1986, 1987, 1996 117.8
and 1988. (over 3 years.)
Inheritance Tax Exempt spouses and first $500,000 for other 1979 106.2
Class A beneficiaries from inheritance tax. 1985
Exempt military survivor annuity. 1979 3
Increase Class A credit, adopt QTIP trust 1996 35
allow installment payment for taxes.
Property Tax Reimburse counties and cities for property
tax homestead exemption change from $7500
to $8500. 1981 2.0
Repeal property tax on household goods. 1986 55.2
Expand property tax homestead exemptions. 1981 11.8
1985
1993
Expand homestead exemption amount to $20,000
and income amount to $15,000. Reimburse
local governments 50% for two years. 1996 3.0




{

Il. TAX CUTS (continued)

($Millions)
Estimated
1996-97
Item Year Impact
Intangibles Tax Repeal intangibles tax on money on deposit 1985 49.3
and certain accounts receivable. 1985 8.0
Repeal remainder of intangibles tax. 1995 162.4
Corp. Income Allow credit of up to 10% of construction and equipment
Tax cost of electric power co-generating plant. 1979 5
Allow credit up to 15% of cost to convert oil or gas-
fired boilers to wood. 1979 3
Restructure tax on savings and loan associations. 1981 7.0
Create energy tax credits. 1981 3.0
Provide income tax credit for employers who create
jobs in severely distressed counties. 1987 3.0
Authorizes tax credits for certain business
investments. 1987 12.0
Change corporate income tax allocation formula. 1988 66.0
Modify ethanol distillery tax credit 1988 5.0
Exempt interest earned on deposits with
Federal Home Loan Bank. 1989 2.2
Create new credit for users of NC ports. 1992 .6
Expand jobs tax credit. 1993 2.0
Modify co-generating power tax credit. 1994 .27
Expand ports tax credit. 1995 Ve
Provide tax credit for poultry composting facility. 1995 .35
Reduce the corporate income tax from 7.75% to
6.9% over four years (full cost by FY 2000). 1996 103.2
Expand jobs tax credit and create new credits
for worker training, research activities and
investment in machinery and equipment. 1996 19.2
(FY 1997-98 cost)
Provide tax credit for forest products shipped
through Wilmington port. 1996 2
Sales Tax Exempt core deposits. 1979 7
Exempt pre-arranged group meals. 1979 4
Allow refund to area mental health boards. 1979 A
Reduce tax on portable swine equipment, grain
storage facilities, and bulk-feed equipment. 1979 2
Allow sales tax exemption for sale of vehicle to
non-resident if transported immediately to other
state. 1979 45
Exempt litter materials used for poultry livestock. 1981 2
Repeal sales tax on food stamp purchases. 1985 30.0
Exempt farm products sold by producer who
occasionally acts in capacity of retail vendor. 1986 .6

5



Il. TAX CUTS (continued)

($Million)
Estimated
1996-97
Iitem Year Impact
Exempt materials used in construction or repair of
livestock or poultry building. 1986 .6
Exempt coin operated laundries and change
definition of sales price on vending machine items. 1987 .8
Exempt agricultural equipment used for livestock. 1987 .2
Exempt school lunches from taxation. 1992 A
Exempt donated food and drugs from sales tax 1992 3
Exempt some aeronautic replacement parts
from definition of sales price. 1993 A
Allow tax refund on purchases by nonprofit
retirement homes. 1995 1.5
Exempt purchases of diesel fuel used by railroads. 1995 1.7
Reduce state sales tax on food from 4% to 3%
on 1/1/97 (annual cost shown). 1996 84.5
Clarify tax on cellular phone sold in a bundled
transaction if the bundled service is not subject
to tax (also $3.3 million loss to local govts.). 1996 6.7
Reduce sales tax on farm and industry fuel. 1996 5.0
Exempt from tax items donated by merchants
to nonprofit organizations. 1996 .6
Allow sales tax refunds to NC Memorial Hospital. 1996 3.9
Franchise Tax Repeal special franchise tax on railroads. 1989 2.0
Premiums Tax  Restructure insurance premiums tax. 1986 16.0
1987
Allow 20% credit against premium tax for guaranty
fund assessments. 1991 34.1
Exempt all annuities and funding agreements from
insurance premium taxation. 1994 20
Increase credit for Self-Insurance Guaranty Fund. 1995 1.8
Unemployment Reduce Unemployment tax. 1992 46.0
Tax 1993 92.0
1994 78.1
1995 58.9
1996 140.0
(one year only)
Soft Drink Tax Reduce tax by Y. 1995 10.6
Phase out soft drink tax over 3 years 1996 31.8

(cost when phased out in FY 2000).

6




Il. TAX CUTS (continued)

Privilege Repeal most privilege license taxes on 7/1/97.
Tax

Highway Trust
Fund Eliminate the $40 minimum highway use tax on
vehicle title transfers involving name changes,
inheritance, marital property, and family gifts.
Eliminate fee for transfer of title for salvage
vehicle.
Change leased vehicle trade-in allowance.

lll. FEE INCREASES

Corrections Increase probation and parole supervision fees.
Charge fee for drug testing as a condition of
probation and parole.

Insurance Increase insurance fees
Misc. Impose $25 fee for sanitary inspections.
Highway Fund Increase motor vehicle title fees

Increase fee for failure to transfer title

Courts Increase superior and district court fees
by $4.

Increase fees for civil and criminal actions
by $4 and increase misc. estate
administration fees by $5.

Increase the fees that support local judicial
facilities by $1.

Impose a processing fee on those who fail
to appear in court.

Wildlife Resources
Fund Increase fee for boat certificates.

DHR Impose fee on those who manufacture,
distribute, dispense, or conduct research
with controlled substances.

Domestic Violence
Center Fund Increase marriage license from $20 to $40

7

1991

1995
1995

1990

1992

1990

1990

1979

1979

1991

1992

1992

1993

1993

1993

1991

($Million)
Estimated
1996-97

1.1

2.1

54

.45

2.9

14

5.4

6.7

1.5

59

22

1.2



lli. FEE INCREASES (continued)
($Million)
Estimated
1996-97
Item Year Impact
Tobacco Research
Commission Increase tobacco assessments by 10 cents
per 100 pounds of tobacco. 1991 1.0
Agriculture Charge $75 fee for test of feed sample for
presence of fumonism. 1991 2
Charge regulatory fees for electric/telephone
membership. 1991 .5
Environmental
Management .
Commission Charge air pollution permit fees 1991 4.0
Environmental Impose half cent increase in excise tax on
motor fuels divided equally to Commercial
Leaking Petroleum Underground Storage
Tank Fund and the Groundwater Protection
Loan Fund.
Increase fee for wastewater treatment plant
operators. 1991 15
Charge fee for permit for community water
system. 1991 .6
Charge annual certification fee for water
treatment operators. 1991 A
Establish Pesticide Environmental Trust Fund
with assessments on persons who sale
pesticides. 1993 4
Labor Increase fees for inspection of amusement
devices and elevators. 1993 A3
Vital Records Increase vital records fee from $5 to $10. 1991 1.5
ABC Comm. Charge $100 for catering service permit. 1991 2
Sec. of State Increase Notary Public fee from $15 to $25. 1991 4

Charge $200 for same day corporation filing
and $100 for 24 hour filing. 1995 37

8
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lll. FEE INCREASES (continued)

II ($Million)

Estimated
1996-97
Item Year Impact
Marine Fisheries Modify commercial fishing license and
add new licenses. 1993 .5
IV. FEE DECREASES
Highway Fund Restructure bus annual registration fees. 1981 .6
Increase truck weight tolerance. 1995 4
Sec. of State Eliminate annual report filing by non-profit
corporations. 1995 .35
V. OTHER CHANGES
Sales Tax Eliminate merchants' discount under sales tax. 1987 134.4
. Speed up collection of gross receipts and sales
tax from utilities to generate more interest
income. 1990 2.3
Income Tax Require state agencies and institutions to send
list of debts owed by individuals for set-off 1979
against income tax refunds. 1990 10.1
Accelerate withholding of personal income
taxes by lowering threshold from $3000 to $500
on monthly remitting of payments.
(one time effect) 1987 55.8
Make employers pay withheld individual income
taxes faster. (one - time effect) 1990 6.6
Change payment of interest income on tax
refunds 1993 1.0
Revenue Code Update the NC Revenue Code to correspond
to the Internal Revenue Code 1987 25.0
Adopt Internal Revenue Code changes 1989 1.6
Update IRC references. 1993 -1
Update IRC references. 1994 1.6
Make technical changes to various laws. . 1994 -1.3
‘ Require electronic funds transfer for taxpayers
who owe $20,000 per month. 1993 2.0



V. OTHER CHANGES (continued)

($Million)
Estimated
1996-97
Item Year Impact
Highway Fund/ Change point of collection of motor fuel tax to
Highway Trust the terminal. 1995 10.0

Fund

OTHER LEGISLATION

Tax Amnesty (Fair Share Tax Act) - A one-time tax amnesty program for the period
September 1-December 1,1989. imposed increased penalties for tax evasion and failing to
file returns. Added tax enforcement personnel. Estimated to bring in $25 million in one-time
revenue and $68.9 million in permanent revenue through enforcement.

Retirement Pay Tax Equalization - In reaction to Davis v. Michigan, provided uniform $4,000
income tax exclusion for the retirement benefits received by federal, state or local
government retirees and a $2,000 exclusion for private sector benefits. .

Tax Fairness Act of 1989 - Made sweeping changes to the state individual income tax.

@) Reduced tax brackets from five to two. (A third bracket was added in 1991 for
incomes over $100,000).

(2) Increased standard deduction amounts from $550 to $3,000 for single person
and to $5,000 for joint returns.

(3) Increased the personal exemption to $2,000 per individual.
(4) Allowed joint filing of returns for married couple.

(5) Adopted the federal taxable income as the starting point for the calculation of
state taxable income.

Designed to be revenue neutral.

10



SENATE FINANCE COMMITTEE
(Joint Meeting with Senate Appropriations, House Finance and House Appropriations
Continued.)

WEDNESDAY, FEBRUARY 12, 1997

AFTER SESSION - ROOM 643 LOB

The Senate Finance Committee continued with the joint meeting and Mr. Dorman was
again recognized to answer questions from the committee members.

At the conclusion of the question/answer session, Senator Plyler adjourned the meeting.

David W. Hoyle, Co-Chair  John H. Kerr, 111, Co-Chair
Senate Finance Committee Senate Finance Committee

Penny N. Williams, Clerk Evelyn S. Hartsell, Clerk



SENATE FINANCE COMMITTEE
(Joint Meeting with House Finance)

THURSDAY, FEBRUARY 13, 1997

9 AM. - ROOM 544 LOB

The Senate Finance Committee met on Thursday, February 13, 1997, with the House
Finance Committee and Representative Gray, Chair of House Finance, presided.

Muriel K. Offerman, Secretary of the Department of Revenue, was recognized and
introduced her staff. Included in the minutes is a list of the division heads and staff of the
Department of Revenue.

At the conclusion of Ms. Offerman’s remarks, there was a general discussion period with
questions from the members of the committees to the Department of Revenue staff

members.

Meeting adjourned.

David W. Hoyle, Co-Chair John H. Kerr, III, Co-Chair
Senate Finance Committee Senate Finance Committee

Penny N. Williams, Clerk Evelyn S. Hartsell, Clerk



DEPARTMENT LISTING BY DIVISIONS
North Carolina Department of Revenue

- .accounting Division

Keith F. McCombs, Director .. ........ 733-7346
Roy G. Cameron. Jr., Asst. Director . ... 733-7151

, Ad Valorem Tax Division
. John C. Bailey, Director ... ........ ... 733-7711
« jWilliam L. Connolly, Asst. Director .... 733-7711

Administrative Services Divisio

Thomas C. Lamar, Director ........... 733-7196
Doug Whitfield, Forms Mgmt ...... ... 715-0776
C. Ray Dudley, Mail Center . . ....... .. 715-0856
Frances Davis, Purchasing ... ......... 733-2320
Gerald Nordan, Supplies ............. 7333261
Mike Parks, Building Maintenance . .. .. 715-7562
Controlled Substance Tax ‘

Richard W. Riddle, Director .......... 733-6459
Corporate, Excise & Insurance Tax

Jack L. Harper, Director . ... .......... 733-8510

William M. Daniel, Asst. Director . . .. .. 733-8510

as L. Dixon, Jr., Director ........ 733-4799

-1d Operations
Dewey N. Sanders, Asst. Secretary . . ... 733-3510
Administrative Section ............ .. 733-3510
Ralph Foster, Director, Coll.-West . 704-251-6163
Robie McLamb, Director, Coll.-East ... 733-5810
John Sadoff, Director, Exam.-West . 704-342-6128

Ron Wicker, Director, Exam.-East . .. .. 733-3510
Kaye Honeycutt, Director, Interstate .. .. 733-2995
Benny Tippett, Raleigh Field Audit . .. .. 733-9016
Ed Voress, Raleigh Revenue Office . .. .. 733-3981
Internal Audit
Joseph M. Hensgen ...... e 733-9570
Legislative Liaison ,
*Willie D.Riddick ................. .. 733-7211
' Motor Fuels Tax Division
Robert E. Beck, Director ......... .. .. 733-8200
William T. Ellis, Asst. Director . ....... 733-8202
Oftice Examination Division
Reginald S. Hinton, Director .......... 715-2991
Sadie M. Pleasant, Asst. Director ... ... 733-4687
.thy L. Wiggins, Asst. Director . . . . . 733-4687
ce Services Division
J.O. Sugg, III, Director .............. 733-9696
Rebecca Mudd, Asst. Director .. ..... .. 733-9165
Bankruptcy Unit ......... .. ... .. .. 733-4027
Central Collection Unit .............. 733-2208

Taxpayer Assistance . ................ 733-4684

Personal Taxes Division

Nancy R. Pomeranz, Director ......... 733-3565
Gregory Radford, Asst. Director ....... 733-3565
Personnel Division 4
E. B. “*Chuck” Hunt, Director ......... 733-7313
Ida F. Cowan, Asst. Director .......... 733-7313
Planning, Development & Technology
Ziegler Miller, Asst. Secretary ......... 715-4023
Michael Boone, Planning . ... ......... 715-7459
Jim Cooke, Bus. Reengineering . . ...... 733-4156
Jim Dawson, Production Systems ...... 733-0091
Rachel Eagles, Technology Srvs ....... 715-3678
Wayland Garris, Database Adm ........ 715-4446
Anne Meares, Quality Assurance ...... 715-7557
William Zuellig, Business Systems . . . .. 715-7558
Information Technology-main line ... .. 733-3117
HelpDesk......... ... .. ... ....... 733-8956
Public Information Officer
Kim Brooks ....................... 733-5327
Returns Processing Division ’
Edward H. West. Director ............ 733-3026
Edward L. Cline, Asst Director ........ 733-5866
Brenda G. Daniel, Asst. Director ... .... 733-3026
Phyllis Barefoot, Central Files ......... 733-4952
Sales and Use Tax Division
Charles D. Collins, Jr., Director ... ..... 733-2151
George Long, Asst. Director .......... 733-2151
William C. Smith, Asst. Director ... .. .. 733-2151
Security
Martin W. Hefley, Director ........... 733-6841
Lou Bernava, Computer Security ...... 733-9673
Mike Sumner, Physical Security ....... 715-4381
Security Center .................... 733-6198
Tax_Research Division o
S. Nicole Underwood, Director . ....... 733-4548
Patricia C. Seawell, Asst. Director .. ... 7334548
k ok ok ok

Attorney General’s Office

Revenue Section ................... 733-3252
George W. Boylan Christopher E. Allen
Marilyn R. Mudge Newton G. Pritchett, Jr.

Kay Miller Hobart




(Rev. 8/97) INFORMATION AND ASSISTANCE LISTING

J

NORTH CAROLINA DEPARTMENT OF REVENUE

Mailing Address: Street Address:
P. O. Box 25000 501 N. Wilmington Street
Raleigh, NC 27640 Raleigh, NC 27604-8001

ADMINISTRATION

SECRETARY OF REVENUE - Muriel K. Offerman ............ 733-7211
Betty Ward . ... ... . . .. 715-9851

DEPUTY SECRETARY - Michael S. Hodges .................. 733-7211
AnnTilley ... 715-9855
Wynnette Kemp ......... ... . . .. .. .. 715-9854
Mary AnnFinch ... ... .. .. . . 733-7211

ASSISTANT SECRETARIES
Field Operations — Dewey N. Sanders ........................ 733-3510
Legal & Financial Services — Michael A. Hannah .......... ... 133-7211
Planning, Development & Technology — Ziegler N. Miller ....... 715-4023
Tax Administration — SabraJ. Faires .. ....................... 715-0237
Tax Compliance —~ Bernice W. Thomas ....................... 733-4433

‘ NFORMATION AND ASSISTANCE NUMBER

FORMS . 715-0397
GENERAL INFORMATION . ... ... ... .. 733-3991
AdValorem Tax .. ... ... 733-7711
Bankruptcy Unit .. ... ... .. .. . 733-4027
Business Licenses ................c0 it 733-3673
Checks Returned by Financial Institutions . ................... 733-7151
Controlled Substance Tax ..............c.ccviiiiinnunennn... 733-6459
Corporate Income & Franchise Tax .. .......covviiiienenenn .. 733-3166
Criminal Investigations ...................ccoeiirnieeennnn.. 733-4799
Electronic Funds Transfer (EFT) Helpline .................... 733-7307
Gift Tax .. e 733-3311
Individual Income Tax Refunds & Filing Inquiries .............. 733-4682
Individual Income Tax ...... ... ... ... ... ... i .. 733-4684
Inheritance Tax . ......... ... . .. .. . . . . .. 733-3311
Insurance Premiums Tax ... ...... ... . ... .. ..., 715-0869
Intangibles Tax . ....... ... . . . . . 733-0300
License and Excise Tax ... ....... ... .. ... 733-3673
Motor Fuels Tax ... ... .. .. . . . 733-3409
Privilege License Tax .. ... ... ... it 733-3673
" Property Tax ... .. B A 733-7711
Reception Desk inRotunda . .......... ... ... 715-5400
Salesand Use Tax . ............ ...ttt 733-3661
Security Center . . ... .. ... .. 733-6198
Taxpayer Assistance ... ............. e e e 733-4684
Tax Fraud . ... ... .. . 733-6354
Tax Fraud Toll-Free Hotline ....... e 1-800-232-4939

Withholding Tax . ... ... ... .. .. . 733-4626
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SENATE FINANCE COMMITTEE
(Joint Meeting with Senate Appropriations and House Finance and Appropriations)

WEDNESDAY, FEBRUARY 12, 1997

8:30 A.M. - ROOM 643 LOB

The Senate Finance Committee met jointly with the Senate Appropriations, the House
Finance and House Appropriations on Wednesday, February 12, 1997, at 8:30 A.M. in
Room 643. Representative Holmes, House Appropriations Chairman, presided over the
meeting and introduced his Co-Chairs: Representative Crawford, Representative Creech
and Representative Esposito. Senator Plyler, Chairman of Senate Appropriations, was
recognized and introduced Senator Odom and Senator Perdue, Representative Holmes
also introduced Senator Kerr and Senator Hoyle as Senate Finance Chairs and introduced
Representative Gray, Representative Dickson, Representative Brawley and
Representative Wilson as House Finance Chairs.

Dave Crotts, Fiscal Research, was recognized and give a General Fund Revenue Estimate
Summary. Copy included with the minutes. He told the committees that while North
Carolina is not achieving the growth rate in the 90’s that it did in the 80’s that it is very
stable and the population growth is exceeding expectations.

Marvin Dorman, State Budget Officer in the Office of Budget and Management, was
recognized for remarks. Included in the minutes is the information he furnished the
committee members concerning the budget recommendations. At the conclusion of his
presentation, Mr. Dorman answered questions from the members. There was not enough
time to answer all the questions and at the request of Representative Esposito, Mr.
Dorman agreed to return 15 minutes after session to answer additional questions from the
committee members. ‘

LA 4/// . q<\ )2 ,&M/
Havid W. o&le,jé«é olin'H. Kerr, I, Co-Chair
Senate Finance Cdmmittee Sgnate Finance Committee

% A 114[/}/ % ‘ %W M’
Penny N. Zy illiams, Clerk Evelyn § Hartsell, Clerk
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SENATE FINANCE COMMITTEE
(Joint Meeting with Senate Appropriations, House Finance and House Appropriations
Continued.)

WEDNESDAY, FEBRUARY 12, 1997

AFTER SESSION - ROOM 643 LOB

The Senate Finance Committee continued with the joint meeting and Mr. Dorman was
again recognized to answer questions from the committee members.

At the conclusion of the question/answer session, Senator Plyler adjourned the meeting.

David W. Hoyle, Co-Chair John H. Kerr, III, Co-Chair
Senate Finance Committee Senate Finance Committee

Penny N. Williams, Clerk . Evelyn S. Hartsell, Clerk



SENATE FINANCE COMMITTEE
(Joint Meeting with House Finance)

THURSDAY, FEBRUARY 13, 1997

9 AM. - ROOM 544 LOB

The Senate Finance Committee met on Thursday, February 13, 1997, with the House
Finance Committee and Representative Gray, Chair of House Finance, presided.

Muriel K. Offerman, Secretary of the Department of Revenue, was recognized and
introduced her staff. Included in the minutes is a list of the division heads and staff of the
Department of Revenue.

At the conclusion of Ms. Offerman’s remarks, there was a general discussion period with
questions from the members of the committees to the Department of Revenue staff
members.
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DEPARTMENT LISTING BY DIVISIONS
North Carolina Department of Revenue

!‘ ounting Division

Keith F. McCombs, Director .......... 733-7346
Roy G. Cameron, Jr., Asst. Director . ... 733-7151
Ad Valorem Tax Division

John C. Bailey, Director .. ............ 733-7711
William L. Connolly, Asst. Director .... 733-7711

~ Administrative Services Division

Thomas C. Lamar, Director ........... 733-7196
Doug Whitfield, Forms Mgmt ...... ... 715-0776
C. Ray Dudley, Mail Center . ........ .. 715-0856
Frances Davis, Purchasing ... ......... 733-2320
Gerald Nordan, Supplies ............. 733-3261
Mike Parks, Building Maintenance . . ... 715-7562
Controlled Substance Tax

Richard W. Riddle, Director .......... 733-6459
Corporate, Excise & Insurance Tax

Jack L. Harper, Director .. ............ 733-8510
William M. Daniel, Asst. Director . . . . .. 733-8510

Criminal Investigations

as L. Dixon, Jr., Director ........ 733-4799
Qperations

Dewey N. Sanders, Asst. Secretary .. ... 733-3510
Administrative Section .............. 733-3510
Ralph Foster, Director, Coll.-West . 704-251-6163
Robie McLamb, Director, Coll.-East ... 733-5810
John Sadoff, Director, Exam.—West . 704-342-6128

Ron Wicker, Director, Exam.—East ... .. 733-3510
Kaye Honeycutt, Director, Interstate . ... 733-2995
Benny Tippett, Raleigh Field Audit .. . .. 733-9016
Ed Voress, Raleigh Revenue Office . .. .. 733-3981
Internal Audit

Joseph M. Hensgen ................. 733-9570
Legislative Liaison

WillieD.Riddick ................... 733-7211
Motor Fuels Tax Division ,
Robert E. Beck, Director ............. 733-8200
William T. Ellis, Asst. Director ........ 733-8202
Office Examination Division

Reginald S. Hinton, Director .......... 715-2991
Sadie M. Pleasant, Asst. Director ...... 733-4687
Narothy L. Wiggins, Asst. Director . . . . . 733-4687
6% Services Division :

J.O. Sugg, lII, Director .............. 733-9696
Rebecca Mudd, Asst. Director . ........ 733-9165
Bankruptcy Unit . ................... 733-4027
Central Collection Unit .............. 7332208

Taxpayer Assistance ................. 733-4684

Personal Taxes Division

Nancy R. Pomeranz, Director ......... 733-3565
Gregory Radford, Asst. Director ....... 733-3565
Personnel Division _
E. B. **Chuck” Hunt, Director ......... 733-7313
Ida F. Cowan, Asst. Director .......... 733-7313
Planning, Development & Technology
Ziegler Miller, Asst. Secretary ......... 715-4023
Michael Boone, Planning . ............ 715-7459
Jim Cooke, Bus. Reengineering . ... .... 733-4156
Jim Dawson, Production Systems . ..... 733-0091
Rachel Eagles, Technology Srvs ... .. .. 715-3678
Wayland Garris, Database Adm ........ 715-4446
Anne Meares, Quality Assurance ...... 715-7557
William Zuellig, Business Systems . .. .. 715-7558
Information Technology—main line ... .. 733-3117
HelpDesk........ ... ... .. ...... 733-8956
Public Information Officer
Kim Brooks ....................... 733-5327
Returns Processing Division
Edward H. West, Director ............ 733-3026
Edward L. Cline, Asst Director ........ 733-5866
Brenda G. Daniel, Asst. Director . ...... 733-3026
Phyllis Barefoot, Central Files ......... 733-4952
Sales and Use Tax Division
Charles D. Collins, Jr., Director . .. ..... 733-2151
George Long, Asst. Director .......... 733-2151
William C. Smith, Asst. Director ....... 733-2151
Security
Martin W. Hefley, Director ........... 733-6841
Lou Bernava, Computer Security ...... 733-9673
Mike Sumner, Physical Security ....... 715-4381
Security Center .................... 733-6198
Tax Research Division :
S. Nicole Underwood, Director ........ 733-4548
Patricia C. Seawell, Asst. Director ..... 733-4548
® ok Kk %

Attorney General’s Office ‘
Revenue Section ................... 733-3252
George W. Boylan Christopher E. Allen
Marilyn R. Mudge Newton G. Pritchett, Jr.
Kay Miller Hobart
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NORTH CAROLINA DEPARTMENT OF REVENUE

Mailing Address: Street Address:
P. O. Box 25000 501 N. Wilmington Street
Raleigh, NC 27640 Raleigh, NC 27604-8001

ADMINISTRATION

SECRETARY OF REVENUE - Muriel K. Offerman ............ 733-7211
Betty Ward ... ... .. ... . . . . 715-9851

DEPUTY SECRETARY - Michael S. Hodges .................. 733-7211
AmTilley ... .. . 715-9855
Wynnette Kemp .......... ... ... ... ... . .. .. ... 715-9854
Mary AnnFinch .......... ... ... ... ... . . . ... 733-7211

ASSISTANT SECRETARIES
Field Operations — Dewey N. Sanders ........................ 733-3510
Legal & Financial Services — Michael A. Hannah .............. 733-7211
Planning, Development & Technology — Ziegler N. Miller ....... 715-4023
Tax Administration ~ Sabra J. Faires .. ....................... 715-0237
Tax Compliance — Bernice W. Thomas ....................... 733-4433

INFORMATION AND ASSISTANCE NUMBERS

FORMS ... 715-0397
GENERAL INFORMATION ... .......'iiiiiiiiiannnn. 733-3991
AdValorem Tax .......... ... .ot 733-7711
Bankruptcy Unit ........ ... ... ... 733-4027
Business Licenses ............... ...ttt 733-3673
Checks Returned by Financial Institutions .................... 733-7151
Controlled Substance Tax . ..............coiiiriueeeeeonn.. 733-6459
Corporate Income & Franchise Tax ..............c.ccovuve..... 733-3166
Criminal Investigations ................................... 733-4799
Electronic Funds Transfer (EFT) Helpline .................... 733-7307
GiftTax ... ... . 733-3311
Individual Income Tax Refunds & Filing Inquiries .............. 733-4682
Individual Income Tax . .............. ... . ccoiiiiiininn... 733-4684
Inheritance Tax ........................... e 733-3311
Insurance Premiums Tax ...................c.ccoeuiiioi... 715-0869
Intangibles Tax ........... ... .0, 733-0300
License and Excise Tax ................ouiiiiiinnnnooan.. 733-3673
MotorFuels Tax ...............ouiiii ... 733-3409
Privilege License Tax ....................... e 733-3673
Property Tax ... ... 733-7711
Reception DeskinRotunda .....................cccviunn... 715-5400
Salesand Use Tax ...............c..uiiiiuinenennnannnn... 733-3661
Security Center.................coouiionn..: S 733-6198
Taxpayer ASSIStANCce . ... .........0oiiiiiiiiannn. 733-4684
Tax Fraud ........ ... ... ... . . . . . ... 733-6354
Tax Fraud Toll-Free Hotline .. e 1-800-232-4939

Withholding Tax . ......... ... ... .. ... ................... 733-4626




SENATE FINANCE COMMITTEE
WEDNESDAY, FEBRUARY 19, 1997

12:00 NOON - ROOM 544 LOB

The Senate Committee on Finance met.. There were twenty four members of the
Committee present.

Senator David Hoyle, Co-Chair of the Committee, presided. He welcomed each one
there and introduced the Page, Miss Elizabeth Hinnant from Knightdale, North Carolina,
who is sponsored by Senator John Carrington.

The following bills were considered:
Senate Bill 33 Revenue Laws Technical Changes

Senator Betsy Cochrane, Sponsor of the Bill, came to explain the bill. She first
made a motion for an amendment to the bill for technical changes, motion passed. Motion
made by Senator Patrick Ballantine for a “favorable report, as amended”, motion passed.

Senate Bill 34 Adjust City Receipts Tax Share

Senator Betsy Cochrane, Sponsor of the Bill, came to explain the bill. Senator
Cochrane, after getting into the explanation of this Bill and having Senator Webster ask
many questions relative to this Bill, decided to withdraw this Bill until the Staff could
thoroughly answer the questions that had been raised by Senator Webster. Therefore, the
Bill was pulled from the Agenda.

Senate Bill 98 Tax At Rack Improvements
Senator John Kerr, Sponsor of the Bill, explained the Bill which makes fine

tuning changes to the method of collecting motor fuels tax. Senator Kerr called on Mr.
Gary Harris with the North Carolina Jobbers Association to speak briefly to the bill.



SENATE FINANCE COMMITTEE MEETING
FEBRUARY 19, 1997
Page -2-

Senator R. C. Soles, Jr. made a motion for a “favorable” report for the Bill, motion
passed.

There being no further business, the meeting was adjourned.

a/é/

hn H. Kerr, III, Co-Chair
enate Finance Committee

Senate Finance Co
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PennyN illiams, Clerk - Evelyn S. Hartsell, Clerk

‘ ~ NOTE:
Agenda is Attachment #1

Visitor’s Registration Sheet is Attachment #2
Committee Report is Attachment #3



SENATE FINANCE COMMITTEE

February 19, 1997

Welcome
Introduction of Pages

Bills To Be Considered:

S.B. 33 - Revenue Laws Technical Changes
S.B. 34 - Adjust City Receipts Tax Share

S.B. 98 - Tax At Rack Improvements
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 1997

SENATE BILL 33

Short Title: Revenue Laws Technical Changes. (Public)

Sponsors: Senators Cochrane, Cooper, Kerr, Shaw of Cumberland, Soles; Foxx
and Warren.

Referred to: Finance.

February 3, 1997

A BILL TO BE ENTITLED
AN ACT TO MAKE TECHNICAL AND CONFORMING CHANGES TO THE
REVENUE LAWS AND RELATED STATUTES.
The General Assembly of North Carolina enacts:
Section 1. G.S. 14-407 is repealed.
Section 2. Effective January 1, 1997, G.S. 105-23(b) reads as rewritten:
"(b) Exception. -- An inheritance tax return is not required to be filed for an
estate that meets all of the following conditions:
(1)  Its beneficiaries are all either Class A beneficiaries, as described in
G.S. 105-4(a), or the surviving spouse.
(2) Its gross value, including the value of transfers over which the
decedent retained an interest and the value of gifts made within
three years before the decedent’s death, as provided in G.S.
105-2(a)(3), is less than feur—hundred—fifty—theusand—deHars

€$450;000)- six_ hundred thousand dollars ($600.000)."
Section 3. G.S. 105-130.22 reads as rewritten:

"§ 105-130.22. Tax credit for construction of dwelling units for handicapped persons.
There shelH-be is allowed to corporate owners of multifamily rental units located

in Nerth—Careline this State as a credit against the tax imposed by this Division, an

amount equal to five hundred fifty dollars ($550.00) for each dwelling unit

constructed by sweh—eerperate—owner—whieh the corporate owner that cofffforms to
the—requirements—ef-seetton—(13x) Volume I-C of the North Carolina Building Code

for the taxable year within which the construction of swek the dwelling unit is
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number—of-steh completed. The credit is allowed only for dwelling units completed
during the taxable year whiek that were required to be built in compliance with
seetton—3+x) Volume I-C of the North Carolina Building Cedesprovided-furtherthat
#f Code. If the credit allowed by this section exceeds the tax imposed by this Division
reduced by all other credlts aﬂewed—by—&&e—prwmens—ef—ﬁm—meeﬂ—sueh—exeess
: : RPOsE sterr allowed, the excess may be
carrled forward for the next succeedmg yew—&nd—mded—f-&ﬁ-her—t-h&e—m year. In
order to secure the credit allowed by this section the corporation shall file with its
income tax return fer—the—taxable—year—with—respeet—to—which—sueh—eredit—is—to—be
eletmed; a copy of the occupancy permit on the face of which there—shal—be is
recorded by the building inspector the number of units completed during the taxable
year which—eenform—to—seetion—(+15%) that conform to Volume I-C of the North
Carolina Building Code. When—he-hes-reeorded After recording the number of sueh
these units on the face of the occupancy permit, the building inspector shall promptly

make—and forward a copy of the permit to the Speeial-Office—for—theHandicapped;

Building Accessibilty Section of the Department of Insurance."
Section 4. G.S. 105-151.1 reads as rewritten:

"§ 105-151.1. Tax credit for construction of dwelling units for handicapped persons.
There shal-be is allowed to resident owners of multifamily rental units located in
Nerth—Carelina this State as a credit against the tax imposed by this Division an
amount equal to five hundred fifty dollars ($550.00) for each dwelling unit
constructed by the resident owner that conforms to Volume I-C of the North Carolina

Building Code for the taxable year within which the construction of the dwelling unit
is completed. The credit is allowed only for dwelling units completed during the
taxable vear that were required to be built in compliance with Volume I-C of the
North Carolina Building Code, If the credit allowed by this section exceeds the tax
imposed by this Division reduced by all other credits allowed, the excess may be
carried forward for the next succeeding year. In order to claim the credit allowed by
this section, the taxpayer shall file with its income tax return a copy of the occupancy
permit on the face of which is recorded by the building inspector the number of units
completed during the taxable year that conform to Volume I-C of the North Carolina
Building Code. After recording the number of these units on the face of the
occupancy permit, the building inspector shall promptly forward a copy of the permit
to the Building Accessibility Section of the Department of Insurance,

Page 2 A Senate Bill 33
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Section 5. G.S. 105-163.010 reads as rewritten:

"§ 105-163.010. (Repealed effective for investments made on or after January 1, 1999)
10 Definitions.

11 The following definitions apply in this Division:
12 @ AT
13

14

15 &)
16

17 >
18

19

20

21

22

23

24

25

26 )
27

28

29

30 &)
31

32

33

34

35

36

37

38

39

40

41

42

43

44
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B B

(4)

Senate Bill 33

Affiliate. -- An individual or business that controls, is controlled

by, or is under common control with another individual or
business.

Business. -- A corporation, partnership, association, or sole
proprietorship operated for profit.

Control. -- A person controls an entity if the person owns, directly
or_indirectly, more_than ten percent (10%) of the voting securities
of that entity, As used in this subdivision, the term ‘voting

security’ means a security that (i) confers upon the holder the right
to vote for the election of members of the board of directors or

similar governing body of the business or (ii) is convertible into, or
entitles the holder to receive upon its exercise, a security that
confers such a right to vote. A general partnership interest is a
voting security.

Equity security. -- Common stock, preferred stock, or an interest in

a_partnership, or _subordinated debt that is convertible into. or

Page 5
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Page 6

entitles the holder to receive upon its exercise, common _stock

preferred stock, or an interest in a partnership.

Financial institution. -- A business that is (i) a bank holdin

company, as defined in the Bank Holding Company Act of 1956,
12 U.S.C. §8§ 1841, et seq., or its wholly owned subsidiary, (ii)

registered as a broker-dealer under the Securities Exchange Act of
1934, 15 U.S.C. 78a, et seq., or its wholly owned subsidia 1ii

an investment company as defined in the Investment Company Act
of 1940, 15 U.S.C. 80a-1, et seq., whether or not it is required
to register under that act, (iv) a small business investment compan

as defined in the Small Business Investment Act of 1958, 15 U.S.C.

§§ 661, et seq., (v) a pension or profit-sharing fund or trust, or (vi)
a_bank, savings institution, trust company, financial services
company, or insurance company. The term does not include,

however, a business. other than a small business investment

company, whose net worth, when added to the net worth of all of
its affiliates, is less than ten million dollars ($10.000.000). The
term also does not include a business that does not generally
market its services to the public_and is controlled by a business
that is not a financial institution,

North Carolina Enterprise Corporation. -- A _corporation
established in accordance with Article 3 of Chapter S3A of the
General Statutes or a limited partnership in which a North
Carolina Enterprise Corporation is the only general partner.
Pass-through entity. -- An entity or business, including a limited
partnership, a general partnership, a joint venture, a Subchapter S
Corporation, or a limited liability company, all of which is treated
as owned by individuals or other entities under the federal tax
laws, in_which the owners report their share of the income, losses
and credits from the entity or business on their income tax returns
filed with this State. For the purpose of this Division, an owner of
a pass-through entity is an individual or entity who is treated as an
owner under the federal tax laws.

Qualified business venture. -- A business that (i) engages primarily
in_manufacturing, processing, warehousing., wholesaling, research

and development, or a_service-related industry, and (ii) is

registered with the Secretary of State under G.S. 105-163.013.

ualifie rantee business. -- A business that (i) has received

during the preceding three vears a grant or other funding from the

North Carolina Technological Development Authority, the North

Carolina Technological Development Authority, Inc., North
Carolina First Flight, Inc., the North Carolina Biotechnology

Center, the Microelectronics Center of North Carolina, the Kenan

Institute for Engineering, Technology and Science, or_the Federal

Senate Bill 33
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(10)

(13)

(14)

Small Business Innovation Research Program, and (ii) is registered
with the Secretary of State under G.S. 105-163.013.

Real estate-related business. -- A business that is involved in or
related to the brokerage. selling, purchasing. leasing, operating, or
managing of hotels, motels, nursing homes or other lodging
facilities, golf courses, sports or social clubs, restaurants, storage
facilities, or commercial or residential lots or buildings is a real
estate-related business, except that a real estate-related business
does not_include (i) a business that purchases or leases real estate
from others for the purpose of providing itself with facilities from
which to conduct a business that is not itself a real estate-related
business or (ii) a business that is not otherwise a real estate-related

business but that leases, subleases, or otherwise provides to one or
more other persons a number of square feet of space which in the
aggregate does not exceed fifty percent (50%) of the number of
square feet of space occupied by the business for its other
activities.

Security. -- A security as defined in Section 2(1) of the Securities
Act of 1933, 15 U.S.C. § 77b(1).

Selling or leasing at retail. -- A business is selling or leasing at
retail if the business either (i) sells or leases any product or service
of any nature from a store or other location open to the public
generally or (ii) sells or leases products or services of any nature by
means other than to or through one or more other businesses.
Service-related industry. -- A business is_engaged in a service-
related indu whether or not it also sells a product, if it
provides services to customers or clients and does not as a
substantial part of its business engage in a business described in
G.S. 105-163.013(b)(4). A business is engaged as a substantial part
of its business in an activity described in G.S. 105-163.013(b)(4) if
(i) its gross revenues derived from all activities described in that
subdivision exceed twenty-five percent (25%) of its gross revenues

in_any fiscal vear or (ii) it is established as one of its prima

purposes to engage in any activities described in that subdivision,

whether or not its purposes were stated in its articles of

incorporation or similar organization documents.
Subordinated debt. -- Indebtedness that (i) by its terms matures

five or more vears after its issuance, (ii) is not secured. and (iii) is

subordinated to all other indebtedness of the issuer issued or to be

issued to a financial institution other than a financial institution

described in subdivisions (5)(ii) through (5)(v) of this section. Any
portion of indebtedness that matures earlier than five years after its

issuance is not subordinated debt."

Section 6. G.S. 105-163.1(8) is repealed.

Senate Bill 33
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Section 7. G.S. 105-164.3(15) reads as rewritten:

"(15)

“Sale* Sale or selling. -- The transfer of title or possession of
tangible personal property, conditional or otherwise, in any
manner or by any means whatsoever, for a consideration paid or
to be paid.

The term includes the fabrication of tangible personal
property for consumers by persons engaged in business who furnish
either directly or indirectly the materials used in the fabrication
work. The term also includes the furnishing or preparing for a
consideration of any tangible personal property consumed on the
premises of the person furnishing or preparing the property or
consumed at the place at which the property is furnished or
prepared. The term also includes a transaction in which the
possession of the property is transferred but the seller retains title
or security for the payment of the consideration.

If a retailer engaged in the business of selling prepared food
and drink for immediate or on-premises consumption also gives
prepared food or drink to its patrons or employees free of charge,
for the purposes of this Article the property given away is
considered sold along with the property sold. If a retailer gives an
item of inventory to a customer free of charge on the condition
that the customer purchase similar or related property, the item
given away is considered sold along with the item sold. In all other
cases, property given away or used by any retailer or wholesale
merchant is not considered sold, whether or not the retailer or
wholesale merchant recovers its cost of the property from sales of
other property."

Section 8. G.S. 105-236(5)d. reads as rewritten:

"d. No double penalty. -- If a_ penalty is assessed under
subdivision (6) of this section, no_additional penalty for
negligence shall be assessed with respect to the same
deficiency,"

Section 9. G.S. 105-253(b)(3) reads as rewritten:

"3)

All taxes due from the corporation pursuant to the provisions of
Artiele Articles 36C and 36D of Subchapter V of this Chapter and
all taxes payable under those Articles by the corporation to a
supplier for remittance to this State or another state."

Section 10. G.S. 105-277.4(c) reads as rewritten:

"(c) Property meeting the conditions for classification under G.S. 105-277.3 shall
be taxed on the basis of the value of the property for its present use. The difference
between the taxes due on the present-use basis and the taxes which would have been
payable in the absence of this classification, together with any interest, penalties or
costs that may accrue thereon, shall be a lien on the real property of the taxpayer as

provided in G.S.

Page 8

105-355(a). The difference in taxes shall be carried forward in the
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records of the taxing unit or units as deferred taxes, but shall not be payable, unless
and until the property loses its eligibility for the benefit of this classification. Except

as otherwise allowed under G.S. 105-277.3, property loses its eligibility for the benefit

of this classification if it no longer meets any requirement for classification. The tax
for the fiscal year that opens in the calendar year in which a disqualification occurs

shall be computed as if the property had not been classified for that year, and taxes
for the preceding three fiscal years which have been deferred as provided herein,
shall immediately be payable, together with interest thereon as provided in G.S. 105-
360 for unpaid taxes which shall accrue on the deferred taxes due herein as if they
had been payable on the dates on which they originally became due. If only a part of
the qualifying tract of land loses its eligibility, a determination shall be made of the
amount of deferred taxes applicable to that part and that amount shall become
payable with interest as provided above. Upon the payment of any taxes deferred in
accordance with this section for the three years immediately preceding a
disqualification, all liens arising under this subsection shall be extinguished."

Section 11. G.S. 105-330.2(a) reads as rewritten:

"(a) The value of a classified motor vehicle listed pursuant to G.S. 105-330.3(a)(1)
shall be determined as follows:

(1)  For a vehicle registered under the staggered system, the value shall
be determined annually as of January 1 preceding the date a new
registration is applied for or the current registration expires.

(2) For a vehicle newly registered under the annual system, the value
shall be determined as of January 1 of the year the new registration
is obtained. For a vehicle whose registration is renewed under the
annual system, the value shall be determined as of January 1
following the date the registration expires.

If the value of a new motor vehicle cannot be determined as of the date specified
above, the value of that vehicle shall be determined for that year as of the date that
model vehicle is first offered for sale at retail in this State. The ownership, situs, and
taxability of a classified motor vehicle listed pursuant to G.S. 105-330.3(a)(1) shall be
determined annually as of the day on which a new registration is applied for or the
day on which the current vehicle registration is renewed, regardless of whether the
registration is renewed after it has expired.

The value of a classified motor vehicle listed pursuant to G.S. 105-330.3(a)(2) shall
be determined as of January 1 of the year in which the motor vehicle is required to
be listed pursuant to G.S. 105-330.3(a)(2). The ownership, situs, and taxability of a
classified motor vehicle listed or discovered pursuant to G.S. 105-330.3(a)(2) shall be
determined as of January 1 of the year in which the motor vehicle is required to be
listed."

Section 12. G.S. 105-449.95(a) reads as rewritten:

"(a) Calculation. -- At the end of each calendar quarter, the Secretary must
review the amount of discounts each licensed distributor or licensed importer
received under G.S. 105-449.93(b). The Secretary must determine if the amount of
discounts the distributor or importer received under that subsection in each month of

Senate Bill 33 Page 9
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the quarter is less than the amount the distributor or importer would have received if
the distributor or importer had been allowed a discount on taxable gasoline
purchased by the distributor or importer from a supplier during each month of the
quarter under the following schedule:

Amount of Gasoline Purchased Percentage
Each Month Discount
First 150,000 gallons 2%
Next 100,000 gallons 112%
Amount over 250,000 gallons 1%."

Section 13. G.S. 105-449.105(e) reads as rewritten:

"(e) Refund Amount. -- The amount of a refund allowed under this section is the
amount of excise tax paid, less the amount of any discount allowed on the fuel under
G.S. 105-449.93."

Section 14. G.S. 105-449.106 reads as rewritten:
"§ 105-449.106. Quarterly refunds for certain local governmental entities, nonprofit
organizations, and taxicabs.

(a) Government and Nonprofits. -- A local governmental entity or a nonprofit
organization listed below that purchases and uses motor fuel may receive a quarterly
refund, for the excise tax paid during the preceding quarter, at a rate equal to the
amount of the flat cents-per-gallon rate plus the variable cents-per-gallon rate in
effect during the quarter for which the refund is claimed, less one cent (1¢) per
gallon. Any of the following entities may receive a refund under this section:

(1) A county or a municipal corporation.

(2) A private, nonprofit organization that transports passengers under

‘ contract with or at the express designation of a unit of local

government.

(3) A volunteer fire department.

(4) A volunteer rescue squad.

(5) A sheltered workshop recognized by the Department of Human
Resources.

An application for a refund allowed under this section must be made in
accordance with this Part and must be signed by the chief executive officer of the
entity. The chief executive officer of a nonprofit organization is the president of the
organization or another officer of the organization designated in the charter or bylaws
of the organization.

(b) Taxi. -- A person who purchases and uses motor fuel in a taxicab, as defined
in G.S. 20-87(1), while the taxicab is engaged in transporting passengers for hire, or
in a bus operated as part of a city transit system that is exempt from regulation by the
North Carolina Utilities Commission under G.S. 62-260(a)(8), may receive a quarterly

refund, for the excise tax paid during the preceding quarter, at a rate equal to the flat

cents-per-gallon rate plus the variable cents-per-gallon rate in effect during the
quarter for which the refund is claimed, less one cent (1¢) per gallon. An application
for a refund must be made in accordance with this Part.”

Section 15. G.S. 105-449.107 reads as rewritten:

Page 10 ‘ Senate Bill 33
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"§ 105-449.107. Annual refunds for off-highway use and use by certain vehicles with
power attachments. ,

(a) Off-Highway. -- A person who purchases and uses motor fuel for a purpose
other than to operate a licensed highway vehicle may receive an annual refund for
the excise tax the person paid on fuel used during the preceding calendar year at a
rate equal to the amount of the flat cents-per-gallon rate in effect during the year for
which the refund is claimed plus the average of the two variable cents-per-gallon
rates in effect during that year, less one cent (1¢) per gallon. An application for a
refund allowed under this section must be made in accordance with this Part.

(b) Certain Vehicles. -- A person who purchases and uses motor fuel in one of the
vehicles listed below may receive an annual refund for the amount of fuel consumed
by any of the following vehicles:

(1) A concrete mixing vehicle.

(2) A solid waste compacting vehicle.

(3) A bulk feed vehicle that delivers feed to poultry or livestock and
uses a power takeoff to unload the feed.

(4) A vehicle that delivers lime or fertilizer in bulk to farms and uses a
power takeoff to unload the lime or fertilizer.

(5) A tank wagon that delivers alternative fuel, as defined in G.S. 105-
449.130, or motor fuel or another type of liquid fuel into storage
tanks and uses a power takeoff to make the delivery.

The refund rate shall be computed by subtracting one cent (1¢) from the combined
amount of the flat cents-per-gallon rate in effect during the year for which the refund
is claimed and the average of the two variable cents-per-gallon rates in effect during
that year, and multiplying the difference by thirty-three and one-third percent (33
1/3%). An application for a refund allowed under this section shall be made in
accordance with this Part. This refund is allowed for the amount of fuel consumed by
the vehicle in its mixing, compacting, or unloading operations, as distinguished from
propelling the vehicle, which amount is considered to be one-third of the amount of
fuel consumed by the vehicle."”

Section 16. G.S. 105-449.108 reads as rewritten:
"§ 105-449.108. When an application for a refund is due.

(a) Annual Refunds. -- An application for an annual refund of excise tax is due by
April 15 following the end of the calendar year for which the refund is claimed. The
application must state whether or not the applicant has filed a North Carolina income
tax return for the preceding taxable year, and must state that the applicant has paid
for the fuel for which a refund is claimed or that payment for the fuel has been
secured to the seller’s satisfaction.

(b) Quarterly Refunds. -- An application for a quarterly refund of excise tax is
due by the last day of the month following the end of the calendar quarter for which
the refund is claimed. The application must state that the applicant has paid for the
fuel for which a refund is claimed or that payment for the fuel has been secured to
the seller’s satisfaction.

Senate Bill 33 Page 11
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(c) Upon Application. -- An application for a refund of excise tax upon
application under G.S. 105-449.105 is due by the last day of the month that follows
the payment of tax or other event that is the basis of the refund."

Section 17. G.S. 117-19(c), (d), and (e) are repealed.
Section 18. G.S. 119-15(5) reads as rewritten:

(5) Kerosene supplier. -- Either of the following:
a. A person who supplies both kerosene and motor fuel and,
consequently, is required to be licensed under Part 2 of
Article 36C of Chapter 105 of the General Statutes.
b. A person who is not required to be licensed as a supplier
under Part 2 of Article 36C of Chapter 105 of the General
Statutes and who maintains storage facilities for kerosene to
be used to fuel an airplane.”
Section 19. G.S. 119-16.2(a) reads as rewritten:

"(a) When Required. -- A person may not engage in business as a kerosene
supplier unless the person is licensed under Part 2 of Article 36C of Chapter 105 of
the General Statutes or has a kerosene supplier license issued under this section. A
kerosene distributor is required to have a kerosene distributor license only if the
distributor imports kerosene. Other kerosene distributors may elect to have a
kerosene distributor license. A licensed kerosene distributor that buys kerosene from
a supplier licensed under Part 2 of Article 36C of Chapter 105 of the General
Statutes has the right to defer payment of the inspection tax until the supplier is
required to remit the tax to this State or another state. A licensed kerosene
distributor that pays the tax due a supplier licensed under that Part by the date the
supplier must pay the tax to the State may deduct from the amount due a discount in
the amount set in G.S. 105-449.93."

Section 20. G.S. 159-48(c) reads as rewritten:
"(c) Each county is authorized to borrow money and issue its bonds under this
Article in evidence thereef of the debt for the purpose of, in the case of subdivisions

(1) te—(4)—inelusive; through (4a) of this subsection, paying any capital costs of any
one or more of the purposes mentioned-therein and, in the case of subdivision 5)te

finanee-the-eest-thereof: (5) of this subsection, to finance the cost of the purpose:

(1)  Providing community college facilities, including without limitation
buildings, plants, and other facilities, physical and vocational
educational buildings and facilities, including in connection
therewith  classrooms, laboratories, libraries, auditoriums,
administrative offices, student unions, dormitories, gymnasiums,
athletic fields, cafeterias, utility plants, and garages.

(2)  Providing courthouses, including without limitation offices, meeting

rooms, court facilities and rooms, and detention facilities.

(3)  Providing county homes for the indigent and infirm.

(4) Providing school facilities, including without limitation
schoolhouses, buildings, plants and other facilities, physical and
vocational educational buildings and facilities, including in

Page 12 Senate Bill 33
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connection therewith  classrooms, laboratories, libraries,
auditoriums, administrative offices, gymnasiums, athletic fields,
lunchrooms, utility plants, garages, and school buses and other
necessary vehicles.

(4a) Providing improvements to subdivision and residential streets

pursuant to G.S. 153A-205.

(5) Providing for the octennial revaluation of real property for

taxation."

Section 21. G.S. 1591-30(e) reads as rewritten:

"(e) Special obligation bonds and notes shall be special obligations of the unit of
local government issuing them. The principal of, and interest and any premium on,
special obligation bonds and notes shall be payable solely from any one or more of
the sources of payment authorized by this section as may be specified in the
proceedings, resolution, or trust agreement under which they are authorized or
secured. Neither the faith and credit nor the taxing power of the unit of local
government are pledged for the payment of the principal of, or interest or any
premium on, any special obligation bonds or notes, and no owner of special
obligation bonds or notes has the right to compel the exercise of the taxing power by
the unit in connection with any default thereon. Every special obligation bond and
note shall recite in substance that the principal and interest and any premium on
sueh the bond or note are payable solely from the sources of payment specified in the
bond order or trust; trust agreement under which it is authorized or secured,
previded-thet: if the following conditions are met:

(1)  Any such use of sueh these sources will not constitute a pledge of

the unit’s taxing power; and

(2) The municipality is not obligated to pay sweh the principal or

interest or premium except from sueh these sources."

Section 22. This act does not affect the rights or liabilities of the State, a
taxpayer, or another person arising under a statute amended or repealed by this act
before the effective date of its amendment or repeal; nor does it affect the right to
any refund or credit of a tax that accrued under the amended or repealed statute
before the effective date of its amendment or repeal.

Section 23. Section 2 of this act is effective January 1, 1997, and applies
to the estates of decedents dying on or after that date. The remainder of this act is
effective when it becomes law.

Senate Bill 33 Page 13
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AMENDMENT
Senate Bill 33

AMENDMENT NO.
(to be filled in by
Principal Clerk)
S33-ALJ-1 Page 1 of

Date 1997

Comm. Sub. [)
Amends Title []

Senator
moves to amend the bill on page 1, line 21, by deleting the word
"comforms" and substituting the word "conforms";

and on page 8, lines 38 through 44, and page 9, lines 1 through 15,
by deleting Section 10 of the bill;

and on page 9, line 16 through page 13, 1line 33, by renumbering the
succeeding sections of the bill accordingly; _

and on page 13, lines 22 and 23, by rewriting those lines to read:
"bond order or £xust, trust agreement under which it is authorized
or i - secured. The following limitations apply
to payment from the specified sources:".

SIGNED

Amendment Sponsor

SIGNED

Committee Chair if Senate Committee Amendment

ADOPTED FAILED TABLED




EXPLANATION OF SENATE BILL 33
Revenue Laws Technical Changes

TO: Senate Finance Committee
FROM: Sabra Faires, Committee Counsel
DATE: February 19, 1997

SPONSOR: Senator Betsy Cochrane

Senate Bill 33 is one of the bills recommended to the 1997 General Assembly by
the Revenue Laws Study Committee. It makes numerous technical and
clarifying changes to the revenue laws and related statutes. The following table
provides a section-by-section analysis of the proposed changes.

Section Explanation
1 Repeals an obsolete statute that requires gun owners to list their guns for

property taxes. This statute is not needed because nonbusiness personal
property is exempt from property taxes and the listing requirements for
business personal property are contained in the Machinery Act.

2 Increases the inheritance tax return filing threshold for Class A
beneficiaries from $450,000 to $600,000 to conform to the increased credit
enacted in 1996.

3-4 Correct incorrect cross-references to the North Carolina Building Code

and Building Accessibility Section of the Department of Insurance and
modernize language.

5 Places definitions in alphabetical order and renumbers them. The
definition of "security' is out of order and cannot be included in the
correct order without renumbering the list of definitions.

6 Deletes the definition of "fiduciary" from the withholding tax Article
because the term is not used in the Article.

7 Removes improper quotation marks.

8 Restores language that was inadvertently deleted in 1996 due to a
redlining error.

9 Corrects a grammatical error.

10 Clarifies that an owner is liable for deferred taxes that have accrued on

' property valued at its present use whenever the property loses its
eligibility for present use value classification. The clarification codifies the
Department’s long-standing interpretation of the use value program.

11 Restores the missing word “the.”
12 Restores the missing word “or.”
13-16 Make it clear that the per gallon motor fuel tax refunds do not apply to



17

18-19

20

21

23

the inspection tax.

Repeals three obsolete subsections concerning taxes payable by electric
membership corporations for 1965 and 1966.

Make it clear that a motor fuel supplier that sells kerosene is not required
to have a separate license as a kerosene supplier.

Makes a conforming change to a cross-reference to a subdivision and
modernizes language.

Deletes an improper comma and modernizes language.

Provides a savings clause.

Provides the effective date of the act.




NORTH CAROLINA GENERAL ASSEMBLY

’ B LEGISLATIVE FISCAL NOTE

BILL NUMBER: SB 33
SHORT TITLE: ADJUST CITY RECEIPTS TAX SHARE

SPONSOR(S) : SEN. BETSY COCHRANE

FISCAL IMPACT: Expenditures: Increase ( ) Decrease ( )
Revenues: Increase (X) Decrease (X)
No Impact ( )
No Estimate Available ( )

FUNDS AFFECTED: General Fund (X) Highway Fund ( ) Local Fund (X)
Other Fund ( )

BILL SUMMARY: Prior to the 1989-90 fiscal year, the portion of the State
Franchise tax on the gross receipts of utilities that was shared with
municipalities was earmarked from taxes collected. In June, 1990
legislation was enacted to fund the State aid through an appropriation.
During the 1991 budget crisis the General Assembly froze the statewide
distribution for all future years at the 1990-91 level. Under this system,

’ach city received a share of the statewide frozen amount based on utility
taxes collected in the city, relative to the statewide total. The 1993
General Assembly enacted legislation, effective beginning with the 1995-96
fiscal year, that changed the funding system back to an earmarking of the
State tax, less a holdback equal to the growth in actual collections for
each city between 1990-91 and 1994-95. (The intent was to allow the State
to keep the growth in collections during the freeze period as part of the
local government contribution to the 1991 budget crisis).

The first-year implementation of the change has identified an issue that
affects a handful of cities. The problem occurs in situations is which the
utility gross receipts in a city increased between 1990-91 and 1994-95 as a
result of the location or expansion of a large taxpayer (i.e., manufacturer)
who was not part of the 1995-96 tax base (or at a much lower level). 1In
this situation the city not only loses current revenues but is penalized by
a holdback that includes the prior growth of a taxpayer who no longer is
part of the city (or at a much lower level).

The bill corrects this inequity by reducing the holdback for any city whose
1995-96 distribution is at least 5% lower than the 1990-91 distribution, if
the application of the holdback moves the city into the negative growth
tatus. The holdback reduction is the amount necessary to ensure that the
/ity is held harmless at the 1990-91 amount. Any adjustment to the holdback
portion of the 1995-96 distribution will be carried forward to all future

- 122 -



years. This adjustment does not affect cities whose 1995-96 distribution is
lower than 1990-91 for reasons other than the application of the holdback. .

EFFECTIVE DATE: Upon ratification.
PRINCIPAL DEPARTMENT (S) /PROGRAM(S) AFFECTED: The distribution is
administered by the Department of Revenue. It is not anticipated that the

legislation will affect the Department’s budget requirements.

FISCAL IMPACT

FYS7 FY98 FY99 FYO00 FYO01l

REVENUES/RECEIPTS
State: -264,000 -132,000 -132,000 -132,000 -132,000
Cities*: +264,000 +132,000 +132,000 +132,000 +132,000

*Total for the few cities impacted.

DATA, ASSUMPTIONS, METHODOLOGY: The cost estimate is based on an FRD
computer simulation of the proposed system using actual data furnished by
the Department of Revenue for the 1990-91 through 1995-96 fiscal year for
all cities receiving a distribution.

FISCAL RESEARCH DIVISION
733-4910

PREPARED BY: Dave Crotts
APPROVED BY:

DATE: February 18, 1997
[FRD#003]
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SENATE BILL 98

Short Title: Tax At Rack Improvements. (Public)

Sponsors: Senators Kerr, Cochrane, Cooper, Shaw of Cumberland, and Soles.

Referred to: Finance.

February 12, 1997

A BILL TO BE ENTITLED
AN ACT TO IMPROVE THE ADMINISTRATION OF THE MOTOR FUEL TAX
LAWS.
The General Assembly of North Carolina enacts:
Section 1. Part 1 of Article 36C of Chapter 105 of the General Statutes is
amended by adding a new section to read:
"§ 105-449.62. Nature of tax.

This Article imposes a_tax on motor fuel to provide revenue for the State’s
transportation needs and for the other purposes listed in Part 7 of this Article. The
tax is collected from the supplier or importer of the fuel because this method is the
most efficient way to collect the tax. The tax is designed, however, to be paid
ultimately by the person who consumes the fuel. The tax becomes a part of the cost
of the fuel and is consequently paid by those who subsequently purchase and

consume the fuel."

Section 2. G.S. 105-449.65(a)(5), as repealed by Section 3 of Chapter 647
of the 1995 Session Laws (Reg. Sess. 1996), is reenacted and G.S. 105-449.65, with the
reenactment, reads as rewritten:

"§ 105-449.65. List of persons who must have a license.

(a) License. -- A person may not engage in business in this State as any of the
following unless the person has a license issued by the Secretary authorizing the
person to engage in that business:

(1) A refiner.

(2) A supplier.

(3) A terminal operator.



—
CWOOONANWN B WK =

£ EAEPABRAWWWWWWLWWWWWNDNNRODNODNNDDNDNODND —

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997

(4) An importer.
(5) An —
exporter,

(6) A blender.

(7) A motor fuel transporter.

(8) A bulk-end user of undyed diesel fuel.
(9) A retailer of undyed diesel fuel.

(b) Multiple Activity. -- A person who is engaged in more than one activity for
which a license is required must have a separate license for each activity, unless this
subsection provides otherwise. A person who is licensed as a supplier is not required
to obtain a separate license for any other activity for which a license is required and
is considered to have a license as a distributor. A person who is licensed as an
occasional importer or a tank wagon importer is not required to obtain a separate
license as a distributor. A person who is licensed as a distributor is not required to
obtain a separate license as an importer if the distributor acquires fuel for import

on om an elective supplier or a 1ssiv ter- suppli i uire
ly fr lect ppl ermissive supplier and is not re d

to obtain a separate license as an exporter. A person who is licensed as a distributor
or a blender is not required to obtain a separate license as a motor fuel transporter if

the distributor or blender does not transport motor fuel for others for hire."

Section 3. G.S. 105-449.66 reads as rewritten:

"§ 105-449.66. Types of importers; restrictions on who can get a license as an
importer.

(a) Types. -- An applicant for a license as an importer must indicate the type of
importer license sought. The types of importers are as follows:

(1) Bonded importer. -- A bonded importer is a person, other than a
supplier, who imports, by transport truck or another means of
transfer outside the terminal transfer system, motor fuel removed
from a terminal located in another state in any of the following
circumstances:

a. The state from which the fuel is imported does not require
the seller of the fuel to collect motor fuel tax on the removal

either at that state’s rate or the rate of the destination state.
b. The supplier of the fuel is not an elective supplier.
c. The supplier of the fuel is not a permissive supplier.
(2) Occasional importer. -- An occasional importer is any of the

following that imports motor fuel by any means outside the

terminal transfer system:

a. A distributor that imports motor fuel on an average basis of
no more than once a month during a calendar year.

b. A bulk-end user—thetis—net-a—distributer- user that acquires

motor fuel for import from a bulk plant and is not required

to be licensed as a bonded importer.
c. A distributor that imports motor fuel for use in a race car.

Page 2 Senate Bill 98
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(3) Tank wagon importer. -- A tank wagon importer is a person who
imports, only by means of a tank wagon, motor fuel that is
removed from a terminal or a bulk plant located in another state.

(b) Restrictions. -- A person may not be licensed as more than one type of
importer. A—persop-who—is—a—b enrd—user-and-is-notalse—a—distributor—may—not-be
suppher—or—from—a—bulleplent: A bulk-end user that imports motor fuel from a

terminal of a supplier that is not an elective or a permissive supplier must be licensed
as_a bonded importer. A bulk-end user that imports motor fuel from a bulk plant
and is not required to be licensed as a bonded importer must be licensed as an
occasional importer. A bulk-end user that imports motor fuel only from a terminal of

an elective or a permissive supplier is not required to be licensed as an importer."
Section 4. G.S. 105-449.67 reads as rewritten:

"§ 105-449.67. List of persons who may obtain a license.

A person who is engaged in business as any of the following may obtain a license

issued by the Secretary for that business:

(1) A distributor.

(2) A permissive supplier."

Section 5. G.S. 105-449.72 reads as rewritten:
"§ 105-449.72. Bond or letter of credit required as a condition of obtaining and
keeping certain licenses.

(a) Initial Bond. -- An applicant for a license as a refiner, a terminal operator, a
supplier, an importer, an—experter; a blender, a permissive supplier, or a distributor
must file with the Secretary a bond or an irrevocable letter of credit. A bond must
be conditioned upon compliance with the requirements of this Article, be payable to
the State, and be in the form required by the Secretary. The amount of the bond or
irrevocable letter of credit is determined as follows:

(1) For an applicant for a license as any of the following, the amount

is two million dollars ($2,000,000):
a. A refiner.
b. A terminal operator.

Senate Bill 98 Page 3
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c. A supplier that is a position holder or a person that receives

motor fuel pursuant to a two-party exchange.

d. A bonded importer.

€. A permissive supplier.

(2) For an applicant for a license as any of the following, the amount
is two times the applicant’s average expected monthly tax liability
under this Article, as determined by the Secretary. The amount
may not be less than two thousand dollars ($2,000) and may not be
more than two hundred fifty thousand dollars ($250,000):

a. A supplier that is a fuel alcohol provider but is neither a
position holder nor a person that receives motor fuel
pursuant to a two-party exchange.

An occasional importer.

A tank wagon importer.

A distributor.

An-exporter:

(3) For an applicant for a license as a blender, a bond is required only
if the applicant’s average expected annual tax liability under this
Article, as determined by the Secretary, is at least two thousand
dollars ($2,000). When a bond is required, the bond amount is the
same as under subdivision (2) of this subsection.

(b) Multiple Activity. -- An applicant for a license as a distributor and as a
bonded importer must file only the bond required of a bonded importer. An
applicant for two or more of the licenses listed in subdivision (a)(2) or (a)(3) of this
section may file one bond that covers the combined liabilities of the applicant under
all the activities. A bond for these combined activities may not exceed the maximum
amount set in subdivision (a)(2) of this subsection.

(c) Adjustment to Bond. -- When notified to do so by the Secretary, a person that
has filed a bond or an irrevocable letter of credit and that holds a license listed in
subdivision (a)(2) of this section must file an additional bond or irrevocable letter of
credit in the amount requested by the Secretary. The person must file the additional
bond or irrevocable letter of credit within 30 days after receiving the notice from the
Secretary. The amount of the initial bond or irrevocable letter of credit and any
additional bond or irrevocable letter of credit filed by the license holder, however,
may not exceed the limits set in subdivision (a)(2) of this section."

Section 6. G.S. 105-449.77(b) reads as rewritten:

"(b) Supplier Lists. -- The Secretary must give a list of licensed suppliers, licensed
terminal operators, licensed importers, licensed distributors, and licensed exporters to
each licensed supplier. The list must state the name, account number, and business
address of each license holder on the list. The Secretary must send a monthly update
of the list to each licensed supplier.

The Secretary must give a list of licensed suppliers to each licensed distributor,
licensed exporter, and licensed importer. The Secretary must also give a list of
licensed suppliers to each unlicensed distributor er-unlieensed-exporter that asks for a

LSS RIS
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copy of the list. The list must state the name, account number, and business address
of each supplier on the list and must indicate whether the supplier is an elective
supplier, a permissive supplier, or an in-State-only supplier. The Secretary must send
an annual update of the list to each licensed distributor, licensed exporter, and
licensed importer, and to each unlicensed distributor er—unlieensed—experter that
requested a copy of the list."

Section 7. G.S. 105-449.82(c) reads as rewritten:

"(c) Terminal Rack Removal. -- The excise tax imposed by G.S. 105-449.81(1) on
motor fuel removed at a terminal rack in this State is payable by the person that first
receives the fuel upon its removal from the terminal. If the motor fuel is removed by
an unlicensed distributor, the supplier of the fuel is jointly and severally liable for the
tax due on the fuel. If the motor fuel is sold by a person who is not licensed as a
supplier, as required by this Article, the terminal operator, the person selling the fuel,
and the person removing the fuel are jointly and severally liable for the tax due on
the fuel. If the motor fuel removed is not dyed diesel fuel but the shipping document
issued for the fuel states that the fuel is dyed diesel fuel, the terminal operator, the
supplier, and the person removing the fuel are jointly and severally liable for the tax
due on the fuel.

If the motor fuel is removed for export by an unlicensed exporter. the exporter is

liable for tax on the fuel at the motor fuel rate and at the rate of the destination state.

The liability for the tax at the motor fuel rate applies when the Department assesses

the unlicensed exporter for the tax."
Section 8. G.S. 105-449.87(c) reads as rewritten:

"(c) Imputed Knowledge. -- An—end—seller—of-dyed—dieselfuel-is—econsidered—to

mariced-

An end seller of dyved diesel fuel is considered to have known or had reason to
know that the fuel would be used for a purpose that is taxable under this section if

the end seller delivered the fuel into a storage facility that was not marked as
required by G.S. 105-449.123."
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Section 9. Part 3 of Article 36C of Chapter 105 of the General Statutes is
amended by adding a new section to read:
"§ 105-449.88A. Liability for tax due on motor fuel designated as exempt by the use
of cards or codes.

(a) Exempt Cards at Rack. -- When a licensed distributor or licensed importer
removes motor fuel from a terminal by means of an exempt card or exempt access
code issued by the supplier, the distributor or importer represents that the fuel
removed will be resold to a governmental unit that is exempt from the tax. A
supplier may rely on_this representation. A licensed distributor or licensed importer
that does not resell motor fuel removed from a terminal by means of an exempt card
or_exempt access code to an_exempt governmental unit is liable for any tax due on
the fuel.

(b) Exempt Cards at Retail. -- A supplier that issues to, or authorizes another
person to issue to, another person a credit card or an access code that enables the
person_to buy motor fuel at retail without paying the tax on the fuel has a duty to
determine if the person is exempt from the tax. A supplier is liable for tax due on
motor fuel purchased at retail by use of a credit card or an access code issued to a
person who is not exempt from the tax.

(c) Card Holder. -- A person to whom an exempt card or exempt access card is
issued for use at a terminal or at retail is liable for any tax due on fuel purchased
with the card for a purpose that is not exempt. A person who misuses an exempt
card or code by purchasing fuel with the card or code for a purpose that is not

exempt is liable for the tax due on the fuel."
Section 10. G.S. 105-449.89 reads as rewritten:

"§ 105-449.89. Removals by out-of-state bulk-end user.

An out-of-state bulk-end user may not remove motor fuel from a terminal in_this
tate for use in the state in which the bulk-end user is located unless the bulk-end
user is licensed under this Article as an exporter. An out-of-state bulk-end user that

is not licensed under this Article may remove motor fuel from a bulk plant in this
State."

Section 11. G.S. 105-449.90 reads as rewritten:
"§ 105-449.90. When tax return and payment are due.
(a) Filing Periods. -- The excise tax imposed by this Article is payable when a
return is due. A return is due annually, quarterly, or monthly, as specified in this
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section. A return must be filed with the Secretary and be in the form required by the
Secretary.

An annual return is due within 45 days after the end of each calendar year. An
annual return covers tax liabilities that accrue in the calendar year preceding the date
the return is due.

A quarterly return is due by the last day of the month that follows the end of a
calendar quarter. A quarterly return covers tax liabilities that accrue in the calendar
quarter preceding the date the return is due.

A monthly return of a person other than an occasional importer is due within 22
days after the end of each month. A monthly return of an occasional importer is due
by the ist 3rd of each month. A monthly return covers tax liabilities that accrue in
the calendar month preceding the date the return is due.

(b) Annual Filers. -- A terminal operator must file an annual return for the
compensating tax imposed by G.S. 105-449.85.

(¢) Quarterly Filers. -- A licensed importer that removes fuel at a terminal rack of
a permissive or an elective supplier and a licensed distributor must file a quarterly
return under G.S. 105-449.94 to reconcile exempt sales.

(d) Monthly Filers on 22nd. -- The following persons must file a monthly return
by the 22nd of each month:

(1) A refiner.

(2) A supplier.

(3) A bonded importer.

(4) A blender.

(5) A tank wagon importer.

(6) A person that incurred a liability under G.S. 105-449.86 during the
preceding month for the tax on dyed diesel fuel used to operate
certain highway vehicles.

(7) A person that incurred a liability under G.S. 105-449.87 during the
preceding month for the backup tax on motor fuel.

(e) Monthly Filers on st 3rd. -- An occasional importer must file a monthly
return by the #st third day of each month. An occasional importer is not required to
file a return, however, if all the motor fuel imported by the importer in a reporting
period was removed at a terminal located in another state and the supplier of the fuel
is an elective supplier or a permissive supplier."”

Section 12. G.S. 105-449.91 reads as rewritten:

"§ 105-449.91. Remittance of tax to supplier.

(a) Distributor. -- A distributor must remit tax due on motor fuel removed at a
terminal rack to the supplier of the fuel. A licensed distributor has the right to defer
the remittance of tax to the supplier, as trustee, until the date the trustee must pay
the tax to this State or to another state. The time when an unlicensed distributor
must remit tax to a supplier is governed by the terms of the contract between the
supplier and the unlicensed distributor.

(b) Exporter. -- An exporter must remit tax due on motor fuel removed at a

terminal rack to the supplier of the fuel. A-lieensed-experter-thatis-also-ticensed—in
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the—supplier—end—the—experter- The time when an exporter must remit tax to a

supplier is governed by the law of the destination state of the exported motor fuel.

(c) Importer. -- A licensed importer must remit tax due on motor fuel removed at

a terminal rack of a permissive or an elective supplier to the supplier of the fuel. A

licensed importer that removes fuel from a terminal rack of a permissive or an

elective supplier has the right to defer the remittance of tax to the supplier until the
date the supplier must pay the tax to this State.

(d) General. -- The method by which a distributor, en a licensed exporter, or a
licensed importer must remit tax to a supplier is governed by the terms of the
contract between the supplier and the distributor, exporter, or licensed importer and
the supplier. G.S. 105-449.76 governs the cancellation of a license of a distributor, an
exporter, and an importer."

Section 13. G.S. 105-449.92(b) reads as rewritten:

"(b) Effect of Notice. -- A supplier that sells motor fuel to a distributor er—an
exporter after receiving notice from the Secretary that the Secretary has cancelled the
distributor’s er-experters license is jointly and severally liable with the distributor er
expoerter for any tax due on motor fuel the supplier sells to the distributor er-experter
after receiving the notice. This joint and several liability does not apply to excise tax
due on motor fuel sold to a previously unlicensed distributor er—unlteensed-exporter
after the supplier receives notice from the Secretary that the Secretary has issued
another license to the distributor-er-experter: distributor."

Section 14. G.S. 105-449.96 reads as rewritten:

"§ 105-449.96. Information required on return filed by supplier.

A return of a supplier must list all of the following information and any other
information required by the Secretary:

(1) The number of gallons of tax-paid motor fuel received by the
supplier during the month, sorted by type of fuel, seller, point of
origin, destination state, and carrier.

(2) The number of gallons of motor fuel removed at a terminal rack
during the month from the account of the supplier, sorted by type

of fuel, person receiving distributer;-exporter;-or-impeorter; the fuel

terminal code, and carrier.

(3) The number of gallons of motor fuel removed during the month

for export, sorted by type of fuel, person receiving distributer—er
expeorter; the fuel, terminal code, destination state, and carrier.

(4) The number of gallons of motor fuel removed during the month at
a terminal located in another state for destination to this State, as
indicated on the shlppmg document for the fuel sorted by type of

fuel, person receiving 3 5 ; the fuel,
terminal code, and carrier.
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(5) The number of gallons of motor fuel the supplier sold during the
month to any of the following, sorted by type of fuel, exempt
entity, person receiving eistributer; the fuel, terminal code, and
carrier:

a. A governmental unit whose use of fuel is exempt from the
tax.

b. A licensed distributor or importer that resold the motor fuel
to a governmental unit whose use of fuel is exempt from the
tax, as indicated by the distributor: distributor or importer.

c. A licensed exporter that resold the motor fuel to a person
whose use of fuel is exempt from tax in the destination state,
as indicated by the exporter.

(6) The amount of discounts allowed under G.S. 105-449.93(b) on
motor fuel sold during the month to licensed distributors or
licensed importers."

Section 15. G.S. 105-449.97 reads as rewritten:

"§ 105-449.97. Deductions and discounts allowed a supplier when filing a return.

(a) Taxes Not Remitted. -- When a supplier files a return, the supplier may deduct
from the amount of tax payable with the return the amount of tax any of the
following license holders owes the supplier but failed to remit to the supplier:

(1) A licensed distributor.

(2) A licensed importer that removed the motor fuel on which the tax
is due from a terminal of an elective or a permissive supplier.

(3) Repealed by Session Laws 1995, c. 647, s. 32.

A supplier is not liable for tax a license holder listed in this subsection owes the
supplier but fails to pay. If a listed license holder pays tax owed to a supplier after
the supplier deducts the amount on a return, the supplier must promptly remit the
payment to the Secretary.

(b) Administrative Discount. -- A supplier that files a timely return may deduct
from the amount of tax payable with the return an administrative discount of one-
tenth of one percent (0.1%) of the amount of tax payable to this State as the trustee,
not to exceed eight thousand dollars ($8,000) a month. The discount covers expenses
incurred in collecting taxes on motor fuel.

(c) Percentage Discount. -- A supplier that sells motor fuel directly to an
unlicensed distributor er—unlieensed-experter or to the bulk-end user, the retailer, or
user of the fuel may take the same percentage discount on the fuel that a licensed
distributor may take under G.S. 105-449.93(b) when making deferred payments of tax
to the supplier.

(d) Taxes Paid on Exempt Retail Sales. -- When filing a return, a supplier that
issues or authorizes the issnance of an exempt card or an exempt access code to a
person that enables the person to buy motor fuel at retail without paying tax on the
fuel may deduct the amount of excise tax imposed on fuel purchased with the exempt
retail card or code, The amount of excise tax imposed on fuel purchased at retail
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with_an exempt retail card or code is the amount that was imposed on the fuel when
it was delivered to the retailer of the fuel."

Section 16. G.S. 105-449.98 reads as rewritten:
"§ 105-449.98. Duties of supplier concerning payments by distributors, exporters, and
importers.

(a) As Fiduciary. -- A supplier has a fiduciary duty to remit to the Secretary the
amount of tax paid to the supplier by a licensed distributor, licensed exporter, or
licensed importer. A supplier is liable for taxes paid to the supplier by a licensed
distributor, licensed exporter, or licensed importer.

(b) Netifieation—te-Distributer-er—Experter- Notice of Fuel Received. -- A supplier
must notify a licensed distributor-or-lieensed-exporter distributor, a licensed exporter,
or a licensed importer that received motor fuel from the supplier during a reporting
period of the number of taxable gallons received. The supplier must give this notice
after the end of each reporting period and before the keensed-distributor-orticensed
experter license holder must remit to the supplier the amount of tax due on the fuel.
(c) Netifieation Notice to Department. -- A supplier of motor fuel at a terminal
must notify the Department within 10 business days after a return is due of any
licensed distributers-er-lieensed-expeorters distributors, licensed exporters, or licensed
importers that did not pay the tax due the supplier when the supplier filed the return.
The netifieatior notice must be transmitted to the Department in the form required
by the Department.
(d) Payment Application. -- A supplier that receives a payment of tax from a

distributor—or—a—heensed—exporter licensed distributor, a licensed exporter, or
licensed importer may not apply the payment to debts a_debt that person owes th
supplier for motor fuel purchased from the supplier.”

Section 17. G.S. 105-449.105(a) reads as rewritten:

"(a) Exempt Fuel. -- A distributer person may obtain a refund of tax paid by the
distributor person on motor fuel sold to a governmental unit whose use of motor fuel
is exempt from the motor fuel excise tax. A governmental unit whose use of motor
fuel is exempt from the motor fuel excise tax may obtain a refund of tax paid by it on
motor fuel. A person may obtain a refund of tax paid by the person on exported
fuel, including fuel whose shipping document shows this State as the destination state
but was diverted to another state in accordance with the diversion procedures
established by the Secretary."

Section 18. G.S. 105-449.116 reads as rewritten:
"§ 105-449.116. Import confirmation number required for some imported motor fuel.

(a) Requirement. -- A bonded importer or an occasional importer that acquires
motor fuel for import by transport truck from a supplier that is not an elective
supplier or a permissive supplier, and therefore will not be acting as trustee for the
remittance of tax to the State on behalf of the importer, must obtain an import
confirmation number from the Secretary before importing the motor fuel. The
importer must write the import confirmation number on the shipping document
issued for the fuel. The importer must obtain a separate import confirmation number
for each transport truck delivery of motor fuel into this State.

Page 10 Senate Bill 98
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(b) Penalty. -- An importer that does not obtain an import confirmation number

when required by this section is liable for a civil penalty. The civil penalty is pavable
to the Department of Transportation, Division of Motor Vehicles, or the Department

of Revenue and is payable by the person in whose name the transport truck is
registered. The amount of the penalty depends on whether the person against whom
the penalty is assessed has previously been assessed a penalty under this subsection.
For a first assessment under this subsection, the penalty is the same as the amount for
a first assessment under G.S. 105-449.115(f). For a second or subsequent assessment
under this subsection, the penalty is the same as the amount for a second or
subsequent assessment under G.S. 105-449.115(f). A penalty imposed under this

subsection is in addition to any motor fuel tax assessed."
Section 19. G.S. 105-449.117 reads as rewritten:

"§ 105-449.117. Penalties for highway use of dyed diesel or other non-tax-paid fuel.
It is unlawful to use dyed diesel fuel fer-a—highwey-use in a highway vehicle that is

licensed or required to be licensed under Chapter 20 of the General Statutes unless
that use is permitted allowed under section 4082 of the Code. It is unlawful to use

undyed diesel fuel in a highway vehicle that is licensed or required to be licensed
under Chapter 20 of the General Statutes unless the tax 1mposed by thls Artlcle has

been pald A person who pperates

section is guilty of a Class 1 mlsdemeanor and is liable for a c1v11 penalty

The civil penalty is payable to the Department of Transportation, Division of
Motor Vehicles, or the Department of Revenue and is payable by the person in
whose name the highway vehicle is registered. The amount of the penalty depends
on the amount of fuel in the supply tank of the highway vehicle. The penalty is the
greater of one thousand dollars ($1,000) or five times the amount of motor fuel tax
payable on the fuel in the supply tank. A penalty imposed under this section is in
addition to any motor fuel tax assessed."

Section 20. G.S. 105-449.120(a)(3) reads as rewritten:

"(3) Willfully fails to pay a tax when due under this Artiele: Article or
under former Article 36 or 36A of this Chapter, Failure to comply
with a requirement of a supplier to remit tax payable to the
supplier by electronic funds transfer is considered a failure to make
a timely payment."

Section 21. The catch line to G.S. 105-449.122 reads as rewritten:

"§ 105-449.122. MiseeHaneous Equipment requirements."

Section 22. Part 6 of Article 36C of Chapter 105 of the General Statutes

is amended by adding a new section to read:

"§ 105-449.123. Marking requirements for dyed diesel fuel storage facilities.

(a) Requirements. -- A person who is a retailer of dyed diesel fuel or who stores
both dyed and undyed diesel fuel for use by that person or another person must mark
the storage facility for the dyed diesel fuel as follows with the phrase ‘Dyed Diesel’,

Senate Bill 98 Page 11
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‘For Nonhighway Use’, or a similar phrase that clearly indicates the diesel fuel is not
to be used to operate a highway vehicle:
(1) The storage tank of the storage facility must be marked if the
storage tank is visible.
(2)  The fillcap or spill containment box of the storage facility must be

marked.

(3) The dispensing device that serves the storage facility must be
marked.

b) Exception. -- The marking requirements of this section do not apply to_a

storage facility that contains fuel used only in heating, drying crops, or a
manufacturing process, and is installed in a manner that makes use of the fuel for any

other purpose improbable."
Section 23. G.S. 105-449.133 reads as rewritten:

"§ 105-449.133. Bond or letter of credit required as a condition of obtaining and

keeping Heense-as-alternative-fuel-provider: certain licenses.

(a) Who Must Have Bond. -- Anappleant The following applicants for a license &s
an—alternative—fuelprovider must file with the Secretary a bond or an irrevocable
letter of eredit+in-an credit:

(1)  An alternative fuel provider.
(2) A _retailer or a bulk-end user that intends to store highway and
nonhighway alternative fuel in the same storage facility.

(b) Amount. -- The amount of the bond is the amount that would be required if

the fuel the applicant intended to provide or store was motor fuel rather than
alternative fuel. An applicant that is also required to file a bond or an irrevocable
letter of credit under G.S. 105-449.72 to obtain a license as a distributor of motor fuel
may file a single bond or irrevocable letter of credit under that section for the
combined amount.

A bond filed under this subsection must be conditioned upon compliance with this
Article, be payable to the State, and be in the form required by the Secretary. The
Secretary may require a bond issued under this subsection to be adjusted in
accordance with the procedure set out in G.S. 105-449.72 for adjusting a bond filed
by a distributor of motor fuel."

Section 24. G.S. 105-449.137(a) reads as rewritten:

"(a) Liability. - A bulk-end user or retailer that stores highway and nonhighway
alternative fuel in the same storage facility is liable for the tax imposed by this
Article. The tax pavable by a bulk-end user or retailer applies when fuel is

withdrawn from the storage facility, The alternative fuel provider that sells or delivers
alternative fuel is liable for the tax imposed by this Astiele: Article on all other
alternative fuel,"
Section 25. G.S. 105-449.138 reads as rewritten:
"§ 105-449.138. Requirements for bulk-end users and retailers.
(a) Informational Return. -- A bulk-end user and a retailer must file a quarterly
informational return with the Secretary. A quarterly return covers a calendar quarter
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and is due by the last day of the month that follows the quarter covered by the

return.
The return must give the following information and any other information
required by the Secretary: ‘
(1) The amount of alternative fuel received during the quarter.
(2) The amount of alternative fuel sold or used during the quarter.
(b) Storage. -- A—storege—faeility—tsed—by—a—bulcend—user—or—a—retatler—mus

eperate—a—highway—vehiele: A bulk-end user or a retailer may store highway and
nonhighway alternative fuel in separate storage facilities or in the same storage
facility. If highway and nonhighway alternative fuel are stored in separate storage
facilities, the facility for the nonhighway fuel must be marked in accordance with the
requirements set by G.S. 105-449.123 for dyed diesel storage facilities. If highway and
nonhighway alternative fuel are stored in the same storage facility, the storage facility
must _be equipped with separate metering devices for the highway fuel and the
nonhighway fuel. If the Secretary determines that a bulk-end user or retailer used or
sold alternative fuel to operate a highway vehicle when the fuel was dispensed from a
storage facility or through a meter marked for nonhighway use, all fuel delivered into
that storage facility is presumed to have been used to operate a highway vehicle."

Section 26. Sections 1, 19, and 20 of this act are effective when this act
becomes law. The remaining sections of this act become effective October 1, 1997.
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FISCAL ANALYSIS MEMORANDUM
DATE: February 18, 1997
TO: Senate Finance Committee

FROM: Richard Bostic
Fiscal Research Division

RE: SB 98 Tax at Rack Improvements
FISCAL IMPACT
Yes () No (X) No Estimate Available ()

FY 1997-98 FY 1998-99 FY 1999-00 FY 2000-01 FY 2001-02

REVENUES

EXPENDITURES

PRINCIPAL DEPARTMENT(S) & Department of Revenue, Motor Fuels Tax Division
PROGRAM(S) AFFECTED:

EFFECTIVE DATE: Effective October 1, 1997 except for sections 1, 19, and 20 that are effective upon
ratification.

BILL SUMMARY:

Makes technical and clarifying changes to method of collecting motor fuel taxes commonly
referred to as “tax at the rack.” State adopted this method effective Jan. 1, 1996. Method bears
this name because it imposes the per gallon excise tax when motor fuel is put into truck by
means of “rack” at pipeline terminal.



North Carolina Department of Revenue

»

James B. Hunt, Jr. Muriel K. Offerman
Governor . February 18, 1997 Secretary

MEMORANDUM

TO: Representative Lyons Gray, Representative Constance Wilson,
Representative Robert Brawley, and Representative Walter Dickson,
Co-Chairmen
House Finance Committee

Senator John H. Kerr III and Senator David Hoyle, Co-Chairmen
Senate Finance Committee

FROM: Muriel K. Offerman
Secretary of Revenue

RE: SENATE BILL 98 - A BILL TO BE ENTITLED AN ACT TO IMPROVE THE
ADMINISTRATION OF THE MOTOR FUEL TAX LAWS

This bill makes additional fine tuning changes to the method of
collecting motor fuels tax, otherwise known as "tax at the rack". The tax
is imposed when motor fuel in put into a transport or tank wagon truck, for
distribution, at the terminal rack. This method of fuel tax collection was
adopted by the General Assembly effective January 1, 1996.

This bill makes various clarifying changes and also changes the
licensing requirements of exporters.

Section 1: Explains the nature of the motor fuels tax and although the tax
is collected by the supplier or importer, the tax is designed as a
"pass-through" tax to be paid by the ultimate consumer. This is the same
principle as outlined by the United States Supreme Court in the Chickasaw
case. In that case, the Oklaloma gas tax was held to not apply to Native
American sellers because the tax was not a pass-through tax.

Sections 2 and 4: Removes the option of an exporter to be licensed and
makes licensing mandatory, the same as for importers. Currently, if an
exporter is not licensed in North Carolina, the unlicensed exporter must pay
the North Carolina motor fuels tax and the destination state’s tax. The
unlicensed exporter must then apply to North Carolina for the refund.

P.O. Box 25000, Raleigh, North Carolina 27640
State Courier 51-71-00
An Equal Opportunity Employer
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Section 3: Changes the licensing provisions for a bulk-end user importing
motor fuels into the state. Currently a bulk-end user, trucking company,
may not be licensed as a bonded importer. This bill allows for a bulk-end
user to be a bonded importer, thereby able to buy fuel at an out-of-state
terminal that does not precollect the North Carolina motor fuel tax.

This section further relieves the bulk-end users of the importer
licensing requirements if they purchase all of their imported fuel at an
out-of-state terminal that precollects the North Carolina tax. Currently,
the bulk-end user must be licensed as an occasional importer. This change
parallels the requirements for a distributor.

Finally, this section requires a bulk-end user that imports motor fuel
from a bulk plant, outside of the terminal rack system, to be licensed as an
occasional importer. The North Carolina motor fuels tax has not been
charged on this fuel and this licensing requirement allows for the bulk-end
user to pay the tax on fuel from a bulk plant directly to the state.

Section 5: Deletes the bond requirement for an exporter. Currently the
bond requirement is based on expected liability which ranges from $2,000 to
$250,000. The bill now requires that all exporters be licensed which
enables cross-border tracking of fuel shipments.

Section 6: Deletes references to unlicensed exporters since sections 2 and
4 of the bill requires all exporters to be licensed.

Section 7: The bill requires all exporters to be licensed but in the case
that an exporter is not licensed and does export motor fuel, the bill allows
for the Department to assess North Carolina motor fuel tax on the fuel
purchased in this state.

Sections 8 and 22: Clarifies the marking requirements for dyed diesel
storage tanks by requiring a dyed diesel tank to be marked at all retail
locations and only at user locations which store both highway and nonhighway
diesel. Currently all dyed diesel tanks must be labeled "For Nonhighway
Use" unless the fuel in the tank is for home heating, drying crops or
manufacturing and the accessibility to the tank makes use of the fuel for
other purposes improbable.

This is consistent with the federal law.

Section 9: Clarifies the use of exempt or access cards. This section
places the liability of the tax on the distributor if that distributor
represents, by using an exempt access card, that the fuel is to be resold
directly to an exempt entity but instead resells the fuel for a taxable
purpose. By using the exempt access card, the distributor is getting the
fuel taxfree. '
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This section also places the tax liability on the supplier if that
supplier issues a card or code that allows a person to buy, less the tax, at
a retail location, when in reality the person is not exempt.

This section further states that the card holder is liable for any
misuse of the exempt card by the cardholder.

Section 10: Requires an out-of-state bulk-end user that buys fuel at a
North Carolina terminal to be licensed as a distributor or exporter. A
bulk-end user will only be licensed as a distributor if they fall within the
grandfather group of bulk-end users that were licensed prior to tax at the
rack as a distributor. All new out-of-state bulk-end user licensees will be
licensed as an exportér.

Section 11: Made a change to the due date of the occasional importer
return. Under current law, the return is due by the first day of the month
following the close of the preceding month, if activity existed. This
caused a hardship on the taxpayer who made the import on the last day on the
month and was expected to file a return the following day.

Section 12: Clarifies the time that an exporter must remit tax to the
supplier of the destination state tax. It further deletes any reference to
unlicensed exporters.

Section 13: Deletes all references to an exporter.

Section 14: Adds importers to the categories of information contained on a
supplier’s return.

Section 15: Allows for the supplier to take credit on the supplier return
for sales made at retail locations to exempt entities, by use of an access
card or code issued by the supplier.

Section 16: Adds importers to the group of license holders that must
receive certain information from suppliers and about whom the suppliers must
notify the Department. '

Section 17: Allows for anyone who pays tax on fuel that is exempt to apply
to the Department for a refund of the tax paid.

Section 18: Adds a civil penalty for failure to get an import confirmation
number. This proposed penalty is the same as the penalty for failure to
obtain a diversion number when the fuel is diverted to a destination state
other than what is on the bill on lading. Currently, there is no penalty
for failure to obtain a import confirmation number.
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Section 19: Clarifies that the penalty for using dyed diesel or other
non-taxpaid fuel in a highway vehicle applies to all fuel used in the
vehicle. Currently, the law applies the penalty to fuel used "for a highway
use". This could be construed to mean that a vehicle that is parked and has
dyed diesel in its tanks is not subject to the penalty because the fuel is
not at that moment being used for a highway use.

Section 20: Clarifies the civil penalty for willful failure to pay a tax
due to include tax due under the former law as well as tax due under the
current statute. The Department was required to reissue licenses under the
new law but had no provisions for canceling the licenses if tax due prior to
the new law was not paid. :

Section 21: Makes a technical change to accommodate the addition of a new
statute in Section 22 to come after G.S. 105-449-122. Statutes with
headings of miscellaneous requirements are typically the last statute in a
Part or Article and this statute will no longer be the last one.

Section 22: See Section 8.

Section 23: Requires a retailer or bulk user of alternative fuel that will
be the taxpayer to post a bond.

Section 24:. Changes the liability of tax on alternative fuels stored in one
tank from the alternative fuels provider to the retailer or bulk-end user of
alternative fuels. Currently the provider must charge tax on all fuel if
one storage facility for highway and nonhighway fuel is used.

Section 25: Allows a retailer or bulk-end user of alternative fuels to use
one storage facility for highway and nonhighway fuel. There must be
separate metering devices to measure fuel that is used for a highway or
nonhighway use.

Section 26: Makes all sections of the act except three clarifying changes
effective October 1, 1997. Sections 1, 19 and 20 are effective when the act
becomes law.
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February 10, 1997

MEMORANDUM
To: Senator John Ker
From: Sabra Faires 5—{2

Subject: Tax At Rack Results

The numbers are in for the first year of tax at the rack. The change in the method
of collecting motor fuel taxes resulted in an increase in gallons of 3.26%. This
increase in the gallons increased the amount of taxes collected by $31,115,103.

The attached charts show the increases in the gallons and in the dollar amount of
tax collected. The chart that sets out the increase in tax collections shows an
increase of $41,241,911. Only part of this amount is attributable to tax at the rack.
The difference between $41,241,911 and the tax at the rack increase, which is
$31,115,103, is attributable to an increase in the variable component of the motor
fuel tax rate.

The switch to collecting taxes at the rack has increased motor fuel tax collections
in an amount that is the equivalent of a tax increase of % cent a gallon.

. AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER



Comparative Statement of Net Motor Fuels

for Feb - Jan 1995-96 & 1996-97

Increase % of
Feb 96 -Jan 97 Feb 95-Jan 96 Decrease Change
GASOLINE GALLONS
February 275,242,708 267,879,913 7,362,795 2.75%
March 268,358,689 267,253,576 1,105,113 0.41%
April 313,423,180 302,261,894 11,161,286 3.69%
May 311,387,966 301,364,480 10,023,486 3.33%
June 328,252,132 314,115,820 14,136,312 4.50%
July 311,068,322 313,190,916 (2,122,594) -0.68%
August 329,420,552 313,451,647 15,968,905 5.09%
September 336,988,529 325,580,286 11,408,243 3.50%
October 303,481,925 294,939,487 8,542,438 2.90%
November 328,222,069 308,323,010 19,899,059 6.45%
December 311,603,097 302,474,305 9,128,792 3.02%
January 313,913,846 309,655,703 4,258,143 1.38%
NC Gas 3,731,363,015 3,620,491,037 110,871,978 3.06%
SPECIAL FUELS GALLONS

February 57,200,546 38,787,755 18,412,791 47.47%
March 60,695,236 94,493,765  (33,798,529) -35.77%
April 76,031,592 64,995,353 11,036,239 16.98%
May 70,372,135 58,561,264 11,810,871 20.17%
June 71,420,310 69,392,016 2,028,294 2.92%
July 67,386,229 65,958,285 1,427,944 2.16%
August 68,107,843 60,217,005 7,890,838 13.10%
September 73,284,092 69,592,610 3,691,482 5.30%
October 65,178,698 66,599,097 (1,420,399) -2.13%
November 75,175,797 67,575,143 7,600,654 11.25%
December 67,351,260 65,772,882 1,578,378 2.40%
January 68,150,492 65,602,334 2,548,158 3.88%
NC SF 820,354,230 787,547,509 32,806,721 4.17%
- GASOLINE & SPECIAL FUELS GALLONS

February 332,443,254 306,667,668 25,775,586 8.41%
March 329,053,925 361,747,341 (32,693,416) -9.04%
April 389,454,772 367,257,247 22,197,525 6.04%
May 381,760,101 359,925,744 21,834,357 6.07%
June 399,672,442 383,507,836 16,164,606 4.21%
July 378,454,551 379,149,201 (694,650) -0.18%
August 397,528,395 373,668,852 23,859,743 6.39%
September 410,272,621 395,172,696 15,099,725 3.82%
October 368,660,623 361,538,684 7,122,039 1.97%
November 403,397,866 375,898,153 27,499,713 7.32%
December 378,954,357 368,247,187 10,707,170 2.91%
January 382,064,338 375,258,037 6,806,301 1.81%
NC COMB 4,551,717,245 4,408,038,646 143,678,699 3.26%




Comparative Statement of Net Motor Fuels
for Feb - Jan 1995-96 & 1996-97

. Increase % of
Feb 96 -Jan 97 Feb 95 - Jan 96 Decrease Change
GASOLINE TAXES
February $60,553,396 $58,129,941 $2,423,455 4.17%
March $59,038,912 $57,994,026 $1,044,886 1.80%
April $68,953,100 $65,590,831, $3,362,269 513%
May $68,505,353 $65,396,092 $3,109,260 4.75%
June $72,215,469 $68,163,133 $4,052,336 5.95%
July $67,501,826 367,649,238 ($147,412) -0.22%
August $71,484,260 $67,705,556 $3,778,704 5.58%
September $73,126,511 $70,325,342 $2,801,169 3.98%
October $65,855,578 $63,706,929 $2,148,649 3.37%
November $71,224,189 $66,597,770 $4,626,419 6.95%
December $67,617,872 $65,334,450 $2,283,422 3.49%
January $70,944,529 $68,124 255 $2,820,275 4.14%
NC Gas $817,020,993 $784,717,562  $32,303,430 4.12%
_ SPECIAL FUELS TAXES _
February $12,584,120 $8,416,943 $4,167,177 49.51%
March $13,352,952 $20,505,147 ($7,152,195) -34.88%
April $16,726,950 $14,103,992 $2,622,959 18.60%
May $15,481,870 $12,707,794 $2,774,075 21.83%
June $15,712,468 $15,058,067 $654,401 4.35%
July $14,622,812 $14,246,990 $375,822 2.64%
August $14,779,402 $13,006,873 $1,772,529 13.63%
September $15,902,648 $15,032,004 $870,644 5.79%
October $14,143,777 $14,385,405 ($241,627) -1.68%
November $16,313,148 $14,596,231 $1,716,917 11.76%
December $14,615,223 $14,206,943 $408,281 2.87%
January $15,402,011 $14,432,513 $969,498 6.72%
NC SF $179,637,382 $170,698,901 $8,938,480 5.24%
GASOLINE & SPECIAL FUELS TAXES
February $73,137,516 $66,546,884 $6,590,632 9.90%
March $72,391,864 $78,499,173 ($6,107,309) -7.78%
April $85,680,050 $79,694,823 $5,985,227 7.51%
May $83,987,222 $78,103,886 $5,883,336 7.53%
June $87,927,937 $83,221,200 $4,706,737 5.66%
July $82,124,638 $81,896,227 $228,410 0.28%
August $86,263,662 $80,712,429 $5,551,233 6.88%
September $89,029,159 $85,357,346 $3,671,813 4.30%
October $79,999,355 $78,092,334 $1,907,021 2.44%
November $87,537,337 $81,194,001 $6,343,336 7.81%
December $82,233,095 $79,541,392 $2,691,703 3.38%
January $86,346,540 $82,556,768 $3,789,772 4.59%
NC COMB $996,658,375 $955,416,464  $41,241,911 4.32%
Tax Rates:
Jan 95-Jun 95 21.7 Cents
Jul95-Dec 95 21.6 Cents
Jan 96-Jun 96 22.0 Cents
Jul 96-Dec 96 21.7 Cents
Jan 97-Jun 97 22.6 Cents
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NORTH CAROLINA GENERAL ASSEMBLY
SENATE

FINANCE COMMITTEE REPORT
Senator David Hoyle, Co-Chair
Senator John Kerr, Co-Chair

Wednesday, February 19, 1997

SENATOR HOYLE,
submits the following with recommendations as to passage:

FAVORABLE
S.B. 98 Tax At Rack Improvements
Sequential Referral: none
Recommended Referral: none
FAVORABLE, AS AMENDED
S.B. 33 Revenue Laws Technical Changes

Sequential Referral: none
Recommended Referral: none
Long Title Amended: No

TOTAL REPORTED: 2

Committee Clerk Comment: none



SENATE FINANCE COMMITTEE
(Joint Meeting with House Finance and Senate and House Appropriations Committees)

WEDNESDAY, FEBRUARY 19, 1997

3 P.M. -ROOM 643 LOB

The Senate Finance Committee met jointly with the Senate Appropriations Committee
and the House Finance and Appropriations Committees on Wednesday, February 19,
1997, to hear Tony Goldman from the Legislative Staff. Representative Holmes called
the meeting to order and introduced Mr. Goldman.

Mr. Goldman informed the committees that Governor Hunt had recommended a $11.2
billion budget which included the first steps in raising teacher salaries to the national
average and expanding Smart Start to all 100 counties. Included in the minutes is
information provided by Mr. Goldman to the committee members.

At the conclusion of Mr. Goldman’s presentation, Representative Crawford, Chair of

. House Appropriations, presided over a question and answer general discussion.
Y fn  Ctolbes
‘Davi A -Chair J H. Kerr, III, Co-Chair
Senate Finance Committee enate Finance Committee
Penny ﬁ V\/llhams Clerk Evelyn S. Hartsell Clerk



166} ‘gl Aeniqag
UOISIAI(] YoJeasay [easld

SNOLLVTINNIS T13dOIN TVIONVNI4 ANNd TVYINTO

VNITO¥VYD HLYON 40 31V1S



‘swajqoid 198pnq uua) Suoj proae 0} Aressassu aq Aewr suonoe axaym WSIY3y 0
INq ‘sIeak 2Imynj Ul paoue[eq 3q 10U [[IM puny [BISUSD) S 31L1S Y3 18y} 1s233ns 0} papusiul J0U Ik §)[NSaI [SPOJA] [eIoURUL] Y], '193pag
paouefeq e Jopun sajerado eurjoIe)) YUON ‘sonuoAal uipassxs samyipuadxs  djenuils,, Aew [9powr 3y3 S[IYM Jey) pajou 3q pInoys 1]

-aATpdads1ad wiis)-3uo] v WLy pamalA 3q UBD ‘SUOISIOAP 3SOY) W) Jnsal 3wt yey) joedull [eosy PIjewsd Y} pue ‘SUoISIoap
Aoy ye os A[jenuue pajepdn oq ues [opow oy, ‘1sed ay) ut Sey J1 St ANy ) U MoI3 03 pamof[e st 193pnq dY) JI saBueYd AMIPUIAXI
- 'puUe 9NUSASI I)B[NUIS,, 0} Aem AN Ue sapiaoid [apour oy “Yoopno siyderSowap pue JIWIOUOID dININJ S BUI[OTR)) YLION USAID

“Juowkojdua 21218
1210y 10 uone[ndod ajelS [B10} SB YoNs ‘SaInSeaw d1ou0dd Jo oyderSowap urepsd ut Yumoid oYy 0y asuodsal ur puedxs [[im AI2AL3p
9J1AISS JBY) SOWINSSE [opow Y] °dAIss Kay)  sjualpd,, 1o suonendod ayy 03 (393pnq paynIad £6/9661 Ul 10§ papiaoid se) saciales
Jo Kypenb pue adoos juormd ayy apiaoid o3 anunuod [[im syusuntedop sjerg 1ey) uondumsse ay) §309[Ja1 }dadU0D  SIVTAIIS JUSLIND,, Y],

‘uone[juI Aq paisnipe aq [[Im S[OA] IDTAISS SOY) YHM PIJBIOOSSE SaImIpuadxa jey) pue °£6/9661 eak aseq sy ul paptacid

[9A9] AU} JB SNUNUOD [[IM SIOIAIIS JUILIND,, Jey) 1daouoo ay) uo paseq si [opour ayf ‘suondumsse sjqisne[d ureuad usAId ‘owm
19A0 S2IM)Ipuadxd puE SONUSAII pun, [eIdudN) 30a(01d 0} [9pow [eroUEBUL} PSjeWIOINE Ue SIZI[NN A[QUISSSY [RIdUID BUI[oIe)) YUON Y],

NOILLONAOYLNI

THAOW TVIONVNIA ANNA TVIINTD L661



aWOdU] [BUOSId] JO IMOID)
59X, puny |BIUID)

SUYTANA INNIAT “d

$33[0JR{ PUR ‘SIUONEBGOI] ‘SIIRWU]
;10,4 suondafosd ymoin uonendogd
1U0K)ILL0)) L

uonendod ut yimoln
YI[e3H el

Ajenuue 95,0 18 YIMOID) -- PIESIPSJA
2OURISISSY [EIIPIN

13p{o 7 g9 uonendod uj yImoID -- AISpId JoJ Iy
swAodwaun ut yPmoin -- DAV
SIOIAING [BIS0S
SN0 uswWIngy 9

(%8°1 = T0/10 - L6/96 Ad Ymoi3 g 14 [enuue "3Ay)
moun (3 14) wajeamby swiy g
:53daq10) Apunwwo) ‘g

(%S'1 =T0/10 - L6/96 A ymwoi3 J 1 [enuue ‘3ay)
Mol (FL4) wajeamby sunj ing
:wASAS JNN P

(7u0D) STIMODALVD HOrVIN 4O SHAAIA TUNLIANIIXA TVIINAD D

(%81 = T0/10 - L6/96 Ad ywmo1d WAV [enuue BAY )
ymwoin (JNAV) diysioquispy Kjie 23e1oay
Se[nuiIo ] Wsunojly pty a1eig
(Zi->p) uoneanpy diqny ‘¢

“1ayeasay) Ajjenuue 9,6 ‘66/86-L6/96 A1 Yywoi3 oN
153500 348 YjjeaH sadkojdwyg 18IS 7

(Kjjenuue 946°¢ - 9% '€ KjP1ewixoiddy)

*O'N ul saakojdwis Sumoeynuew Ajanoy a3esaae 0) sjqeredwo) o
15358240U] 3TBAY |

SANODALYD YOV 404 SHIARA TUNLIANILXE TVIANID D

Sy

%9'1  =juswkojdwy
%0'€ = (1dD) X3pu[ 20Lid JouUINsU0)
%79 = SWOdU] [BUOSId]
%€l = uonejndog
‘T0/100T - L6/9661 Ad ymoin [enuuy ‘3Ay
‘SNOLLdNSSVY ANTY L ZN1TISVE "9
L6/0€/9 AAANT HVIA ISVE WOU4 AANNLINOD SEDIAYAS INTIND 'V

SSYTATHA AT ANV SNOILIINNSSV TI

"s10108) orydesdowap parosjas pue ‘Awouodss ay) 198png puny] jesausn) ay) usamyaq Aejdsajui ap jo suopesyjdwi ,[anjonuss, uu-Suoj ayp KjpAneuenb Ljnuapi ol

"Me[ JUaLNd Ul sa8ueyo [enualod Jo $199))0 uua)-3uof oY) 13pIsuod Kew A3y Yoiym JsureSe yIewyousq [eanau e yum sioje(si3a) spraosd of

asoddnd 1

LITHS LOVA

L6/81/T0

TAAON TVIONVNIA ANNA TVIINTD "D 'N

ey



~e

*SINUGAAI [BNUUE Ul PIPNIOUI 10U §1 INUIAI Xe}-uou areys ajeuontododsip presipap ‘¢

‘saamyipuadxa {enuue ul papnjoul jou are saunyipuadxa Surnsaiuou 12y30 pue suswdsorduwn jende)
p 1 1P p : 10 p! e »

‘saAlasar Joud 1apisuod jou saop (23euoys)ssnjdins puny juar °|

SSALON

Suwunoal o3 parjdde si snidins §j 910N

AT -

%C0" s1auoue’ Vg ‘6

%0°1- s3jewu] g

%8’ ALd 100 oy L

%'l FL4 ONM 9

%91 w2k duig °§

(%6°' €% ¢ xoidde) Fuunjoejnuepy (saakojdua aeys % s194yoesy) %S 1 ‘WA e Say
Koy 031 ajqesedwo)) aseasou] adem “Z1 %0°€ 140 €|

%6 = 70/10-00/66 24D YijesH %T9 awoduj [evosiad [e10], T

% 0 = 66/86-L6/96 dwg g (| %'l uonendod "N ‘I
%01 = 20/10-L6/96 PIEIPI 01 20029661 )

suopduinssy ymolo [Bnuuy suopduinssy [moas) [enuuy 3oy
SNOLLJINNSSY HLAMOYD
‘junowe jey) Aq paseasoul a1e s1eak 946°9 %9 %€'9 %6'S ARS aNUIAY

Buimoyfoj oy Joy sanypuadxa ‘sweidoid [0z %6°S 9%6°S %0°L saimipuadxyg  :s9BY YM04D)

*m_ww , ag =55 ) mgmm

m.wo F .VF SONUIAIY

9'268'cl |€/91°€L |9Gev'eL (vi8Ll'LL L'6ZLLL saimjipuadxg
20/100T 10/000C 00/6661 66/8661 86/L661

L661 ‘81 924

HNONIATH ANV STINLIANAIXT ANQA TVIANTD

(uoniiN=3)

NOILLVINNIS S3DIAYHIS INIHHND

dVIA 3Svd 1661/9661 Ad

1300

VIONVNId ANNd TVH3INIO



Feb. 17, 1997

GEMNERAL FUND MODEL RECONCILIATION ’
‘FiISCAL RESEARCH DIVISION / OFFICE OF STATE BUDGET
General Fund Recurring Resources and Requirements

($=Miltion)

1. FISCAL RESEARCH DIVISION (FRD)

Cutrent:Services Simulation: © 5| 1997/98 1998/99 1999/00 | 2000/01 2001/02
Revenues 11,059.7] 11,716.9| 12,451.1 13,250.7{ 14,108.9
Expenditures 11,1291 117874 12435.6] 13167.3| 13,892.6
Surplus/(Shortage) 4 (69.4) (70.5) 15.5 83.4 216.3

2. OFFICE OF STATE BUDGET (OSBM) .

Budget:Summary:Document.® | 1997/98 1998/99 1999/00 2000/01 | 2001/02
Revenues 11,049.7] 11,711.4| 12,4448| 13,2435| 14,100.7
Expenditures 11,0455/ 117105/ 124438 13.209.8] 13,8109

—» | Surplus/(Shortage) 4.2 0.9 1.0 33.7 289.8

* Continuation budget plus policy changes

3. RECONCILIATION OF FRD SIMULATION TO OSBM
1997/98 1998/99 1999/00 2000/01 2001/02

REVENUES _
Current Services'Simulation (FRD;

OSBM Revenue Reductions: ** ]
Highway Fund Transfer (12.6) (13.4) (14.2) (15.1 (16.1)

OSBM Revenue Increases: **
Interstate Auditors 2.6 7.9 7.9 7.9 7.9

EXPENDITURES

36T

OSBM Expenditure Reductions: **

Recommended Cuts (Bud. Sum.) (245.0 (398.3 (549.1) (699.9) (735.3
Lower Wage Increase (St. Emp.) (33.8 (51.6 (69.5) (93.2) (147.0
Teachers/State Emp. Health Care (26.7) (64.7) (106.1)
FTE Comm. College (12.5 (25.4) (38.9) (50.1)
ABC's of Public Ed. Program (25.0) (25.0
OSBM Expenditure Increases: **
Smart Start 221 68.7 130.0 222.9 260.4
Teachers to the National Avg. 120.8 2694 431.9 605.5 623.7
ABC's of Public Ed. Program 25.0 25.0 25.0
Reduction in Class Size - 11.0 11.0 11.0 11.0 11.0
Other Items 41.7 56.7 58.7 58.7 58.7
Adjusted Expenditures.

L—[Surplus/(Shortage) 28.8 5.6 23.3 49.8 267.8)
**Relative to FRD model




~e

S

‘SaNUIASL [ENUUE B} PIPNJOUI J0U S| SNUIASI XEJ-UOU 3seys djeuorodoidstp preoipap €

‘samyipuadxa jenuue ui papnjoul jou ase saimipuadxa Sulundauou Jayio pue syuswasodun peyde) g

-saazasa1 Joud 13pisuod 10u saop (adeuoys)ssnjdms punyg LusD ‘|

SALON
1'5$) A Y] 0'G8€$) v'19% lelol
o'vL$) L'201$) 6'v81$) v'vZ$ Xe} 'ou] [euosiad
0Zs ¥'618) v'EvLs) L61$ Xe] ssjeg
£9% 1'828) 1'9G%) £€2$ xe] -ou| 'di0)
10/00 00/66 66/86 86/.6 xej

Puad] WOI4 SUONONPIY BNUIAY

%2°0° S1auoueqold '6

%01 sapewu] ‘g

(%6 €-%*+'¢ xoidde) Fuumoeynuep (saakodwa ajess % s1ayoea)) %81 4L 10D wwo) L

h_.—zo: (V1] u—QEaQEoo asealou] ommg Al %S°1 AILIONN G

%6=20/10-00/66 ared yieay %91 wawAojdw3 g

%0=66/86-L6/96 dwg amg '11 %1 "W Areq A p

%01=20/10-00/66 %0°¢ IdD ¢

%9=00/66-66/86 %L'9 awodu] [euosiad [BI0L ‘T

%81=66/86-88/L6 %E°1 uonendod "J'N °1

%8=86/L6-L6/96 PIesipajN ‘01 70029661
suopduinssy Yimouan) [gnuuy ‘3ay
SNOLLdINNSSY HLMOYD
‘Junowe jey) Aq pasealou] ale sk [{046°9 %L L %S’ %8'S anuaAdy
3umo][oy ayy 40§ sasmpuadxs ‘swesSoud o469 9%9°S %L'b %69 mouBG:onxm .uaaaz __tso._O
Sutunoal o) patjdde st snjdins 31 ;210N [6'E6L - = TOVSL ... k9°¢0L)-. 10S) - L l¥
6'80L'vL |osye’ mv 6'G62'Cl m Pmm : b \.N_‘ L 8:55&
0'GlL6'EL [0°160'CL [G86E'CL |6'8€8'LL [¥'6.0°LL samyipuadxy
20/100C 10/000C 00/6661 66/8661 86/L661

HANTATE ANV STHNLIANIdXT ANNA TVIANTD

(uoltN=3)

NOILVINNIS AY¥VNOISS3O3Y

dV3A 3Svd L661/9661 Ad
13Ad0NW ._<‘Z_u_ aNNd TVY3INTO



SENATE FINANCE COMMITTEE
WEDNESDAY, FEBRUARY 26, 1997
12 NOON - ROOM 544 LOB
The Senate Finance Committee met February 26, 1997, with Senator Kerr presiding.
There were 25 committee members present and the following bills were discussed:

H.B. 34 - Catawba Annexations

H.B. 34 was explained by Representative Brawley. Copy of bill and explanation
included in the minutes. Upon motion by Senator Carrington, the bill was given a
“favorable” report by the committee.

S.B. 69 - Stokes School Acquisition.

Senator Foxx was recognized to explain S.B.59 which was on the agenda for discussion
only.

S.B. 59 - Gates School Acquisition.

Senator Ballance was recognized to explain S.B. 59. This bill was on the agenda for
discussion only.

Sabra Faires, Staff Attorney, gave a brief background of these bills. Senator Winner was
recognized for comments and informed the committee that she had a bill that would
extend the COPS authority to all 100 counties. This bill is in the process of being drafted
and should be filed on Monday. It will be referred to the Finance Committee. Copies of
bills and explanations are included in the minutes.

S.B. 106 - Sale of Property for Unpaid Taxes.

S.B. 106 was explained by Senator Cooper. This bill was recommended by the Revenue
Laws Study Commission. Rich Riddle with the Division of Controlled Substance Tax
Division of the Department of Revenue was recognized for comments on the backlog of
cases now in the Department. Senator Foxx moved for a “favorable” report and the
motion was approved. Copy of bill, explanation and fiscal note is included in the
minutes.

S.B. 147 - Increase Fee Birth/Death Certificate.

S.B. 147 was explained by Senator Winner. This bill is on the agenda for discussion
only. Ron Aycock, representing the Association of County Commissioners, was
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recognized and spoke in support of the bill. After questions and comments by members
of the committee, Senator Winner informed the committee that she would do additional
work on this bill and would like to be on the agenda at a later date. Copy of bill,
explanation and fiscal note included in the minutes.

S.B. 34 - Adjust City Receipts Tax Share.

This bill was previously on the February 19" Agenda and a PCS had been adopted at this
meeting. This PCS was explained by Senator Cochrane. After a long general debate on

S.B. 34 with questions and concerns of the committee members discussed, Senator Kerr
announced that S.B. 34 would be further considered at a later date.

| O nbs”

ﬁvd w! eCo- air ohn H. Kerr, III, Co-Chair

Meetjng adjourned.

Senate Finance Co 1y ttee Sgnate Finance Committee

® =Y 7//4/4%&) Gl Rtk 0 X
Penny N. Zc’ﬂlliams, Clerk Evelyn SHartsell, Clerk
NOTE:

Agenda is Attachment # 1
Visitors’ Sign Up Sheet is Attachment # 2
Committee Report is Attachment # 3



AR prun H [

AGENDA

SENATE FINANCE COMMITTEE

February 26, 1997

12 Noon - Room 544

S.B. 34 - Adjust City Receipts Tax Share
S.B. 56 - Catawba Annexations

S.B. 59 - Gates School Acquisition

S.B. 69 - Stokes School Acquisition

S.B. 106 - Sale of Property for Unpaid Taxes
S.B. 147 - Increase Fee Birth/Death Certif.

H.B. 34 - Catawba Annexations



GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 1997

HOUSE BILL 34*
Second Edition Engrossed 2/20/97

Short Title: Catawba Annexations. (Local)

Sponsors: Representatives Brawley; and Buchanan.

Referred to: Local and Regional Governmént II, if favorable, Finance.

February 4, 1997

A BILL TO BE ENTITLED
AN ACT CONCERNING VOLUNTARY SATELLITE ANNEXATIONS BY THE
TOWN OF CATAWBA.
The General Assembly of North Carolina enacts:
Section 1. G.S. 160A-58.1(b)(5) does not apply to the Town of Catawba.
Section 2. This act is effective when it becomes law but it applies only to
annexation ordinances adopted on or before December 1, 1997.



EXPLANATION OF HOUSE BILL 34:

Catawba Annexations
2nd Edition
TO: Senate Finance Committee
FROM: Sabra J. Faires, Committee Counsel
DATE: February 26, 1997

SPONSOR: Representative Robert Brawley

House Bill 34 concerns voluntary satellite annexations by the Town of
Catawba. The bill is identical to Senate Bill 56 (2nd Edition), introduced by
Senator Austin Allran. The bill gives the Town of Catawba the ability to annex
property that is not contiguous with its primary corporate limits even though the
annexed property will exceed 10% of the area within the primary city limits. The
bill applies only to annexation ordinances adopted on or before December 31,
1997.

G.S. 160A-58.1 governs the voluntary annexation of noncontiguous
property. Property owners may petition a city for voluntary annexation of
noncontiguous property if the property meets several standards. Under G.S.
160A-58.1(b)(5), the area within the proposed satellite corporate limits, when
added to the area within all other satellite corporate limits, may not exceed 10%
of the area within the primary corporate limits of the annexing city.

There is less than 4,400 acres within the primary corporate limits of the
Town of Catawba. The property owners of approximately 440 acres of land
noncontiguous to the primary corporate limits of Catawba desire to petition the
Town for voluntary satellite annexation. This annexation will not be permissible
unless the 10% standard is modified or eliminated. This bill proposes to
eliminate the standard for a specified period of time. Five cities have eliminated
this standard altogether: Hickory, New Bern, Statesville, Kenly, and Troy.
Several other cities have modified the standard, much in the same way as this bill
modifies it for the Town of Catawba.

The bill does not release the proposed satellite annexation from meeting
the other standards listed in G.S. 160A-58.1(b), which are:

1. The nearest point on the proposed satellite corporate limits must be
not more than 3 miles from the primary corporate limits of the
annexing city.



House Bill 34
Page 2

02/26/97 '

2. No point on the proposed satellite corporate limits may be closer to the
primary corporate limits of another city than to the primary corporate
limits of the annexing city.

3. The area must be so situated that the annexing city will be able to
provide the same services within the proposed satellite corporate
limits that it provides within its primary corporate limits.

4. If the area proposed for annexation is a subdivision, all of the
subdivision must be included.
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 1997

SENATE BILL 59

Short Title: Gates School Acquisition. (Local)

Sponsors: Senator Ballance.

Referred to: State Government, Local Government, and Personnel.

February 6, 1997

A BILL TO BE ENTITLED
AN ACT TO ALLOW GATES COUNTY TO ACQUIRE PROPERTY FOR USE
BY ITS COUNTY BOARD OF EDUCATION.
The General Assembly of North Carolina enacts:
Section 1. G.S. 153A-158.1 reads as rewritten:
"§ 153A-158.1. Acquisition and improvement of school property in certain counties.

(a) Acquisition by County. -- A county may acquire, by any lawful method, any
interest in real or personal property for use by a school administrative unit within the
county. In exercising the power of eminent domain a county shall use the procedures
of Chapter 40A. The county shall use its authority under this subsection to acquire
property for use by a school administrative unit within the county only upon the
request of the board of education of that school administrative unit and after a public
hearing.

(b) Construction or Improvement by County. -- A county may construct, equip,
expand, improve, renovate, or otherwise make available property for use by a school
administrative unit within the county. The local board of education shall be involved
in the design, construction, equipping, expansion, improvement, or renovation of the
property to the same extent as if the local board owned the property.

(c) Lease or Sale by Board of Education. -- Notwithstanding the provisions of G.S.
115C-518 and G.S. 160A-274, a local board of education may, in connection with
additions, improvements, renovations, or repairs to all or part of any of its property,
lease or sell the property to the board of commissioners of the county in which the
property is located for any price negotiated between the two boards.
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(d) Board of Education May Contract for Construction. -- Notwithstanding the
provisions of G.S. 115C-40 and G.S. 115C-521, a local board of education may enter
into contracts for the erection or repair of school buildings upon sites owned in fee
simple by one or more counties in which the local school administrative unit is
located. :

(e) Scope. -- This section applies to Alleghany, Ashe, Avery, Bladen, Brunswick,
Cabarrus, Carteret, Cherokee, Chowan, Columbus, Currituck, Dare, Duplin,
Edgecombe, Forsyth, Franklin, Gates, Graham, Greene, Guilford, Halifax, Harnett,
Haywood, Hyde, Iredell, Jackson, Johnston, Jones, LLee, Macon, Madison, Martin,
Moore, Nash, New Hanover, Orange, Pasquotank, Pender, Person, Pitt, Randolph,
Richmond, Rockingham, Rowan, Sampson, Scotland, Stanly, Surry, Union, Vance,
Wake, Wilson, and Watauga Counties."

Section 2. This act is effective when it becomes law.

Page 2 Bill 59




TO:

EXPLANATION OF SENATE BILL 59
Gates School Acquisition

Senate Finance Committee

FROM: Sabra Faires, Committee Counsel
DATE: February 26, 1997
SPONSOR: Senator Frank Ballance

Senate Bill 59 is a local bill that applies only to Gates County and the local
boards of education for school administrative units in that county. The substance
of the bill is that same as that enacted in past legislative sessions for 52 other
counties.

The bill makes the following changes concerning the acquisition and financing
of public school facilities:

(1)

2

)

It authorizes Gates County to acquire real or personal property for use by a
school administrative unit located in the county when requested to do so
by the unit. Under current law, only those counties listed in G.S. 153A-
158.1(a), have this authority. Under general law, a county is authorized to
acquire real or personal property only on behalf of the county or an agency
of the county and a school administrative unit is not an agency of the
county.

It authorizes the local boards of education to contract with Gates county
for the erection or repair of a public school building that is located on a site
owned by the county. Under current general law, local boards of
education are required to hold title to all school property and therefore
have no authority to make contracts concerning the construction or repair
of school buildings located on sites not owned by them.

It authorizes the local boards of education to transfer to the county
property on which a school building in need of renovation or repair is
located for any price agreed to by the board of education and the county.
Current law requires transfers from a local board of education to a county
to be at fair market value and allows a local board of education to transfer
property to a county only if the board does not believe the property is
necessary or desirable for a school.

The effect of these changes is to allow certain installment financing to be

used for public school construction or renovation. The installment financing that
can be used is an installment contract secured by a security interest in the
building constructed or renovated. This type of financing is available to counties



but is not generally available to school administrative units. Under G.S. 160A-20,
only a school administrative unit located in a county whose population exceeds
90,000 and whose local board of education can levy a school tax is authorized to

use this type of financing.

One type of installment financing is the issuance of certificates of
participation. A certificate of participation is a document setting out the share of
a local unit's debt that is owed to that person. In practice, the holder of the
certificate receives interest and principal payments in a manner similar to
interest and principal payments on a bond issued by the borrowing unit. Unlike
the issuance of a bond, however, the issuance of a certificate of participation is
not subject to a vote of the people.

If a county builds and equips a school on behalf of a local school
administrative unit, the county can receive a refund of sales and use taxes paid
on the project. In contrast, the local school administrative unit could not receive
a refund of these taxes if it built and equipped the school itself. This is because a
local school administrative unit is not one of the governmental entities that are
allowed refunds of sales and use taxes under G.S. 105-164.14(c).
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 1997

SENATE BILL 69

Short Title: Stokes School Acquisition. (Local)

Sponsors: Senators Foxx; and East.

Referred to: State Government, Local Government, and Personnel.

February 10, 1997

A BILL TO BE ENTITLED
AN ACT TO ALLOW STOKES COUNTY TO ACQUIRE PROPERTY FOR USE
BY ITS COUNTY BOARD OF EDUCATION.
The General Assembly of North Carolina enacts:
Section 1. G.S. 153A-158.1 reads as rewritten:
"§ 153A-158.1. Acquisition and improvement of school property in certain counties.

(a) Acquisition by County. -- A county may acquire, by any lawful method, any
interest in real or personal property for use by a school administrative unit within the
county. In exercising the power of eminent domain a county shall use the procedures
of Chapter 40A. The county shall use its authority under this subsection to acquire
property for use by a school administrative unit within the county only upon the
request of the board of education of that school administrative unit and after a public
hearing.

(b) Construction or Improvement by County. -- A county may construct, equip,
expand, improve, renovate, or otherwise make available property for use by a school
administrative unit within the county. The local board of education shall be involved
in the design, construction, equipping, expansion, improvement, or renovation of the
property to the same extent as if the local board owned the property.

(c) Lease or Sale by Board of Education. -- Notwithstanding the provisions of G.S.
115C-518 and G.S. 160A-274, a local board of education may, in connection with
additions, improvements, renovations, or repairs to all or part of any of its property,
lease or sell the property to the board of commissioners of the county in which the
property is located for any price negotiated between the two boards.
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(d) Board of Education May Contract for Construction. -- Notwithstanding the
provisions of G.S. 115C-40 and G.S. 115C-521, a local board of education may enter
into contracts for the erection or repair of school buildings upon sites owned in fee
simple by one or more counties in which the local school administrative unit is
located.

(e) Scope. -- This section applies to Alleghany, Ashe, Avery, Bladen, Brunswick,
Cabarrus, Carteret, Cherokee, Chowan, Columbus, Currituck, Dare, Duplin,
Edgecombe, Forsyth, Franklin, Graham, Greene, Guilford, Halifax, Harnett,
Haywood, Hyde, Iredell, Jackson, Johnston, Jones, Lee, Macon, Madison, Martin,
Moore, Nash, New Hanover, Orange, Pasquotank, Pender, Person, Pitt, Randolph,
Richmond, Rockingham, Rowan, Sampson, Scotland, Stanly, Stokes, Surry, Union,
Vance, Wake, Wilson, and Watauga Counties."

Section 2. This act is effective when it becomes law.

Page 2 Senate Bill 69




EXPLANATION OF SENATE BILL 69
Stokes School Acquisition

TO: Senate Finance Committee
FROM: Sabra Faires, Committee Counsel
DATE: February 26, 1997

SPONSOR: Senators Foxx and East

Senate Bill 59 is a local bill that applies only to Stokes County and the local
boards of education for school administrative units in that county. The substance
of the bill is that same as that enacted in past legislative sessions for 52 other
counties.

The bill makes the following changes concerning the acquisition and financing
of public school facilities:

(1) It authorizes Stokes County to acquire real or personal property for use by
a school administrative unit located in the county when requested to do so
by the unit. Under current law, only those counties listed in G.S. 153A-
158.1(a), have this authority. Under general law, a county is authorized to
acquire real or personal property only on behalf of the county or an agency
of the county and a school administrative unit is not an agency of the
county.

(2) It authorizes the local boards of education to contract with Stokes county
for the erection or repair of a public school building that is located on a site
owned by the county. Under current general law, local boards of
education are required to hold title to all school property and therefore
have no authority to make contracts concerning the construction or repair
of school buildings located on sites not owned by them.

(3) It authorizes the local boards of education to transfer to the county
property on which a school building in need of renovation or repair is
located for any price agreed to by the board of education and the county.
Current law requires transfers from a local board of education to a county
to be at fair market value and allows a local board of education to transfer
property to a county only if the board does not believe the property is
necessary or desirable for a school.

The effect of these changes is to allow certain installment financing to be
used for public school construction or renovation. The installment financing that
can be used is an installment contract secured by a security interest in the
building constructed or renovated. This type of financing is available to counties



but is not generally available to school administrative units. Under G.S. 160A-20,
only a school administrative unit located in a county whose population exceeds
90,000 and whose local board of education can levy a school tax is authorized to

use this type of financing.

One type of installment financing is the issuance of certificates of
participation. A certificate of participation is a document setting out the share of
a local unit's debt that is owed to that person. In practice, the holder of the
certificate receives interest and principal payments in a manner similar to
interest and principal payments on a bond issued by the borrowing unit. Unlike
the issuance of a bond, however, the issuance of a certificate of participation is

not subject to a vote of the people.

If a county builds and equips a school on behalf of a local school
administrative unit, the county can receive a refund of sales and use taxes paid
on the project. In contrast, the local school administrative unit could not receive
a refund of these taxes if it built and equipped the school itself. This is because a
local school administrative unit is not one of the governmental entities that are
allowed refunds of sales and use taxes under G.S. 105-164.14(c).
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 1997

S 1
SENATE BILL 106

Short Title: Sale of Property for Unpaid Taxes. (Public)

Sponsors: Senators Cooper, Cochrane, Kerr, Shaw of Cumberland, and Soles.

Referred to: Finance.

February 13, 1997
A BILL TO BE ENTITLED

AN ACT TO ALLOW REGIONAL SALES OF PERSONAL PROPERTY SEIZED

FOR UNPAID TAXES TO BE HELD IN ANY COUNTY.
The General Assembly of North Carolina enacts:

Section 1. G.S. 105-242(a) reads as rewritten:

"(a) Warrants for Collection of Taxes. -- If any tax levied by the State and payable
to the Secretary has not been paid within 30 days after the taxpayer was given a
notice of final assessment of the tax under G.S. 105-241.1(d1), the Secretary may take
either of the following actions to collect the tax:

e

2

The Secretary may issue a warrant or an order under the
Secretary’s hand and official seal, directed to the sheriff of any
county of the State, commanding him to levy upon and sell the
real and personal property of the taxpayer found within the county
for the payment of the tax, including penalties and interest, and the
cost of executing the warrant and to return to the Secretary the
money collected, within a time to be specified in the warrant, not
less than 60 days from the date of the warrant; the sheriff upon
receipt of the warrant shall proceed in all respects with like effect
and in the same manner prescribed by law in respect to executions
issued against property upon judgments of a court of record, and
shall be entitled to the same fees for his services in executing the
warrant, to be collected in the same manner.

The Secretary may issue a warrant or order under the Secretary’s
hand and seal to any revenue officer or other employee of the
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Page 2

Department of Revenue charged with the duty to collect taxes,
commanding the officer or employee to levy upon and sell the
taxpayer’s personal property, including that described in G.S. 105-
366(d), found within the State for the payment of the tax, including
penalties and interest. Except as otherwise provided in this
subdivision, the levy upon the sale of personal property shall be
governed by the laws regulating levy and sale under execution. The
person to whom the warrant is directed shall proceed to levy upon
and sell the personal property subject to levy in the same manner
and with the same powers and authority normally exercised by
sheriffs in levying upon and selling personal property under
execution, except that the property may be sold in Weke—County
er—in—the—eounty—in—whieh—it—was—seized; any county, in the
discretion of the Secretary. In addition to the notice of sale
required by the laws governing sale of property levied upon under
execution, the Secretary may advertise the sale in any reasonable
manner and for any reasonable period of time to produce an
adequate bid for the property. Levy and sale fees, plus actual
advertising costs, shall be added to and collected in the same
manner as taxes."

Section 2. This act becomes effective July 1, 1997.

Senate Bill 106




EXPLANATION OF SENATE BILL 106
Sale of Property For Unpaid Taxes

TO: Senate Finance Committee
FROM: Sabra Faires, Committee Counsel
DATE: February 26,1997 -

SPONSOR: Senator Roy Cooper

Senate Bill 106 is one of the bills recommended to the 1997 General Assembly
by the Revenue Laws Study Committee. It gives the Department of Revenue the
ability to sell in any county in this State personal property the Department has
seized for payment of delinquent State taxes. Current law requires this property
to be sold in Wake County or the county in which the property was seized. The
bill becomes effective July 1, 1997, and applies to property sold on or after that
date.

G.S. 105-242(a)(2) authorizes the Secretary of Revenue to levy on a taxpayer's
personal property to collect delinquent unpaid taxes. and to sell the property either
in Wake County or in the county in which it was seized. This statute is used almost
exclusively by the Controlled Substance Tax Division, which collects the tax on
illegal drugs. Vehicles and other property are often seized for these taxes pursuant
to G.S. 105-113.111 and sold at auction. Seventy-five percent of the proceeds of these
sales are distributed among the law enforcement agencies whose investigation led to
the assessment and the remaining 25% is credited to the General Fund.

The Department of Revenue suggested that the Revenue Laws Study
Committee consider proposing the change made in this bill. The Department
estimates that it could reduce expenses incurred in selling seized property by as
much as $100,000 a year if the bill were enacted.

The current practice of the Department is to store and sell all seized property
in Wake County. The Department does this because it is too costly to store and
sell property in all 100 counties. The Department contracts to have seized
property hauled from the counties in which it is seized to Wake County where it
is stored until an auction site is available. Rental of auction sites in Wake County
is expensive and, because of delays due to waiting for a site, the Department
incurs extra costs for storing the property.

The Department plans to implement this bill, if it is enacted, by establishing
regional sites in Eastern, Central, and Western North Carolina for the sale of
seized property Expanding the permissible locations for sales will reduce costs
because the property will not have to be hauled as far and there will be less storage



time waiting for an auction site to become available. In addition, more companies
will be able to compete for the transportation, storage, and sale business because ‘
they will no longer have to have Statewide operations in order to qualify, and this

increase in competition could yield a lower contract price.




NORTH CAROLINA GENERAL ASSEMBLY
LEGISLATIVE FISCAL NOTE
BILL NUMBER: Senate Bill 106 (First Edition)
SHORT TITLE: Sale of Property for Unpaid Taxes

SPONSOR(S): Senator Cooper

FISCAL IMPACT

Yes (X) No () No Estimate Available ()

FY 1997-98 FY 1998-99 FY 1999-00 FY 2000-01 FY 2001-02

REVENUES

EXPENDITURES
General Fund ($9,750) ($9,750) ($9,750) ($9,750) (89,750)
State & Local
Law Enforcement (529,250) ($29,250) ($29,250) ($29,250) (529,250)

PRINCIPAL DEPARTMENT(S) & Department of Revenue, Controlled Substance Tax Division
PROGRAM(S) AFFECTED:

EFFECTIVE DATE: July 1, 1997

BILL SUMMARY: This act authorizes the Department of Revenue to sell in any county the
personal property seized for non payment of taxes. The current law states that property may be
sold in Wake county or in the county in which it was seized.

ASSUMPTIONS AND METHODOLOGY: The Director of the Department of Revenue’s
Controlled Substance Ta